
 

 

 

The week in perspective: An unsettling start to 2022  

Compliments of the season to all our readers. In this shortened edition, we briefly review 

selected SA and global data releases of the past week and look at the major drivers of 

financial markets at the start of the year. It has been an eventful, and in many ways 

unsettling, start to the year. Domestically, headlines were dominated by the devastating 

fire that engulfed parts of Parliament, leaving the National Assembly in ruins. Attention was 

also focused on the release of the first part of the report from the Judicial Commission of 

Inquiry into State Capture.  

On Saturday, President Cyril Ramaphosa delivered the annual 8 January statement at the 

ANC’s birthday celebrations. Of most relevance for the economic outlook was the ANC’s 

view of a ‘clear need for some form of income support for unemployed and poor South 

Africans’. This supports our baseline view that the R350 per month social relief of distress 

(SRD) grant will be extended beyond March 2022 when it is set to end. Also of interest 

were the references in the statement on land reform, with the ANC pledging to continue to 

pursue the implementation of land expropriation without compensation. This is despite the 

party failing late last year to secure the necessary Parliamentary votes from opposition 

parties to amend section 25 of the Constitution. In terms of the fight against COVID-19, 

the ANC came out in support of a vaccine mandate for certain activities.  

COVID infections and data review  

Sticking to COVID-19 developments, while country-wide daily new cases remain elevated, 

they are well off the peak reached in 

mid-December (see graph). While the 

Omicron variant is much more 

transmissible than earlier variants, the 

initial indications in SA that it results 

in fewer hospitalisations and deaths 

than in previous waves have been 

proven correct. Despite a spike in new 

infections, the lack of any major strain 

on the health sector allowed 
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government to further relax lockdown measures (i.e. lifting the curfew and easing the restriction on gatherings) at the end 

of 2021. Based on the Google mobility trackers, the fourth wave did not seem to adversely impact mobility over the holiday 

period. This bodes well for a recovery in real GDP during 2021Q4 from the notable Q3 contraction. 

However, the first batch of high frequency data for December showed an easing of economic activity in the final month of 

2021. Both the Absa and IHS Markit Purchasing Managers’ Indices (PMIs) for SA lost ground in December. The Absa 

manufacturing PMI declined by 3.1 points to 54.1. There were some noteworthy movements in the key PMI 

subcomponents, with the employment index down by 8 points (to 42.4) as the business activity index also dropped below the 

key 50 mark. Respondents turned more downbeat about future business conditions. To be sure, the index measuring expected 

business conditions declined for the third month in a row (to 53.1). On the cost front, the purchasing price index rose further 

to 89.8, the highest level since early 2016. More details can be found here.  

At 48.4 in December, the IHS Markit SA PMI slipped to below the neutral 50 mark in December, down from 51.7 recorded in 

November. The IHS Markit PMI averaged 49.6 in 2021Q4, up from 48.9 in Q3. The fact that the index remained below 50 in 

Q4 reflects the adverse impact on activity from load-shedding in October and November, the prolonged steel sector strike in 

October, the Omicron-driven fourth COVID-19 wave and the associated (unwarranted) global travel bans to and from SA. In 

sum, the PMI data supports our view that while Q4 real GDP should bounce back from the notable quarterly contraction in Q3, 

the recovery is unlikely to undo the output loss in Q3.  

Globally, the December PMI data revealed that manufacturing output held up well despite the spike in COVID cases in many 

parts of the world. Although still at elevated levels, another welcome development was some easing in supply-side constraints 

and input cost pressure. Staying on the inflation topic, according to Eurostat’s flash estimate, Eurozone consumer inflation 

rose to a fresh all-time high of 5% y-o-y in December. This was well above the market consensus for an increase of 4.7% and 

up somewhat from 4.9% recorded in November. Energy costs, up by 26% y-o-y, continued to post by far the highest annual 

increase, albeit that this was somewhat lower than November’s rise. The further rise in the annual headline inflation rate was 

driven by higher prices for food, alcohol, and tobacco (up 3.2% y-o-y, from 2.2% in November).  

Unsurprisingly, given widespread travel bans and consumer caution amid rising infection rates, output in the global services 

sector was impacted to a larger extent than manufacturing in December. The JP Morgan Global Services Business Activity 

Index fell to a three-month low in December. However, at 54.6, the index continued to suggest reasonable activity levels. At 

least in early 2022, eye-popping high COVID infections in many countries suggest activity in the global services sector could 

slow further.  Going forward, a particular concern is how Chinese authorities will respond to a potentially large Omicron-driven 

COVID outbreak. This is against the backdrop of China’s zero COVID policy and indications that Chinese manufactured 

vaccines provide less effective protection against Omicron. Chinese policymakers are likely to revert to further harsh 
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lockdowns in the event of outbreaks. This will not only exert more downward pressure on Chinese real GDP growth but could 

also put renewed/additional strain on global supply chains.  

