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Has the dollar turned? (page 2)  

 President Trump has appeared to ditch the administration’s traditional strong 
dollar policy by complaining about the adverse impact of the currency. The dollar 
is strong and we find that it is dragging on US activity, suggesting that the 
president is right, but will a weaker dollar follow particularly when the Federal 
Reserve is tightening monetary policy?  

 Rate hikes in the US support the currency, but the relationship with Fed tightening 
cycles is mixed and there is evidence that the dollar has overshot. The path is 
open to a weaker dollar which may be problematic for the ECB and Bank of 
Japan, but will come as a relief to emerging markets.   

UK: Snap election offers hope for a softer Brexit (page 6)  

 Prime Minister Theresa May’s surprise announcement that there will be an 
election on 8 June has been cheered by investors, pushing sterling higher against 
the US dollar. The election is likely to give May a larger majority, and more power 
to ignore those calling for a “harder” Brexit.  

 Meanwhile, the household sector is starting to feel the pinch. The savings rate has 
hit a record low and retail sales have fallen sharply. The economy is on the verge 
of slowing, making holding the election more urgent for the government. 

Déjà vu in South Africa (page 11) 

 Determined not to learn from past mistakes, South African President Zuma has 
sacked another well regarded finance minister. The resulting political noise will 
likely weigh on growth in an economy already struggling to generate momentum. 

Views at a glance (page 14) 

 A short summary of our main macro views and where we see the risks to the 
world economy 

 Chart: US dollar at highs 

 
Source: Thomson Datastream, Schroders Economics Group.  26 April 2017.  
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“Look, there’s some very good things about a strong dollar, but usually 
speaking the best thing about it is that it sounds good … it’s very hard to 
compete when you have a strong dollar and other countries are devaluing 
their currency.”  President Trump, 12 April 2017  

In a break from tradition Donald Trump has started to call for a weaker dollar, 
reversing the convention that the president always supports a strong currency. In 
an interview with the Wall Street Journal he also said that he would not be 
naming China a currency manipulator, another significant U-turn, and he held 
open the possibility of renewing Janet Yellen’s term of office as chair of the 
Federal Reserve (Fed).  

In some respects the change of direction should not come as a surprise given the 
president’s protectionist instincts. He has consistently argued that American firms 
are being placed at a disadvantage by past trade deals and clearly the exchange 
rate is a key determinant of the ability to win business. However, wanting 
something is different to getting it and the president’s ability to influence the 
dollar is limited. The dollar’s outlook will be determined by a wider range of 
factors, but there is a case to be made for a reversal of dollar strength. The 
president’s intervention may prove timely. 

There is no doubt that the dollar is strong. The Fed’s broad trade weighted index 
fell in the wake of the president’s comments, but is still trading at levels not seen 
since 2002 (see chart front page). On this measure, the currency has risen nearly 
23% since July 2014. Clearly this will put US companies under pressure when 
they compete in international markets.  

Has the dollar become a major drag on the US? Looking at the current account 
deficit the answer would be no: the deficit remains around 1.5% of GDP and has 
been relatively stable since 2014. If we strip out oil and only look at trade, the 
deficit is larger at 2.8% of GDP, but again has been relatively stable (chart 1). 
From a cyclical perspective, a stable deficit is a good performance since 
unemployment has been falling as the economy has recovered, a combination 
normally associated with a deteriorating trade account as imports rise more 
rapidly than exports. 

Chart 1: Trade and the economy in the US 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 

However, the picture changes if we look at the contribution of trade to real growth 
in the economy. Taking the difference in real exports and imports from the 
national income accounts, we see that net exports were stable until around 2014 
when they began to deteriorate and drag on the economy (chart 2). 
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Chart 2: US trade has been a drag on growth 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 

So since the sharp appreciation in the dollar the trade sector has weighed on 
economic growth. It would seem that we have a classic J-curve effect in reverse 
where the rise in the exchange rate initially helps the trade balance as imports 
become cheaper and exports more expensive while volumes show little change, 
hence the stability of the trade balance in nominal terms. However, as people 
alter their spending patterns volumes adjust, as we are seeing with export 
volumes levelling out whilst imports surge. As this trend continues, the nominal 
trade balance will also deteriorate as the volume effects outweigh the price 
effects.  

