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LATE ON A FRIDAY  
 

“Central bank gridlock…” 

23 September 2016 

 

It has certainly been a busy week on the central bank front with the US Federal Reserve, the Bank of Japan (BoJ) and 

the South Africa Reserve Bank (SARB) all stepping out with their monetary policy statements and interest rate 

decisions. Here is a recap of this week’s central bank moves: 

 

The Fed: 

 

As widely expected, the Fed left its policy rate unchanged at between 0.25% and 0.50% at the conclusion of this week's 

FOMC meeting. The market is expecting another move in December, however, the continued “data-dependent” 

uncertainty that typically infiltrates the Fed’s rhetoric, remained dominant as was evident in the statement which read: 

"The Committee judges that the case for an increase in the federal funds rate has strengthened but decided, for the 

time being, to wait for further evidence of continued progress toward its objectives. The stance of monetary policy 

remains accommodative, thereby supporting further improvement in labour market conditions and a return to 2% 

inflation". Although prospects for the US economy remain relatively favourable, outcomes have not been consistently 

positive (as highlighted by the recent weak consumer expenditure and manufacturing sector data). Nevertheless, labour 

market conditions have improved and the investment slowdown appears to have bottomed. In terms of the market 

reaction, both the US dollar and gold fluctuated suddenly after the statement and during Fed Chair Janet Yellen’s press 

conference. When the dust settled, the dollar was lower and gold was higher. At the same time, US stocks rose 

modestly after the initial statement but then climbed further during and after Yellen’s press conference. All of these 

market reactions indicate somewhat of a more dovish interpretation of Wednesday’s events. The bottom line: although 

the Fed acted with caution by not resuming with hiking interest rates this time around, the door is still wide open for a 

rate hike this year. 

 

The BOJ 

 

There were two main parts to the BoJ’s policy announcement. Firstly, the central bank committed itself to continue 

expanding the monetary base until the inflation rate “exceeds the price stability target of 2% and stays above the target 

in a stable manner.” This means that the BoJ does not only want to reach its 2% inflation target but aims to overshoot 

it. Secondly, in a noteworthy change, the BoJ will begin targeting the yield on 10-year Japanese government debt 

(JGBs), initially at about 0%. This means the bank will be pegging a long-term yield which amounts to setting a target 

price rather than a target quantity. The central bank posts the price at which it is ready to buy or sell bonds, but the 

quantity actually purchased depends on how the market participants offer to sell at that price. So in a nutshell, by having 

the 10-year yield at around zero, this will allow the bank to have negative yields on short-term debt, while maintaining 

a gap between short and long .This can help the banks, insurers and pension funds that objected to the previous policy. 

In terms of markets reaction, after the announcement, stocks reacted positively which was led by shares of the country’s 

major banks and insurers. Meanwhile, for the first time since March, the yield on the 10-year Japanese government 

bond briefly turned positive before ending the day at minus 0.02%.  
 

The SARB 

 

Based on improvements in the inflation forecast, the weak domestic economic outlook and the valuation of the 

balance of risks, the South African Reserve Bank (SARB) left the repo unchanged at 7%. This was in line with market 

expectations, however, the tone of the statement was firmly neutral. Governor, Lesetja Kganyago, stated that the 

upside risk to inflation from the exchange rate appears to have moderated to some degree. Nevertheless, he warned 

that some of the positive factors that have been influencing the Rand (especially the marked appreciation of the 

currency during the past few days) may be temporary, which means that the local unit remains vulnerable to both 

domestic and external shocks. One of the factors being the renewal of US monetary policy tightening, which is a key 

risk to the pattern of global capital flows and to emerging market exchange rates in general. 
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The Local bourse ended the week in 

negative territory, shedding about 

half of a percent. The Industrial 

sector was the laggard this week 

due to the strong rand performance. 

Resources regained their shine to 

post over a 3% gain for the week. 

 

On the international front, global 

markets had a strong week even 

though US markets are pointing to a 

lower opening as traders eye the 

release of September 

manufacturing activity and 

comments from Fed speakers.  

Emerging market equities were still 

in favour this week as the Index 

gained more than 3%, extending its 

YTD gains to close to 16%. 

The local unit was the real 

outperformer in terms of emerging 

market currencies. The marked 

appreciation of the Rand during the 

past few days was also driven by the 

Fed’s decision not to hike rates as 

well as speculation regarding 

possible purchases of rand related 

to a major M&A transaction. On the 

commodities front, oil prices pared 

losses in today’s session after 

reports that Saudi Arabia could 

reduce its crude production should 

Iran cap its own output this year. 
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DOMESTIC EQUITY WEEK CHANGE YTD CHANGE

JSE ALL SHARE 51,769.16 -0.54% 2.12%

JSE FIN 15 14,851.32 0.99% -2.52%

JSE IND 25 68,417.73 -2.39% -4.65%

JSE RES 20 31,530.02 3.18% 24.16%

JSE GOLD 2,182.28 1.98% 106.40%

JSE ALL SHARE 40 45,221.70 -0.85% -1.26%

INTERNATIONAL EQUITY

DOW JONES (USA) 18,392.46 0.99% 5.55%

NASDAQ (TECH USA) 5,339.52 1.71% 6.63%

FTSE (LONDON) 6,911.40 2.69% 10.72%

NIKKEI (TOKYO) 16,807.62 2.45% -11.70%

GLOBAL EQUITY 1,740.55 2.09% 4.68%

EMERGING MARKET EQUITY 920.92 3.59% 15.96%

OTHER

ALL BOND INDEX 537.63 1.25% 16.35%

3 MONTH NCD YIELD 7.45 0.68% 9.56%

R/DOLLAR 13.64 -3.55% -11.71%

R/EURO 15.26 -3.85% -9.11%

R/POUND 17.57 -5.47% -22.04%

GOLD 1337.93 1.86% 25.95%

OIL (BRENT) 47.74 4.26% 28.06%


