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Rand note: the rand continues to track weaker on the lengthy hawkish communication 
from the Fed 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   The rand reached  R18.24/USD today on a continued escalation in risk aversion, the 
weakest point against the greenback this year, and only around a rand stronger than the 
historic weak point in April 2020, as the US dollar continues to climb to its high of the early 
2000s. 

•   Risk aversion elevated in 2000 in global financial markets on the collapse of the dot-com 
bubble, which together with 9/11 and higher interest rates, drove US recession in 2001, 
prompting US fiscal stimulus of major tax cuts under the Bush administration. 

•   Y2K fears led to a boom in IT equipment purchases, stimulating the economy, which then 
saw a drop in stock markets in March 2000, causing the dot-com bubble to burst. At the 
same time, US CPI inflation rose to 3.8% y/y in March, and the core PCE deflator began 
increasing. 

•   The US hiked interest rates over 2000 to seek to contain inflation, which worsened 
economic conditions, with the cumulative effects resulting in a US recession from March 
to November 2001, exacerbating market risk-off and strengthening the US dollar on safe 
haven flows. 

•   Markets fear a US monetary policy misstep that aids the US  economy into recession, with 
risk aversion elevating since April this year on the lengthy hawkish communication from 



the Fed in the face of high inflation, well removed from its implicit inflation target of 2.0% 
y/y.    

•  In particular, insufficient monetary and other policy support measures are feared as 
Central Banks around the world are typically hiking interest rates, and plan to go past the 
normalisation of monetary policy to tighten it in attempt to control very high rates of 
inflation.     

•  US dollar strength continues to see the rand weaker against the US dollar than against 
the euro, at R17.70/EUR today. Against the British pound, the rand is at R20.18/GBP, as 
the UK is in the process of repairing some communication misfires on fiscal policy 
recently.  

•  Markets have become jittery into this week as the US inflation figures are set for release, 
with a moderation expected in both US CPI and PPI headline inflation rates for September, 
although excluding food and energy the measures are expected unchanged to higher.  

•  Core measures of inflation are key to the Fed, including the PCE deflator e. September’s 
US CPI excluding food and energy is expected to accelerate by 6.5% y/y, from 6.3% y/y, 
which has worsened risk aversion levels. A higher print risks further rand depreciation.   
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•   Last week saw the US employment rate drop on Friday. This increased market risk 
aversion levels further as expectations solidified for a 75bp hike in US interest rates at the 
next FOMC meeting on data indicating the US job market is still tight, exerting inflationary 
pressures.  

•   The pace of job creation did slow somewhat in September, with US non-farm payrolls 
dipping to an additional 263 000 new jobs from 315 000 in August, but below market 
expectations of 255 000, which added to the risk-off sentiment ensuing from a still buoyant 
labour market.   

•   US unemployment is at its pre-pandemic rate, which is the lowest rate since 1953. 
President Joe Biden is reported to have said that September jobs figures are “an 
encouraging sign” that the US economy is approaching “steady” growth.   

• The US Central Bank will remain focused on curtailing inflation through slowing economic 
growth, with IMF research showing that the “recent sharp interest rate hikes by central 
banks are likely to help prevent high inflation expectations from becoming entrenched”.     

•   October’s World Economic Outlook (WEO) revealed that “IMF researchers studied 22 
episodes of high inflation and falling real wages in advanced economies over the past 50 
years and found most subsided quickly.”  

•   Adding “sustained wage-price spirals are historically rare”. “Risks of a sustained wage-
price spiral appear limited since underlying inflation shocks come from outside the labor 
market and monetary policy is tightening aggressively.” 

•   “Wage hikes over the past two years were driven by production capacity and labor supply 
shocks, while prices were driven up largely by a build-up of private savings and the release 
of pent-up demand as the pandemic eased”. 

•  The implied Fed Funds futures have priced in a 74bp hike for November’s FOMC meeting 
now, from a 68bp hikea week ago, and 52bp lift for December, up from 46bp expected for 
December (a week ago). Financial markets remain highly sensitive to key US economic 
data. 

• The rand will consequently remain vulnerable to weakness, as well as some volatility this 
quarter, led by US data releases and FOMC members commentary, although towards 
year end the tone of FOMC hawkishness is expected to ease somewhat.  

    
 



 

   



 

 
 

  

 

 

  
 

   

   
 

   



  
 

 


