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Of all the problems South Africa faces at the moment – and 
there are many – commodity prices is not one of them. With 
some exceptions, the coronavirus shock did not hit commodity 
prices as hard as you would have expected given the economic 
collapse. 

The most high profile exception was of course oil, with US prices 
briefly turning negative in one of the more bizarre moments of 
financial history. Notably though, the slump in oil prices was 
massively compounded by Saudi Arabia’s decision to launch a 
price war against Russia and other producers in an already 
panicked market environment. They have since kissed and made 
up, and in the process cut back on production to prop up the 
oil price. Though well off its lows, the price of a barrel of Brent 
crude is still around 35% lower than at the start of the year. 

From South Africa’s point of the view, the lower oil price is 
largely good news since we are an importer. A lower oil price 
translates into a reduced import bill, lower inflation and indirectly, 
lower interest rates. Where it did hurt was the steep decline in 
Sasol’s share price, necessitating the heavily indebted 
petrochemicals group to commence restructuring. Today it 
trades around 80% below its all-time high, and 60% below its 
January level.  Though a staple of domestic portfolios, the fact 
that it didn’t drag down the whole market is testament again 
to the importance of diversification.

Another area where the oil price collapse indirectly impacts 
South Africa is the currency. The rand is highly correlated with 
commodity prices and is viewed by investors as a commodity 
currency. Big declines in oil and other commodity prices tend 
to weigh on the rand (even though we don’t produce oil). This 
does have the benefit of somewhat offsetting dollar price declines 
from the point of view of local miners. However, miners and 
investors think and plan in dollar terms, and the prices and price 
changes below are quoted in US dollar terms, as is convention. 

Coal prices have also been negatively impacted by the pandemic, 
and are trading about 30% lower than at the start of the year 
in US dollar terms. This is hardly surprising given the declines 
in electricity demand here and abroad. But South Africa’s other 
three major export commodity prices held up well. These are 
gold, platinum group metals and iron ore. Before looking at 
each in turn, it is worth noting that the combination of lower 
oil prices and decent commodity export prices have contributed 
to a R13 billion trade surplus for the first five months of the year. 
The same period last year saw a R7 billion deficit.

IRON UP
Iron ore prices are up about 15% in dollar terms since the start 
of the year. This is surprising at first glance since it is used in 
steelmaking, and steel demand in turn is heavily tied to the 
global economic cycle. But the red rusty dusty mineral has 
benefited from the fact that China’s recovery from its pandemic-
related shutdown is rapid and leads the rest of the world by a 
month. Being the largest steel producer, China is the also the 
main importer of iron ore. On the supply side, the coronavirus 
has disrupted production and logistics in Brazil, the number 
two producer (behind Australia). South Africa, also a major 
producer (though far behind Brazil), saw iron ore output fall 
68% year-on-year in April for the same reason. 

When it comes to platinum group metals (PGMs) palladium 
is flat year-to-date and platinum around 15% lower in dollar 
terms. However, palladium is still 25% above where it was a year 
ago, and 130% above where it was three years ago. Palladium 
is used in catalytic converters in petrol and hybrid vehicles to 
reduce toxic emissions. It is usually produced as a by-product 
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of platinum and nickel, and with emission standards tightening, 
it is in short supply. It has become the more glamorous of the 
PGMs, with platinum losing its shine, so to speak. The latter is 
used primarily in diesel cars, whose reputation has not recovered 
from the Volkswagen emissions cheating scandal. 

South Africa is the world’s largest producer of platinum by far, 
but only number two for palladium (behind Russia). Predictably, 
the platinum miners are trying to shift their focus towards 
palladium, but it is a slow process. The main reason why 
commodity cycles are so pronounced is that supply takes a 
long time to catch up with demand since building a mine can 
take many years. This tends to lead to a period of high prices 
which incentivises more production form new or existing mines. 
This invariably comes on stream more or less at the same time 
demand starts to wane, leading to falling prices and excess 
capacity. Wash, rinse, repeat. 

CHART 1: PLATINUM AND PALLADIUM PRICES, $/OUNCE
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SHINING LIKE GOLD
The real excitement, however, has been in the gold market. 
The past week saw the price of gold close above $1 800 per 
ounce for the first time in nine years.

Gold’s new highs are strongly related to the collapse in real 
interest rates in the US and other major markets. Since gold 
does not pay any interest, the opportunity cost of holding it 
rises with real interest rates. When real interest rates are low or 
negative, investors don’t lose out on income if they choose to 
hold gold over bonds or cash.

