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US economist Hyman Minsky stated that “stability begets 

instability” when referring to economic movements. This is 

intuitively true as periods of economic tranquillity is often 

proceeded by a period of excessive risk-taking. The 

converse, instability begets stability, has also been 

evident: One only has to look at the credit market where 

periods of intense financial stress is followed by lenders 

becoming more circumspect to whom they lend to, while 

borrowers become reluctant to take on debt. The impact 

is both positive and negative as the resultant caution of 

lenders and borrowers alike ensures that financial 

imbalances are slow to build up again. On the other 

hand, sluggish credit growth restrains spending. The net 

effect is a recovery that is often slow and uneven, but one 

which lasts longer than expected. This is the current 

market conditions in which we operate and we have 

almost become accustomed to. It took a decade, 

following the subprime crisis, for the US to return to full 

employment with other countries still having room for 

improvement.  

 

Lenders continue to take risks. However, based on what 

we saw from banks with rising US auto loan defaults, as 

seen in Figure 1, and the blow out of corporate credit 

spreads following the rise of oil prices, as seen in Figure 2 

on the following page, they have been quicker to scale 

back exposure by tightening lending at the first sign of 

trouble. The distress in corporate debt markets in 2015-16 

did not cause the financial system to seize up, as 

evidenced by financial stress indices only increasing 

marginally during that period. This suggests that financial 

imbalances never had a chance to rise to a level that 

threatened the overall economy. Despite the longer than 

expected recovery, one should not forget that for every 

recovery there is (unfortunately!) an inevitable recession 

that lurks… 

 

The preconditions for the next US recession are however 

not yet in place with the US private-sector financial 

balance – the difference between private sector earnings 

and spending – standing at a healthy surplus of 2.1% of 

GDP. A deficit in the private-sector financial balance was 

evident at the beginning of the last two recessions – see 

Figure 3 on the following page. Based on the current 

health of the private-sector, one needs to search 

elsewhere for what could possibly trigger the next 

recession. 

 

Looking at the past, the preceding two recessions were 

triggered by the bursting of asset bubbles. The first being 

the dotcom bubble in 2000, followed by the housing 

bubble in 2008. Looking at the current state of the  

US equities market, as a candidate to derail the  

US economy, one can see that, despite the current 

elevated levels, US equities are hardly in bubble territory – 

Figure 1: Banks reaction to rise in US auto loan defaults 



see Figure 4 on the following page. Additionally, the 

housing market is on a much better footing compared to 

that of the 2008 financial crisis with the homeowner 

vacancy rate near all-time lows, while the quality of 

mortgage lending has been very high.  

Figure 2: Quick reaction of Banks to rise in corporate credit spreads 

Figure 3: US private sector staying within its means 

The bursting of asset bubbles is not the only cause of a 

recession, despite the most recent occurrences. Another 

factor has been unexpected surges in oil prices which 

triggered the 1973-74 recession as well as the recessions 

of the early 1980s. These drastic changes in oil prices 

required the US Federal Reserve (“Fed”) to aggressively 

hike interest rates in order to mitigate the effects of 

inflation. Looking at the current level of the oil price, such 

an oil-induced recession is highly unlikely. This despite the 

late 2018 shocks caused by the changing circumstances 

surrounding the Iran oil sanctions imposed by US President 

Donald Trump. In addition, oil consumption is a smaller 

percentage of GDP compared to the past – see Figure 5 

on the following page. Additionally, the US has become 

less reliant on other countries as a source of oil as it has 

become a major oil producer itself. This ultimately allows 

the US shale producers to mitigate higher oil prices 

through additional output limits. 

 

If oil prices rise the negative effect of higher oil prices on 

consumer disposable income would be partly offset by 

increased capital spending in the energy sector. All these 

factors give sufficient conviction that the next recession 

should not be caused by the economic shock of 

increased oil prices. 

 

In addition to surges in oil price, major adjustments in 

cyclical sectors of the economy have been prone to 

cause economic downturns based on past occurrences. 



trade war is likely to be paused as Trump ultimately seeks 

to take credit for being the one to make a deal with 

China. The other concern is the slowed growth in China 

and its impact on many, if not all, global markets. China 

is currently on a deleveraging drive at a time when 

Figure 4: US equities valuation metrics not at bubble level 

Considering the current risk, cyclical spending represents 

a lower share of GDP when compared to the onset of 

past recessions – see Figure 6 on the following page.   

The US domestic environment hence does not indicate 

that a recession is imminent.  

 

Alternatively, the external environment, which has a 

greater impact on the US economy relative to the past, 

may be a cause of concern. Currently exports account 

for 12% of US GDP which means that it would take a 

sizeable external shock to derail the economy into a 

recession.  

