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The week in perspective: Russia-Ukraine conflict simmers; SA budget looms 

Last week, global financial markets remained on tenterhooks about ever increasing tension 

between Russia and Ukraine. After the threat of military conflict seemed to decline early in 

the week, the drumbeats of war increased towards the end of the week amid allegations 

that Moscow was trying to create a pretext to invade Ukraine. Amongst other 

developments, this involved baseless claims of genocide against Russian speakers in 

eastern Ukraine. The US and its Nato allies, including the UK and (belatedly) Germany, 

have been unanimous in warning Russia that crippling sanctions would follow a Ukraine 

invasion.  

The Russia-Ukraine concerns added to anxiety about sustained high global inflation and 

continued hawkish central bank rhetoric. Against this backdrop, riskier assets, including 

global stock markets, had another poor week. The US S&P 500 (-1.6%), the FTSE 100 in 

the UK (-1.9%) and the German Dax (-2.5%) all saw notable declines. Relatively speaking, 

the JSE Alsi outperformed, ending the week flat. The resource and financial indices 

supported the local market. Financials gained after some of the major banks flagged a 

substantial, and better than earlier expected, rise in earnings for 2021. On the resources 

front, notable weekly gains for precious metal prices (platinum and palladium both gained 

more than 6%) fuelled the gains. Safe-haven buying briefly pushed the gold price above 

$1 900/oz for the first time since June 2021. Oil was 

the exception last week, declining somewhat after 

strong gains so far this year. Optimism that a nuclear 

deal with Iran could be revived, which would enable 

the country to export more oil, helped the oil price 

lower.  

Higher SA export commodity prices may have 

contributed to the rand’s continued resilience. The 

local currency largely shrugged off a stronger US 

dollar versus the euro to end the week virtually 

unchanged against the greenback. As with gold, safe-

haven flows supported global bond markets. After 

rising above the key 2% mark early on, the yield on 
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Weekly Key Indicators  

  Close w-o-w 

R/$ R15.13 0.1% 

R/€ R17.15 -0.4% 

R/£ R20.55 0.0% 

$/€ $1.13 -0.5% 

Brent (1-month) $93.54 -1.0% 

Gold $1 895 3.4% 

Platinum $1 091 6.6% 

JSE ALSI 76 368 0.0% 

10y gov. bond 9.08 -12bps 

FRA (1x4)* 4.21 -1bps 

*Forward rate agreement  
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the US 10-year Treasury fell through the rest of the week to end marginally lower (w-o-w) on Friday. This supported another 

move lower in the SA 10-year bond yield. Last week’s decline, which came just before the all-important budget speech on 

Wednesday, pushed the yield on the SA 10-year bond to the lowest level since September 2021.  

The major domestic data last week was the first consumer inflation release after Stats SA went through a rebasing and 

reweighting exercise (the domestic section has the details). On the political front, President Cyril Ramaphosa seemed to 

backtrack somewhat from one of the important messages in the State of the Nation address (SONA), i.e., that government 

cannot create jobs and that it was the role of the private sector. In his weekly newsletter, Ramaphosa said that SA needs both 

a ‘capable developmental state and a dynamic and agile private sector’. Because a lack of state capacity has hobbled the 

private sector for many years, it is of course true that a more capable state would alleviate some of the constraints on the 

private sector. 

Week ahead: another can-kicking budget statement?  

The 2022 budget, which will be tabled to Parliament on Wednesday, is expected to have positive short-term news but at the 

same time (once again) raise uncertainty about medium-term fiscal sustainability. Driven by continued high commodity 

prices, a sustained corporate tax windfall should see overall gross tax revenue in 2020/21 exceed treasury’s estimate at the 

time of the November mini-budget statement by at least R50bn (0.8% of GDP) . This is conservative, with the final revenue 

overrun potentially notably higher. Indeed, if the pace of revenue outperformance in the first nine months of the 2021/22 

fiscal year is sustained through March 2022, revenue will top the November projection by roughly R130bn (2% of GDP). In 

our view, the improved revenue outcome could result in a narrowing of the main budget deficit to 5.6% of GDP in 2021/22, 

much lower than the 6.6% expected by Treasury in November and a vast improvement from the COVID-induced 9.9% of GDP 

in 2020/21.  

