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Financial Markets

Yesterday was an interesting day on FX markets. The EUR surged
after the ECB opted to lift rates again for the eighth consecutive time to
take the policy rate up to 3.5%, the highest it has been in twenty-two
years. It added that stubbornly high inflation just about guaranteed a
further rate hike at the next meeting, which all contributed to a surge in
the EUR-USD back up to 1.0940.

In stark contrast, the BoJ kept interest rates unchanged and
maintained its pledge to patiently keep monetary policy ultra-
accommodative. The JPY was already on the defensive with the
market anticipating this response from the central bank, leaving the
JPY to consolidate back above 140.60.

US Treasuries, meanwhile, rallied yesterday, with yields down
between 4bp and 7bp on the session following some weaker-than-
expected labour data out of the US, while traders report that a large
block trade added to the bullish momentum on the day. Meanwhile,
traders marginally reduced their bets for further Fed rate hikes,
pencilling in a 66% chance of a 25bp hike at the July FOMC meeting
and trimming their expected peak rate by 2bp on the day. For the
session ahead, the main release out of the States will be the University
of Michigan survey figures, where investors will closely watch the
inflation expectation components. Any signs of moderation there could
see the bullish momentum for USTs continue into the weekend

Locally, the BWP-USD held steady at 0,0750 but further gains are
likely instore. The BWP-ZAR, meanwhile, declined further and is
nearing the 200DMA at 1,3656 as yesterday’s hold by the Bank of
Botswana will contrast against further rate hikes by the SARB which
should keep the bias for the cross to the downside for now.
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DOMESTIC AND REGIONAL NEWS

Bank of Botswana keeps rates unchanged, inflation slowed sharply in May

The Bank of Botswana left rates unchanged at 2.65% for the fifth consecutive meeting due to its assessment of a
continued downward trend in inflation. The monetary policy committee anticipates that inflation will temporarily
return to the target range of 3% to 6% by the third quarter of this year and then remain within that range from the
second quarter of 2024 onwards. Data released yesterday showed that inflation slowed to 5,7% yly in May from
7,9% yly the month earlier.

The MPC said in its statement that the mining sector is projected to experience stagnant growth due to a bleak
outlook for diamonds. The country, which is heavily reliant on diamond mining, is facing challenges such as lower
demand and decreasing diamond prices. While other sectors, such as coal and copper, may see some growth, it is
unlikely to compensate for the downturn in the diamond industry. This dim outlook for the mining sector raises
concerns about Botswana's economic performance. This is likely to be a factor that will support the BoB's decision
to leave rates unchanged.

Going forward, the BoB could turn more hawkish in the coming months if inflation pressures prove to be more sticky
than expected. One of the main risks to the inflation outlook is currency weakness. The BoB is expected to remain
cautious in the coming months, and the policy path is expected to remain highly data-dependent.

GLOBAL NEWS

ECB hikes, BoJ stands pat

The ECB elected to raise rates by 25bps, consistent with market pricing and consensus expectations. The central
bank increased all three policy rates, as monetary authorities see inflation as being ‘too high for too long’. Despite
cooling consumer price growth, core inflation has remained fairly sticky, illustrating resilient demand in the
Eurozone. The hawkish tone at the meeting follows the latest global bias seen by central banks, such as the
Reserve Bank of Australia and Bank of Canada. While there are some signs of softening price pressures,
consumptive demand is anticipated to remain resilient in the coming months, suggesting the ECB may hold rates
higher for longer than initially thought.

The BoJ delivered no surprises at its MPC meeting today, keeping interest rates and its yield curve control
parameters unchanged. The central bank also maintained its view that inflation will slow over the coming months.
The decision underlines the BoJ as an outlier amongst global central banks, with Governor Ueda sticking to his
view the cost of hiking too early would be more damaging than not acting now if inflation does continue to slow.
Even after today's meeting, however, speculation is still high that the July MPC meeting will yield some tweaks to
the bank's yield control measures

Sources: ETM Analytics, Access Bank Treasury Team, Bloomberg, Reuters

Disclaimer - The information provided herein has been prepared by ETM Analytics and is 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. Access Bank on its own behalf and on behalf of its affiliates, including ETM Analytics, 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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