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Over the last month, volatility in markets remained 

elevated. The two main drivers of the implied uncertainty 

are fears around stagflation and trade wars. We discussed 

US President Donald Trump (“Trump”)’s trade wars in detail 

last month and provide an update below. We start off by 

addressing the market’s recent fixation with stagflation. As 

mentioned in previous editions of the Market Synopsis, we 

have a positive outlook for both economic growth and 

corporate earnings momentum for 2018 and into 2019.  

However, over the recent past evidence has been 

growing that global growth might be peaking: Industrial 

production has softened and the manufacturing PMI has 

shifted lower in most of the advanced economies. 

Adverse weather in North America and Europe in early 

2018 may be partly to blame, but Korean exports, a 

leading indicator for the global business cycle, have also 

softened, as shown in Figure 1. It also appears that the 

Chinese economy is decelerating. President Xi Jinping 

has cemented his power base through the recent 

elections and there has subsequently been a shift towards 

accelerated reform. Chinese leaders recognise that 

leverage in the system is a concern and the regime is 

tightening policy on a multi-pronged basis. Structural 

reforms are positive for long-term growth, but are negative 

in the short term. The tightening in financial conditions is 

already evident in the Chinese PMI and the sharp 

deceleration in the Li Keqiang index (at least the latest 

reading shows an uptick). It is also worrying that some 

measures of global activity related to capital spending 

have softened in recent months, including capital goods 

imports and industrial production of capital goods. 

Nonetheless, the fact that the G3 aggregate for capital 

goods orders remains in an uptrend suggests that it is too 

soon to call an end in the mini capital spending boom. 

Consumer and business confidence also continues to firm 

in the major economies, as detailed in Figures 2 and 3 

(bottom panel). 

Global leading indicators are however not heralding any 

major economic slowdown. BCA Research’s Global 

Leading Economic Indicator (“LEI”) remains in an uptrend 

and its diffusion index is above 50, which implies that 

more than half of the countries comprising the index, has 

rising LEIs. In contrast, the global measure of the ZEW 

investor sentiment index plunged in March. We attribute 

this decline to the announcement of steel and aluminium 

tariffs and the subsequent market decline, suggesting that 

the ZEW pullback should prove to be temporary.  

Figure 1: Peak in global growth? 



Figure 2: Soft patch in capital spending Figure 3: LEIs point to growth 



In the US, retail sales disappointed in January and 

February, especially considering that taxpayers just 

received a sizable tax cut. Nonetheless, this probably 

reflects lagged effects and weather distortions.  

Household balance sheets are the best that they have 

been since 2007, net worth is soaring and the aggregate 

debt-to-income ratio is close to the lowest level since the 

turn of the century. Considering these tailwinds and given 

robust employment growth and the tightest labour market 

in decades, there is little to hold US consumer spending 

back. We expect that the tax cut effect on retail sales will 

be revealed in the coming months, helping to sustain the 

healthy backdrop for corporate profits.  Putting this all 

together, we ultimately expect global growth to stabilise 

at an above-trend pace over the coming months, which 

implies that the fears of stagflation is probably premature 

and overstated. Growth stabilising at an above-trend 

pace should allow equities to grind higher during the 

course of 2018 and into 2019. 

Back to Trump’s trade wars. The psychology of a trade war 

is not that dissimilar to that of an actual war among the 

great powers. It would be immensely damaging if it were 

to happen, but because everyone knows it would be so 

damaging, it is less likely to occur. How then should one 

interpret Trump’s tweet that “Trade wars are good, and 

easy to win?” One possibility is that he is bluffing. The US 

exported only USD 131 billion in goods to China last year, 

which is less than the USD 150 billion in Chinese imports 

that Trump has already targeted for tariffs. As we showed 

last month, China simply cannot win a tit-for-tat trade war 

with the United States. Unfortunately, there is also a less 

benign interpretation, as revealed by the second part of 

Trump’s tweet, where he said, “When we are down $100 

billion with a certain country and they get cute, don't 

trade anymore – we win big. It's easy!” Trump seems to 

equate countries with companies: Exports are revenues 

and imports are costs. If a country is exporting less than it 

is importing, it must be losing money. This is deeply flawed 

reasoning. We all run a “trade deficit” with our favourite 

restaurant, but we do not go around complaining that 

they are ripping us off. One would think that Trump, whose 

businesses routinely spent more than they earned and 

Figure 4: Fiscal stimulus: Wrong medicine at the wrong time 

accumulated debt in the process, would understand this, 

but apparently not… The US runs a trade deficit mainly 

because its deep and open financial markets, along with 

a relatively high neutral rate of interest, make it an 

attractive destination for foreign capital. If a country runs a 

capital account surplus with the rest of the world, 

meaning that it sells more assets to foreigners than it buys 

from foreigners, it will necessarily run a current account 

deficit. If not, its balance of payments will not balance.  

