Monday 7 March 2022

Rand note: markets begin considering a lengthier Russian/Ukraine war, as commodity
prices soar, but markets are also not yet anticipating a deterioration to WWIII

•

As South Africa heads towards the middle of March, and then on to completing Q1.22, the
rand so far averages R15.35/USD, supported by commodity prices as markets have
viewed the Russian/Ukraine conflict as more of a supply disruption than a severe threat
to global growth.

•

Currently the rand is at R15.37/USD, and we still expect R15.40/USD as the quarter
average, although the domestic currency is at risk of weakness in the remainder of this
month – for as long as the Russian invasion of the Ukraine continues, and worsens.

•

Markets are now worrying that the Russian/Ukraine war will persist substantially longer
than the quick conflict originally anticipated, and a lengthy invasion will have more severe
effects on the global supply chain and so commodity prices, but WWIII is not yet expected.

•

Sanctions are deepening, with global discussions now on banning/limiting imports of
Russian fuels, and the Brent crude oil price spiking to US$128.7/bbl and at risk of reaching
US150/bbl. Strategic oil reserves have been released into the markets already to attempt
to quell the price pressure.

•

The Western response has been substantial, coordinated and committed, while Russia
has been unwavering in its objectives for the Ukraine. Hope persists for a resolution, but
it is not likely going to be easy, or necessarily quick and markets are beginning to reflect
this.

•

Financial markets have seen also some jitters as the US currently continues with its plans
to hike interest rates (with a 25bp hike next week), but the rand remains among the top
five EM currencies in terms of performance, both from the start of the year and on a year
ago.

•

However, US treasuries’ yields have subsided, with the benchmark ten year now at 1.72%
from 1.88%, as markets now worry over a worsening of the war in Eastern Europe, and
so financial market instability, leading to less likelihood of a marked interest rate hike cycle.

•

Should the tensions with Russia and Western countries escalate further and cause
marked financial market instability, the US may delay its interest rate hike next week. It
would likely add in supportive measures if markets near a crisis (not the expected case).

•

A high proportion of SA’s fuel prices are government levies, and temporarily removing
these would reduce a sudden extreme fuel price jump, while state support to combat the
effects of food spikes such as bread prices on rapid wheat price escalations would also
be necessary.

Please scroll down to the second section below

•

While SA does produce wheat, it does not produce enough for domestic consumption and
is a net importer, influenced by import parity pricing for its domestic crop too. SA has the
potential to grow more wheat but this has been limited by cheap wheat imports
historically.

•

However, overall SA has high food security and produces the vast majority of its food
requirements. Additionally, consumers tend to substitute with less pricey items when
significant price increases occur if possible, and switching between staples is quite
normal.

•

SA is a maize exporter, and the Crop Estimates Committee’s latest data is reported to
show 2021/22’s maize crop will be well above the annual production averages of the last
ten years, despite some moderation over the previous crop due rainfall damage in the
current season.

•

SA’s soybean harvest is also likely be the second largest on record, SA’s sunflower seed
harvest the third largest, while the groundnuts and dry bean harvests likely up on last year.
SA is not expected to suffer from food insecurity even if global tensions escalate to WWIII.

•

However, there will be upwards food price inflation pressures, given both import and
export parity pricing in SA, and both inflation and consumers will be impacted. Should SA
risk price extremes in the war spreads government can institute some price controls for
staple foods.

•

Markets have started to worry that Russia may be looking more broadly into Europe in its
military endeavors, with the former USSR leader reported unhappy about European
countries looking increasingly to join NATO, with Finland recently reported to be
considering it.

•

This has been part of the contention in the Ukraine, with the former a member of the soviet
union. Nuclear threats have also occurred, and there is likely to be further upward
commodity price pressure, unless an outright global economic growth collapse occurs, or
ceasefire.

•

Should the tensions with Russia and Western countries escalate further and cause
marked financial market instability, the US may delay its interest rate hike next week. It
would likely add in supportive measures to financial markets if markets near a crisis (not
the expected case).

•

South Africa’s monetary policy committee meets towards the end of this month and was
expected to show further interest rate hikes this year. However, should financial markets
become severely risk-off, supportive measures may be needed instead.

