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The week in perspective: Sustained rand drift weaker may raise SARB jitters 
Given a dearth of local economic data releases (the domestic section provides the details), 

global events had the biggest impact on local financial markets last week. This was 

especially true for the rand exchange rate. Over the weekend, international headlines were 

dominated by the most concerning situation in Afghanistan. Amid the pull-out of US and UK 

troops from the country after a 20-year stay, the Taliban has effectively re-taken control of 

the country.  

Domestically, last week started on a sour note with the news of a massive explosion at 

unit 4 of the Medupi power station. Following years of delays and huge cost overruns, all 

six units of Medupi were finally brought into full commission the previous week. The 

celebrations of this (belated) milestone were short-lived as the explosion means that the 

country will now be without roughly 700MW of generation capacity. This comes at a time 

when, although Eskom’s energy availability factor has improved in recent weeks, the power 

grid remains stretched to meet the demand for electricity. At an initial estimated cost of 

R1.5 to R2bn, the repair work is expected to take up to two years. In the immediate 

future, the outage of unit 4 further raises the risk of intermittent load-shedding.  

The problems at Medupi yet again emphasise the ever-increasing need for additional 

private sector-driven power generation capacity. There was positive news on this front last 

week when the Department of Minerals and Energy gazetted amendments to Section 2 of 

the Electricity Generation Act, 2006. As announced by President Cyril Ramaphosa on 10 

June already, the amendment will raise the threshold for exemption of the licensing 

requirement for firms to generate their own power from 1MW to 100MW. Companies 

producing their own electricity will still need to register with the energy regulator Nersa. It 

remains unclear how cumbersome this will be. Some uncertainty (different interpretations) 

also remains on whether a company that generates its own power can sell it on to multiple 

customers, including municipalities, and what the ‘wheeling’ charges will be to move any 

additional power through Eskom’s distribution network.  

Even so, the gazetting of the amended regulation is a welcome step towards unlocking 

more private sector investment in the energy space. As more projects are completed, the 
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benefits will be seen over the medium term. To reiterate, in the interim, load-shedding is likely to remain a drag on the pace 

of SA’s GDP recovery.  

Moving to local fiscal matters, Enoch Godongwana had his first foreign investor engagement in the role as minister of 

finance on Friday. The virtual session lasted only about 30 minutes with little time for a proper Q&A. Still, Godongwana made 

all the right noises, emphasising that he had no intention of diverging from the fiscal consolidation path that the National 

Treasury under Tito Mboweni has embarked on. He pledged fiscal continuity, but with a different style than his predecessor.  

Globally, the spread of the Delta variant of COVID-19 remained in focus last week. Despite solid, albeit stalling, progress on 

vaccinations, the US is now well and truly into a fourth wave of infections, with hospitalisations also rising. Indeed, to avoid a 

shortage of hospital beds, Texas Governor Greg Abbott appealed to hospitals in the state to postpone some elective 

procedures. Outside of the US, several countries are also seeing a sharp rise in new COVID-19 cases. At almost 19 000 on 

Thursday, Japan saw a record one-day increase in new cases, with many Southeast Asian countries also recording rapid 

increases. The Delta variant is also fuelling a fourth wave in the UK and parts of continental Europe.  

To date, the Delta-driven infection surge in the US does not seem to be having much adverse impact on mobility and 

economic activity. To be sure, recent solid jobs data (including the latest weekly jobless claims numbers) suggests a 

strengthening labour market. However, concern about the virus resurgence weighed heavily on US consumer confidence in 

August. According to the preliminary August reading of the University of Michigan’s consumer sentiment index, confidence 

dropped by 11 points to 70.2. This was the lowest number since 2011. At the same time, strong inflationary pressures remain 

in the system. While there was some relief that the monthly rise in US CPI inflation 

eased in July (see the international sector for the details), the July rise in factory gate 

inflation (PPI) exceeded expectations. The combination of a recovering US job market 

and still elevated price pressure, along with recent more hawkish commentary from 

senior US central bank (Fed) officials, have fuelled expectations of an earlier removal of 

the current ultra-accommodative monetary policy settings. This continued to support 

the US dollar for most of last week. In response, the rand remained on the back foot, 

albeit with the usual day-to-day volatility. In the end, the currency lost a marginal 

0.3% against the dollar last week.  

It was a mixed week for SA export commodity prices as gold and platinum moved 

higher, while palladium and iron ore declined. The iron ore price lost another 7.5% last 

week (down 16% so far in August to levels around $160/tonne) as Chinese authorities 

Weekly Key Indicators 

  Close w-o-w 

R/$ R14.72 0.3% 

R/€ R17.36 0.6% 

R/£ R20.39 0.2% 

$/€ $1.18 0.3% 

Brent $71.47 1.1% 

Gold $1 774 0.6% 

Platinum $1 025 2.8% 

JSE ALSI 69 385 1.0% 

10y gov. bond 8.89 -8 bps 

FRA (1x4)* 3.68 -1 bps 

*Forward rate agreement  
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put in place measures to curb local steel output. This is as the country aims to meet its carbon emission targets, but it could 

also just be a ploy to take some of the froth out of the red-hot iron ore price.  

Along with a firm US dollar, lower SA export commodity prices are another risk for the rand. If recent currency trends are 

sustained, the Monetary Policy Committee (MPC) of the SA Reserve Bank (SARB) may become a bit more jittery on the 

outlook for SA inflation. Of interest is that the central banks in Peru and Mexico surprised markets last week by both hiking 

their respective policy interest rates by 25bps, to 0.5% and 4.5% respectively. At this stage, we remain comfortable with the 

view that the SARB will keep the repo rate unchanged through 2021. However, a sustained move weaker for the rand could 

bring forward the start of the domestic interest rate hiking cycle. The next MPC meeting takes place in late September. 

