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Key Points

  •   Weekly theme: Gold Rout into Bear Market 

  •   Global equity indices rallied amid better-than-expected U.S. jobs data and corporate earnings.

  •   Brent crude prices gained on the back of good U.S. jobs report and lower U.S. gasoline stockpiles.

Gold Rout into Bear Market
In mid-April 2013, gold slumped the most in 33 years in the global markets on signs that the precious metal 
is entering a bear phase1. This reflected the weakening of investors’ faith in gold as a store of value and a safe 
haven asset. Gold, which reached an all-time high of USD1920 per ounce in September 2011, was trading at 
around USD1470 per ounce at the beginning of April 2012 against USD1650 per ounce at the closing date of 
2012. The main trigger of the mid-April selloff was the concern that Cyprus may sell its excess gold to cover 
the bailout plan which in turn may induce other European countries to monetize their gold reserves leading 
to higher supply of gold by central banks and pushing down prices. Also, the unexpected slowdown in the 
Chinese economy in the first quarter of the year raised investor worries that more cash will be needed to cover 
the positions of their futures contracts with brokers on the Comex, the commodity exchange based in New 
York.

The crash of 12 April seems surprising as the factors that fuelled the bull market in past years are still 
unresolved. Major central banks are still easing their monetary policies to boost growth which is usually a 
trigger for increasing demand for gold as a hedge against inflation. The U.S. Federal Reserve and the Bank of 
Japan committed to continue with a loose monetary easing until the economic situation improves. In addition, 
the euro area debt crisis is far from being resolved and risks of contagion to other countries remain.

Why have gold prices increase so much in recent years?
In recent years, the marked increase of gold prices has been driven by higher demand from central banks 
worldwide and by investors’ confidence in the commodity as a safe haven and a store of value.

Demand for gold by central banks: Since 2010, due to lower sales from the developed world and higher 
demand from the developing world, central banks have become net buyers rather than net sellers of gold. In 
2012, central banks worldwide bought the most gold since 1964. According to the World Gold Council, central 
banks added 534.6 metric tons of gold to their reserves in 2012, the most in half a century. At the end of 2012, 
central banks held 31,671 tons which is equivalent to 19% of all the metal ever mined2. Central banks will 
continue purchasing gold and it is expected that they will add 655 tons through 2018. 

1. Bear market is roughly defined as a market in which prices drop by 20% from their last peak
2. www.gold.org: website of World Gold Council

Figure 1: Daily gold prices in USD/oz (April 1, 2003 – April 26, 2013)

Source: World Gold Council at www.gold.org
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Stock Markets
Global Markets

Global stock markets rallied during the week amid better-than-expected U.S. jobs report, U.S. corporate earnings for the first quarter of 
2013 and on European developments. According to data released by the U.S. Labor Department, applications for jobless benefits fell 
by 16,000 to 339,000 in the week ended on April 20. Median estimates by economists polled by Bloomberg stood at a total number of 
applications at 350,000. Data compiled by Bloomberg indicated that 73% of the 237 companies that published Q1 results so far and which 
are members of the S&P index have posted earnings that exceeded analysts’ forecasts. In the euro area, weak economic data released has 
fuelled investors’ speculation that the European Central Bank will cut interest rates in its next meeting in June. European equity markets 
have been also boosted by the fall in Italian 10-year government bond spreads to less than 4% for the first time since November 2010. 
However, some data released during the week showed weaknesses in the U.S. economy. This included U.S. GDP which grew by 2.5% in Q1 
against market expectation of 3% and U.S. consumer confidence which declined to 76.4 in April from 78.6 in March. Against this backdrop, 
the DJIA rose by 1.1% and in Europe, FTSE, CAC40 and DAX30 gained by 2.2%, 4.3% and 4.8%, respectively.

African Markets

The South African All Share index rose by 1.7%, its biggest gain in seven weeks, as investors’ were speculating that South African stocks 
had fallen too much in recent weeks and had become relatively cheap. In addition, better-than-expected earnings released by Richemont 
supported the index. Richemont recorded a 30% increase of its full-year profits for 2012 due to favorable exchange rate. In Nigeria, the 
NGSE All Share index gained by 0.5% on the back of gains by some specific stocks including Wema Bank, Guaranty Trust Bank and Unilever 
Nigeria which increased by 10.7%, 9% and 6.6%, respectively. In contrast, the Egyptian stock market declined by 0.8% to close the week at 
5225.2 index points on the back of losses recorded by the Telecoms sector, banks and property stocks which fell respectively by 2.5%, 1.9% 
and 1.4%. In Ghana, the All Share index rose by 1.1% amid bullish market sentiment following better-than-expected results for the first 
quarter of 2013 released by major companies including Ghana Commercial Bank and Unilever Ghana.

