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Analysis

Economic weakness in the US is starting to
become more widespread, pointing to
disinflationary pressures in the pipeline that
will add to bets on an eventual Fed policy
pause and pivot later this year

Anecdotal evidence from survey respondents
suggests that there is still lingering optimism
over the US economic outlook, but this may
fade as the full impact of the Fed's past rate
hikes filters through into the economy

US-Sino relations remain under pressure due
to disputes over trade, human rights, and
Taiwan's autonomy, but continuous dialogue
between the two powerhouses is welcome as it
helps prevent an escalation of tensions

Analysis

The ECB has signalled that it will continue to hike
interest rates at a steady pace, with 50bp
increments likely to be the order of the day
through Q1 unless economic data weakens
significantly in the short term

As growth headwinds in the US become stronger
and the labour market loosens, the argument for
maintaining tight monetary conditions will
weaken. In turn, there will be significant pressure
on the Fed to cut interest rates later this year

The WEF will have plenty to address at this year's
conference in Davos as the world struggles with
a number of crises that warrant immediate
attention, although fragmentation and recession
risk will likely dominate the agenda

Highlights news vendors

BUSINESS LIVE - |SE faces mixed Asian markets as new US data worries traders
FT — South African businesses turn to diesel and solar panels as Eskom crisis deepens

REUTERS - Zambia received 'debt-for-nature' proposal from WWF for restructuring

SOUTH CHINA POST - Nato allies set to provide Ukraine 'heavier weapons’ as Putin vows victory for Russia



https://www.businesslive.co.za/bd/markets/2023-01-19-jse-faces-mixed-asian-markets-as-new-us-data-worries-traders/
https://www.ft.com/content/77f1e4fa-5c1d-4c4c-8ade-c1168250a60b
https://www.ft.com/content/77f1e4fa-5c1d-4c4c-8ade-c1168250a60b
https://www.reuters.com/world/africa/zambia-received-debt-for-nature-proposal-wwf-13-bln-restructuring-2023-01-18/
https://www.scmp.com/news/world/europe/article/3207362/nato-allies-set-provide-ukraine-heavier-weapons-putin-vows-victory-russia
https://www.scmp.com/news/asia/east-asia/article/3203922/north-korea-says-japan-will-soon-learn-shudder-its-military-build-wrong-and-dangerous?module=lead_hero_story&pgtype=homepage
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Local and regional talking points

e The Bank of Botswana’s latest business expectations survey has been released and it
suggests that firms were more optimistic about business conditions in the fourth quarter of
2022 compared to the previous quarter. Firms have positive expectations regarding the
domestic economy’s performance and expect improvements in sales volumes profitability,
and investment. Firms therefore expect overall output to have expanded by 4.4% in 2022,
slightly above the projections of 4.2% by the Ministry of Finance and 4.1% by the IMF.
Respondents do, however, expect that inflation pressures will remain high, with the Ukraine
war cited as the main driver of this.

e  While this data is very dated, given that we are now in Q1 2023, it does provide some
optimism that the positive outlook seen in 2022 will be carried over to this year. However,
there are growing risks, mainly from a global perspective, that could dent business
optimism in the early stages of 2023.

e The offshore business cycle is a theme that is unfolding, and which will have far-
reaching consequences for financial markets more broadly. As the full effects of an
unprecedented phase of central banking tightening unfold, the global economy will
experience a material slowdown. To date, evidence of this, especially in the US, has been
sparse, with the labour market holding up well. However, that now appears to be changing,
and yesterday’s retail sales figures were a case in point. They posted their biggest drop in 12
months, finally reflecting the pressure households are experiencing.

e Itis also worth noting the increasing number of reports of companies looking to
retrench workers. More companies are moving to protect their profitability and will
respond to weaker demand conditions by reducing their workforce. That is a clear sign that
earnings are now coming under pressure and that valuations on equity markets are proving
increasingly difficult to justify. Just as Wall St sold off aggressively yesterday to raise overall
levels of risk aversion, investors will also look to rotate away from other riskier and more
volatile emerging markets.

e Although this does not yet reflect in the USD, it does raise the stakes for any portfolio
exposure towards emerging or frontier markets. Today, the focus will turn to the release of
the latest US building and housing stats, and they will not make for pretty reading either.
The higher interest rates have dealt this sector a tremendous blow, and expectations are
that house prices will start to reflect the pressure the sector is under. As Q1 unfolds and
more recent data is released, the true picture of the US economy will emerge, and it will
likely point to the prospects of a recession, just as it will in Europe and the UK.

Financial Market Commentary

e  The BWP-USD rallied back up to 0.0787 yesterday, unwinding the declines seen this week
so far. The currency pair may thus look to make a move back towards the 0.0800 handle,
which is still the level to watch for the bulls. A relatively resilient local economy and
expectations of further USD weakness will be the drivers of this move.

e [t will thus be interesting to monitor the USD and how it behaves in the coming weeks as
data out of the US shows signs of slowing. On the one hand, it would make sense that
investors price in a less hawkish Fed that may prove the catalyst for further USD weakness.
Conversely, the weaker US data may spark volatility across financial markets and trigger a
rotation back to safety. It is too soon to tell, but perhaps the factor that continues to tilt the
scales against the USD is its overvaluation and the rising probability that the Fed will need to
soften its stance. Yesterday’s disappointing US retail sales did not translate into any
significant impact on the USD, although some focus will turn to the housing data out of the
US in the coming days for corroborating evidence.

e Meanwhile, US Treasuries are extending their gains in early trade this morning following
a bond rally yesterday which was sparked by the BoJ and then supported by weaker-than-
expected US economic data. The benchmark US 10 yr yield is trading below 3.35%, while the
2yr yield is just above 4.000%, levels not seen since September last year. The rate-sensitive
Syr tenor, meanwhile, is trading below its 200DMA for the first time since August 2021 to
illustrate how the bond market bulls have regained control of the market. German bunds
were also bid yesterday, with the curve bear flattening and the inversion of the 2v10 spread
deepening to almost 45bp.

e Traders are rushing into havens amid a slowing US economy that is heightening recession
fears. This may be carried through into the European and US sessions later today, with equity
markets looking to remain on the back foot and very little data out to ease any concerns
regarding economic growth.
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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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