Against this backdrop, and although backward looking, the release on Wednesday of the SA CPI inflation data for July will be 

in focus. With Eskom’s annual tariff increase, the yearly rise in water and other municipal rates, a higher petrol price, and 

Discovery’s (postponed) annual rise in medical insurance premiums coming into play, we are likely to see a large (+1%)      

m-o-m rise in the headline CPI. Compared to June 2020, we expect a 4.8% y-o-y increase. The CPI will be the major domestic 

data release for this week. Internal trade (retail, wholesale and motor) data for June are also scheduled for release. The 

mining production figures for June, the release of which was delayed last week, may also be out this week.  

 

BER Virtual Briefing 25 August 2021| Tracking the recovery: Shocks, politics, and reform 
Macro clients can click here for more information and to register for the virtual briefing.  

 
Domestic: June factory output missed expectations 
According to Stats SA, manufacturing production increased by 12.5% y-o-y in June – sharply down from the upwardly 

revised 36.3% that was recorded in May. The positive annual print is largely the result of low base effects as the country 

gradually came out of the hard lockdown a year ago. This effect will dissipate further over coming months. On a seasonally 

adjusted monthly basis, factory output contracted by 0.7% in June, following declines of 2% and 1.4% in May and April 

respectively. When compared to the first quarter of 2021, production decreased by 1.0%, suggesting that the sector is likely 

to weigh on second quarter GDP. Six of the ten subsectors recorded contractions during this period. Going forward, as 

forestalled by the plunge in the Absa PMI in July, the move to adjusted level four lockdown restrictions and the looting and 

riots in KwaZulu-Natal and parts of Gauteng are expected to weigh heavily on manufacturing production in July.  

Note, the mining production data scheduled for release on 12 August 2021 was postponed by Stats SA.  
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International: Monthly US consumer inflation slows, while producer prices spike  
US consumer price inflation came in at 5.4% y-o-y in July, unchanged from a month earlier, but still the highest annual rate 

since 2008. However, on a monthly basis, the pace of consumer inflation slowed to 0.5% from 0.9%, in line with market 

expectations. Furthermore, core inflation, which excludes energy and food, came in just below market expectations at 0.3% m-

o-m. Notably, price gains for used cars and trucks, which accounted for a significant portion of the inflation boost in recent 

months, rose by only 0.2% m-o-m in July after increasing by more than 10% in June. Demand for cars has been high, but 

supply is hampered by ongoing chip shortages. Indeed, in part due to continued shortages of raw materials and supply chain 

disruptions, US producer prices accelerated by the fastest annual pace on record in July (with records from 2010). Prices rose 

by 7.8% y-o-y, and recorded another 1% m-o-m increase.  

Taking a step back to the previous week, the better-than-expected jobs data from the US is also worth noting (these were not 

discussed in the previous weekly due its release ahead of the public holiday on Monday). Total nonfarm payroll employment 

rose by 943 000 in July, the biggest increase in eleven months. Substantial job increases were recorded in leisure and hospitality 

(+380 000), local government education (+221 000), and in professional and business services (+60 000). Furthermore, the 

headline unemployment rate slid to 5.4%, albeit still above pre-crisis levels. Notwithstanding concerns over the fast-spreading 

Delta variant and companies grappling with tight labour supply, July’s jobs report was well received. 

Moving to China, producer price inflation advanced to 9% y-o-y in July, largely on the back of higher commodity prices, 

particularly coal and oil. The People’s Bank of China has recognised this as “temporary” and “controllable”. Indeed, consumer 

inflation rose at a much more benign 1% y-o-y last month, marginally lower than the 1.1% reported in June.  

China reported much weaker-than-expected activity data for July this morning. This reflects the impact of past policy 

tightening and slower export growth. The country was also hit by several idiosyncratic shocks in July. These include a 

typhoon, major flooding in the Henan province and a renewed COVID-19 outbreak. As a result, industrial production growth 

slowed to 6.4% y-o-y in July, down from more than 8% in June and significantly less than expected. On the consumer front, 

retail sales growth moderated to 6.5% y-o-y in July, from 9.8% in June. Finally, manufacturing fixed investment growth 

decelerated sharply to 9.2% y-o-y, from annual growth of 17% recorded in June. 
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The week ahead  
Date Event Previous Consensus 
Tuesday (17 Aug) US: Retail sales (Jul) 0.6% m-o-m -0.2% m-o-m 

Wednesday (18 Aug) SA: Consumer inflation (Jul) 4.9% y-o-y; 1.2% m-o-m 4.7% y-o-y; 1.2% m-o-m 

Wednesday (18 Aug) SA: Retail sales (Jun) 15.8% y-o-y; 2.1% m-o-m 9.4% y-o-y; -0.5% m-o-m 

Wednesday (18 Aug) EZ: Consumer inflation (Jul) 2.2% y-o-y 1.9% y-o-y 

Wednesday (18 Aug) US: FOMC minutes n/a n/a 

Thursday (19 Aug) SA: Wholesale sales (Jun) 31.3% y-o-y;1.3% m-o-m n/a 

Thursday (19 Aug) SA: Motor trade sales (Jun) 102.1% y-o-y; 1.0% m-o-m n/a 
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