
 

 

Our Approach to Macroeconomic Analysis 

The investment community is confronted with a flurry of mostly 

economic news and, to a lesser frequency, security-specific data. 

To make informed decisions, investors need to separate the noise 

from data that is useful for investment decision making. 

At Benguela we pride ourselves in being a bottom-up investment 

house. In simple terms, this means that to allocate capital to each 

security it is the investment merits of that security that matter over 

everything else around it or in the world. This approach ensures that 

the decisions to invest our clients’ capital is not based on daily noise 

but on clear fundamentals of the security on a forward-looking basis. 

However, it would be remiss of us to inform our clients that 

macroeconomic data and trends don’t matter. They certainly do 

matter, but for a different reason than allocation of capital to each 

security. Analysis of macroeconomic data trends, over time, helps 

us fine-tune our risk appetite around our investment universe. This 

risk appetite comes in a form of concentration risk such as sector 

concentration risk or geographic concentration risk.  

Like our security analysis, our macroeconomic analysis is structured 

to focus on specific factors that drive global capital markets. Our 

focus is predominantly on trends rather than forecasts which have 

been proven to be unreliable most of the time.  

Following, is a summary of our views on the global macro outlook. 

For more detailed views, please refer to our detailed Macro report. 
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Global economic growth is expected to decelerate 

somewhat in 2020, largely due to slower growth in the G7 

and China. The higher growth in some emerging markets 

will only marginally offset this deceleration. A key downside 

driver to global growth is the rising global trade 

protectionism emanating from the US’s desire to reduce its 

trade deficit with its trading partners, especially Canada, 

China, Europe, Japan and Mexico. Japan and South Korea 

have also been at loggerheads on terms of trade. 

Notwithstanding trade tensions, private consumption 

expenditure (58% of world GDP) is to be the saving grace 

of the global economy even though the growth momentum 

is starting to wane, especially in the advanced economies 

as trade uncertainty spills over to consumer confidence. 

The uncertainty created by trade wars has also negatively 

impacted on investment activity. In Europe, a messy divorce 

with the UK creates an extra layer of growth headwinds.  
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As a result, global growth is expected to moderate to 3.0% in 2019 

(vs 2018: 3.6%). The IMF (WEO, Oct 2019) expects growth for 

advanced economies to slow down to 1.7% in 2019 and 2020 

(2018: 2.3%), while emerging market and developing (EMD) 

economies are expected to experience a growth pick-up from 3.9% 

in 2019 to 4.6% in 2020.   

We believe the IMF average growth of 4.8% for emerging markets 

from 2020 to 2024 is way too aggressive. About half of the 

acceleration in EM growth expected by the IMF is driven by 

recoveries or shallower recessions in stressed emerging markets, 

such as Turkey, Argentina and Iran, and the rest by recoveries in 

countries where growth slowed significantly in 2019 relative to 

2018, such as Brazil, Mexico, India, Russia and Saudi Arabia. A 

notable feature of the growth slowdown in 2019 is the broad-based 

sluggishness in manufacturing as a result of global trade tensions. 

Unlike other EM countries, South Africa lacks a coherent growth 

strategy that can elevate growth from the 0.5% forecasted by 

National Treasury for 2019.   

 

South Africa Economic Outlook 

The South African GDP grew 3.1% year on year during 2Q2019, 

beating market expectations of a 2.4% expansion. This followed a 

downwardly revised 3.1% contraction in 1Q2019. It was the 

strongest growth rate since the last quarter of 2017, partly due to 

low base effects and the positive impact of reduced power cuts in 

mining and manufacturing. However, since the beginning of 2019 

long-term economic growth for South Africa has been revised down 

on multiple occasions as the “Ramaphoria” effect failed to deliver 

better growth and reform magic. The IMF revised long-term growth 

(2020-2024) to 1.8%. During the recent Medium-Term Budget 

Policy Statement, Finance Minister Tito Mboweni revised growth for 

2019 from 1.5% (Feb 2019) to 0.5% (Oct 2019). The latest Q3 

2019 decline of -0.5% makes it very unlikely to reach this 0.5% for 

2019.  

Several factors cast a doubtful shadow on South Africa’s economic 

growth outlook. These include the rising level of state 

indebtedness; lack of job-creating structural reforms that can 

create an economic growth momentum; and how the endemic 

corruption in state-owned entities created sustainability questions. 

The economy needs jobs that can prop up private consumption and 

increase economic output. However, to achieve such, there is an 

urgent need for foreign investment. The spectre of a credit 

downgrade by Moody’s could weigh heavy on the prospect for 

foreign direct investment. The austerity approach mooted by 

National Treasury to cut the national bill and growth in public debt 

is unlikely to make meaningful headway in the short term given the 

strong bargaining power of the unions.  

As a result, we expect the South African economy to be stuck in a 

rut for the next 12 months with subdued growth and an increased 

probability of further deterioration if the world economy goes into a 

recession.  

