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Rand note: with global supply chains not bouncing back from the pandemic, and 
supply costs sticky, markets are still adjusting to stagflation 
 
 
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   The rand breached R17.00/USD on Friday, losing ground over the course of last week 
against the US dollar as global economic growth concerns rose, while the dollar moved 
back to parity against the euro. The rand is now at virtually the same rate against the USD 
as EUR. 

•   That is, the rand is trading at R17.06/USD and R17.06/EUR, with the USD and EUR 
essentially valued equally following the dollar’s run of strength last week, which 
accelerated in particular in the second half of the week on the publication of the US FOMC 
minutes. 

•   Against the euro, the rand has seen milder depreciation, but still apparent, as perceived 
risk assets such as equites, EM portfolio assets and EM currencies have weakened, along 
with commodity prices, as risk aversion has increased in global financial markets. 

•   Economic growth forecasts have become more negative across the board as the risk of 
global recession is seen to have risen, while slower global growth is seen as very likely, 
particularly on higher interest rates due to inflation concerns.   

•   The global inflation surprise, as the IMF puts it, means global inflation has come out much 
higher, and persisted for longer, than was widely expected this year, with the US initially 
slow to hike interest rates, along with a number of other advanced economies. 



•  Supply chain constraints have not been overcome, nor have other supply side cost 
pressures, and the outlook has weakened, particularly over 2023, as Central Banks focus 
on tightening interest rates to avoid broad based inflationary pressures from becoming 
entrenched. 

•  However, risk assets focus particularly on growth expectations. Higher global interest 
rates, which are intended to slow economic growth, and so demand, materially, have a 
negative effect on the expected returns of risk assets, and so on the assets themselves. 

•  The FOMC minutes released in the middle of last week, but for the July meeting, already 
showed the FOMC was aware of the weakening in US activity, but also that the focus 
remained on controlling inflation, and so a further increase/s in the US rate hike cycle.  

•  The US dollar has consequently strengthened, buoyed also by increased safe haven flows 
into the US, weakening the rand against the USD; but there is also an element of outright 
rand weakness, which has occurred on investors increasing their switch out of risk assets.  
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•   While there are some signs that inflationary pressures could moderate by slightly more 
than expected in 2022, it is still too soon to be able to be certain. However, fuel prices 
have dropped markedly, and food prices are moving in the right direction to support this. 

•   It should still be noted that fuel prices are higher compared to a year ago, which will support 
inflation to some extent as the headline measure is based on year on year changes, and 
so a collapse in inflation is not likely, just a moderation over H2.22.  

•   While the risk to inflation in the first half of 2022 was to the upside, the risk in the second 
half may well prove to be to the downside if international commodity prices maintain their 
moderation, which has occurred on slowing global demand. 

• However, Central Banks are seeking to return inflation to their target ranges/points (official 
or unofficial in the case of the US), and so falling inflation on its own will not be enough to 
stop the rate hike cycles taking place in many areas of the world. 

•   While falling inflation (disinflation) is certainly a move in the right direction,  it is not any 
guarantee of inflation targets being met, or of them rapidly being met, and monetary policy 
is mostly unanimous globally in calling for inflation rates to see a rapid return to targets. 

•   This is because, Central Banks worry that the longer inflation rates are removed from their 
targets, the more difficult it will be to get them back to within the target, as expectations of 
high inflation become entrenched by consumers, and the expectations self-fulfilling.  

•   Central Banks consequently are adopting hawkish tones in their communication on 
monetary policy to try and adjust expectations on inflation as well, and the FOMC is 
expected to strengthen its hawkish tone in the upcoming Jackson Hole meetings. 

•  Financial markets are adjusting to these communications, and data releases, with inflation 
expected to fall in H2.22, perhaps even slightly quicker than expected, but not to return to 
target by year end, which has heightened market concerns. 

• Market players worry that Central Banks will be too harsh, hiking interest rates so that 
economies slow very sharply, risking, or causing the global economy to fall into recession, 
and with the US the world’s largest economy, it has yet to allay these concerns. 

    
 



 

   
 

 

  



 

 

  
 

   

   
 

   

  
 

  
 

 

 