Gold as a safe haven asset and inflation hedge: The investment sector is the second largest player of gold market after the jewelry sector. 
In 2012, the demand for gold by the investment sector accounted for 35% of the global demand of gold compared with 43% for jewelry and 
10% for the industrial sector3. Usually, demand for gold by investors on the financial markets is not driven by speculative tactics but rather 
it depends on the long-term view of the economy and the gold market. In the aftermath of the financial crisis in 2008, investor demand 
for financial assets fell sharply due to increasing risk aversion. In this context, investing in physical gold rather than paper gold backed by 
ETF contracts has been considered as an alternative choice permitting to fund managers to diversify their portfolios while reducing risks. 
Also, as the financial crisis lingered low-interest rates policies adopted and maintained by central banks have fuelled inflationary pressures. 
Consequently, demand for gold has increased as the commodity is viewed as a good way to protect the real value of assets.

Fundamental factors behind the crash

Besides the direct factors that triggered the crash on 12 April which comprised the slowdown of Chinese economy and the risk that 
other European countries will follow Cyprus in selling their excess reserves of gold, the downward trend of gold prices is fuelled by other 
fundamental factors. These factors include the adjustment toward the fundamental value of gold and the return-seeking behavior of 
investors.

Normal adjustment toward fundamental value: For some analysts, the current trend in the gold market is a normal adjustment toward 
the fundamental value of gold. The several-year rally of the precious metal is considered by some investors and analysts as a bubble that 
has to adjust to fundamentals. Recently, major global investment banks and commodity brokers including Goldman Sachs, UBS, Citigroup, 
and Deutsche Bank warned that the super-cycle of gold and more generally of commodities has ended and that returns realized in the past 
decade will be difficult to maintain in the coming years4.

Seeking returns: As financial markets are recovering, investors are shifting their holdings from cash and safe assets such as gold towards 
more risky assets. Buoyant stock markets have increasingly attracted both private and institutional investors into the equity and high-
yielding bonds segments of financial markets. Global investors are now seeking to leverage returns in order to enhance the performance 
of their portfolios which had been hardly hit during the financial crisis. Also, better-than-expected earnings released by major companies 
especially in the U.S. attested to the possible recovery of equity markets with higher dividend yields and growth perspectives.

Implications for African countries

Africa is a major producer of gold with South Africa, Ghana, Mali and Tanzania among the largest gold-producing countries in the world. 
The gold mining sector is a significant sector in at least 34 African countries5. Developments in gold markets worldwide may hugely affect 
the economies of some African countries such as Mali where gold represents 22% of its GDP. For Ghana, the eighth largest producer 
of gold in the world, gold accounts for more than 90% of the country’s total mineral output and 12% of GDP6. Thus, African countries 
which are producing gold should monitor gold markets as they may affect them in different ways. The fall in gold prices may primarily 
impact mining companies as lower prices reduce their profitability and hamper their overall activity leading to jobs destruction and social 
instability in mining regions. Due to increases in gold prices in the past decade, several African countries have updated their mining codes 
to increase their royalty rates to share the high profits realized by mining companies7. If the current downward trend of gold prices is set to 
be permanent, African countries may suffer from the decline in gold receipts which in turn can affect their budgetary balances.

3. World Gold Council (2013): Gold Demand Trends – Full year 2012
4. Dreibus, T.C. (2013): Gold bulls endure bear market as Goldman says Sell: Commodities. Available on the website of Bloomberg
5. Gagigo, O., Mutambatsere, E., and Ndiaye, G. (2012): Gold mining in Africa: Maximizing economic returns for countries
6. The world’s biggest gold mining-countries. Available on the website: www.goldfacts.org
7. Gagigo, O., Mutambatsere, E., and Ndiaye, G. (2012): Royalty rates in African mining revisited: Evidence from gold mining. AfDB’s Africa Economic Brief
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Commodity Markets

Crude (Brent): Prices of Brent crude oil rose by 3.3%, its biggest weekly increase since June 2012, closing the week 
at USD103/barrel. Despite weaker-than-expected U.S. GDP growth in the first quarter of 2013 which disappointed 
investors, the increase in crude prices was mainly in response to other U.S. data indicating lower-than-expected 
jobless claims and a decrease in gasoline stockpiles. According to the Energy Information Administration, gasoline 
stockpiles in the U.S. decreased by 1.8% in the last week reaching 218 million barrels as demand for fuel in the 
world’s largest consumer of oil climbed by 4.4% to 8.75 million barrels a day.

