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Dollar strength undermines emerging market currency performance  

 

Since 10 August 2022, the US Dollar has gained 4.2% against the Euro, strengthening by an 
impressive 14.4% against the Euro since the beginning of the year. Consequently, the US 
Dollar ended August 2022 at its strongest level since late 2002, which is a significant concern, 
especially within emerging markets. 
 
As mentioned above, the renewed outperformance of the US Dollar against the Euro has 
negatively impacted most emerging markets currencies, including the Rand. Unfortunately, the 
Rand also remains vulnerable to its own unique set of domestic economic factors – all of which 
are briefly discussed below:  
 

• The strength of the US Dollar over the past week has been largely due Fed Chair 
Powell’s speech at the annual Jackson Hole conference. In the speech Powell 
highlighted the need for the US Fed to keep increasing interest rates in order to bring 
inflation back under control, as well as the fact that higher interest rates will cause pain 
in the US economy. Prior to the speech, it is likely that the market underestimated the 
Fed’s resolve to bring inflation back under control despite the economy being under 
pressure. In previous years ,the Fed had scope to stimulate the economy as soon as an 
economic slowdown became evident. However, given current inflationary pressures, a 
slowdown in economic growth will not deter the Fed from hiking rates further. In other 
words, the rate hiking cycle is likely remain aggressive, thereby providing support for 
the US Dollar. 

 

• Unfortunately, gas prices in Europe have rocketed recently, hurt by a substantial 
curtailment of gas supply from Russia. This has significant implications for inflation and 
economic activity in Europe, but also around the world. Supply disruptions and high 
prices constrain business activity, and undermine economic confidence. This will tend 
to further undermine the value of the Euro, but also increase global risk aversion, which 
tends to weaken emerging market currencies. 

 

• Domestically, July/August is a time of seasonal weakening of the Rand as many South 
African companies place import orders with foreign companies ahead of the end-of-year 



festive season. Moreover, SA is currently experiencing net portfolio outflows. For 
example, according to the Reserve Bank, foreign investors sold a net $0.46 billion of 
SA bonds as well as a net $2.52 billion of SA equities in the first seven months of 2022.  

 
In the short-term, it seems likely that the above factors will tend to keep the dollar strong and 
weaken EM currencies. Fortunately, South Africa is still able to generate a healthy trade 
surplus, and international commodity prices may benefit from the increased anxiety regarding 
further global supply disruptions. This will tend to offset some of the downward pressure on the 
Rand. Nevertheless, on balance, we expect the Rand to retain a modest weakening bias over 
the coming weeks.  
 
Source: Alison Barker, Economist and Head of AC FX Solutions 
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Analytics Consulting FX Solutions seeks to provide the most efficient and cost-effective currency solutions 
for all clients. AC FX Solutions is able to leverage its collective institutional scale for superior pricing power 
and downstream operational efficiencies across all clients regardless of transaction size. 
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This communication does not constitute an offer or the solicitation of an offer for the sale or purchase of any currency, security or any other 

financial product. The information and opinions contained in this communication are recorded and expressed in good faith and in reliance 

on sources believed to be credible. The information is of a general nature only and does not take into account any investor’s objectives, 

financial situations or needs. The information does not constitute advice and it should not be used, relied upon or treated as a substitute for 

specific, professional advice. It is, therefore, recommended that investors obtain the appropriate legal, tax, investment and/or other 

professional advice and formulate an investment strategy that would suit the investor’s risk profile prior to acting on such information and to 

consider whether any recommendation is appropriate considering the investor’s own objectives and particular needs. Past performance 

discussed is not necessarily a guide to future performance. Forecasts are not guaranteed and provided for illustrative purposes only. 

Although the information provided and statements of fact are obtained from sources that we consider reliable, no representation, warranty, 

undertaking or guarantee is given on the accuracy and/or completeness of such information or the correctness of such opinions. Analytics 

Consulting 1 will have no liability of whatever nature and however arising in respect of any claim, damages, loss or expenses suffered 

directly or indirectly by the investor acting on the information contained in this communication. We recommend that you take particular care 

to consider whether any information contained in this communication is appropriate given your objectives, financial situation and particular 

needs in view of the fact that there may be limitations on the appropriateness of the advice provided. No guarantee of investment 

performance or capital protection should be inferred from any of the information contained in this document. 
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