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Amid the hustle and bustle of daily life, it is easy 

to forget how small we are. It would take 1.3 million 

Earths to fill up the sun. The past week saw massive 

solar storms, explosions on the surface of the sun 

that emit electromagnetic radiation. When these 

electrically charged solar particles hit the Earth’s 

magnetic field, they are funnelled north and south 

towards the poles. In the upper atmosphere, they 

crash into oxygen and nitrogen atoms, resulting 

in the spectacular aurora light phenomenon. This 

is usually more visible in the Northern Hemisphere, 

but last ‘s week solar storm was so big even South 

Africans could catch a glimpse in places. There is 

potential peril amid the beauty. These geomagnetic 

storms can also knock out communication 

equipment, but fortunately not this time.  

Solar activity varies over an 11-year cycle, and the last 

few days saw the peak of this round. The sun’s magnetic 

poles also flip at the end of every cycle, unlike on Earth 

where it happens rarely. Yes, even the mighty sun is 

subject to cycles. 

For investors, understanding the difference between 

cycles and structural trends is vital. So much of what 

we deal with in markets has mean-reverting tendencies. 

What goes up, eventually comes down. However, there 

are also structural trends that persist for long periods. 

Demographics is one. A low birth rate one year does 

not give way to a high birth rate the next year. Instead, 

a low birth rate compounds over time as there are 

fewer girls who can grow up to be mothers.

There was a time when the US economy was so 

dominant, it was effectively like the sun in our solar 

system. In 1960, with only 6% of the global population, 

the US share of annual global economic output (GDP) 

was 40%. Today its share has declined 25%, and China 

has emerged as a real competitor in the economic 

sphere. Adjusting for the different cost of living in the 

two countries which is much lower in China – on 

purchasing power parity basis, in other words – the 

Chinese economy has overtaken the US. However, it 

remains at number two when measured at market 

exchange rates. More importantly, its rapid catch-up 

with the US since the 1990s has stalled.

OLD MUTUAL WEALTH  
CHIEF INVESTMENT STRATEGIST



2 

INVESTMENT NOTE

CHART 1: CHINA GDP AS A SHARE OF US GDP AT MARKET EXCHANGE RATES
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CHART 2: CHINA RETAIL SALES AND INDUSTRIAL PRODUCTION
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The two countries have very different economic models, and 
not just because one is notionally communist, while the 
other is the red-blooded home of free markets. More than 
two-thirds of US national income goes to households who 
spend most of it. Therefore, analysing US economic trends 
always starts with the shape of the consumer (more on this 
below). In China, household income is 60% of GDP but 
household consumption is less than 40% of GDP. The 
difference is saved. Chinese households save much more 
than almost anywhere else in the world, now or in the past. 

As many commentators and Western policy advisers have 
pointed out, a more balanced Chinese economy, and one 
that could enjoy ongoing sustained growth, would be one 
where households spend more and save less. Getting there 
is not easy, however. 

Chinese households save a lot due to big gaps in the social 
safety net and the low returns earned on these savings. The 
state-owned banking system offers depressed deposit rates, 

so that cheap credit can be extended to favoured businesses. 
Equities have been flat for more than a decade, and the 
option of earning a decent return in the property market 
has now evaporated. Demographics are also often mentioned 
as a driving factor, since the one child policy means that each 
person theoretically might one day support four grandparents.

This abundance of savings leads to domestic over-investment. 
No country invests such a high share of GDP (around 40%). 
This has given China amazing infrastructure, such as the 
most impressive high-speed rail network in the world, but 
most of it operates at a loss.

The amount of economic growth that each yuan of investment 
creates has therefore been falling over time, meaning that 
growth has been propped up over the past decade or so by 
a massive debt binge, much of it related to the property 
bubble. It is somewhat paradoxical that an economy with 
too much savings would also have too much debt, but that 
is what we’re dealing with. 

CYCLICAL UPTICK

These are the structural challenges. The cyclical picture is 
an economy that came out of Covid lockdowns in weak 
shape. This is confirmed by persistently low inflation, a sign 
of weak overall demand. Rather than supporting households, 
as in the US, the government largely supported businesses. 
In particular, electric vehicles (EVs), batteries, solar panels 

and computer chips have emerged as favoured sectors. 
But since production exceeds what can be consumed locally, 
much of this must be exported. Last year, China became 
the world’s biggest vehicle exporter, having long been a 
net importer of cars. 
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AT THE CENTRE

CHART 3: US AND CHINA CORE CONSUMER INFLATION
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A raft of other policy support measures, including interest 
rate cuts introduced in recent months, seems to be gaining 
some traction. While the structural headwinds remain, the 
Chinese economy seems to be enjoying a cyclical bounce, 
led by its factory sector. This is good news for the global 
economy, but only up to a point. 

