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ECONOMIC VIEWS

Beware the comfortable
consensus

“Nothing is more obstinate than a fashionable consensus.”
- Margaret Thatcher, British Prime Minister, 1979 - 1990

By MARIE ANTELME

THE The emerging consensus
QUICK of ?t clievg!op?d ec:lmon];y
TAKE soft landing’ needs to be

considered with care

EARLY-YEAR ECONOMIC PREDICTIONS seldom
materialise as envisaged, even though part-predic-
tions may. This is largely because policies work with
long and variable lags that may be influenced by
unpredictable events. Sometimes the impact of
slow-moving variables like demographics emerge
in unexpected ways, or crises surprise, with unfore-
seen consequences for economic activity and asset
prices.

Marie is an economist
with 23 years’ experience
as a market economist.

This time last year, the strong consensus was that
the US and Europe would fall into early recession,
that central banks were at or close to peak
policy rates, and that inflation was likely to fall
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A heavy global political calendar
and a concerning geopolitical
environment imply new and
elevated levels of uncertainty

SA’s growth challenges have
intensified, but inefficiencies
and a weak fiscal position limit
room for policy rates to fall

only slowly. While growth did slow, there were no
recessions in the US, Europe, or the UK. Central
banks continued to hike for longer than initially
expected, but, by year-end, inflation had eased
faster than most forecasts predicted, as supply
chains continued to heal and oil prices fell. This
helped equity markets rally and saw bond yields
fall (Figure 1).

It’s hard to clearly separate the influences that
proved early predictions incorrect, but several
factors were more influential on outcomes than
expected:

- Oil prices played a significant role, not only in
determining the pace of decline in headline
inflation but also in supporting incomes and
consumer spending via both lower transport
costs and utility bills.

-« Fiscal policies in developed markets remained
generally expansionary and supportive of
growth, even when direct Covid support ended.
This helped sustain both economic activity and
employment/wage momentum for longer than
expected.

- The impact of slow-moving demographic
trends, exacerbated by Covid and Brexit, on
labour markets in key economies helped sustain
tighter conditions and facilitated stronger wage
formation. This in turn bolstered consumer
spending and services-related inflation. This is
likely to have a sustained influence.
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« The wealth effects of accrued savings and
asset price appreciation had a more mean-
ingful impact on consumers than anticipated,
especially in the US.

Taken together, these factors helped support
growth in the face of considerably tighter
monetary conditions.

ELECTION OUTCOMES WILL IMPACT

Recognising these influences provides valuable
instruction for the year ahead, especially as a
new consensus is emerging: the trifecta of more
resilient growth than was expected in 2023, lower
headline inflation and more dovish central bank
commentary has coalesced into a ‘soft landing’
consensus. A recession is thus avoided, but growth
slows to below potential, helping inflation ease
towards target through 2024. This would allow
the Federal Reserve Board (the Fed) - and other
central banks - to start cutting policy rates during
the year. This scenario would support both equity
and bond market returns, and markets have rallied
in response.

Given the available data, this also seems a reason-
able baseline expectation at this stage. But the
risks that drove concerns about growth and
inflation in 2023 are still valid. The first is that
while growth - especially in the US - was resilient
to tighter monetary policy, the sources of support
are fading, and policy rates have continued to rise.
Other factors include:

« Oil prices are not expected to fall in the year
ahead, with the Middle East conflict now
presenting an upside risk.

« Labour market dynamics are critical to both
inflation and growth outcomes. For now, labour
markets have remained strong, which could help
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support growth and inflation, while looser
labour markets could see less support from
consumption.

- Wealth effects may be less supportive if
housing markets come under pressure as
interest costs catch up.

- Fiscal policy - again, especially in the US -
may be less supportive as the impulse turns
negative.

Debt service costs will continue to rise as the
lagged impact of higher policy rates on contrac-
tual borrowing feeds through.

On balance, we think the recession risk for the
US, Europe and the UK remains in play in 2024
(Figure 2), but current momentum may still take
time to fade, which complicates the outlook for
monetary policy.

Growth is a key concern for central banks, but
it is the outlook for inflation that will decide
monetary policy actions in 2024. The drivers
of the 2023 moderation are unlikely to be as
impactful this year, and some may reverse.
Importantly, the easing of supply constraints is
already slowing, and oil prices seem to have
bottomed, while shipping costs have started
rising, posing an upside risk to goods inflation.
Labour markets remain tight and wage growth is
positive, albeit weaker in Europe than elsewhere,
but this will still make the ‘last stretch’ to bring
inflation into target ranges difficult. We expect
central banks to remain cautious, and ease more
slowly than current market expectations. The risk
of reversal should also not be ignored.

Politics, globally, will also play a more prominent
role in the macro agenda this year. Almost half
of the global adult population will go to polls
in 2024, as 66 countries hold national or local
elections. The US election, due in November, will
undoubtedly be the most visible. Both large party
candidates face personal challenges, and neither
has decisive national support. This means that
the outcome might be decided by a small margin
and may be contested. An uncertain US demo-
cratic process may have domestic political and
social implications as well as broader global
political repercussions. There are also two ‘hot’
wars waging on, which both carry the risk of
regional contagion. Election outcomes will also
influence these conflicts, as well as the tensions
between China and Taiwan, the growing largely
non-democratic political alliances outside of the
West, and the policies and politics of the US itself.

Through a wider lens, today’s political and
economic uncertainties reflect an ongoing

TRUST IS EARNED™



Figure 3

gearshift in the global integration that dominated
the period from the 1970s through the early 1990s.
Globalisation is being re-imagined with the inten-
sification of geopolitical competition between the
US and Ching, the challenges to liberal democra-
cies, and the rise of the Global South. Politics may
well be the economic spoiler of 2024.

