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The week in perspective: SONA on point, US inflation and Russian invasion fears 

dominate markets 

Another above consensus US inflation print dominated financial market headlines last 

week. Annual consumer inflation came in at a 40-year high in January, driving speculation 

that the US Federal Reserve (Fed) may need to hike its policy interest rate more 

aggressively. More on the market implications of this below, while the data itself is 

unpacked in the international section. On the domestic front, Stats SA published two key 

December data releases last week. The mining print showed that the sector will be a drag 

on Q4 GDP, while manufacturing managed to recover somewhat from the decline 

recorded in Q3 (the domestic section has the details). A key cause of the Q3 slump was the 

widespread looting and social unrest that took place in July, with a report last week 

assigning at least part of the blame for that to the president and his cabinet. President 

Cyril Ramaphosa acknowledged this (collective) responsibility during his State of the Nation 

Address (SONA) on Thursday. The problem here is that by accepting collective 

responsibility, it is hard to hold individuals to account for their failures.  

Although, as always, implementation remains key, the SONA was generally well received 

and included some encouraging proposals. For example, the creation of a dedicated 

capacity within the Presidency to cut back red tape across government is welcomed. So is 

the reference to reducing the regulatory burden on informal businesses. The mention of a 

review of labour market regulations affecting small businesses is also promising. While 

no details were provided, we hope this would, for example, include doing away with the 

automatic extension of wage agreements reached in bargaining councils to non-council 

members. Such measures would aid business to create the jobs government is pleading 

for. Despite the legal challenge by Telkom, the president further said that the long-awaited 

spectrum auction would take place in about three weeks and highlighted some of the 

plans to expand energy generation over the next few years. The SONA also announced that 

the R350 Social Relief of Distress Grant would be extended by another year to March 

2023. The president stated that this grant would eventually be replaced by another form of 

support in the future. In line with our baseline forecast since October last year, this implies 

that some form of additional income support will remain, although the president stressed 

the support should not come at the expense of service delivery and should pass a ‘test of 
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affordability’. For now, the additional R35 to R40bn required for the extension can be funded by the expected large revenue 

overrun in 2021/22 amid higher mineral revenue receipts – next week’s Budget should provide further details. The Weekly 

Review of 21 February will provide a brief overview of what to expect from the Budget.  

As mentioned above, the US inflation data was the big market mover of the week, while 

continued fears that Russia may invade Ukraine also played a role. The faster-than-

expected acceleration in the rate of US price increases boosted the 10-year US treasury 

yield above 2% for the first time since August 2019. Six 25bps Fed rate hikes are now 

fully priced in the market, with a seventh likely and a rising probability that the first hike 

could be a 50bps increase instead of just 25 basis points. Interestingly, the Eurodollar 

curve now points to a Fed rate cut in 2025 as traders brought forward expectations for 

the next economic slowdown/recession. Meanwhile, consumers in the US are becoming 

increasingly worried about the impact of inflation, with one third of the respondents to 

the regular Michigan Consumer Sentiment Survey spontaneously mentioning the negative 

impact of high inflation on personal finance. This contributed to a steeper-than-expected 

decline in overall consumer sentiment in February (preliminary figures). At the same 

time, while dialogue between France and Russia continued, the US warned that a Russian invasion of Ukraine is imminent. 

This contributed to the one-month Brent crude oil price future closing above $94/barrel on Friday. This global backdrop of 

bubbling geopolitical tension and a generally stronger dollar environment makes the 2.6% w-o-w strengthening of the rand 

against the greenback even more remarkable. Next week’s budget remains a key domestic risk factor for the rand’s trajectory 

going forward. For now, local government bond yields also came down somewhat last week, with the JSE ALSI ticking up 

1.6% w-o-w. The JSE had reached a record high earlier in the week, but lost some of these gains as global stock markets 

dipped as more aggressive US monetary policy tightening was priced in.  

The week ahead: first CPI inflation data after basket reweighting  

The key local data releases will come out on Wednesday, starting with the consumer inflation (CPI) figure for January. This 

will be the first data release after the reweighting and rebasing of the CPI basket, which makes forecasting the print trickier 

than usual. Currently we have a slowdown in headline CPI to 5.5% y-o-y (unchanged m-o-m) pencilled in, following the 5.9% 

increase recorded in December. Later on the same day, Stats SA will publish retail trade sales for December. In addition to 

wholesale and motor trade sales out later in the week, this will give a more complete picture of GDP dynamics in the final 

quarter of the year after last week’s mining and manufacturing output data.  

Weekly Key Indicators  

  Close w-o-w 

R/$ R15.11 -2.6% 

R/€ R17.23 -2.9% 

R/£ R20.55 -2.1% 

$/€ $1.14 -0.3% 

Brent (1-month) $94.44 1.3% 

Gold $1 834 1.6% 

Platinum $1 023 0.7% 

JSE ALSI 76 383 1.6% 

10y gov. bond 9.20 -13bps 

FRA (1x4)* 4.22 3bps 

*Forward rate agreement  
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Domestic: Mediocre recovery for manufacturing, mining output contracts significantly in Q4 

Last week, Stats SA published the manufacturing and mining production data for December 2021, providing some insight in 

the production-side dynamics of 2021Q4 GDP. The volume of manufacturing output increased by 2.5% q-o-q (seasonally 

adjusted, sa) in Q4, following a contraction of 4.2% in Q3. While a recovery from the damage caused by the social unrest in 

July 2021 and the third COVID wave, the sector did not fully bounce back. Among the ten subdivisions, eight expanded in Q4, 

with the fastest growth in the petrochemical industries (+6%) and the food and beverage industry (+3.2%). Contractions 

were recorded in the metals & machinery industry (-4%) and in the small furniture & other manufacturing subsector (-4.2%). 

