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Rand note: the rand has reached R17.80/USD as markets worry over increased 
hawkishness at the FOMC meeting 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   Financial markets have started to factor in more than a 75bp hike in the US, which has 
negatively affected risk sentiment, causing the rand to weaken towards R18.00/USD on 
substantial US dollar strength, with the dollar breaching parity with the euro already in 
August. 

•   The Fed Funds implied rate is at 81bp for the FOMC (Federal Bank Open Market 
Committee) meeting this week, as markets are increasingly concerned that the Fed’s tone 
may become even more hawkish, with the outside chance of a 100bp hike feared. 

•   The US monetary policy decision takes place on Wednesday, after SA market hours, and 
will lead the decision for SA interest rates at the MPC meeting on 22nd September. SA is 
not expected to hike by more than the US, and this adds to rand weakness too. 

•   That is, FOMC members sounded increasingly unanimous about another large hike in the 
fed funds target rate, which was taken as signifying a September 75bp hike, but markets 
have now started to worry the FOMC may possibly hike for longer and even deliver bigger 
moves. 

•   With the differential between US and EU interest rates widening, the dollar has 
strengthened against the euro, with the rand at R17.71/EUR currently, while it is trading 



at R17.76/USD. The rand is also negatively affected by lower growth expectations on load 
shedding.   

•  This month’s FOMC meeting will be key, as markets were hoping that Q4.22 would begin 
seeing lower US rate hike moves, as the Fed frontloaded its monetary policy normalisation 
mainly into the middle two quarters of this year. 

•  However, global financial markets are starting to re-evaluate their expectations, which is 
causing uncertainty to rise, in turn negatively affecting risk assets as risk aversion (risk-
off) increases. Volatility in EM currencies has increased over last week. 

•  A reduction in FOMC hawkishness would reduce the risk-off environment somewhat while 
more hawkish communications than have occurred so far would increase risk aversion, 
and cause risk assets to weaken further, including EM currencies, and so the rand. 

•  Should the Fed deliver a 75bp hike on Wednesday, and take a slightly more balanced 
tone, the rand could strengthen later in this week from current very oversold levels, which 
are far removed from fair value.  
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•   For the repo rate, markets are pricing in an 81bp lift in as well, moving in lockstep with the 
expectations for the next move in US interest rates. Indeed, the SARB will likely move by 
at least 75bp, but could always surprise with a 1.00% lift, which would strengthen the rand. 

•   The CPI inflation rate in the US turned the corner last month at 8.3% y/y, down from 8.5% 
y/y in July, but there is no certainty it is now on a downwards trend. Moreover, the 
broadening of price pressures is quelling positivity, which Central Banks will be reacting 
to in particular.  

•   Food and energy prices have been key drivers of inflation, both globally and domestically, 
but excluding these components from US CPI inflation shows that these core measures 
of price acceleration are rising, i.e. prices are increasing more quickly than before at the 
core level. 

• So far, both the CPI core inflation and GDP price index measures show higher then 
expected inflation, and a rise above the previous reading,  while the PCE core deflator in 
the US shows a reading at 4.4% y/y, in line with expectations and the previous reading.  

•   However, the Fed seeks to implicitly target the core PCE deflator at 2.00% y/y as its 
preferred measure of inflation, and as such, has taken a very hawkish stance towards 



monetary policy. Price inflation is also proving sticky (slow to descend) where disinflation 
is occurring.    

•   Disinflation (which is a slowing price acceleration, or falling price inflation) is in other words 
not occurring quickly enough for the Fed, and this will likely be another key reason for its 
large interest rate hike this week in the US, while the US labour market is still strong. 

•   The Fed will likely pay close attention to both inflation and economic activity indicators, 
but retain more support for quelling demand, and so weakening the labour market, in an 
ongoing attempt to weaken inflation more substantially than has occurred. 

•  For the rand, rising uncertainty in global financial markets causes weakness, and this has 
been an ongoing trend this year since April, when global economic growth forecasts were 
revised substantially lower.  

• Markets are starting to digest the possibility of higher inflation for longer, and so a weak 
global economy and high interest rates for longer too, which is negatively affecting 
sentiment as it will weaken the return on risk assets. 

    
 



 

   
 



 
 

  

 

 

  
 

   

   
 

   

  
 

  
 

 

 