Gold & Silver:  Gold and silver prices recovered some losses from the past week’s sharp decline as they rose 
significantly by 4.7% and 1.5%, respectively. After recording its biggest slump in three decades, gold rebounded 
and recorded its best rally in a year on the back of higher physical demand for the precious metal. According to 
analysts, strong demand for physical gold lifted gold prices after the past week’s slump and suggesting that the 
market has reached the bottom and may reverse the downward trend.

Cotton: Cotton prices fell by 1.1% hitting its lowest level in eight weeks on worries that weaker-than-expected U.S. 
GDP growth for Q1 2013 may affect the demand for the fiber. In addition, speculation that good weather conditions 
will boost crops in the U.S., the world’s largest exporter, weighed on the price of the commodity.

Coffee:  Arabica coffee prices declined sharply by 3.9% after Goldman Sachs lowered its forecasts for the futures 
contracts saying that the outlook of production in Brazil, the world’s largest producer, is improving. Prices of 
Robusta coffee fell by 3.7% on speculation of ample supply in Vietnam and Indonesia, the world’s top producers 
of the variety. For instance, according to estimates by Coffee Network, a brokerage firm, the 2013/2014 harvest in 
Indonesia may reach 11 million bags compared with 10 million bags the previous year.

Cocoa: Cocoa prices rose by 1.2% on the back of speculation that West African producing countries have sold a 
lot of their crops thus creating worries over the supply of the chocolate ingredient. According to Marex Spectron 
Group, a London-based brokerage firm, producing countries in West Africa may have sold up to 250,000 metric tons 
of cocoa in the past 10 to 15 days thus removing selling pressure from the market.

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Weekly price changes (%)

Source : Bloomberg (2013)

Source : Bloomberg (2013)

Figure 4: Price of Cotton                                                                   Figure 5:  Agricultural commodities 
Weekly price changes (%)
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Updates on the Sahel Crisis
According to the United Nations Office for the Coordination of Humanitarian Affairs, the harvest season in some 
agricultural regions has begun due to the previous weeks’ rains. However, only regular rains in the period of July/
August may boost the season’s agricultural production in the country. Humanitarian organizations should maintain 
their assistance programs in the country to limit the impact of food insecurity on the populations. 

Sovereign Debt Issues in Africa

Nigerian 10-year sovereign yield spreads rose by 4.1% 
as investors were fleeing the market after data released 
indicated that the country’s output of oil missed a 
forecast and as oil prices declined to around USD100/
barrel from their year’s peak at more than USD120/
barrel. According to the state-owned Nigerian National 
Petroleum Corp., in the first quarter of 2013, Nigerian 
oil production fell to a range between 2.1 million and 
2.3 million barrel a day below an estimated 2.5 million 
barrel. This lower output was mainly due to theft and 
pipeline sabotage.

Currency Markets
The U.S. dollar appreciated marginally by 0.1% against the euro as both the United States and the 
euro region reported weak economic data. The declaration by the ECB Vice-president that the 
economy of the region continued to show signs of weaknesses weighed on the single currency. 
In addition, the euro weakened following the release of German flash manufacturing PMI which 
came out at 47.9 while the market was expecting a reading of 49. In the U.S., Existing home sales 
stood at 4.92 million versus 5.02 expected by economists.

