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The week in perspective: Global inflation concerns dilute positive MTBPS sentiment  

Domestic financial markets had a lot to digest last week. Domestically, the initial reaction 

to the Medium Term Budget Policy statement (MTBPS) was positive. Not only did the rand 

exchange rate strengthen by roughly 1 - 1.5% against major currencies on Thursday, but 

local government bond yields declined. The domestic yield curve also flattened, i.e. 

longer-term yields came down by more than those on shorter-dated bonds.  

Markets cheered the notable improvement in the key fiscal ratios (relative to the February 

budget), the confirmation that Treasury remains committed to fiscal consolidation and, in 

support of this, the firm message that government will not commit to new long-term 

spending in response to temporary revenue windfalls. While the Treasury’s stance is 

welcomed and the positive market reaction is understandable, as outlined in our MTBPS 

note (clients who missed it, see here), the revised fiscal framework is exposed to several 

risks. The key ones are higher-than-expected outlays on the public sector wage bill, 

sustained higher spending on social protection, and additional assistance to state-owned 

enterprises. In terms of social protection expenditure, the February budget will provide 

more clarity on the possible further extension of the social relief of distress grant beyond 

March 2022.  

It was a totally different story for SA markets before the MTBPS. The release of much 

higher-than-expected US consumer inflation 

data for October (the international section has 

the details) on Wednesday pushed the rand 

weaker, while SA bond yields rose in sympathy 

with a jump in US Treasury yields. The rand 

and SA bond yields were on the back foot 

again on Friday as global inflation concerns 

and the implication of possible earlier policy 

interest rate hikes in major economies 

continued to dominate global risk perceptions. 

Data released on Friday showed that inflation 

anxiety amongst US consumers is also on the 

rise. The University of Michigan’s preliminary 
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Weekly Key Indicators  

  Close w-o-w 

R/$ R15.29 2.3% 

R/€ R17.50 1.0% 

R/£ R20.48 1.0% 

$/€ $1.14 -1.2% 

Brent $82.88 -0.8% 

Gold $1 862 2.2% 

Platinum $1 075 1.9% 

JSE ALSI 69 921 2.8% 

10y gov. bond 9.40 2 bps 

FRA (1x4)* 3.93 -2 bps 

*Forward rate agreement  
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US consumer sentiment index for November declined to a decade low of 66.8, driven by consumer concerns that authorities 

are not putting in place effective policies to mitigate the impact of higher inflation.  

Expectations for possible earlier US policy interest rate normalisation supported the US dollar last week. The greenback 

gained more than 1% against the euro. Given its perceived role as a hedge against inflation, the gold price defied the firmer 

dollar, ending the week more than 2% higher. The weaker rand, higher commodity prices and better-than-expected earnings 

from market heavyweight Richemont propelled the JSE Alsi to a new record high on Friday.  

Week ahead: MPC set for repo rate lift-off, latest inflation print, coalition talks   

The focus shifts from fiscal to monetary policy this week when the SA Reserve Bank’s (SARB) Monetary Policy Committee 

(MPC) holds their final scheduled meeting of the year. The interest rate decision will be announced on Thursday, a day after 

the October consumer inflation (CPI) figures are released. In a fairly low survey month, and with a mild fuel price hike (diesel 

up by about 20c, petrol flat) in early October, the market consensus is for a modest 0.2% m-o-m rise in headline CPI. The 

implication is that the y-o-y rate is projected to remain at September’s 5%. This number will have no bearing on the MPC’s 

decision - it is of course all about the SARB’s inflation and real GDP growth outlook, as well as the risks attached to the central 

bank’s forecast.  

Unlike the broad consensus (amongst analysts at least, if not between analysts and the financial markets) leading up to the 

interest rate meetings so far in 2021, the 15 analysts surveyed by Bloomberg last week are almost evenly split between those 

expecting the repo rate to be kept unchanged (eight forecasters) and those, including ourselves, that have pencilled in a 

25bps hike (seven). If nothing else, the lack of an overwhelming consensus emphasises that the decision should be close. 

Indeed, we think the MPC could be split 3-2 in favour of an increase but acknowledge that it could also go in the opposite 

direction.  

Some of the factors that the MPC will take into consideration is that the Brent crude oil price (currently $81.5/bbl versus 

around $75/bbl at the time of the September MPC meeting) and the rand exchange rate (R15.30/$ versus R14.60/$) have 

moved against the inflation outlook. As mentioned earlier, global inflation also continues to surprise on the upside. At the 

same time, the three-week strike in the SA steel sector during October and the return of load-shedding have clouded the 

short-term SA GDP outlook. However, as a policy maker, if you are thinking about starting with interest rate normalisation, it 

is probably not a bad time to do it when the COVID-19 infection numbers are low (as they currently are in SA) and consumers 

are not already hunkering down.  
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More fundamentally, in a global environment where several central banks have started the normalisation process, the MPC 

may not want to fall too far behind the curve. Rather start early and then move gradually with rate hikes as opposed to 

waiting and then perhaps being forced into being more aggressive than you would want to be. This is key to why we see the 

first rate hike this week. However, it has to be said that many of especially the emerging market central banks that have 

already hiked are grappling with well above-target inflation. This is not the case in SA. Again, these nuances emphasise that it 

should be a close decision.  