 

Global Inflation Outlook Despite higher import tariffs in 

some countries and above inflation wage growth in others, global 

inflation remains subdued across the board due to low oil prices 

and moderating economic growth. Since mid-2018, core inflation 

has slid further below target across advanced economies and 

below historical averages in many EMD economies. In 2020, 

inflation is expected to remain broadly stable, with lower oil prices 

and excess manufacturing capacity driving reductions in inflation. 

The upside risk to inflation comes from broad-based expansionary 

monetary policies.  

Our base case is that US inflation will remain between 1.8% and 

2.2% in the next 12 months. However, in the long term the bond 

market expectations of between 1.5% and 1.7% seem plausible. 

      

 

 

In September 2019 then European Central Bank chief Mario Draghi 

highlighted that EU headline inflation was likely to decline before 

rising again towards the end of the year. Inflation expectations are 

at low levels. Labour costs are rising but are not passing through 

to inflation as fast as expected. Once again, the major limitation to 

inflation has been the subdued levels of consumption expenditure 

as the big focus has been on balance sheet deleveraging in the 

aftermath of the 2008 financial crises that hit Europe the hardest. 

Private consumption grew only +1.1% year on year in the first half 

of 2019. ECB staff forecasts now foresee annual headline inflation 

at +1.2% this year, +1.0% in 2020 and +1.5% in 2021.  



 

 

In September 2019 China’s consumer inflation reached 3% for the 

first time since 2013. The recent shortage of pork pushed prices of 

this key protein source by 47% and 69% in August and September 

2019 respectively. However, when we strip food and energy costs, 

Chinese core inflation remained in a negative territory at 0.2% in 

September 2019. Core inflation has averaged 1.2% in the past 10 

years and a mere 0.4% in the past five years. This highlights the 

fact that consumption expenditure has not yet led to price inflation 

as local consumption mops up some of the consumption void left 

by the decline in export demand from the manufacturing sector.  

Wage inflation remains healthy at 7.9%. Our view is that outside of 

food and energy, inflation is likely to remain subdued, especially 

because the urban consumer has little headroom to aggressively 

ramp up consumption without using loans (household expenditure 

to disposable income in urban areas was 95% in the year to 

3Q2019 versus 90% in 4Q2019). The government’s efforts to curb 

reckless retail lending will limit the upside pressure on consumer 

inflation (short-term loans peaked in 2Q2015).  

The IMF forecast global inflation to average 3.4% from 2020 to 

2024. Within this number emerging market inflation is expected to 

decline slowly from 4.7% in 2018 to 4.3% in 2024 while developed 

economies’ inflation is forecast to climb from 1.5% in 2018 to 2% 

in 2024. Long-term inflation expectations reflected in the 

developed world markets remain very low.

 

 

South Africa Inflation Outlook 

The annual inflation rate in South Africa edged down to 4.1% in 

September 2019 from 4.3% in August, slightly below market 

expectations of 4.2% and the 4.5% mid-point of the Reserve Bank’s 

target range of 3%-6%. Prices slowed mostly for housing and 

utilities and transport. The annual core inflation rate, which 

excludes the cost of food, non-alcoholic beverages, fuel and 

energy, fell to 4.0% in September from 4.3% in the prior month and 

below market expectations of 4.3%. It was the lowest rate since 

December 2011. According to the SARB statement in September 

2019, the overall risks to the inflation outlook are assessed to be 

largely balanced. Demand side pressures remain subdued and 

food, wages and rental prices are expected to increase at 

moderate rates. Global inflation should remain low.  

The biggest upside risks to South Africa’s headline inflation are: (i) 

electricity price hikes, (ii) possible currency weakness as a rating 

downgrade looms large over the next 12 months and/or (iii) the 

spike in oil prices, all of which could stoke up a cost-push inflation.  

However, demand-pull inflation remains absent as a result of 

constrained consumption growth largely due to high 

unemployment and maxed-out debt capacities. We expect core 

inflation to remain within the SARB target of 3%-6% over the next 

12 months. Market-based expectations implicit in the break-even 

inflation rate (the yield differential between conventional and 

inflation-linked bonds) have remained stable since the previous 

MPC. Five-year break-even rates are currently about 4.6% and 10-

year break-even rates at 5.4%. 

Global Monetary Policy Outlook 

In 2019, both DM and EM central banks have been steadily easing 

to support flailing economic growth momentum damaged by trade 

tensions. Looking ahead, we expect further monetary easing as 

central banks take advantage of generally mild price pressures to 

shore up growth prospects. 

The US Fed cut interest rates by 25bps on October 29, 2019 to 

help undo some of the economic damage caused by the Trump 

trade wars. This was the third rate cut of 2019 that brings the 

cumulative relief to the economy to 75bps. The Fed statement 

dropped a key phrase they had used since June to indicate that 

future rate cuts were likely: “act as appropriate to sustain the 

expansion”. The Fed has reverted to the old slogan of being guided 

by the latest economic data to assess the “appropriate path” for 

the benchmark interest rate. 



