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Rand note: risk aversion has climbed higher in global financial markets on hawkish 
Central Banks, global recession fears 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   The US dollar continues to power ahead, driven by high levels of risk aversion in global 
financial markets as recession fears grow. Risk assets, including equities, EM portfolio 
assets and EM currencies have fallen, as investors move increasingly into safe haven 
investments. 

•   Bear markets loom as the Fed is seen as hiking the global economy into recession (by 
2023), while the largest economic area, the EU is believed to have already fallen into 
recession in H1.22 and the US dollar is at multi-decade highs as market fears grow.  

•   Business activity has already contracted in both the EU and in the US, showing slowing 
economic growth for the US, and the EU at risk of contraction, with high energy prices, 
economic and political uncertainty and rising interest rates afflicting confidence in the EU. 

•   With the differential between US and EU interest rates widening on rapid US interest rates, 
the dollar has strengthened against the euro, while US interest rate hikes are also outdoing 
those in South Africa, adding to both rand and euro weakness against the US dollar. 

•   In addition, the ECB has warned that it could tighten its momentary policy (above the 
neutral interest rate) which will dampen economic activity for the purpose of reducing 
inflationary pressures, and ensuring inflation expectations do not become de-anchored.   



•  The World Bank warning that the risk is rising of global recession in 2023 “and a string of 
financial crises in emerging market and developing economies that would do them lasting 
harm”, amid simultaneous rate hikes has added to market fears. 

•  The World Bank further warns that “the currently expected trajectory of interest-rate 
increases and other policy actions may not be sufficient to bring global inflation back down 
to levels seen before the pandemic”, which is also roiling markets. 

•  But “(u)nless supply disruptions and labor-market pressures subside, those interest-rate 
increases could leave the global core inflation rate (excluding energy) at about 5 percent 
in 2023—nearly double the five-year average before the pandemic”. 

•  The high levels of uncertainty are negatively afflicting investor confidence, in particular the 
long lead time up to a potential for global recession by 2023, while Central Banks 
hawkishness has increased again, also negatively affecting risk assets, and so the rand.    
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•   Indeed, the World Bank adds in its recent report that global growth is already “slowing 
sharply, with further slowing likely as more countries fall into recession.” “The global 
economy is now in its steepest slowdown following a post-recession recovery since 1970”. 

•   “To cut global inflation to a rate consistent with their targets, central banks may need to 
raise interest rates by an additional 2 percentage points” over current expectations of an 
almost 4% lift into “2023 – an increase of more than 2 percentage points over their 2021 
average.” 

•   “Global consumer confidence has already suffered a much sharper decline than in the run-
up to previous global recessions. The world’s three largest economies—the United States, 
China, and the euro area—have been slowing sharply.”  

• Financial markets take commentary from key advanced economies’ Central Bank 
governors very seriously, as they do from key multilaterals, such as the World Bank, IMF. 
Each time the hawkish nature of Central Banks increase, risk aversion rises further, 
quelling risk assets.   

•   So too, dire warnings from multilateral organisations about future economic growth also 
has a very quelling effect on market sentiment, with investors increasingly wary about 
rising investment risk, which is worsening market losses. 

•   High inflation is not at an end, despite some expectations early in H1.22 that inflation would 
slow on the earlier weakening in supply chain costs.  Instead, supply chains have a twelve 
to eighteen month feed through into inflation and inflation was not going to drop quickly.   

•   The large fiscal expenditure package announced last week in the UK, financed through 
increased debt, and focusing on tax cuts to stimulate the UK economy caused UK bond 
yields to jump by multi-decade increases and the pound to weaken on investor concerns.   

•  The rand has gained against the UK pound consequently, reaching R18.68/GBP today, 
from R20.32/GBP last week, and saw some strength against the euro, reaching 
R17.25/EUR today, from R17.77/EUR last week. 

• The increase in the hawkish tone of the FOMC last week caused risk assets to weaken 
further, including EM currencies, and so the rand as markets factor in a higher US interest 
rate trajectory, for longer, in the face of crumbling global growth. 
  

    
 



 

   
 



 

  

 

 

  
 

   

   
 

   

  
 

 