CHART 2: GOLD AND US REAL INTEREST RATES
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At the same time, there is a fear that all the money being 
created by monetary and fiscal authorities to combat the global 
recession could lead to runaway inflation. This fear is overstated, 
since accelerating inflation would require continuous money 
creation (a policy error, in other words) and for all the "money" 
to be lent by banks and then spent by businesses and households, 
rather than being hoarded. Nonetheless, there is a strong belief 
that gold is the ultimate inflation hedge. This too is overstated. 
Gold lagged inflation for 30 years between 1982 and 2012, even 
as inflation rates were declining. Where it has shone, so to 
speak, was in the period of very high inflation in the late 1970s. 

In other words, historically gold has been a good inflation hedge 
in that one extreme scenario, but does not necessarily keep up 
with gently rising inflation. There is no reason why it would. 
Equities are a far more reliable inflation hedge since there is a 
direct link to inflation. What you spend is the income of the 
companies that sell you goods and services. If your spending 
rises (i.e. inflation) their incomes rise too.

The US dollar is also important as gold and commodity prices 
tend to move inversely to the greenback. The dollar surge since 
2011 has coincided with weaker commodity prices, while it has 
recently pulled back. There are a number of reasons for this 
relationship. The simplest explanation is usually that since 
commodities are priced in dollars, as the dollar rises commodity 
prices will decline to maintain the purchasing power of all 
global consumers. (For instance, if the euro falls by 10% against 
the dollar, commodity prices would also have to decline by 10% 
to keep the real cost of the commodities the same for European 
consumers.) 

The relationship is not absolute, but when something becomes 
conventional wisdom it can move the market whether true or 
not. Another, often overlooked, factor is that the commodity 
trade is financed through the global banking system but largely 
in US dollars. A scarcity of dollars (which is what a higher 
exchange value of the dollar suggests) puts pressure on funding 
sources that impede the trade in commodities and other goods. 
In other words, a strong dollar is a sign and a cause of global 
economic weakness, while a weak dollar is sign of global 
economic strength. 

CHART: 3: GOLD IN INFLATION-ADJUSTED TERMS 
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GOLD SHARES FLYING
Predictably, the JSE-listed gold mining shares have been flying. 
The index of gold mining companies has almost doubled this 
year, and it feels like old times. Gold is after all the reason the 
JSE was first created in 1887, and it gave birth to a modern, 
albeit highly unequal economy. However, today gold is a very 
small part of the JSE. From a level of around 40% in the early 
1980s, gold miners fell to less than 2% of the JSE’s market cap 
before this recent rally. This reflects the fact that most of the 
ore has simply been mined out, and what is left is generally 
very deep, and expensive to extract. Total gold production has 
declined by more than 80% since the heydays of the 1980s. 
From being the number one global gold producer, South Africa 
is no longer in the top five. 

MINING HEADACHES
The sad reality is the mining industry in total has struggled. 
Excluding the recent coronavirus-related slump, Stats SA data 
tells us that overall mining production has flat-lined for 10 years 
at levels well below the peak of the 2002-2008 boom. There 
are a number of reasons for this.

Electricity supply and cost has been a major headache for the 
mining industry, and unfortunately load-shedding is back on 
the table since this weekend. Transport infrastructure is also 
not up to scratch. Regulatory uncertainty and tumultuous 
labour relations are also major impediments to mining investment. 
Sinking a shaft costs billions, and to recoup the cost and make 
a profit over time for shareholders, mine bosses need to know 
they can count on the rules of the game remaining more or 
less the same. 

Under the Ramaphosa administration, the levels of engagement 
between mines and government have improved tremendously, 
but there are still outstanding regulatory issues that constrain 
investment appetite.

Having said that, in the end it is all about risk and reward. If the 
expected reward is great enough – if commodity prices are 
high – history shows miners will invest even under tenuous 
regulatory arrangements and with shoddy infrastructure. And 
investors will shower them with capital. 

This point applies generally for policymakers hoping to stimulate 
economic growth: if the expected return from a given investment 
is on the low side due to weak consumer demand or any other 
reason, the focus needs to be on lowering the cost and risk side 
of the equation to make the numbers work. This includes more 
stable labour relations, reasonably priced and reliable electricity 
and other basic public goods, cheaper broadband connectivity 
and efficient transport networks. Whether this point has been 
fully grasped remains to be seen. 

