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Factors Overnight

UK inflation

FOMC

Japanese trade
account

Factors on the
Radar

G20

Ukraine standoff

German Covid
restrictions

What happened?

At 5.5%, UK's inflation has now
risen to the highest levels since
1992, with households facing a
serious attack on their
disposable incomes

No new surprises were contained
in the latest FOMC minutes,
which pointed to a measured rise
in interest rates that could begin
as early as March

Japan's trade deficit has soared
to an eight-year high on the back
of surging commodity imports
and a smaller than expected rise
in exports

What happened?

Aside from the obvious
discussions around Ukraine, the
G20 will also discuss the fallout
of tightening economic policies,
most notably monetary policy
Amid the Russians showing troop
withdrawals, the US warns that
the number of troops is growing,
not shrinking, while Ukraine
suffers its worst cyber-attack to
date

Germany has eventually eased
some of its Covid restrictions to
unshackle the economy with
more relaxation of restrictions to
materialise in the Spring

Nothing on the cards
Initial jobless claims
Building permits
Housing Starts

Philadelphia Fed index

Relevance

This will have the effect of
acting like another tax and will
g0 some way towards slowing
GDP growth

No indication of a stronger
50bp increase in line with
recent James Bullard
comments

Exports constrained by supply
chain logistics, imports surge
to detract from GDP outlook

Relevance

G20 will likely urge central
banks not to turn overly hasty
in their policy stance against
inflation

It is clear that the situation is
far from stable, which will play
a key role in keeping the likes
of the EUR on the defensive

With the peak in the 4t wave
now behind us, Europe's
economy will start performing
better
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Analysis

It also implies that the BoE will continue to hike
rates in an attempt to contain inflation
expectations and drive home the message that
such high levels of inflation will not be
tolerated

The Fed will be mindful of the negative
blowback of normalising too quickly. The risk is
that the Fed steps on the brakes and induces
financial market volatility, which could sap
confidence levels

This neatly represents the headwinds to the
global economy and highlights how current
market dynamics will take some time to
overcome and holds implications for monetary
policy, both good and bad

Analysis

The G20 is concerned about unclear policy
positions on monetary policy, which detract from
overall price stability. They will also be fearful of
the negative fallout of over-zealous tightening

The situation remains tense, and there is no
evidence of a sustained withdrawal of troops to
de-escalate the situation. Furthermore, the cyber-
attack that took out Ukraine's banks potentially
saw the threat move into a different realm

Great news all around that Europe's economic

powerhouse is looking to open up and resume

more normalised function to help lift aggregate
demand across the bloc

Highlights news vendors

CNBC - Global investors snap up Chinese stocks despite market declines

ALL AFRICA - Angola Recovers Looted Assets Worth Over U.S.$11 Billion
FT - White House says Russian troop withdrawal claims are ‘false’

SOUTH CHINA POST - As China stands firm on zero-Covid, will it work for Hong Kong?
REUTERS - How the Ukraine crisis tests Europe's reliance on Russian gas
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https://www.cnbc.com/2022/02/17/global-investors-buy-more-mainland-chinese-stocks-.html
https://allafrica.com/stories/202202160464.html
https://www.ft.com/content/270d92d3-ac5d-49bc-a90b-2810e8f19ee2
https://www.scmp.com/news/china/science/article/3167356/why-china-standing-firm-zero-covid-and-will-it-work-hong-kong?module=lead_hero_story&pgtype=homepage
https://www.reuters.com/world/europe/russian-gas-threat-europe-2022-02-16/
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Local and regional talking points

e The FOMC minutes overnight have set the tone for the trajectory of monetary
policy for the world’s largest economy. We are heading for a period of tightening
and Fed balance sheet reduction which is going to result in US treasury yields rising
as well as dollar funding costs.

e Given that the US 10yr is the global risk free bond, any rise here will directly
influence how other markets need to respond. This will undoubtedly result in local
bond yields having to rise accordingly in order to compensate investors for the risk
premium associated with holding local debt and will certainly make funding for the
government more expensive.

e These factors coupled with the January inflation reading sets the backdrop for
the Bank of Botswana meeting next week and the bond auction which follows on
the 25" February. Our view is that the Bank may be forced to become more
hawkish in its approach to monetary policy even though it stated at the last meeting
that it expects inflation to return to its target band of 3-6% by 3Q 2022. We expect
this outlook to be revised as commodities remain stubbornly high, and there are
additional threats to the supply chain now that the Eastern Europe tensions have
magnified.

Financial Market commentary

e Given the global inflation issues and the impact of energy on price pressures we
would like to draw the reader’s attention to developments in the oil markets.

e The oil markets are down this morning with the prospect of faster Fed policy
normalisation and news that an Iran deal may be announced soon, pressuring the
commodity. The front-month Brent contract touched a low of $92.15 this morning
before paring some of the losses to currently trade around $94.15. Iran’s top
negotiator tweeted yesterday that a deal is closer than ever, while Tehran has
continued to make provisions for its return to the oil markets by meeting with key
Asian buyers. If a deal is reached soon, Iran could end up pumping around 900k to
1mn barrels a day by December, as well as unleash the stockpiles that it has built
up over the last four years. This will help to ease some of the significant tightness
we have in the market at the moment.

e Base metals closed higher led by aluminium yesterday with market participants
digesting the FOMC minutes and the fact that the West was less than convinced
about Russia’s announcement of a partial withdrawal of troops.

e Aluminium has since given up some of those gains and is currently marking time
just below the $3250.00/tonne, while 3m LME copper is currently trading just north
of $9950.00/tonne after trading north of the $10000.00/tonne mark at some point
during yesterday’s session.

e Price action for metals is likely to be volatile in the coming days and weeks as
the headlines surrounding the Ukraine cause adjustments of both tactical and
strategic interests. Implied volatilities on options contracts will spike driving up
hedging costs.

e Moving over to the FX markets, the USD remains on the defensive. The VIX has
dropped further, and overall risk appetite has improved considerably. The safe-
haven bid has lifted, and the USD is struggling to hold on to its gains now that the
FOMC alluded to a measured approach to tightening. EM currencies appear to be
on the front foot this morning, and equity markets look a little more stable. All eyes
remain on Ukraine, but for now, there is no definitive news to trade on, and
investors continue to believe that the geopolitical tensions will eventually be
resolved.

e Given this backdrop we expect a rather measured start for the local market. The
ZAR is pivoting around the R15.00 handle and we expect the Pula to hold above
the 0.0860 mark in the interbank market.
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Disclaimer

The information provided herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of
an offer to buy or sell the securities or instruments mentioned or to participate in any particular trading strategy. These materials have

been based upon information generally available to the public from sources believed to be reliable. No representation is given with
respect to their accuracy or completeness, and they may change without notice. Acces Bank on its own behalf and on behalf of its affiliates
disclaims any and all liability relating to these materials, including, without limitation, any express or implied representations or warranties
for statements or errors contained in, or omissions from, these materials.
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