 

 

As things stand, core CPI is above +2% and unemployment is at a 

50-year low of +3.5%. As a result, the Fed cannot not be seen to 

be pandering to market/Trump expectations of rate cuts in violation 

of its own policy. We therefore expect the Fed to pause until 

2Q2020 when there would be further clarity on the economic 

momentum. Nonetheless, we expect the Fed to be on standby to 

support the economy in the event of sudden and rapid 

deterioration. 

In the aftermath of 2008, the European Central Bank has been 

tasked with an uphill battle to avert a long recession and avert 

deflation. To this day of 2019, the risk of a recession or deflation in 

the Euro area has not completely dissipated. The austerity 

measures for governments and deleveraging of households have

 taken their toll on fiscal stimulation and private consumption 

expenditure respectively. The monetary policy is therefore 

expected to remain very loose as a result of lower expectations for 

inflation and economic growth as already discussed above. 

Over the past 12 months we’ve seen more emerging market central 

banks move to ease rates in support as evidence of a global 

slowdown increases. Interest rate moves by central banks across 

a group of 37 developing economies showed a net nine rate cuts 

in October 2019 in addition to 11 net cuts in September 2019. 

These rate decisions comprise the largest coordinated rate moves 

since the 2008 global financial crises. This was the ninth straight 

month of net cuts since early 2019 when the effects of the trade 

war put economic growth and currencies on the back foot. 

 

Number of emerging market central banks hiking policy rates less those cutting, measured end-of-month 

 

Source: Ritvik Carvalho | REUTERS GRAPHICS (Central banks of the following 37 economies are included: Azerbaijan, Belarus, Brazil, Bulgaria, Chile, China ex-Hong Kong and Macau, Colombia, Costa Rica, Czech Republic, 

Egypt, Georgia, Hungary, India, Indonesia, Iraq, Ivory Coast, Jordan, Malaysia, Mexico, Morocco, Namibia, Nigeria, Pakistan, Peru, Philippines, Poland, Qatar, Romania, Russia, Serbia, South Africa, South Korea, Sri Lanka, Taiwan, 

Thailand, Turkey, and Ukraine) 

 

Our view is that as the developed world growth slowdown gathers steam and monetary policy becomes increasingly more accommodative in 

the developed world, emerging markets would have to follow suit to provide some relief to domestic economies.  

South Africa Monetary Policy Outlook 

The South African Reserve Bank has taken a cautious stance on interest rates guided by the upside risk in inflation. The Committee would like 

to see inflation expectations also anchored closer to the mid-point of the inflation target range on a sustained basis. While we understand the 

SARB MPC caution due to the possibility of exogenous factors, we believe there is enough headroom for SARB to reduce interest rates in support 

of economic growth.  

While our view is that rates should be cut at the next MPC meeting, the reality may be that SARB may seek to hold out until the upside risks to 

inflation have convincingly dissipated (at which point it may be too late to provide the economy with stimulation). 



 

 

  

 

Global Economic Driver Trend Summary for 2020 

 

Inflation Outlook Economic Outlook Monetary Policy Outlook 

+US: Upward pressure – strong economy 

and loosening money supply 

+CH: Upward pressure – strong economy 

and loosening money supply 

+EA: Downward pressure, softer internal 

and external demand despite loose 

monetary policy 

+JP: Downward pressure, softer internal 

and external demand despite loose 

monetary policy 

+UK: Upward pressure due to Brexit 

supply chain disruptions 

+ZA: Downward pressure due to softer 

demand to tight monetary policy that 

throttles money supply, stable currency 

and stable/lower oil prices 

+Other EM: Downward pressure due to 

lower oil prices, imported deflation caused 

by excess capacities in China/G7 and 

stabilising currencies 

+US: Growth expected to slow down to a 

still respectable 1.8% to 2% 

+CH: Growth will settle below 6% as trade 

effects bite 

+EA: Weaker growth of around 1% due to 

weak exports and consumer caution 

+JP: Weaker growth of around 1% due to 

weak exports and consumer caution 

+UK: Brexit implementation in 2020 will 

put significant strain on growth, raising a 

possibility of 0.5% growth 

+ZA: Structural issues (lack of job-creating 

investment and public debt) limit SA’s 

growth to ±1.0-1.5% 

+Other EM: With currencies stable and 

supportive monetary regimes there is room 

for decent growth in EMs in 2020 

 

+US: Stable in 1H2020 and loosening 

monetary policy in 2H2020 

+CH: Gradual loosening with structured 

QE to manage economic slowdown 

+EA: Limited headroom for stimulatory 

rate cuts. Leaves QE as the main tool for 

loosening 

+JP: Limited headroom for stimulatory 

rate cuts. Leaves QE as the main tool for 

loosening 

+UK: Loosening to soften the effects of 

Brexit on economy. Combination of rate 

cuts and QE expected 

+ZA: Guarded and gradual loosening to 

support economy but wary of inflation 

+Other EM: Gradual loosening path 

paved by US Fed cuts and softer energy 

prices  

 