Besides the latest CPI print, Stats SA will also release retail (Wednesday), wholesale and motor trade sales (both Thursday) 

data for September this week. On the political front, with the deadline looming to form governing arrangements in the 

numerous hung councils post the November 1 municipal election, attention will remain on coalition talks.  

 

Domestic: Manufacturing and mining will weigh on Q3 GDP 

In September, manufacturing production rebounded further from various shocks that weighed on output in July. Factory 

output surprised on the upside, increasing by 1.3% y-o-y from an upwardly revised 1.9% in August. Wood and wood 

products, paper, publishing and printing led the recovery, ticking up by 13.4% and contributing 1.3 percentage points (% 

pts). In contrast, petroleum, chemical products, rubber and plastic products was the largest negative contributor - contracting 

by 8.8% and subtracting 2.1% pts from growth. On a monthly basis, factory output expanded by 3.8%. Overall, despite the 

positive print in September, manufacturing production contracted by 3.9% q-o-q in the third quarter. This does not bode well 

for third quarter GDP.  

Furthermore, data from Stats SA showed that mining production came in well below market expectations. On an annual 

basis, output fell by 3.4% in September, following a downwardly revised uptick of 0.7% in August. Coal, Platinum Group 

Metals (PGM) and gold were the biggest drags, decreasing by 8.9%, 7.5% and 6.9% respectively. Mining production fell by 

3.7% m-o-m in September. When compared to the second quarter, output shrank by 0.6%, implying that mining will likely 

also make a negative contribution to third quarter GDP.  Going forward, the return of load-shedding for notable periods over 

the past two months, as well as the sharp increases in fuel costs are expected to weigh on mining and manufacturing output. 

Finally, net foreign exchange reserves (the international liquidity position) were above market expectations, increasing to 

$55.43 billion (bn) in October, from $55.01 bn in the previous month. 
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International: Inflation surges in key economies, Japan GDP contracts as UK decelerates 

Inflation data from a number of the world’s largest economies shows that price pressures remained high in October. In the 

US, the annual headline consumer inflation rate markedly exceeded expectations as it rose by 6.2% in October, the highest 

since November 1990. Although the upward pressure was broad-based, energy costs continued to lead the way with a 30%  

y-o-y increase amid soaring gasoline prices (+49.6%). Monthly inflation increased by 0.9% in October from 0.4% in 

September.  

In Germany, the inflation rate accelerated to 4.5% y-o-y in October, the highest since August 1993. Base effects due to low 

prices in 2020 and a temporary VAT reduction in the second half of 2020 partly explain the high inflation rate. Consumer price 

increases were furthermore driven by supply chain disruptions and high energy prices. On a monthly basis, consumer prices 

increased by 0.5%, the same as in September. 

Finally, China’s annual inflation rate more than doubled to 1.5% in October from 0.7% the month prior. The increase was 

attributed to a faster rise in non-food prices, while food prices declined by the least in four months. Non-food prices rose by 

2.4% with transportation and communication increasing by 7% y-o-y. The overall monthly inflation rate was 0.7%, the most in 

nine months. There was better news on Chinese economic activity in October, with retail sales growth and industrial production 

handsomely exceeding expectations. Staying in Asia, data released this morning showed that the Japanese economy 

contracted by a much larger-than-expected 3% q-o-q (annualised) in 2021Q3. The consensus was for a contraction of 0.7%, 

with the larger decline driven by the adverse impact of the global chip and parts shortage on production and capital spending. 

In addition, a rise in COVID-19 cases weighed on consumer spending. The initial Q3 GDP estimate compares with downwardly 

revised growth of 1.5% in 2021Q2.  

In the UK, a preliminary GDP estimate shows that the economy expanded by 1.3% q-o-q in the third quarter, down from the 

5.5% recorded in Q2 and below market expectations of 1.5%. Amidst further reopening of the economy, the services sector 

performed well, with accommodation and food services surging by 30.0% q-o-q, followed by arts and recreation (+19.6%) and 

health (+3.5%). In contrast, retail and wholesale trade output contracted by 2.5%. The manufacturing sector continued to be 

hampered by supply constraints, which weighed on vehicle production. The sales and repair of motor vehicles were also under 

pressure. Staying in the UK, the trade deficit widened to £2.8 bn in September from £1.9 bn in the previous month. Imports 

rose by 2.9% to a nine-month high of £53.3 bn. Meanwhile, exports increased at a slower 1.2% to £50.5 bn. 
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The week ahead  

Date Event Previous Consensus 

Tuesday (16 Nov) US: Retail sales (Oct) 0.7% m-o-m 1.1% m-o-m 

Tuesday (16 Nov)  US: Industrial production (Oct) -1.3% m-o-m 0.8% m-o-m 

Wednesday (17 Nov)  SA: Real retail sales (Sep)  
4.9% m-o-m;  

-1.3% y-o-y  

2.6% m-o-m;  

-0.1% y-o-y  

Wednesday (17 Nov)  SA: Headline consumer inflation (Oct)  
0.2% m-o-m;  

5.0% y-o-y  

0.2% m-o-m;  

5.0% y-o-y  

Thursday (18 Nov) SA: MPC policy interest rate decision  3.50% 

3.50% 

(Bloomberg); 
3.75% (Finder) 
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