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Financial Markets

Yesterday, the USD staged a mini-recovery from its recent lows. This

is most likely related to investors squaring off positions ahead of Fed

Chairman Powell’s testimony before Congress later this week. His

comments and guidance will ultimately decide the direction of the

USD, which will spill over into most other currency markets. The USD

took a beating last week and remains vulnerable to any guidance that

suggests the Fed may reach for the pause button. Any anticipated

loosening in monetary policy when other central banks are still hiking

will likely weigh on the USD and trigger a change of bias in FX

markets.

For South Africa, the opposite applies. It has enjoyed a stellar two

weeks. Whether the ZAR’s appreciation extends depends on whether

the CPI data later this week helps promote portfolio inflows back into

bonds and whether the USD remains defensive. If it does, then the

ZAR could enjoy one last attempt at breaking the 18.00 handle,

although technically, the pair has moved so far already that it is

overdue a correction of sorts.

Locally, the BWP-USD remains just below 0,0750 but further gains are

likely instore as we expect that the dollar will continue to weaken. The

BWP-ZAR, meanwhile, bounced off the 200DMA at 1,3658 last week

and is quoted at 1,3782 this morning heading into the local open. The

bias remains to the downside.

Note that the usual 7-day certificates auction will be taking place

today, with Botswana offering up BWP7bn of the securities.
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DOMESTIC AND REGIONAL NEWS
Botswana mulls issuance of inflation-linked bonds

The Botswanan government and the Bank of Botswana are reportedly mulling the issuance of inflation-linked bonds.
The central bank’s monthly auctions of treasury bills and bonds have nearly all missed their issuance targets since Parliament
doubled the note issuance programme to P30bn in September 2020. Issuance of ILBs could help to improve this by offering up
a new and attractive option for a local capital market that has largely snubbed the state’s existing debt programme. While the
issuance of ILBs opens up a potential new pool of demand, especially to annuity investors, it does come with risks. The first
concern is that local capital markets may not be deep enough to absorb the issuance of both vanilla bonds and ILBs. The
second is that while inflation is slowing now and expected to be fairly contained over the near term, the risk of a surge in price
growth and subsequent surge in debt servicing costs cannot necessarily be ignored.

GLOBAL NEWS
China continues to implement stimulus measures

The People's Bank of China (PBOC) has cut key lending rates for the first time in 10 months in an effort to boost

economic growth. The one-year loan prime rate was reduced by 10 basis points to 3.55%, and the five-year loan

prime rate was lowered to 4.2%. While the rate cuts themselves may have a limited impact on monetary conditions,

they serve as a signalling tool, indicating that the PBOC will likely use other measures such as reserve

requirements and loan quotas to stimulate the economy.

The decision to cut rates comes after disappointing economic data, including indicators like industrial production

and retail sales, which fell short of expectations. Investment banks have also lowered their GDP forecasts for China

and warned of potential challenges ahead. In response, the Chinese government has pledged to implement "more

forceful measures" to support economic development. Overall, the rate cuts and policy signals from the PBOC

indicate a growing concern about the Chinese economy and a shift towards prioritising economic growth over other

considerations. The government is expected to deploy additional measures to support the economy and ensure a

sustained recovery.
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