Outlook  

The US dollar has been buoyed by the tightening of US monetary policy at a time 
when central banks elsewhere are keeping policy loose. Relative interest rates 
are an important driver of currencies as can be seen from the relationship 
between the dollar and sterling (GBP) and with the euro (chart 3).   

Chart 3: Interest rates and the dollar 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 

Looking ahead this would suggest that further rate hikes by the Fed will support 
the dollar as rates elsewhere remain on hold. Many see this as providing the 
basis for the dollar to appreciate further, a move which would confound the 
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A weaker dollar 
could be 
problematic for 
Europe and 
Japan, but would 
be welcomed by 
emerging 
markets  

 

 

 

 

president’s desire for a weaker currency. However, the relationship between 
rates and currencies is not straightforward. For example, the big moves in GBP 
and euro (shown in chart 3 above) took place ahead of the change in interest 
rate differentials.  

Currencies tend to move ahead of rates as investors adjust their expected 
returns. When interest rates move against a currency its value must fall to the 
point where it offers sufficient potential for appreciation so as to restore 
equilibrium. This is the basis for overshooting where a currency will move 
significantly ahead of rate changes, but will then subsequently stabilise or 
appreciate when those moves materialise.  

This ties in with previous tightening cycles by the Fed where, instead of seeing 
the dollar rise alongside higher US interest rates, the picture is more mixed. Our 
analysis of eight previous cycles shows that on average the dollar tends to be 
slightly weaker to flat after the Fed starts to raise rates (chart 4). 

Chart 4: Mixed performance for the dollar during Fed tightening cycles 

 
Source: Thomson Datastream, Schroders Economics Group. 25 April 2017. 

Something similar appears to be happening today: the dollar rose sharply ahead 
of the Fed beginning to tighten monetary policy, but is now falling back having 
overshot its long run value. Forecasting currencies is notoriously difficult, but it 
could well be that the president will get his wish and we now see a weaker rather 
than stronger dollar going forward as the overshoot unwinds.  

Some implications 

The end of dollar strength would remove a deflationary factor for the US 
economy. Import prices would rise more rapidly, adding to inflation. From the 
Fed’s perspective, all things being equal, this would be a loosening of monetary 
conditions and would have to be weighed alongside broader financial conditions 
(bond and equity markets) in the assessment of monetary policy. 

On the other side, monetary conditions elsewhere would be tighter. For the 
European Central Bank (ECB) and Bank of Japan (BoJ) this might be 
problematic if there were a significant move in the dollar. Concerns over 
deflation, although fading, are still prevalent in the eurozone and Japan. Equity 
investors would need to be wary of moves in the euro and Japanese yen given 
the negative correlation with their respective markets.   

For the emerging markets, an end to dollar strength would come as a relief. The 
strong dollar has weighed on emerging markets as investors feared the effects of 
tighter monetary conditions in the US being transmitted to emerging economies 
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via dollar borrowing. The period of dollar strength has coincided with 
underperformance by emerging market equities relative to the rest of the world 
(chart 5). In recent months this has stabilised and could now reverse should the 
dollar weaken. 

Chart 5: Dollar strength has weighed on emerging markets 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 
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 UK: Snap election offers hope for a softer Brexit 
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The British people will be heading back to the polling booths yet again after 
Prime Minister Theresa May called a general election for 8 June. The 
announcement took everyone by surprise, especially as the prime minister was 
adamant that an election would add unnecessary uncertainty to Brexit 
negotiation. Yet, May now says that she needs an election to strengthen her 
hand in those Brexit negotiations. We explore the possible outcomes and how 
they might impact the forthcoming negotiations, along with the market’s reaction.  