The higher revenue base in 2021/22 should feed through to higher revenue expectations over the medium-term expenditure 

framework (including the next two fiscal years). Along with an expenditure reserve of R20bn (contingency plus unallocated 

spending) in 2022/23, the expected revenue overrun should enable government to finance the 12-month extension of the 

social relief of distress (SRD) grant beyond March 2022. Depending on the exact number of recipients, the SRD extension 

announced in the SONA could cost R35 to R40bn. Importantly, tax hikes should not be necessary to fund this. However, 

beyond 2022/23, replacing the grant with some permanent form of additional income support is likely to require tax hikes. 

With no indication that these tax/expenditure trade-offs have been agreed, this week’s budget is unlikely to include 

permanent extra income support. Therefore, the projection in the budget for the fiscal ratios beyond 2022/23 are bound to 

look substantially different this time next year. Other issues that we will be looking out for in the budget include: 
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• Updated projections for the public sector wage bill. With no clarity as yet on any new agreement, Treasury may 

stick to the flat projection for the wage bill in 2022/23 outlined in November. In our view, this is unlikely to 

materialise (set to be higher)  

• A likely delay in the signalled corporate tax cut (from 28 to 27%) amid indications that the accompanied corporate 

tax base-broadening measures have not been implemented yet  

• Injections to state-owned enterprises (in addition to the current budget baseline). Denel and the Post Office come 

to mind. If the Gauteng e-tolls are scrapped, road agency Sanral may also require support. In addition, a higher-

than-normal fuel levy hike may also be on the cards if the e-toll system is removed   

• Any progress with Eskom debt transfer discussions. We do not expect any major announcement on this, but it 

remains another major medium-term fiscal risk  

• Confirmation/denial that government is considering buying the Sapref oil refinery from Shell/BP  

• Progress on Treasury’s macroeconomic policy review, including to assess fiscal, monetary and macroprudential 

policy. The November budget statement mentioned that the draft review is scheduled for release (for public 

comment) by end March 2022. The review may pronounce on the feasibility of lowering the SARB’s 3 to 6% inflation 

target.  

 

Domestic: Inflation moderates; retail sales once again exceed expectations 
According to Stats SA, headline consumer inflation eased to 5.7% y-o-y in January, from a near 5-year high of 5.9% in 

December and slightly above our expectations. On a monthly basis, headline consumer prices increased by 0.2% in January. 

Food inflation accelerated to 6.2% y-o-y in January, buoyed by a further increase in the price of oils and fats (22.9%) and 

vegetables (8.6%). In the case of the former, limited supplies have pushed prices up globally. Regarding the latter, heavy 

rainfall disrupted harvesting. Transport costs remained the largest contributor to overall inflation. However, after a petrol price 

cut at the start of January, annual fuel price inflation slowed to 32.2%. Although this is still very high, it does help explain part 

of the slight easing of the overall inflation print. It then bodes ill for consumers that since the start of the year, the Brent 

crude oil price has increased sharply as tensions between Russia and Ukraine have further squeezed an already tight market. 

Indeed, after an increase in February, petrol prices are expected to rise even steeper (by about R1.30/litre) next week. Core 

inflation, which excludes volatile food and energy costs, ticked up to 3.5% y-o-y in January, the highest since March 2020. 

There were increases in the price of restaurants and hotels (5.0%) and financial services (5.7%).  