The rest of the world is now reaching a limit in terms of the 
Chinese exports it is prepared to absorb. This is particularly 
true in the US where there is increasing talk of a “second 
China shock”. The first was the massive loss of manufacturing 
jobs in the early 2000s, often concentrated in specific regional 
manufacturing hubs. The fear goes beyond job losses. There 
is also a growing recognition that a decimated manufacturing 
sector leaves the US vulnerable in cases of emergency, as it 
discovered during the Covid pandemic when most medical 
supplies had to be sourced from China. Worse, in a case of war, 
manufacturing capacity is necessary. While the US can still 
outspend China in military matters, China can outproduce it. 

This culminated in President Joe Biden last week announcing 
steep tariffs on Chinese electric vehicle imports amounting 
to 100% of the value of each car. Other items also saw big 
tariff increases. There are currently very few Chinese EVs in 
America, so this is very much a proactive step to prevent a 

In financial markets, as opposed to ground level economic 
activity on the ground, the US very much remains at the 
centre of the galaxy. The US dollar maintains its central role 
in global finance, with more than half of all bonds and equities 
priced in dollars, as are more than 80% of commodities. Dollar 
assets bake up 60% of central bank foreign exchange reserves. 
Indeed, China’s own substantial reserves, the cumulative 
result of years of trade surpluses, are heavily invested in in US 
assets, about $2 trillion in total. There is just no other market 
large and liquid enough to absorb so much capital. 

flood of cheaper imports. It is also a political move ahead of 
the election. Donald Trump said he would raise tariffs to 
200% if he gets into office, meaning that the presidential 
candidates of both large parties are competing on who is 
tougher on China. Such consensus is rare in US politics these 
days. 

China’s excess productive capacity will have to go somewhere, 
so don’t be surprised to see even more Chinese cars on South 
African roads, including electric vehicles. Unlike the Americans, 
we don’t mind cheap solar panels and now have a 50-day 
streak of no loadshedding thanks in large part to them. This 
implies some downward pressure on global goods prices, 
but potentially also tariff increases from other countries to 
protect domestic production. 

This is a messy moment in global economic history. The US 
and Chinese economies are deeply intertwined, with  
$750 billion in goods and services flowing between the two 
countries last year, with much more going from China to 
the US than the other way round. US companies also make 
around $400 billion in revenue from sales in China each year. 
Disentangling these relationships poses risks to the global 
economy, but also opportunities for others to step in. 

So, the world continues to watch anxiously what the US 

Federal Reserve will do. Inflation declined rapidly last year, 

but the first three months of 2024 have seen inflation 

surprising to the upside, resulting in a complete rethink of 

interest rate expectations on the part of market participants 

and policymakers. There was even talk of further rate increases. 

Fortunately, April US consumer inflation declined to 3.4% 

year-on-year, in line with expectations. Core inflation, excluding 

volatile food and fuel prices, was also lower at 3.6%. 
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WEAK LINKS

While there is overall strength in the US economy, beneath 
the surface there are weak links. Notably, there is a stark 
divide between those firms and households with fixed 
interest rate exposure and those without. 

Large companies that borrow in the bond market could fix 
the cost of most of their debt at lower rates. Many also have 
healthy cash balances now earning a good yield. In contrast, 
smaller businesses that borrow from banks are exposed to 
higher rates. 

Similarly, households who bought their homes before 2021 
could lock in low mortgage rates below 3%. New buyers 

For the latter, delinquencies are on the rise, with the 11% of 
people who are more than 90 days late on their credit card 
payments being the highest percentage since 2011.

Mortgages make up 70% of total household debt, and credit 
cards only 6%, so we’re not in alarming territory, but at the 

must pay more than 7%. Since house prices remain elevated, 
housing affordability is near an all-time low. For those unable 
or unwilling to buy, rents have gone up significantly. In 
other words, times are tough for many people.

While aggregate household debt levels are at record levels, 
income has grown faster than debt, as has wealth, mainly 
equities and housing. Debt service costs (interest payments) 
as a share of income also remains historically low. In other 
words, overall household balance sheets are strong, but 
this masks a discrepancy between haves and have-nots. 

margin, high interest rates are squeezing people. This 
suggests spending will cool from current levels, but not 
crash.

CHART 4: US HOUSEHOLD DEBT AND INTEREST PAYMENTS AS % OF DISPOSABLE INCOME
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This is still too high from the Fed’s point of view, and service 
inflation remains particularly elevated. But the fact that 
overall inflation is drifting lower and not accelerating rules 
out rate hikes and keeps the door open for the Federal 

Reserve to cut rates a few times in the second half of the 
year. Growth is still too strong for the Fed to cut soon and 
deep, but this might not be the case later this year. 