Political opportunism 

The immediate reaction to the announcement of a general election was a 
combination of shock and despair. “You’re Joking!” and “Oh not again!”, cried 
interviewees in reaction to the news

1
.  This is the third time that the UK will be 

asked to go to the ballot box in two years (fourth for those living in Scotland or 
Northern Ireland), and it is clear that voters are suffering from election fatigue.  

Theresa May claims that she needs to hold an election to strengthen her hand in 
Brexit negotiations, and to achieve the best possible outcome for the UK. 
However, cynics cannot help but wonder if May is “cashing in her chips” ahead of 
more turbulent times ahead.  

Unusually for an incumbent party two years into its term, the Conservative party 
has a strong lead of over 20 percentage points over the Labour Party (chart 6). 
This may be the reason May has decided to roll the dice. 

Chart 6: The Conservative party holds a significant lead in the polls 

 
Source: Wikipedia, ukpollingreport.co.uk. 26 April 2017. 

Labour’s leader, Jeremy Corbyn, may be popular amongst his own party 
members, but polling suggests that he lacks leadership qualities, and is 
considered to be too socialist to win over centrist voters. It was thought that May 
was going to stick to the full parliamentary term, if only to keep the ineffectual 
Corbyn in his job, and his party divided over his leadership. He has, after all, 
already survived a leadership challenge. This should then have led to an easy 
election victory in 2020, leaving Labour to search for new candidate.  However, 
by calling an early election, May appears to be ready to spend her option, 
knowing that with victory would come a new opposition leader, who may or may 
not end up being much more effective than Corbyn. Indeed, if you apply a 
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uniform swing as suggested by the opinion polls, the Conservatives would be on 
course to win by a majority of over 100 seats, and possibly by the biggest 
majority since the Second World War.  

Worry about your friends, not your enemies 

Theresa May has complained that “other parties and members of the House of 
Lords have sought to frustrate the process”. However, while there has been 
some protest over May’s relatively “hard” Brexit plans, the House of Commons 
voted to back the triggering of Article 50, and the House of Lords did little to get 
in the way.  

Could the opposition to May’s plans be coming from her own party? Regular 
readers will recall last month’s note were we analysed the shambolic budget U-
turn brought about by the chancellor’s own party opposition.  

With just a majority of 17 seats in the House of Commons, the prime minister is 
in a difficult position. A Brexit plan that is too “soft”, or waters down some of the 
promises made would lead to the more “hard core” members of her government 
to vote down the final deal, knowing that in doing so, it would probably lead to a 
unilateral withdrawal with no deal at all. This would be terrible for the economy, 
yet those members would happily see such a withdrawal happen as soon as 
possible.  

If, on the other hand, the settlement with Europe appears to be too “hard”, then 
the more pro-European wing of her party could also vote with opposition parties 
and block the final deal. Initially, it was thought that May was going to attempt to 
strike a balance, but it appears that she is in a “catch-22” situation. Members of 
her government have loudly protested against paying any of the “Brexit bill”. The 
European Commission estimates to be around €50 billion, and is mostly made 
up of deferred liabilities such as pensions, and unfunded but agreed upon 
projects. Settling the bill is seen as a prerequisite for any future trade 
agreements, which May needs in order to justify her desire to leave the EU’s 
single market.  

Another element to consider is the transition post-Brexit. While the UK would like 
nothing more than to strike a trade deal as soon as possible with the EU, 
European partners are unlikely to agree to a parallel negotiation. Instead, we 
expect a broad framework to be laid out for the future agreement of a trade deal. 
This would mean that there would need to be a transition period in order to avoid 
substantial disruption. This period would be a step down from full single market 
access, but would still offer some access. Some tariffs may apply, and at the 
same time, the UK may come out of the EU’s customs union. The trade-off would 
be a more cumbersome and expensive process for UK exporters in exchange for 
the freedom to begin negotiating new trade agreements with non-European 
countries.  

The transition period would probably still have to include some free movement of 
labour, and oversight by the European Court of Justice (ECJ) – two key factors 
that May has highlighted as priorities to end. If free movement and ECJ rule 
continue, hard core Brexiteers would have another incentive to rebel at the final 
vote, and possibly on other policy areas. 

