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Rand note: the rand strengthens towards R14.00/USD, at R14.25/USD today, as the 
growing COVID-19 third wave in the US continues to negatively impact its economic 
data, potentially reducing the speed of tapering  

  
 

 

 

  
 

   

   



 

SA Economics 
 

 

   

   
 

   

   



 

SA Economics 
 

 

 

  
      

•   The US continues to see a marked rise in its third wave of COVID-19 infections which is 
having a negative impact on consumer sentiment as well as market expectations for the 
rapidity of QE tapering, which previously was strongly anticipated for November even. 

•   The Fed Chair’s comments on a dovish tapering process are increasingly being heard by 
the markets, after his Jackson Hole address, as key economic data readings continue to 
show a propensity to disappoint on the downside while the third wave builds. 

•   Deaths too are surging across the US as the delta variant spreads rapidly, with just over 
half of the population vaccinated, and hard-line anti vaxxers persisting in still significant 
numbers, while Dr Fauci highlights a number of new variants of interest have emerged.  

•   New variants of interest include mu, which has been identified to have some similar 
characteristics as the delta variant, but the mu variant possibly may be able to surpass 
certain antibodies and so some vaccines. It has been found in around forty countries so 
far. 

•   A variant of interest has the potential to do more harm than the strain it mutated from, with 
four others also of interest, eta, iota, kappa and lambda. The spread of delta through the 
US has already negatively impacted confidence measures, with worries over its growth 
outlook. 

•   A tightening of lockdown restrictions is still not widely expected, in the face of strong anti-
lockdown sentiment in the US. The Fed is likely to remain in no hurry to cause substantial 
QE reduction given the uncertainty, with its dovish approach having sparked some risk 
taking. 

•  In particular, the Fed watches financial market sentiment, and if this starts to flag and turn 
significantly negative, it could also add to the FOMC’s caution in reducing QE. The third 
wave of deaths and cases has not yet peaked, and risks worsening substantially.        
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•  The seven-day rolling average of new US COVID-19 deaths is seven times higher than at 
the start of the third wave and still growing on the rapid rise in COVID-19 underway. There 
is evidence of some weakening in some areas of the US economy as COVID-19 cases 
climb. 

•   The rand currently averages R14.64/USD and is on track to average R14.55/USD for the 
quarter, if not slightly stronger, as the rand continues to attempt to pull towards 
R14.00/USD. US economic data releases will continue to remain key.  
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•   Domestically, with the courts requiring the municipal elections to go ahead around the end 
of October, start of November, what is traditionally a calm period for the rand, when the 
rand typically sees some strength, could instead be one of higher volatility. 

•   This would particularly be the case if electioneering got very heated, with already a 
reported pro-Zuma march in Durban this weekend at the student level and dispersed by 
the police, and some of the mobilisers arrested. 

•   Coming after the destructive unrest in July, these events negatively impact sentiment, and 
have the potential to do so much more severely, as electioneering political parties, 
particularly the radical ones do not worry over negatively affecting business and investor 
confidence. 
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• September is typically a period for global financial markets where risk-off can subside, and 
while some churn is evident, risk-taking can start to pick up, and further dovish comments 
from the Fed would support this. 

•   However, SA also sees the MTBPS in early November, and with the damage to the fiscus 
from the lockdown restrictions on economic activity, along with the additional spending 
after the riots, and ongoing aid to SOEs, the land bank etc. risk to fiscal consolidation 
remains. 

•   There is also ratings risks as well, with the agencies due to review SA’s ratings post the 
MTBPS and two of the three key agencies still have SA on a negative outlook. For many 
reasons, the rand would face headwinds in convincingly piercing R14.00/USD.   

•   Instead, the domestic currency is likely to remain above R14.00/USD for the remainder of 
this year, unless the FOMC becomes very clear in communicating that QE tapering is 
unlikely this year, and even early next year, and that it will then be very gradual. 

•  Absent this, and with other EM currencies tightening interest rates, the rand will be at risk 
of weakness next year. The long-term trend of the rand is also one of weakness, with weak 
growth, lack of substantial fiscal consolidation and structural reforms key issues.  

•   If the SARB hikes interest rates by more than expected this will support the domestic 
currency, but it will continue to remain volatile, with SA seeing little to materially boost 
economic growth, such as change in mining legislation to heavily support exploration. 
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