On an annual basis, manufacturing output partially recovered by 6.4% for the entire 2021 from 2020, when it was dragged 

down by a significant 12.3% due to the COVID-19 lockdowns. However, output volumes (sa) remain far below the pre-covid 

levels (see graph).  

Moving to mining, real output volumes contracted by 3.5% q-o-q (sa) in 2021Q4, following 

a contraction of 1% in Q3. Iron ore (-15.5%), gold (-7.7%) and coal mines (-4.2%) 

recorded the steepest contractions, with higher output from platinum group metal mines 

(+8%) not enough to offset this. Output fell by 1.1% compared to December 2020. Heavy 

rains during December 2021 could have negatively affected output from open-cast mines. 

Combined with lower commodity prices, the drop in output volumes dragged down earnings 

from mineral sales by 4.5% q-o-q in Q4. While mining output (sa) briefly surpassed the 

pre-COVID level of output earlier in 2021, it ended the year lower (see graph). 

Overall, these results point to an incomplete recovery of GDP during the fourth quarter, from the riot-induced slump in the 

third quarter. 

 

International: US inflation reaches 40-year high 

The annual US headline CPI inflation rate accelerated to a staggering 7.5% in January, above market expectations for 

7.3%, and the highest rate in almost 40 years. This was the fifth consecutive month that the rate of inflation accelerated. On 

a monthly basis, consumer prices increased by 0.6%. Effective with the January report, the CPI was re-weighted based on 

consumer expenditure data from 2019-2020, which has increased the goods weight and trimmed services. Labour shortages 

and supply disruptions in the face of stronger demand have put upward pressure on prices. Meanwhile, energy costs 

continued to be the largest contributor to higher inflation, with gasoline prices soaring by 40% y-o-y. In addition, the rate of 

food inflation accelerated to 7% y-o-y. However, inflation was broad-based in January. Core inflation, which excludes 
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traditionally volatile food and energy prices, rose to its highest rate (6.0% y-o-y) since August 1982. Inflation accelerated for 

shelter (4.4% vs 4.1% in December); new vehicles (12.2% vs 11.8%); used cars and trucks (40.5% vs 37.3%); and medical 

care services (2.7% vs 2.5%). The latest inflation rate has spurred calls for the US Fed to act even more aggressively than 

previously thought. After the January FOMC meeting, expectations were for the Fed to start raising the policy interest rate by 

increments of 25bps starting in March. However, financial markets are now pricing in a 50bps increase in March.  

The US trade deficit for both goods and services rose to $859 bn in 2021, an annual record. Imports surged by 20.5% or 

$576.5 bn last year. Meanwhile, exports were up by 18.5% ($394.1 bn). In December alone, the deficit came in at $80.7 bn, 

close to a record high of $80.8 bn in September, amid a historic surge in imports as businesses were restocking the shelves. 

Moving to the UK, Preliminary estimates showed that the economy expanded by 7.5% in 2021, following a 9.4% fall in 2020. 

This is faster growth than many of the other large economies recorded that have already reported 2021 growth figures, but 

the UK economy registered a bigger drop in 2020 so the growth comes off a lower base. Indeed, the Q4 level of GDP is still 

0.4% below its pre-pandemic level. The largest contributors to Q4 GDP growth were human health and social work activities, 

driven by increased doctor visits at the start of the quarter. There were also large increases in coronavirus testing and tracing 

activities and the extension of the vaccination programme, illustrating the impact of the Omicron variant.  

Staying in the UK, production data was weaker than anticipated in December. Factory output increased by 1.3% y-o-y, 

below market expectations for a 1.7% rise. In addition, industrial production rose by 0.4% y-o-y in December, also below 

expectations for a 0.6% increase. Meanwhile, the UK trade deficit narrowed to £2.3 bn in December from £2.6 bn in the 

previous month. A notable trend was that the trade of goods increased while the trade of services decreased during the 

month. Considering the full year, the UK posted a trade deficit of £28.8 bn, switching from a £2.9 bn surplus in 2020 

 

The week ahead  

Date Event Previous Consensus 

Wednesday (16 Jan) CN: Consumer inflation (Jan) 1.5% y-o-y 1.0% y-o-y 

Wednesday (16 Jan) UK: Consumer inflation (Jan) 5.4% y-o-y 5.5% y-o-y 

Wednesday (16 Jan) SA: Consumer inflation (Jan) 
5.9% y-o-y 

3.4% y-o-y (core) 
5.7% y-o-y 

3.5% y-o-y (core) 

Wednesday (16 Jan) SA: Retail sales (Dec) 3.3% y-o-y; 1.9% m-o-m 2.7% y-o-y;0.3% m-o-m 

Wednesday (16 Jan) US: Retail sales (Jan) -1.9% m-o-m +2.0% m-o-m 

Wednesday (16 Jan) US: FOMC minutes n/a n/a 

Thursday (17 Jan) SA: Wholesale trade sales (Dec) 5.5% y-o-y; 0.1% m-o-m n/a 
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