Real retail trade sales rose by 3.1% y-o-y in December, up from a downwardly revised November figure (2.7%) and above 

market expectations. A 15.2% y-o-y increase in sales for retailers in textiles, clothing, footwear and leather goods was once 
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again the main contributor (3.1% pts) to the overall increase in retail sales. Conversely, sales at hardware, paint and glass 

retailers declined by 5.6% y-o-y, the sixth consecutive annual decline. Seasonally adjusted (sa) retail trade sales increased by 

1.5% m-o-m in December following monthly changes of 1.6% in November and -1.3% in October. This means that in 21Q4, 

retail sales increased by a robust 5.3% compared to Q3 (sa).  Furthermore, in 2021, retail trade sales rose by 6.4% compared 

to the previous year. However, this is off the back of a 7.1% decline in 2020 and as such sales remained below the 2019 

level. Real wholesale trade sales declined by 1.6% y-o-y in December. Meanwhile, wholesale trade sales decreased by 

1.8% m-o-m for December and 0.1% q-o-q for 21Q4 as a whole (both sa). Wholesale trade sales increased by 6.6% in 2021 

compared with 2020 (-6.5%). Finally, motor trade sales at current prices increased by 11.6% y-o-y in December. The 

largest annual growth in sales was recorded for fuel sales (23.5%) and sales of accessories (9.8%), followed by new vehicle 

sales (9.1%).  

Combined, these releases suggest that the broader internal trade sector should make a notable positive contribution to an 

expected quarterly real GDP rebound in 2021Q4.  

 

International: US Fed willing to raise interest rate quickly, but 50bps hike in March now deemed less likely 

Minutes of the recent US Federal Open Market Committee (FOMC) meeting were released last week. The minutes indicated 

that committee members are now more concerned about the high US consumer inflation rate than before, and as such are 

ready to raise the policy interest rate at a quicker pace than previously indicated. However, some members warned about the 

damage that excessive interest rate hikes could do to markets and the real economy. The FOMC emphasised rate decisions 

would be judged on a meeting-to-meeting analysis of the data. As such, investors judged the minutes to be less hawkish than 

expected and pared back expectations of a 50bps hike at next month’s meeting. A 25bps hike is still expected. 

While credit is still cheap, US consumers were willing to spend, as indicated by nominal retail sales that expanded by 3.8% 

m-o-m during January. This was the fastest growth rate recorded in 10 months and up from a 2.5% decline in December. 

Importantly, retail sales are mostly made up of goods and are not adjusted for inflation, so January’s figure was lifted by 

higher prices because of shortages amid strained supply chains. The level of sales rose to a record high, led by motor vehicle 

sales.  

Finally, annual consumer inflation in the UK rose to 5.5% in January - the highest reading in nearly three decades - from 

5.4% in December. This is well above the Bank of England’s (BoE) target rate of 2%. As in many parts of the globe, high 

energy prices are a key driver of inflation at this stage. Over the year, gas prices rose by 28.3% and electricity prices by 

19.2%. However, CPI declined by 0.1% m-o-m in January, the first contraction in a year after a recent peak of +1.1% in 
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October 2021. More important, monthly core inflation was at -0.4%, perhaps signalling a turning point in the inflation tide. If 

so, the BoE would not need to hike interest rates excessively after it started normalising monetary policy at the end of last 

year.  

 

The week ahead  
\ 

Date Event Previous Consensus 

Monday (21 Feb) EZ, UK: Flash Markit composite PMI (Feb) 52.3; 54.2  52.8; 55.2 

Tuesday (22 Feb) US: Flash Markit manufacturing & services PMI (Feb) 55.5 & 51.2 56 & 53 

Wednesday (23 Feb) 
SA: National budget (consolidated budget deficit 
21/22; 22/23) 

-6.6%; -5.7% (of 
GDP) 

n/a 

Thursday (24 Feb) SA: Producer inflation (Jan) 
10.8% y-o-y;  
1.3% m-o-m 

10.4% y-o-y; 
0.4% m-o-m 

Friday (25 Jan) US: PCE price index (Jan) 
5.8% y-o-y; 

4.9% y-o-y (core) 
6% y-o-y; 

5.2% y-o-y (core) 
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