
 

  

  

SA bond note: the pace of dissipation of inflation will be key to bond 

yields this year 
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•    SA’s benchmark government bond narrowed its yield differential with the equivalent 

US treasury bill, from 8% to 7% over the course of the past year, as inflation rose 

sharply and Central Bank rates did too, in a generally risk averse year. 

•  Falling inflation and smaller interest rate hikes are likely to be supportive of bond 

markets this year, particularly lower than expected inflation, with room for downside 

inflation surprises as price drivers are expected to weaken, although risks persist as 

well.  

•  SA’s ten year government bond rose by 120bp from start to end 2022, versus the 

240bp lift in the ten year US treasury, as the US hiked rates by 4.25%, while SA only 

saw a 3.25% lift in its rate hike cycle over 2022.  

•  The US has seen wage increases moderate in the latest set of hourly earnings data 

(for December), halved to 0.3% m/m versus 0.6% m/m in November, and on an 

annual basis, at 4.6% y/y versus 4.8% previously, and both lower than the expected 

outcomes.  

•  The slowing in US wage growth began in April last year, in the process of 

establishing a downwards trend, but is not back at the pre-COVID hourly wage 

growth rates of 2.0% y/y to 3.0% y/y. The ongoing moderation is supportive of the 

slowing pace in US interest rate hikes. 

•  The hourly earnings data indicates that the labour market is not necessarily 

tightening rapidly, but also does not show enough reduction to signal an end to US 

rate hikes either yet. US yield inversion (10 year vs 3 months) shows markets still 

fear US recession.   

•  A slower interest rate hike environment will still maintain some pressure on bond 

yields, expected over H1.23 but US interest rate hikes are likely over the whole of 

2023, and evidence of a definite weakening in economic activity is becoming more 

evident in some areas.  



•  Factory orders contracted in the US in November, by -1.8% m/m,  the lowest rate in 

the past few years, durable goods orders falling by -2.1% y/y. The FOMC notes the 

rapid slowing in the US economy, providing a more balanced monetary policy view 

recently.   

•  The February Budget is expected to see SA stick to projected reduced borrowing by 

its government, but yield strength is likely to be limited in Q1.23, with many risks still 

concerning investors, not least one of US recession. 
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•    The full reopening of the Chinese economy, and attendant impact on commodity 

prices, particularly oil, are amongst the key risks for inflation, while wage increases 



add to concerns, with the ECB seeing Europe at particular risk in the next few 

quarters.  

•  Noting "wage growth … is expected to be very strong" on “robust labor markets that 

… haven't been substantially affected by the slowing of the economy, increases in 

national minimum wages and some catch-up between wages and high rates of 

inflation." 

•  Eurozone unemployment dropped to a historic low of 6.5% y/y in November, on a 

downward trend from 8.6% y/y in Q3.20, while German industrial production rose in 

the latest data (November) by 0.2% m/m, giving rise to hopes of a milder Eurozone 

recession than feared. 

•  The EU plans to continue hiking interest rates, and while the US has signalled more 

gradual interest rate hikes, but the end (or terminal) rate is not yet apparent in the 

current US cycle, although markets continue to expect it to be reached in the first 

half of this year. 

•  Markets focus on data showing cooling economic activity and inflation drivers in the 

US potentially showing an earlier terminal rate, although coming at juxtaposition with 

comments from various US Federal Reserve officials expecting the target rate over 

5.0% this year. 

•  That is, the recent update to the Fed’s dot-plot chart shows its target rate peaking at 

the 5.00% - 5.25% range, which is a higher peaking for the target rate for this year 

than in its previous publication of 4.50% to 4.75%. 

•  However, the rapidity of the descent in inflation will be key for US, and so global, 

monetary policy, with worker renumeration, economic demand and the housing 

market key influencers, along with global inflation pressures, including those of 

supply chains and oil. 

•  In South Africa, yields have moderated in the year to date, from 10.84% to 10.45% 

for the ten year benchmark, and 2023 to date has seen foreigners net purchasers of 

SA bonds this year, of R3.0bn for five recorded days (Bloomberg, JSE data).   

•  Risk aversion has eased somewhat on hopes the US sees a rapid wind up of its rate 

hike cycle, and indeed interest rate cuts in H2.23, with the implied Fed fund futures 

still showing hopes of the latter.  
 

  



 

  

 

  



 

  



 

 

  

 

  
 

 


