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IN THE SHADOW OF THE SHOCKS

In its short existence, 2022 has already been a very eventful 

year. While investors were grappling with the short-term and 

long-term implications of the ongoing Covid pandemic, they 

must now also consider how the brutal Russian invasion of 

Ukraine will change the global economic and political order. 

In other words, the world has faced two profound crises in 

the space of two years that will cause far-reaching change, 

but what exactly? Getting ahead of these trends will be very 

important but also difficult. It definitely feels like a pivotal 

moment in history, but misconceptions abound and even if 

you could predict the direction of travel, getting the specifics 

wrong could be detrimental to your wealth. 

While one could write a whole book on these changes, in 

this article I’d like to briefly highlight three important shifts. 

PROFESSIONALS STUDY LOGISTICS

Our globalised and interconnected world has created 

unprecedented prosperity and given consumers undreamed-of 

choice. But behind almost every purchase sits a long supply 

chain that criss-crosses the globe. As technology improved, 

these supply chains became more efficient and more complex. 

However, over the last five years global supply chains experienced 

three big shocks: Trump’s trade wars, Covid, and now the war 

in Ukraine. And just when you thought the pandemic might 

be mostly over, China experienced a major outbreak in March 

and April and resorted to harsh lockdowns, including in cities 

such as Shanghai and Shenzhen that play a major role in 

global production and logistics. 

Anybody running a business will now think carefully about 

where crucial inputs come from, what the risks of disruption 

are, and what steps need to be taken to prevent disruption 

(governments are hopefully doing the same). The focus will 

increasingly be on resilience and security of supply, rather than 

speed, efficiency, and cost. This implies that companies will 

probably carry higher levels of inventory, spread production 

around, and focus particularly on energy security. All this comes 

at a cost to shareholders of course, but other companies and 

sectors will benefit from the increased spending. 

General Omar Bradly, the American World War II hero, is said 

to have noted that “amateurs talk tactics while professionals 

study logistics”. Russia’s generals seem to have forgotten 

this when planning their invasion of Ukraine, with soldiers 

running out of food and ammunition and tanks getting 

stuck without fuel, but business leaders will not want to be 

caught short again. 

This does not mean that it is the end of globalisation. Labour 

costs are still much lower in developing countries compared 

to the US and Europe. However, rather that concentrating 

production in a single country (usually China), companies 

are more likely to have multiple options. This will create 

opportunities for other countries. 

RISING INFLATION AND INTEREST RATES

A second major shift – perhaps the most important and 

immediate as far as investors are concerned – is the end of 

free money. Inflation was uncomfortably high going into the 

new year. With the war in Ukraine causing food, energy and 

metals prices to shoot up, there is more upward pressure 

on inflation. Continued strain on supply chains from China’s 

lockdowns have a similar if less dramatic effect. 

For a long time, central banks viewed inflation as transitory 

and waiting for a decline that has yet to materialise. I don’t 
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blame them because I had a similar view. But with US inflation 

having hit a staggering 8.5% in March, and with evidence 

that inflationary pressure has broadened out beyond those 

items whose prices were distorted by the pandemic (such as 

used cars), the US Federal Reserve has shifted direction. In 

economics speak, it has turned hawkish, meaning it wants 

to act to tame high inflation. Interest rates are rising and 

are expected to continue rising at a rapid speed. The Fed 

will also reduce its sizable holding of bonds. Other central 

banks are on a similar path, though each have to deal with 

the idiosyncrasies of their own jurisdiction. In anticipation 

of higher short-term interest rates, longer-term bond yields 

have increased sharply this year.  

Chart 1: 10-year government bond yields, %
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At the same time, the growth outlook has worsened. Higher 

commodity prices act as a tax on consumers and businesses and 

are a drag on growth. Central banks are therefore tightening 

policy into an increasingly uncertain economic outlook. For 

most of the past 14 years, central banks, particularly the Fed, 

had been seen as investors’ friends. This was particularly true 

two years ago when they unleashed unimagined stimulus 

in response to the Covid shock. No more. What lies ahead 

will increasingly be a trade-off between sustaining growth 

and lowering inflation. All indications are that the Fed and 

company will now focus on the latter, potentially to the 

detriment of the former. 

