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Coke, cannabis and chaos

In a very interesting ruling made by South Africa’s Constitutional Court, adults are now allowed to grow and consume “dagga” privately. South Africa joins a 
growing list of global countries that allow for the use and cultivation of cannabis. Although many countries have decriminalized the use of cannabis, only a 
few (like South Africa) have legalized its use. In fact, only in Canada and Uruguay is it legal to cultivate and consume cannabis for medical and recreational 
purposes. Not even in Jamaica has consumption been completely legalized.

Globally, the use of cannabis (or at least cannabis extracts) have grown considerably in recent years. Most recently, Coca-Cola announced that they are 
considering a partnership with Aurora Cannabis to make cannabis-infused beverages. But, before you get excited about how good your next Coke and 
mix will make you feel, Coca-Cola are not considering adding THC (tetrahydrocannabinol) — the psychoactive component of cannabis. Instead they will be 
adding the other cannabis extract, CBD (cannabidiol), to specific beverages. By adding CBD, their aim is to create functional wellness beverages that can 
ease inflammation, pain and cramping. Currently the only Fortune 500 (a list of the 500 largest companies in the world) company that holds interests in the 
marijuana sector is Constellation Brands. They have a stake of almost 10% in the Canadian marijuana company Canopy Growth, which is also considering the 
development of cannabis-infused beverages.

Round two… fight! President Trump announced the finalisation of the second round of tariffs on Chinese imports, effective as of 24 September 2018. Initially 
the tariff will only be 10% on the value of $200 billion of imports. In January the tariff will increase to 25%. The delay gives US businesses the opportunity to 
change global supply chains away from, the now costlier, Chinese exporters to other alternatives. Although this is what the presidency claimed, it was more 
likely done to give the Chinese one last chance to come to the table. Global supply chains aren’t altered in a matter of months. In Trump’s view, the US has 
given China enough time to come to adjust their unfair trade policies. The Chinese authorities, however, continue to hold face and claim innocence. Where does 
this leave global economies and markets? More uncertainty. Lower expected global growth. A likely aggressive bond-purchase retaliation from the Chinese 
aimed at intervening in US markets. In the long run, these types of shake-ups lead to more transparency and much more efficient distribution of scarce 
resources — which is good for everyone.

The South African Reserve Bank (SARB) decided to keep interest rates unchanged, again, which we, again, believe was a good decision. The simple reason is, 
prices are stable and economic growth weak. In fact, Statistics South Africa (Stats SA) recently announced that inflation was only 4.9% during August 2018, 
lower than analysts’ expectations. Prudent monetary policy has lead prices comfortably within the SARB’s stability range. Medium-term inflation expectations 
are also stable, oil prices have eased, and rand volatility should subside. We still believe that the current rand volatility has almost nothing to do with local 
factors but everything to do with external contagion. As such, most of this volatility can blow over in the medium term and cause the rand to strengthen back 
to levels closer to R13.50.

Even the slightest improvement in the currency, coupled with demand-driven reductions in aggregate imports, substantially reduces import-related inflationary 
pressures. Given our expectations that prices will remain stable, interest rates can be left unchanged for just a while longer to aid consumption and thereby 
economic growth. Also, even though our peers, Russia and Turkey, recently increased interest rates, this had to be done for other structural reasons. Russia 
hasn’t increased interest rates in more than four years. Further, although consumer inflation is low, Putin does not allow companies to pass price increases 
down unto consumers. Inflation in Russia is, therefore, not the 3% consumers pay but the 16% producers must pay. Turkey, on the other hand, were forced 
to increase interest rates by 6.25% to 24% to try and undo the compounded effect of persistently poor decisions and even worse policies. Also, increasing 
interest rates 6% from 18% to 24%, has a much more muted impact than increasing them from 6% to 12%.
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