Therefore, May needs a bigger majority, and one that is bolstered by new, young 
and ambitious parliamentarians, that will not rebel against her plans. Remember, 
the previous and only other British female prime minister was felled not by 
election defeat, but by her own party.  
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Investors cheer for a possibly softer Brexit 

The possibility of a softer Brexit would be a better outcome for the UK’s long-
term growth prospects. Investors cheered at the prospect of a better Brexit 
conclusion, pushing sterling to 1.28 against the US dollar. This was its highest 
level since September 2016, albeit still some 13% below its level on the day of 
the referendum (chart 7). However, it is far too soon to make any conclusions, 
especially as we still consider May’s preferred route of leaving the single market 
as a “hard Brexit”.  

Another element worth considering – which may be influencing some investors – 
is the theoretical possibility that the election could lead to the UK remaining in 
the single market, or even the EU. The Liberal Democrats are the only party 
calling for remaining in the single market, and holding a second referendum on 
any negotiation. Although very unlikely based on the polls (chart 6 earlier), a 
Liberal Democrats victory could lead to a “Breversal”, with a mandate to halt the 
Brexit process. This could cause sterling to rise sharply. 

Chart 7: GBP/USD rebounds                  Chart 8: Mixed reaction from UK stocks 

 
Source: Thomson Datastream, Schroders Economics Group. 21 April 2017. Note, equity market 
indices rose on 24 April due to the French presidential election results. This has been excluded to 
highlight the impact from the rise in sterling and the election announcement. 

Meanwhile, UK equities had a mixed reaction to the news of the election. The 
FTSE 100 (large-caps) index fell about 2.5% on the day of the announcement, 
while the FTSE 250 (mid-cap) index remained stable. The high exposure of the 
FTSE 100 to overseas activity means that as the currency appreciates, the 
profitability of those firms falls in sterling terms, justifying the fall in the index. 
Meanwhile, the FTSE 250 has a much smaller exposure to overseas activity, but 
it is interesting to see that since the EU referendum, the performance of both 
indices has now equalised (chart 8).  

Make hay while the sun shines 

Regular readers of this publication will be familiar with our view that the UK 
economy is likely to slow soon as households are squeezed by the rise in 
inflation. The rise in UK inflation is partly due to temporary factors to do with 
energy prices, but also the more sustained impact from the depreciation of 
sterling following the EU referendum.  

Indeed, we are now seeing signs that the household sector is beginning to tighten 
its belt. Earlier this month, the Office for National Statistics (ONS) published its full 
national accounts figures for the fourth quarter of 2016. The headline GDP growth 
figures were already known, but within the publication lies details of the health of 
the household sector. The figures revealed that the household savings rate had 
dropped to a new record low (since 1965) of just 3.3% (chart 9). 
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Chart 9: Falling UK households’ savings rate is a sign of distress 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 

The official series is a little misleading as it includes pension contributions as 
savings, even though these are made/taken when gross wages are paid. In other 
words, these tend to be non-discretionary on a month-to-month basis, and so 
should ideally be excluded. When pension contributions are excluded from the 
calculation, we find that the savings rate is now at zero. Households in 
aggregate are spending every penny they earn after they have paid their taxes 
and paid their mortgages. The series excluding pensions is not at a record low, 
and as shown by chart 9, actually turned negative through the financial crisis. 
This shows that households were forced to borrow in order to maintain even a 
lower level of consumption at the time. This is very likely to happen again, 
especially with interest rates so low, and reasonably good availability of credit. 

Despite the availability of credit, households are still very likely to cut back 
spending in response to the rise in inflation. In fact, the latest retail sales data for 
March showed a dramatic drop in the volume of purchases (chart 10). Taking 
retail sales from the first quarter of 2017 and comparing it to the previous 
quarter, we see a 1.5% fall, which is the biggest quarterly drop since 2010, but 
also notably, the second largest fall since the series began in 1997. 