DOLLAR DELUSIONS

The third big shift is of a longer-term nature and one that 

is the subject of many misconceptions and indeed even 

conspiracy theories. The Russian invasion of Ukraine has 

given fresh impetus to the question on the role of the US 

dollar in the global monetary system. As long as the world 

runs on dollars, hostile countries like Russia are vulnerable to 

sanctions. Russia probably never expected that the central 

bank’s foreign exchange reserves would be frozen or its 

commercial banks shut out of the global financial system, 

but that is what happened. China will be wondering if the 

same could happen to them. 

One response has been for Russia to demand that European 

customers pay for gas in roubles. Somewhat related, the 

announcement that China will pay for Saudi Arabian oil in 

yuan was met with much fanfare. This does not signal the 

end of the dollar’s dominance.

Countries have been diversifying away from the dollar as 

a reserve currency, the currency that foreign central banks 

prefer as part of their foreign exchange holdings for some 

time, but it has been slow going. An IMF research paper 

shows that the dollar’s share fell from around 70% to 60% 

over the past 20 years. Most of the increase has been into 

the currencies of US allies Australia, Korea and Canada. The 

increase in yuan holdings was low, in other words. While there 

are many reasonable objections to the dollar reserve currency 

status, including the unfair advantage the US derives from 

it, the alternatives are few and far between. At its launch the 

euro was trumpeted as a potential replacement, but its key 

vulnerability was on display during the European Fiscal Crisis 

of 2012-12. If any country were to leave the euro, and there are 

many populist politicians who support this idea, the whole 

project could collapse. China’s yuan is also not an alternative 

yet because it is not fully convertible. China maintains strict 

exchange controls in contrast to the open and liquid capital 

markets in the US. Crucially, the rule of law is lacking in China. 

The holder of a yuan-denominated asset simply has less 

confidence of getting a fair hearing in a court in Beijing or 

Shanghai compared to the same treatment the holder of a 

dollar-denominated asset can expect in New York or Boston. 

There is also a much more practical reason for the dollar’s 

dominance as not only a reserve currency but also the most 

important currency in global trade and finance. There is a 

massive convenience to everyone using the same currency, 

just as there is a convenience to using the same language. 

This is known as a network effect, and social media is perhaps 

the best example. The value of one particular social media 

platform versus another is not necessarily its technological 

superiority but simply that your friends and the famous 
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people you admire already use it. You will only shift if everyone 

else shifts. So, the status quo tends to prevail. For instance, if 

Saudi Arabia sells oil to China in yuan, it can use the yuan to 

buy goods in China. But to purchase goods anywhere else in 

the world, it is still very likely to have to use the dollars until 

such time as the Brazilians accept yuan for their coffee and 

Botswana for its diamonds and New Zealand for its mutton. 

Wars tend to upend the status quo, but nothing yet remotely 

suggests a fatal blow to the dollar’s dominance even though it 

is likely to continue declining gradually. The big fear underlying 

the many articles and social media posts on the future of the 

dollar is that loss of reserve currency status means a collapse 

in the values of US bonds or equities. Bond and equity prices 

have always fluctuated in line with the economic cycle, and 

this is not going to change. In recent months, US bond prices 

have fallen sharply (and yields increased) not because foreign 

investors were dumping the dollar but because high inflation 

means the Fed is raising rates. 

Indeed, the dollar has strengthened since the start of the 

year. This is the more interesting question for us as South 

African investors: not structural shifts in the use of the dollar, 

but the cyclical changes in the dollar’s exchange value. When 

the dollar rises, the rand tends to fall and vice versa. This year 

has seen the unusual combination of a stronger dollar and a 

stronger rand, but it is because the latter is supported by high 

commodity prices. This won’t always be the case.  

Chart 2: Real trade-weighted US dollar index 
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Source: Refinitiv Datastream

STAY THE COURSE

In summary, the world is undergoing economic and political 

changes that we don’t yet fully comprehend and certainly 

don’t have space to cover in a single article. How should 

investors respond? 

There is going to be a lot of noise and eye-catching headlines. 

There will be new things to worry about. But the experience of 

the past two years once again showed the benefit of sticking to 

the plan and staying invested despite tremendous uncertainty. 

This approach is very likely to be the case in future as well. 


