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I would like to start this Bulletin with a question I am frequently asked: How influential is the US Reserve 
Bank (Fed) on market movements? The answer is simple: Very influential! 
  
We saw the power of the Fed again this month when Janet Yellen (Chairman of the Fed) dropped the word 
“patient” from her statement. In her previous statements over the last couple of months, she used the 
word “patient” consistently to describe their stance on when to hike interest rates. In other words, they are 
not going to rush into hiking rates. This was interpreted by the market that higher rates are still probably 
twelve months or more away. 
  
The market participants were watching her statements like a hawk to see when she will drop the word 
“patient”, as this would be an indication of when the first rate hike could be expected. Due to a lot of good 
news coming from the US markets, participants were becoming fearful that the first hike could be as soon 
as the Fed meeting on 29 April 2015. This fear that liquidity could finally be reigned in, caused volatility in 
equity as well as currency markets during March. 
  
At the press conference on 18 March 2015 Janet Yellen in fact did drop the word “patient” in her 
statement, but cleverly followed on by saying that this does not mean she is becoming impatient. This 
ability to play with words is of course a characteristic of all good Reserve Bank Governors, and in this case 
the market took it as a clear sign that rates will not go up at the end of April 2015. 
  
Higher rates is normally supportive of that country’s currency and the US$ has been rampant against all 
major currencies, including the Rand, since around July 2014 when investors realised that tighter liquidity 
conditions in the US are becoming a reality. The US$ has gained more than 20% against the Euro since 
then and over the same period it gained 13% against the Rand. 
  
After Janet Yellen’s cleverly worded statement the US$ immediately started to lose value against most 
currencies. It lost 4% against the Rand and 3% against the Euro in the five days following her speech.  
Over this same time period and due to the weaker US$, commodity prices increased with Platinum up by 
4.4% followed by Gold up by 4% and Brent oil up by 3.6%. I think this should answer the question asked 
at the beginning of the bulletin! 
  
As I mentioned in previous Financial Bulletins, the future path of interest rates in the US will not only have 
a substantial influence on the South Africa’s interest rate policy, but also on currency markets and 
investments in general. For this reason the Fed has been very transparent about their future plans in order 
to psychologically prepare markets for when this actually happens. By doing so, they hope to prevent any 
major shock to the financial system.  
 
Will this strategy be successful? Unfortunately we all will have to be “patient” and wait and see. The only 
prudent thing we as the investment team and trustees can do on behalf of our members, is to continue 
with our strategy of adequate diversification of the CRF’s investment.  
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