SUPPORTIVE

Of course, we can’t discuss the trade tensions between the 
US and China, rapidly turning into a second Cold War, 
without mentioning the risk of an all-out war over Taiwan, 
which China considers as part of its sovereign territory, but 
which the US has promised to protect. One can only hope 
that the financial and economic chaos that would result is 
enough of a deterrent for this not to happen. After all, as 
noted, these two giant economies remain deeply intertwined.

That remains a big risk for one day, but for the meantime, 
the cyclical story seems to be evolving in a desirable direction. 

The US is not overheating, which would cause the Fed to 
raise interest rates further, nor is a recession likely in the 
near term. On the other side of the world, Chinese activity 
is picking up. If we look through the political noise, this is a 
supportive backdrop for markets, explaining the recent rally 
in equities and the rand. But just as the Earth’s magnetosphere 
protects us from solar radiation – without it, the planet 
would be fried – sensible diversification is the investor’s 
best defence.
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EQUITIES - GLOBAL

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

Global MSCI World US$  3 473.0 1.55% 5.08% 9.59% 23.11%

United States S&P 500 US$  5 303.0 1.53% 5.30% 11.17% 27.51%

Europe MSCI Europe US$  2 170.0 1.40% 5.24% 7.43% 12.90%

Britain FTSE 100 US$  10 695.0 1.25% 5.12% 8.62% 10.90%

Germany DAX US$  1 758.0 0.92% 6.42% 12.63% 15.05%

Japan Nikkei 225 US$  249.1 1.51% 2.38% 4.99% 14.00%

Emerging Markets MSCI Emerging Markets US$  1 100.0 2.61% 5.16% 7.42% 12.70%

Brazil MSCI Brazil US$  1 584.0 0.00% 1.08% -12.00% 5.81%

China MSCI China US$  63.9 4.12% 10.74% 15.27% 1.93%

India MSCI India US$  1 007.3 2.77% 0.83% 9.25% 32.19%

South Africa MSCI South Africa US$  425.0 2.91% 8.70% 2.41% 10.97%

EQUITIES - SOUTH AFRICA (TOTAL RETURN 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  79 531.0 1.36% 4.54% 3.43% 1.45%

All Share All Share (Total Return) Rand  14 273.0 1.41% 4.66% 5.32% 5.53%

JSE Capped SWIX Capped SWIX (Total Return) Rand  34 905.0 1.39% 4.62% 5.19% 9.44%

TOP 40/Large Caps Top 40 Rand  13 013.0 1.48% 4.83% 5.71% 3.83%

Mid Caps Mid Cap Rand  22 562.0 2.32% 5.80% 3.56% 15.62%

Small Companies Small Cap Rand  33 781.0 0.89% 2.46% 3.43% 16.54%

Resources Resource 20 Rand  5 456.6 0.17% 3.95% 12.24% -5.32%

Industrials Industrial 25 Rand  23 927.0 1.84% 5.33% 7.76% 3.73%

Financials Financial 15 Rand  12 779.0 1.53% 3.74% -1.02% 23.62%

Listed Property SA Listed Property Rand  1 924.0 -0.54% 0.00% 3.22% 20.78%

FIXED INTEREST - GLOBAL

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

IBOXX Global Government 
Overall (USD Unhedged)

S&P US$  74.7 0.68% 1.68% -4.75% -4.30%

FIXED INTEREST - SOUTH AFRICA

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

All Bond BESA ALBI Rand  954.0 1.14% 1.84% 1.45% 13.19%

Government Bonds BESA GOVI Rand  939.8 1.15% 1.87% 1.39% 13.14%

Inflation Linked Bonds BESA CILI Rand  348.9 -0.03% -0.04% -0.09% 8.19%

Cash STEFI Composite Rand  565.6 0.16% 0.38% 3.19% 8.50%

COMMODITIES

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

Brent Crude Oil Brent Crude ICE US$  84.0 1.44% -2.35% 9.06% 9.06%

Gold Gold Spot US$  2 414.0 2.29% 4.14% 17.01% 21.43%

Platinum Platinum Spot US$  1 085.0 8.61% 15.30% 9.93% 1.50%

CURRENCIES

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

ZAR/Dollar ZAR/USD Rand  18.16 1.45% 3.49% 0.79% 6.03%

ZAR/Pound ZAR/GBP Rand  23.06 0.04% 1.78% 1.04% 4.25%

ZAR/Euro ZAR/EUR Rand  19.75 0.51% 1.53% 2.29% 5.68%

Dollar/Euro USD/EUR US$  1.09 -0.92% -2.11% 1.28% -0.92%

Dollar/Pound USD/GBP US$  1.27 -1.39% -1.58% -0.01% -1.58%

Dollar/Yen USD/JPY US$  0.01 -0.05% -1.35% 10.40% 13.06%