HOMEGROWN HEADACHES

South Africa’s (SA) economic challenges are
compounded by global dynamics but are largely
of its own making. For much of last year, SA
managed to deliver better growth than the sharp
intensification of loadshedding implied was
likely, largely because of ongoing investment in
own-generation and a slow recovery in services
sectors. This only partially offset the contraction
in primary and secondary sector activity, which
suffered the double blow of power and logistics
failures. Inflation was more mixed, given the sharp
rise in operating costs which was offset by very
weak domestic demand, and falling fuel prices.
The South African Reserve Bank (SARB) remained
resolute and raised the repo rate 100 basis points
(bps) to 8.25%. But, by year-end, data showed
growth contracted in the third quarter of 2023,
and high-frequency data pointed to an economy
in recession in the second half of last year.

Prospects for a strong recovery in 2024 are limited.
Firstly, while the energy constraint may ease, the
recent publication of the government’s long-term
energy roadmap (the Integrated Resource Plan,
2023) does not envisage an end to loadshedding
in the medium term. Bringing Kusile Unit 5 back
online in December has helped energy avail-
ability and facilitated better maintenance, but
the performance of the existing fleet is critical and
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unpredictable. We expect an ‘average Stage 2’ this
year, which should support ongoing private invest-
ment in generation capacity. Negatively, freight
rail function has become severely constrained, and
the general operating environment for primary
and secondary industries remains ineffective and
expensive.

We expect slow progress in addressing these
challenges but acknowledge that Operation
Vulindlela’s inroads in addressing red tape and
other structural headwinds to growth continue. The
recent appointment of a board for the National
Transmission Company as well as renewed focus
on Transnet’s problems and leadership are also
positive steps forward. In 2023, the services sector
managed to grow, and this helped return employ-
ment to pre-Covid levels. The current tourism
season could see some upside for the sector, while
financial opportunities related to the energy tran-
sition and the prospects for new infrastructure
investment are potential positive areas for growth.
Consumers should feel some reprieve from lower
inflation and stable interest rates. On balance,
we expect GDP to accelerate to 1.6% in 2024
from 0.4% in 2023 (Figure 3).To achieve long-term
growth that significantly exceeds this will require
a meaningful improvement in the functioning
of network industries and a range of regulatory
reform - including labour markets - which has been
inadequate to date.

The real challenge is accommodating the impact
of logistics and institutional system failures on
long-term growth estimates. These systems have
come under pressure over a long time, so the lags
are hard to calculate, and then they fail fast. Eskom
is a long-term lesson, but 2023 saw Transnet and
municipal water availability face operational
failures that worsened materially during the year.
There is little concrete evidence that these will be
effectively addressed in the next year - or beyond.
As such, they will remain as constraints to any
recovery, as well as SAs long-term potential.

Weak growth has been a key driver of fiscal dete-
rioration because revenues have not been able
to keep up with generous expenditure alloca-
tions to State-owned enterprises (SOEs), wages
and necessary social support, especially for
distressed recipients. Put differently, the govern-
ment continues to spend considerably more than it
receives in revenues, with frequent in-year revisions
to the expenditure baseline. SAs vulnerable fiscal
position will not change while these dynamics
remain in play. In the year ahead, wages are likely
to exceed the current budget allocation, SOEs
will receive more funding than budgeted, and
we expect the social relief of distress grant to be
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made permanent. There is also the risk that addi-
tional funding is required for critical infrastructure
like water and road networks, especially at local
government level. Compounding risks to the fiscal
position have raised risk premia and borrowing
costs ahead of nominal GDP growth, which means
SA must borrow to fund both its deficit and its
interest cost.

National Treasury remains firm in its plans to
achieve a sustainable fiscal position, and revenues
have held up well, considering. Unfortunately,
critical decisions about the long-term allocation
of revenue remain political ones. Until spending
consolidates or this dynamic shifts through
stronger growth, government debt will continue
to accumulate.

Consumer inflation slowed into the end of 2023,
helped by falling retail fuel prices. Food inflation
- the other big driver of headline inflation in early
2023 - moderated slowly as higher operating costs
have offset lower commodity prices. Core inflation
has been a mixed bag, with services inflation
anchored by low rental growth, but goods inflation
remained elevated. The outlook is also uncertain.
We expect CPI to moderate in coming months
as transport costs fall, but we see upside risk to
food prices in the second half of 2024 and are
cautious about the willingness and ability of price
and wage setters to absorb high administered
price and indexed-wage increases. With headline
and core inflation forecast to average about 5%,
and a weak fiscal position, there is limited room for

codhos

the SARB to manoeuvre. We expect a constrained
75bps easing cycle to start late in the year.

THREE DECADES OF FREEDOM

South Africa will celebrate its 30th year as a
democracy in 2024. National elections need to be
held before August and are expected around May.
The outcomes of an array of polls suggest that the
ruling ANC will not achieve a clear majority, but
is likely to come relatively close, forcing it to enter
a coalition with a smaller party. There is a lot of
risk associated with the fracturing of traditional
party positionings, but also great opportunity
as these dynamics and relationships mature. We
do not expect a significant shift in policy priori-
ties or delivery after the election as our baseline,
but much will depend on the voter participa-
tion, the outcome, and the alliances agreed in
the aftermath. The election will, nonetheless,
bring additional uncertainty to the challenging
economic environment.

Making any foretelling in a dynamic environment
with great uncertainty - perhaps especially coming
out of several years of unprecedented events in
close succession - remains an exercise that needs
to be approached with great care. SAs political
and economic position is at a critical juncture,
where making sensible, pragmatic decisions could
materially improve the outcomes that have been
disappointing for so long. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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