Earlier Fed rate hike expectations drive markets in early 2022 

Besides COVID-19 developments, US monetary policy normalisation, which is set to be a key theme of 2022, was a major 

driver of financial markets in the first trading week of the year. Sparked by the release of fairly hawkish minutes from the 

US Federal Reserve’s (Fed) December policy meeting, market participants 

continued to bring forward expectations for when the Fed could start to raise the 

policy interest rate, as well as begin to shrink its bloated balance sheet. Adding 

fuel to the fire, St. Louis Federal Reserve Bank President James Bullard said in a 

presentation last week that the Fed could already hike the policy rate in March. JP 

Morgan and Deutsche Bank, for example, also brought forward their expectation 

for the first hike to March. To cap it all off, the December US labour market 

report was released on Friday. The headline number from the so-called 

establishment survey showed that the US economy added 199k jobs in December, 

significantly less than the market consensus of around 450k. However, the rest of 

the report confirmed the tightness in the US labour market. The labour force 

participation rate was stable, average hourly earnings rose by more than expected, 

and the separate household survey showed a rise of more than 600k in 

employment. The stable participation rate and the strong job gain in the household 

survey pushed the US unemployment rate down to 3.9%. This was better than the 4.1% expected and within distance of 

the pre-pandemic level of 3.5%. Overall, the US jobs data supported the narrative that the Fed will start the policy rate 

normalisation process sooner rather than later. 

Against this backdrop, US Treasury yields rose sharply last week, with the 10-year yield up by 27bps to 1.77%. This was 

not only the biggest weekly rise in more than two years but also pushed the yield to its highest level since January 2020. US 

stocks also had a poor start to the year, with the benchmark S&P 500 index down almost 2% through the week. Tech shares 

bore the brunt of the sell-off as the Nasdaq lost more than 4% last week. Besides the adverse impact of higher interest rates, 

the shares of tech companies were pressured by further confirmation that the Omicron variant results in less severe illness. 

This boosted the shares of leisure and travel companies. These firms will benefit from a further reopening of the global 

economy. In contrast, tech shares have been a major beneficiary from the working-from-home trend. The higher US interest 

rate narrative provided a mild boost to the US dollar versus the euro and Japanese yen. This weighed on the gold price, 

which declined by more than 1.5% last week.     

Weekly Key Indicators  

  Close w-o-w 

R/$ R15.61 -2.2% 

R/€ R17.72 -2.4% 

R/£ R21.19 -2.0% 

$/€ $1.13 -0.2% 

Brent (1-month) $81.75 5.1% 

Gold $1 792 -1.7% 

Platinum $960 0.1% 

JSE ALSI 73 940 0.3% 

10y gov. bond 9.41 6bps 

FRA (1x4)* 4.24 9bps 

*Forward rate agreement  



 

 

Considering the sell-off in US stocks and treasuries, domestic asset prices were remarkably resilient last week. The rand 

exchange rate strengthened against major currencies, while the JSE Alsi eked out a weekly gain. While the local 10-year 

government bond yield was higher, the magnitude of the increase was much less than in the US. The rand’s performance may 

simply be a correction after it was probably unduly oversold late last year amid concerns about the Omicron variant in SA. 

Despite the resilience in early 2022, an environment of higher US interest rates does not bode well for the rand outlook, 

especially not if the domestic current account surplus declines and eventually moves back into deficit.    

Week ahead: More local Q4 activity data; US CPI in focus   

No major market moving domestic data is scheduled for release this week. However, manufacturing and electricity output 

figures for November and December vehicle sales data will provide further insight on the pace of the GDP recovery in 

2021Q4. The international data focus will be on the US December 2021 consumer inflation print. The market consensus sees 

the US CPI rising to a fresh multi-decade high of more than 7% y-o-y. Geopolitics will also garner attention this week amid 

US and Nato meetings with Russia to discuss Russia’s increased military presence on the Ukraine border.  
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Date Event Previous Consensus 

Monday (10 Jan) SA: Vehicle sales (Dec) 6.6% y-o-y 4.5% y-o-y 

Monday (10 Jan)  EZ: Unemployment rate (Nov)  9.3% 9.4% 

Tuesday (11 Jan) SA: Manufacturing production (Nov) 
-5.9% m-o-m;  

-8.9% y-o-y 

5.1% m-o-m; 

-2.1% y-o-y 

Wednesday (12 Jan) EZ: Industrial production (Nov) 1.1% m-o-m 0% m-o-m 

Wednesday (12 Jan) US: Consumer inflation (Dec) 6.8% y-o-y 7.1% y-o-y 

Thursday (13 Jan) SA: Electricity generation (Nov) 
-3.8% m-o-m;  

-3.3% y-o-y 
n/a 

Friday (14 Jan) UK: Industrial production (Nov) -0.6% m-o-m 0.2% m-o-m 

Friday (14 Jan) US: Industrial production (Dec) 0.5% m-o-m 0.2% m-o-m 

Friday (14 Jan) US: Retail sales (Dec)  0.3% m-o-m -0.1% m-o-m 
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