MAJOR DRIVER
Regardless of the state of the domestic mining industry, resources 
shares have been a major driver of the JSE over the past year, 
just as they were a major detractor of the performance of the 
local market between 2014 and 2018. It is somewhat ironic in 
our technological times that the market is so dependent on a 
smoke-stack or “old economy” industry, but that is the way it is. 
This is an important reason to spread risk beyond local equities, 
but by the same token a reason not to write the asset class off. 
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Source: I-Net, figures as at 10 July 2020

EQUITIES - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Global MSCI World US$  2 241.0 0.58% 1.77% -4.96% 2.14%

United States S&P 500 US$  3 152.0 0.70% 1.68% -2.45% 5.77%

Europe MSCI Europe US$  1 555.0 -0.77% 1.37% -12.84% -6.83%

Britain FTSE 100 US$  7 626.0 -1.98% -0.33% -23.76% -18.81%

Germany DAX US$  1 327.0 -0.08% 1.54% -4.65% 2.55%

Japan Nikkei 225 US$  210.1 2.00% -4.13% -3.46% 6.03%

Emerging Markets MSCI Emerging Markets US$  1 080.0 5.57% 8.54% -3.14% 3.65%

Brazil MSCI Brazil US$  1 549.0 3.61% 7.87% -34.72% -32.86%

China MSCI China US$  100.0 10.64% 14.57% 17.48% 29.27%

India MSCI India US$  514.5 2.29% 5.43% -13.09% -12.65%

South Africa MSCI South Africa US$  383.0 3.51% 7.28% -19.87% -19.37%

EQUITIES - SOUTH AFRICA (TR UNLESS INDICATED OTHERWISE)

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Share (Capital Only) All Share (Capital Index) Rand  55 788.0 2.14% 2.62% -2.27% -2.06%

All Share All Share (Total Return) Rand  8 612.0 2.21% 2.68% -0.57% 1.45%

TOP 40/Large Caps Top 40 Rand  7 919.0 2.50% 2.78% 3.15% 4.80%

Mid Caps Mid Cap Rand  13 500.0 0.13% 2.55% -23.78% -14.51%

Small Companies Small Cap Rand  13 563.0 -1.12% -0.36% -21.23% -24.15%

Resources Resource 20 Rand  3 674.8 3.58% 2.52% 8.91% 19.36%

Industrials Industrial 25 Rand  15 527.0 1.76% 2.68% 12.67% 11.21%

Financials Financial 15 Rand  6 446.0 1.22% 3.04% -31.38% -32.77%

Listed Property SA Listed Property Rand  1 222.6 -0.43% 4.32% -34.86% -37.75%

FIXED INTEREST - GLOBAL

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

US Aggregate Bond 
Index

Bloomberg Barclays US$  530.9 0.65% 0.76% 3.76% 5.63%

FIXED INTEREST - SOUTH AFRICA

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

All Bond BESA ALBI Rand  686.1 -2.15% -2.12% -1.77% 0.08%

Government Bonds BESA GOVI Rand  678.0 -2.17% -2.14% -1.85% -0.15%

Inflation Linked Bonds BESA CILI Rand  250.7 -1.29% -1.40% -3.60% -4.35%

Cash STEFI Composite Rand  455.4 0.10% 0.12% 3.31% 6.81%

COMMODITIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

Brent Crude Oil Brent Crude ICE US$  42.4 -1.83% 3.29% -35.83% -34.85%

Gold Gold Spot US$  1 813.0 2.49% 2.26% 18.96% 30.15%

Platinum Platinum Spot US$  852.0 3.15% 4.93% -12.26% 5.06%

CURRENCIES

DESCRIPTION INDEX CURRENCY INDEX VALUE WEEK MONTH-TO-DATE YEAR-TO-DATE 1 YEAR

ZAR/Dollar ZAR/USD Rand  16.84 0.90% 3.05% -16.86% -15.79%

ZAR/Pound ZAR/GBP Rand  21.22 -0.19% 1.41% -12.54% -16.68%

ZAR/Euro ZAR/EUR Rand  19.01 0.44% 2.60% -17.45% -16.39%

Dollar/Euro USD/EUR US$  1.13 -0.88% -0.62% -0.80% -0.88%

Dollar/Pound USD/GBP US$  1.26 -1.09% -1.63% 5.51% -0.84%

Dollar/Yen USD/JPY US$  0.01 -0.27% -0.66% -1.35% -1.47%



Whilst every care has been taken in compiling the information in this document, the information is not advice and Old Mutual Multi-
Managers and/or its associates, do not give any warranty as to the accuracy or completeness of the information provided and disclaim 
all liability for any loss or expense, however caused, arising from any use of or reliance upon the information. Please note that there are 
risks associated with investments in financial products and past performances are not necessarily indicative of future performances.

THE WEEK AHEAD

SOUTH AFRICA
• Mining production 

• Producer inflation

US
• Industrial production

• Retail sales

• Consumer confidence

• Inflation

• Housing starts and building permits

EUROPE
• European Central Bank monetary policy meeting

• Eurozone industrial production

• Germany ZEW Sentiment Index

CHINA
• Second quarter GDP growth

• Trade balance
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