The South African rand strengthened by 0.9% against the U.S. dollar on speculation that the 
acceleration of the country’s producer inflation in March will induce the central bank not to 
lower interest rates in its next meeting. In Nigeria, the naira fell by 0.2% vis-à-vis the greenback, 
reaching its lowest level in one month, as investors were reducing their purchases of the country’s 
sovereign bonds. Bond markets’ investors were concerned by the possible impact of the decline 
in oil prices on the country macroeconomic stability.
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : Bloomberg (2013)

Developments Partnerships
Angola: The African Development Bank jointly with the Portuguese Trust Fund organized a workshop in Luanda 
aimed at strengthening the country’s capacity for projects and financial management in public institutions. The 
training focused on the tools needed to ensure quality at the first stages of the African Development Bank projects 
as well as the Bank’s disbursement principles and methods.
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Countries in Focus

Kenya: A new survey by Deloitte Touche, the global audit and advisory firm, and Africa Assets, a research firm, found 
that Kenya is the most preferred African market for private equity companies. Prospects of economic growth coupled 
with policies oriented towards open markets and promotion of financial sector are the main drivers of the private equity 
firms’ interest in Kenya. Other African countries which are identified as opportunities by the 39 private equity funds 
surveyed include Ethiopia, South Africa, Tanzania, Uganda and Zambia.

Nigeria: In a new milestone for the privatization of Nigeria’s power sector, The Nigerian president accepted deposits 
for bidders for 15 state-owned electricity assets including 10 generation companies and five distribution companies. 
The ongoing process for the privatization of Nigeria’s power industry aimed at ending decades of power blackouts 
which hampered the economic development of Africa’s largest producer and exporter of crude oil. As the bidders paid 
deposits of 25% of the value of their bids, power companies will negotiate the terms and conditions for transferring the 
assets. The negotiation and transfer process is expected to take several months before finalization.

Rwanda: Rwanda successfully raised a USD400 million Eurobond on financial markets attesting once again global 
investor appetite for high-yield African bonds in the context of higher global liquidity. The 10-year issue which yielded 
6.875% was 8.5 times oversubscribed as the order book reached USD3.5 billion and the initial yield was set at 6.625%. 
As the size of the issue is less than USD500 million, it will not be eligible for inclusion in JP Morgan’s emerging market 
bond indices thus limiting their liquidity on secondary markets. Consequently, Rwanda is paying a premium over other 
African Eurobonds such as Zambia and Senegal which are currently yielding 5.5% and 5.6%, respectively.
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Updates on African Economic Indicators

Africa: While reviewing the implementation of the Programme for Infrastructure Development in Africa (PIDA), 
development partners including the African Development Bank, the African Union and the World Economic Forum 
projected Africa’s GDP per capita to grow to USD10,000 over the next 30 years. According to assumptions, the GDP of 
African countries will grow on average by 6% annually leading GDP to increase by six times and GDP per capita to reach 
USD10,000 by 2030.

Tunisia: According to Fitch Ratings, the global credit rating agency, the USD1.75 billion stand-by arrangement (SBA) 
agreed by the Tunisian government and the International Monetary Fund, will assist the country’s economic program 
and will be a catalyst for further international support. The 24-month SBA equivalent to 4% of Tunisian GDP is expected 
to assist Tunisia to face the challenges of political and economic transition in the coming months. In 2012, Tunisia’s 
current account deficit reached 8.1% of GDP and is expected to remain high in 2013 at 7.4% of GDP. The Tunisian 
government committed to a number of structural reforms including strengthening the vulnerable banking sector, 
promoting private investment and reforming monetary and exchange rate policies.

Zimbabwe: Growth in the money supply of Zimbabwe declined by 12.1% in January 2013 compared with the same 
month one year earlier, according to the report Zimbabwe Monthly Economic Review prepared by the African 
Development Bank. This is an unfavorable development for a country in an economic recovery phase with substantial 
needs for banking credits which represent the bulk of the country’s available credits. The African Development Bank 
highlighted the fact that the capacity of other sources of financing such as the stock exchange should be enhanced 
and strengthened to respond to the growing demand for credit by companies.
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Global Economic Indicators

Updates of the Week: US PMI (Apr)
Next Week’s Update: German PMI (Apr), China PMI (Apr)
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German Industrial Production Growth (MoM) German Purchasing Manager Index

Chinese Industrial Production Growth (YoY) Chinese Purchasing Manager Index

US Industrial Production Growth (MoM) US Purchasing Manager Index

US Retail Sales Growth (MoM) South Africa Purchasing Manager Index

Source: Econoday, Kagiso. 2013



7

        Appendix Table 1: Stock Market Movements – Week ending 26 April 2013
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Source : ADB Statistics Department 2013. 
* in the interbank currency market.
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        Appendix Table 2: Exchange Rate Movements – Week ending 26 April 2013

Source Bloomberg. *Value at end of 25/04/2013 


