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Global Markets
U.S. stock futures led a market rebound on Monday as investors prepared to wait a few weeks to see
if the Omicron coronavirus variant would really derail economic recoveries and the tightening plans
of some central banks. Oil prices bounced more than $3 a barrel to recoup a chunk of Friday's
shellacking, while safe haven bonds and the yen lost ground as markets latched onto hopes the new
variant of concern would prove to be "mild".
While Omicron was already as far afield as Canada and Australia, a South African doctor who had
treated cases said symptoms of virus were so far mild. "Another key difference is there are far
higher vaccination take up rates globally now compared with when Delta emerged," said Craig
James, chief economist at asset manager CommSec. "What the news on Omicron does highlight is
the need for central banks and governments to take a cautious approach to removal of economic
support and stimulus."

Trading was erratic on Monday but there were signs of resilience as S&P 500 futures added 1.0% and
Nasdaq futures 1.2%. Both indices suffered their sharpest fall in months on Friday with travel and
airline stocks hit hard. EUROSTOXX 50 futures rallied 1.6%, while FTSE futures firmed 1.3%. MSCI's
broadest index of Asia-Pacific shares outside Japan eased 0.1% but found support ahead of its 2021
low. Japan's Nikkei fell 0.8% as the country moved to bar foreigners to head off the Omicron strain.
Bonds gave back some of their hefty gains, with Treasury futures down 13 ticks. The market had
rallied sharply as investors priced in the risk of a slower start to rate hikes from the U.S. Federal
Reserve, and less tightening by some other central banks. Two-year Treasury yields edged up to
0.56%, after falling 14 basis points on Friday in the biggest drop since March last year. Fed fund
futures had pushed the first rate rise out by a month or so.
The shift in expectations undermined the U.S. dollar, to the benefit of the safe haven Japanese yen
and Swiss franc. On Monday the dollar had steadied somewhat at 113.65 yen, after sliding 1.7% on
Friday. The dollar index held at 96.190, after Friday's 0.7% drop. The euro was struggling again at
$1.1276, following its rally from $1.1203 late last week.
European Central Bank President Christine Lagarde put a brave face on the latest virus scare, saying
the euro zone was better equipped to face the economic impact of a new wave of COVID-19
infections or the Omicron variant. The economic diary is also busy this week with China's
manufacturing PMIs on Tuesday to offer another update on the health of the Asian giant. The
U.S. ISM survey of factories is out on Wednesday, ahead of payrolls on Friday. Fed Chair Jerome
Powell and Treasury Secretary Janet Yellen speak before Congress on Tuesday and Wednesday.
In commodity markets, oil prices bounced after suffering their largest one-day drop since April 2020
on Friday. "The move all but guarantees the OPEC+ alliance will suspend its scheduled increase for
January at its meeting on 2 December," wrote analyst at ANZ in a note. "Such headwinds are the
reason it's been only gradually raising output in recent months, despite demand rebounding
strongly." Brent rebounded 4.2% to $75.80 a barrel, while U.S. crude rose 5.1% to $71.61. Gold has
so far found little in the way of safe haven demand, leaving it stuck at $1,792 an ounce.
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Domestic Markets
The South African rand sank to its lowest since October 2020, government bond yields briefly hit
10% and stocks shed more than 2% after the discovery in the country of a COVID-19 variant
described as the most concerning yet sent investors scrambling for safety.
Leading the decline were hospitality shares, which fell sharply as Britain and some other countries
banned flights from South Africa and its neighbouring countries, and placed restrictions on their
citizens travelling there.
South African scientists said they had detected a new variant that had a "very unusual constellation"
of mutations which were concerning because these could help it evade the body's immune response
and make it more transmissible.
"This is devastating for the tourism sector which was hoping for a bumper December as borders had
opened up. We expect that a wave of cancellations from travellers from the UK will be received over
the next day or two," said Lloyd Miller, research analyst at ETM Analytics in South Africa. "Granted
this is not just a local issue, emerging markets are selling off hard in the Asian session but the news
does render the rand and by extension other regional FX pairs more vulnerable as a result," Miller
added.
News of the variant triggered a wave of selling of risk assets in both emerging and developed
markets. Traders sought safety in U.S. and euro zone government bonds and the Japanese yen. The
rand dropped to as low as 16.368 against the dollar -- levels last seen before the news of vaccine
breakthroughs in November 2020. The rand was last at 16.258, down 1.8%.
In fixed income, the yield on the local benchmark 2030 government bond jumped above 10%, its
highest since early May 2020. The yields later retreated back to 9.9%, up 17.5 basis points.
The country's dollar-denominated bonds came under pressure with the 2041 issue dropping 2.3
cents to trade at 100.274 cents, Tradweb data showed. Five-year credit default swaps -- the cost of
insuring the country's bonds against default -- rose 21 basis points from Thursday's close to 244 bps,
IHS Markit data showed.
The South African Reserve Bank raised interest rates last week for the first time in three years and is
expected to continue tightening into 2022 to curb inflation. But JP Morgan economist Sonja Keller
said "the downside risk to near-term growth" may limit more aggressive tightening than a 25 basis
points hike per meeting.
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Market Overview

Notes to the table:
• The money market rates are TB rates
• “BMK” = Benchmark
• “NCPI” = Namibian inflation rate
• “Difference” = change in basis points
• Current spot = value at the time of writing
• NSX is the Overall Index, including dual listeds
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Important note: This is not a solicitation to trade and CAM will not necessarily trade at the
yields and/or prices quoted above. The information is sourced from the data vendor as
indicated. The levels of and changes in the yields need to be interpreted with caution due
to the illiquid nature of the domestic bond market.
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