In this respect, Trump’s macroeconomic policies are 

completely at odds with his trade agenda. By definition, 

the current account balance is the difference between 

what a country saves and what it invests. The US fiscal 

position is set to deteriorate over the coming years, even if 

the unemployment rate continues to fall. This is an 

unprecedented occurrence and very much counter-

intuitive, as seen in Figure 4.  

A bigger budget deficit will drain national savings. 

Meanwhile, an overheated economy will cause capital 

spending to rise as firms run out of low-cost workers. If 

Trump succeeds in boosting infrastructure spending, 

aggregate US investment will rise even more. The current 

account deficit is highly likely to widen in this environment. 

The prospect of a wider trade deficit means that Trump’s 

protectionist rhetoric will not quietly fade away. It may, 

however, go into remission for a little while. Trump’s 

approval rating has managed to rise over the past few 

months because his protectionist agenda is popular with 

a large segment of the population. However, if the 
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problems on Wall Street begin to show up on Main Street 

(i.e. the underlying economy), as is likely to happen if 

equities continue their decline, Trump will change his 

tune. This is especially true if a trade war threatens to hurt 

US agricultural interests. Rural areas have been a key 

source of support for Trump’s populist rhetoric.  

In addition, Trump has shown a willingness to cut a deal 

on trade even if the negotiated outcome falls well short of 

his ranting. Consider the agreement between the US and 

Korea in late March to amend their existing trade pact. 

Trump had called the South Korea-US Free Trade 

Agreement an “unacceptable, horrible deal” and a “job 

killer.” After the agreement was renegotiated, the 

President described it as a “wonderful deal with a 

wonderful ally.” 

What did Trump get that was so wonderful? The Koreans 

agreed to double the ceiling on the number of US 

automobiles that can be exported to Korea without 

having to meet the country’s tough environmental 

standards to 50,000. The problem is that the US only 

shipped 11,000 automobiles to Korea last year. The 

original quota was never even close to binding. The 

Koreans also agreed to reduce steel exports to the US to 

about 70% of the average level of the past three years in 

exchange for a permanent exemption from Trump’s 25% 

steel tariff. That may sound like a major concession, but 

keep in mind that only 12% of Korea’s steel exports go to 

the United States. Korea also re-exports steel from other 

countries. These re-exports can be curtailed without 

causing major damage to Korea’s steel industry. This 

leaves one wondering whether the deal was in fact such 

a “wonderful deal”…  

In conclusion, the global economy is going through a soft 

patch and this could continue weigh on equities in the 

near term. However, if trade frictions fade into the 

background and global growth stabilises over the coming 

months, as we expect will be the case, global equities 

should continue to grind higher. 

Indicator Spot MTD YTD Y-o-Y

Gold 1 323.35   -0.2% 1.6% 4.3%

Brent Crude 74.64        6.2% 11.6% 44.3%

USDZAR 12.33        4.0% -0.4% -7.8%

EURZAR 14.96        2.7% 0.7% 2.7%

GBPZAR 17.00        2.4% 1.6% -1.9%

JSE All Share TRI 8 259.76   4.0% -2.3% 9.9%

JSE Resources TRI 2 414.38   8.5% 5.6% 20.6%

JSE Industrials TRI 14 342.67 4.0% -5.1% 4.8%

JSE Financials TRI 9 745.50   1.5% 0.4% 22.3%

JSE Listed Property TRI 2 096.91   5.9% -14.9% -2.1%

S&P 500 2 669.91   1.1% -0.1% 12.0%

Euro STOXX 50 7 135.21   5.2% 1.2% 1.5%

FTSE 100 6 457.42   6.7% -1.0% 8.4%

Nikkei 225 35 241.80 6.2% -0.5% 19.3%

Hang Seng 82 111.06 0.8% 1.7% 27.7%
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