 

Despite the great deal of anxiety investors felt in 2018 by 

the constant fluctuations in news and sentiment 

surrounding the trade war between China and Trump, the Figure 5: Oil price surge unlikely to cause the next recession 



This all implies a reacceleration of credit extension and a 

floor being put under slowing economic growth. 

 

Looking at the Euro area, the growth rate should begin to 

reaccelerate over the coming months owing to 

conducive factors such as lower oil prices, slightly 

accommodative fiscal policy, revival in emerging market 

demand and the palliative effects from the decline in 

government bond yields across the region. 

economic growth has slowed. Based on the excess 

saving problem that China is experiencing, it will have no 

other short-term option but to scale back its deleveraging 

campaign whilst the country moves from an investment to 

a consumption driven economy – this at glacial speed. 

This is also probable based on the fact that credit growth 

has fallen close to nominal GDP growth – see Figure 7. 

Figure 6: Cyclical spending at relatively good levels 

Figure 7: China expected to scale back deleveraging 

The current domestic and global economic conditions 

indicate that the next US recession is most likely to be 

caused by a surge in inflation, which will force the Fed’s 

hand to rapidly increase interest rates by more than the 

market expects. Inflation is a highly lagging indicator and 

only peaks and troughs well after the downturn has started 

and the recovery is well underway respectively – see 

Figure 8 on the following page. This is evident when 

looking at the 1960s where the unemployment rate fell 

below NAIRU (as an indication of full employment) in 1964 

but inflation only began to peak in earnest four years later. 

The unemployment rate is a good indication of the 

current state of the economy. The US unemployment rate 

has been below NAIRU since 2017 while Germany and 

Japan have been operating below NAIRU for much 

longer with inflation still at suppressed levels. This implies 

that, despite major economies operating at overheated 

levels, there is still time until inflation begins to have a 

drastic impact. 



Based on the above there is substantial evidence to 

conclude that the next US recession is not coming as 

soon as some might expect and that the current 

expansion may continue to persist as far as beyond 2020. 

The most recent US data gives conviction to this 

summation as the ISM manufacturing index rose 2.3% to 

56.6 in January with new orders jumping by 6.9% to 58.2. 

Payroll growth continues to accelerate coupled with real 

aggregate earnings increasing by 4.2% year-on-year, the 

fastest it has grown since October 2015. 

 

The housing data is also indicating that the market has 

begun to stabilise with new home sales recovering, while 

mortgage applications are moving towards near cycle-

highs – see Figure 9. 

 

Figure 8: Inflation lags economic conditions 

The continued positive data coming from the US 

economy is reflected in the Citigroup Economic Surprise 

Index which has moved into positive territory – see Figure 

10. Additionally, The New York Fed’s estimate for Q1 2019 

GDP growth has also moved up to 2.4%.  

Figure 9: US housing activity stabilising 

Figure 10: US economic data beating expectations 
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What does this all boil down to? The US economy is not 

approaching a recession any time soon. The global 

economy has never experienced a recession against the 

backdrop of growth in the US economy. As mentioned in 

earlier editions of the Market Synopsis, markets sniff out 

recessions between 6 and 12 months before the onset. In 

the last stages of the bull market, equity returns can be 

elevated. This however often comes against the 

backdrop of markedly increased volatility. Investors should 

thus continue to overweight selected risk exposures in their 

portfolios. For clients allocating cash holdings to equity 

markets, a staggered, phase-in approach make senses – 

in this regard, market volatility, with resultant pull-backs, 

can be used to sporadically allocate cash holdings to risk 

assets. 

Indicator Spot MTD YTD Y-o-Y

Gold 1 319.85   -0.1% 2.9% 0.1%

Brent Crude 66.39        7.3% 23.4% 0.9%

USDZAR 13.9216    4.6% -3.2% 18.1%

EURZAR 15.8279    3.8% -3.9% 10.0%

GBPZAR 18.5156    6.0% 1.0% 13.9%

JSE All Share TRI 8 260.98   4.0% 6.9% -0.4%

JSE Resources TRI 3 038.34   9.8% 12.9% 34.8%

JSE Industrials TRI 13 060.04 4.2% 5.2% -10.7%

JSE Financials TRI 9 774.65   -1.6% 5.0% -1.9%

JSE Listed Property TRI 1 920.93   -4.5% 4.3% -4.0%

S&P 500 2 792.38   3.3% 11.4% 2.9%

Euro STOXX 50 6 799.03   3.9% 9.6% -1.9%

FTSE 100 6 324.27   2.6% 6.3% 2.4%

Nikkei 225 34 244.17 3.8% 7.8% -0.3%

Hang Seng 80 577.64 3.2% 11.6% -3.4%
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