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Economies around the world should fare better in 2020 after slower growth
in 2019 compared to 2018. This is the expectation of The Goldman Sachs
Group, a leading global investment banking, securities and investment
management firm. This is a more upbeat expectation than that of various
other commentators that have cautioned against a too optimistic view.
This is a shortened version of Goldman Sachs' recent report.
We expect the global growth slowdown that began in early 2018 to end soon,
in response to easier ﬁnancial conditions and an end to the trade escalation.
Although annual-average GDP growth is likely to rise only modestly from 3.1%
in 2019 to 3.4% in 2020, this conceals a more pronounced sequential pattern
of slowing growth this year and—in our forecast—gradually rising growth
next year.
The risk of a global recession remains more limited than suggested by the ﬂat
yield curve, which partly reﬂects a structural decline in the term premium,
and the low unemployment rate, whose predictive value for inﬂation and
aggressive monetary tightening has fallen.
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We also take comfort from the absence of signiﬁcant private sector ﬁnancial
deﬁcits in all but a few advanced economies. Our conﬁdence that growth will
improve sequentially is highest in the US, where demand is most responsive
to ﬁnancial conditions, and the UK, where we expect the Brexit drag to
reverse and ﬁscal policy to ease. We look for a more gradual pickup in
Europe, where the ﬁscal boost is likely to remain (too) limited, and Japan,
where we are watching carefully for a negative impact from the October
consumption tax hike.
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We expect growth in China to slow modestly from just above 6% to just below, in line with gradually
decelerating potential. Across many advanced economies, we expect continued labour market improvement and upward pressure on wage growth, which is likely to push unit labour costs above central bank
inﬂation targets. However, the pass-through to core price inﬂation should remain limited because the
price Phillips curve is much ﬂatter than the wage Phillips curve given stable inﬂation expectations. In our
baseline forecast, most Developed Markets (DM) central banks stay on hold in 2020. At least in the early
part of the year, however, the risk is on the side of further easing, especially in the Euro area and Japan
where growth is weak and inﬂation far below target. We also expect further cuts in several Emerging
Markets (EM) and smaller Developed Markets. Slightly better growth, limited recession risk, and friendly
monetary policy should provide a decent background for ﬁnancial markets in the early part of 2020.
However, concerns about the impact of higher corporate taxes on proﬁts could rise in the run-up to the
US presidential election. Aside from politics, rising wage growth looks set to reduce proﬁt margins over
the next several years.
A year ago, we predicted a slowdown in global growth from 3.8% in 2017-2018 to 3.5% in 2019, with
deceleration relatively evenly spread across the major economies. There were two main demand-side
reasons for this call, namely 1) reduced US fiscal stimulus and 2) tighter financial conditions.
We have seen negative surprises concentrated in Europe - especially Germany -, Australia, and several
large EM economies such as Argentina, Brazil, Mexico, India, and South Africa. By contrast, a few other
large economies - especially China and the US - saw growth relatively close to expectations, and several
EM economies in Central and Eastern Europe actually beat forecasts.
WHAT LIES BEHIND THIS YEAR’S WEAKNESS? Our answer is a succession of negative shocks to ﬁnancial
markets and business conﬁdence. The starting point was the sharp selloff in global risk assets in the
fourth quarter of 2018, driven by the combination of negative data surprises in China and Europe coupled
with a perceived hawkish Fed policy shock, encapsulated in Fed Chair Powell’s “long way from neutral”
comment in early October.
SO, WHERE DO WE GO FROM HERE? Some market participants worry that we are on an inexorable path
to a hard landing. A recent Bloomberg survey shows that the median economic forecaster sees a 33%
probability that the US economy will enter recession in the next 12 months. In fact, even this number
may understate the true perceived risk as economists are often reluctant to adopt a recession baseline,
perhaps because of the career risk involved in crying wolf prematurely. Moreover, the fears of a hard
landing in other major economies such as Europe and China seem, if anything, greater than in the US.
However, our own view is that the risk of recession is considerably lower. We recently presented a statistical model that puts the risk of a US recession starting in the next 12 months at 20%. This is partly
because we think many recession models—and thus many forecasters—overstate the importance of
factors such as a ﬂat yield curve and a low unemployment rate. Many commonly used yield curve
measures are distorted by the sharp decline in the term premium, which makes a ﬂat or inverted yield
curve both more frequent and less meaningful than in the past. And the low unemployment rate is probably a less reliable predictor of economic overheating and aggressive monetary tightening than in the past
because of the ﬂatter Phillips curve and more anchored inﬂation expectations. Correcting for these
distortions substantially reduces the estimated recession risk.
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The broader reason for our relatively optimistic view (which is also included in our formal US recession
model) is the strong ﬁnancial position of households and businesses across most advanced economies,
as measured by the private sector ﬁnancial balance. When the private sector runs a deﬁcit - which often
happens in response to major asset price booms such as the 1990s equity bubble and the 2000s housing
bubble - this means that households and ﬁrms rely on ongoing net debt accumulation to fund the
current level of spending. And demand then becomes very vulnerable to an asset price downturn or
a tightening of credit availability, which can feed on itself in a vicious circle of weaker demand, output,
employment, proﬁts, asset prices, and in the extreme a ﬁnancial crisis.
From a markets perspective, our 2020 outlook is therefore more mixed than our relatively sanguine
view on both recession risk and central bank policy might suggest. After a long period in which profits
and financial assets outperformed wages and the real economy, the next several years will likely see
the reverse. There is a limit to this process. If the labour market tightens excessively, the downward
pressure on margins might get so intense that companies react by either pushing up prices sharply
(and thereby prompting central banks to hike rates aggressively) or cutting investment and hiring by
enough to undercut aggregate demand (and thereby causing a recession). But in 2020, we still expect
the swing in the pendulum to remain quite gradual and the global economy to clock yet another year
of progress.
Also note this view of the IMF: “We are projecting a modest improvement in global growth to 3.4
percent in 2020, another downward revision of 0.2 percent from our projections in April. However, unlike
the synchronized slowdown, this recovery is not broad-based and remains precarious.”
To read Goldman Sachs full report click here Goldman Global Outlook

The outlook of Goldman Sachs supports Brenthurst Wealth view that South African investors should
for the medium term remain focused on diversifying away from the risks of the SA market as better
results are likely on international markets. The advisors and investment strategy teams of Brenthurst
Wealth will, as always, keep a watchful eye on market movements and recommend portfolio changes
when appropriate. More about our offering and our team here: Brenthurst Wealth
TO ASSESS INVESTMENT PORTFOLIOS AND REVIEW ISSUES LIKE RISK TOLERANCE, CONSULT ONE OF
BRENTHURST WEALTH QUALIFIED, ACCREDITED FINANCIAL ADVISOR. https://www.bwm.co.za/about-us/

Brenthurst Wealth offices will be closing Friday 20 December 2019 and reopen Monday 6 January 2020.
If you have any instructions regarding your investments before the offices close, please communicate with
your ﬁnancial advisor no later than Tuesday 10 December 2019.

ON BEHALF OF ALL OF US AT BRENTHURST WE EXTEND OUR SINCERE THANKS AND APPRECIATION
FOR YOUR SUPPORT THROUGHOUT THE YEAR. WE WISH YOU AND YOUR LOVED ONES A FESTIVE HOLIDAY.
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