Chart 10: Sharp fall in retail sales to feed through to GDP growth 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. 
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Naturally, retail sales have a close relationship with the household consumption 
series which feeds directly into GDP. The main missing element is the 
consumption of services, but as chart 10 highlights, the latest sharp contraction 
in retail sales is very likely to be followed by a fall in household consumption, 
which is corroborated by the low household savings rate discussed earlier. 

Given the likely slowdown in GDP, it makes sense for Theresa May to call an 
election sooner rather than later. While consumer and business confidence 
remains high, she is more likely to translate her lead in the opinion polls into a 
dominant victory in the election. Some are even projecting that she could win the 
biggest majority since the second world war! 
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There is an oft uttered aphorism that those who fail to learn from history are 
doomed to repeat it. That Jacob Zuma, president of South Africa, has repeated 
his move of 2015 and kicked out a respected finance minister when his country 
is in need of sound policy brings to mind another saying; that insanity is doing 
the same thing over and over again, and expecting different results. 

South Africa is now on its fourth Treasury chief in two years, after former finance 
minister Pravin Gordhan was fired at the end of March. Given that the FT on 
7 April quoted the new finance minister, Mr Gigaba, as saying of his appointment 
“I don’t ask questions, I simply comply with the instructions given to me”, the 
outlook for policy does not seem favourable. Indeed, he began his tenure 
declaring that he would accelerate radical economic transformation, a package 
of wealth redistribution measures which seem underpinned by an opposition to 
white and international capital; seldom reassuring words for investors. Similar 
narratives have already been used in Russia and Turkey. 

Trouble at home… 

The domestic reaction to Gordhan’s sacking has been negative. Opposition 
parties have requested a motion of no confidence in the president. The vote has 
been postponed for now after the United Democratic Movement opposition party 
asked for a secret ballot. This request has to go through the Constitutional Court 
which could take up to six months to reach a decision. Until the court decides, 
Zuma is safe from no-confidence votes in parliament. However, a secret ballot 
increases the chances that ANC delegates support the motion. Given that the 
ANC holds 249 of 400 seats, and a majority of votes is needed for the motion to 
succeed, this could be crucial to hopes of removing Zuma. The success of such 
a motion would require the president and all ministers to resign. Significant 
factionalism within the ANC means that a number of its delegates are opposed 
to Zuma, and so could be induced to vote against him. 

Other options to remove Zuma do exist, though some are easier than others. 
Impeachment would require a two thirds majority vote, and is only possible if the 
president is found to be in serious violation of the constitution or law, or else 
guilty of serious misconduct or unable to perform the functions of the office. This 
route seems unlikely. Otherwise, the president could resign (currently very 
unlikely) or be formally recalled through party mechanisms. The split factions 
within the ANC mean this is a possible outcome, though his internal opponents 
may prefer to wait for the no confidence motion to play out. The next general 
election falls in 2019, so there remains time to replace Zuma with a less 
controversial leader. 

…and abroad 

The external reaction has also been bad news for President Zuma. Both S&P and 
Fitch downgraded South Africa’s foreign currency credit rating to sub-investment 
grade, forcing its exclusion from benchmark debt indices. Local currency debt 
retains an investment grade rating for now with S&P and Moody’s, needed for 
inclusion in the World Government Bond Index (WGBI). Funds tracking this index 
account for about $10 billion of South Africa local currency debt. The market 
reaction to Gordhan’s sacking also delivered a damning verdict, with the rand 
9.5% weaker versus the dollar in the two weeks following the start of rumours that 
the minister would be sacked. Overall, however, the market reaction has been 
calmer than in December 2015, when Zuma last sacked a finance minister. 

Arguably, the ratings downgrade to foreign currency debt had already been largely 
priced by the market, and so little movement arose from the actions of Fitch and 
S&P. Meanwhile, local currency debt still looks somewhat attractive given high real 
rates. Fixed income related flows then are likely to have been limited thus far. In 
2015, by contrast, the sacking of finance minister Nene prompted a far greater 
scramble for the exits. It is also worth noting the more favourable global backdrop, 
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compared to the growth concerns at the end of 2015. China especially is much 
less of a concern to global investors than it once was. However, investors may not 
remain so sanguine given fading stimulus in China and our expectation that global 
growth slows in the second half of the year. 

