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Good global growth and a stabilising SA

Recently the jobless claims in the United States (US) once again fell to their lowest levels since 1969. The occurrence once again 

supported our view of a strong US economy. However, it also supported those views that the US job market is as tight as it can be, and 

that inflation should continue at healthy levels. Although the US is doing good in some facets, markets are unsure about economic 

growth in the US and, especially, global growth in 2019.

The International Monetary Fund (IMF) believe global growth will slow down to 3.5% in 2019 and 3.6% in 2020. Strikes among US 

civil servants continue to weigh on US expectations, the industrial slowdown in Germany seems to have worsened, and then there are 

the normal contraction culprits: monetary policy tightening, trade wars, and Brexit. Although the African Development Bank is more 

optimistic about growth in Africa, 4% in 2019 and 4.1% in 2020, current market estimates seem to align more with a view that the world 

is heading towards a growth cliff rather than a healthy stabilisation. Our view is, however, that global growth will return to levels that are 

in line with long-term expectations and not to levels that are lower than potential.

Three assumptions support our view. First, the US Federal Reserve Bank (Fed) will most likely only hike interest rates once during 2019, 

not too quickly or too much as was initially expected. Also, the Europeans will most likely not hike interest rates in 2019, they’re just 

too scared. Second, we’ve already seen the Chinese make considerable concessions, so the trade war will most likely dissipate. Third, 

Brexit will most likely be soft-ish and even if it isn’t, most of the bad news has already been priced into their markets and their currency. 

Whichever way, lower growth expectations or a return to long-term growth potential helps to keep oil prices low, despite the likely US 

sanctions against Venezuela. Also, lower US growth expectations support a stronger rand. Both help to keep petrol prices low but, more 

importantly, to keep local inflation under wraps.

Statistics South Africa (Stats SA) reported this week that December 2018’s inflation was only 4.5% (thanks to a substantial drop in petrol 

prices). For the whole year, inflation was only 4.7%, a lot lower than 2016’s 6.4%. To put this into context, consider the following example: 

a household with two working parents that earns R600 000 annually, in a year when inflation is 4.5% instead of 6.4%, has R10 200 more 

to spend. Our expectation is that the rand will continue to firm against the major currencies and end the year somewhere close to R13.80 

(if we’re lucky, R13.30). The rate of recovery in our markets and currency will largely depend on May month’s general election. Currently 

we expect Ramaphosa to win with a majority, which will give him the power to continue making structural changes and clamp down on 

corruption.

Back to prices. We’re not expecting too much trouble from the Organisation of the Petroleum Exporting Countries (OPEC) or Russia, 

so oil prices should remain below $70 a barrel. Our forecast for inflation is, therefore, somewhere around 4.9% (maybe even 4.6%). 

Lower inflation expectations also place a lid on interest rate increases in South Africa — another bit of good news for the aisling South 

African consumer. We maintain that the Reserve Bank (SARB)’s decision to increase rates late in 2018 was not for inflation reasons but 

international competitiveness. In a similar fashion they will most likely be forced to increase interest rates once more in 2019, to help 

attract scarce capital to our shores.
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