Economic implications 

We would expect some negative economic fallout from the ongoing political 
turmoil, even assuming little change in policy. First round effects might arise from 
the weakening of the currency, the credit downgrade, and the heightened 
uncertainty. 

As noted above, the rand initially depreciated by close to 10%, but has since 
retraced some of those losses. Estimates of pass through to inflation from the 
currency vary, but range between 10 and 20%. However, while the recent 
depreciation was sizeable it follows a prolonged period of improvement for the 
rand versus the dollar. The end result is that in year on year terms, the currency is 
still stronger and so the inflationary impact should be limited (chart 11). Of course, 
if the central bank had been hoping for continued appreciation to bring inflation 
down further – and they did incorporate a stronger ZAR in their assumptions in 
March – this could still impact policy. 

Chart 11: Recent rand weakness should not cause an inflationary spike 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017. A fall in USDZAR 
reflects a strengthening ZAR. 

For now inflation continues to slow, standing at 6.1% in March. This remains 
above the target range of 3–6% but ongoing disinflation in food and fuel prices is 
expected to more than offset the recent weakness in the rand. The last meeting 
did see one member of the monetary policy committee vote for a cut, but in its 
semi-annual monetary policy review, published shortly after the sacking of 
Gordhan, the central bank argued that the scope for rate cuts was limited given 
that its own forecasts for inflation remained elevated. The base case then is for 
no policy moves from the central bank, but we would not rule out cuts, 
particularly if growth begins to struggle more than expected.   

One source of headwinds for South African growth – consensus forecast for 
2017 at 1.1% compared to 2.4% at the start of 2016 – could be investment. The 
radical economic transformation promised by the new finance minister is likely to 
ring a few alarm bells for corporates, and may reduce willingness to invest. One 
metric to monitor in this regard is business confidence, which exhibits a 
reasonable relationship with private sector investment (chart 12). Meanwhile, 
consumption also looks to be struggling, weighed down by weak confidence and 
softening wage growth, while credit growth is also providing a challenge. 
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…but a 
downgrade to 
local currency 
debt would pose 
a significant 
threat to growth 

 

Chart 12: Investment and consumption facing headwinds 

 
Source: Thomson Datastream, Schroders Economics Group. 26 April 2017.  

Both consumers and corporates also face potential further drags in the form of 
higher interest rates. Credit downgrades should result in a higher cost of credit for 
the borrower. In the case of sovereigns, this typically percolates down to the 
domestic credit market too. Chart 13 shows a tight relationship between South 
African government Treasuries and the overdraft rate, for example. So far, the 
reaction to recent events seems muted; markets had been pricing South Africa’s 
foreign currency debt as junk quality for some time, following the sacking of 
finance minister Nene in late 2015. The next risk then potentially arises from a 
downgrade of local currency debt, still safely ensconced in investment grade 
territory, for now.   

Chart 13: Higher credit costs, with more to come? 

 
Source: Thomson Datastream, Schroders Economics Group 26 April 2017. Prime overdraft rate is 
the benchmark rate at which private banks lend to the public.  

Overall then there is likely to be a modest macro impact, but in a sense South 
Africa benefits from the gradual lowering of expectations over the last year and a 
half, some of the damage has already been done. However, as stated, rate cuts 
need not be entirely off the table given the limited inflation consequences. We 
would note also that the central bank is assuming a benign global backdrop 
persists. Should global growth struggle in the second half of the year, a more 
dovish policy stance could evolve. Beyond that, the biggest risk is the fiscal 
outlook, much of which will depend on how the new finance minister proceeds. 
However, revenues will presumably take a hit if growth slows from here, and 
exclusion from the WGBI would be a painful blow.  
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Schroder Economics Group: Views at a glance 

Macro summary – May 2017 

Key points 
Baseline 

 Global growth is expected to come in at 2.9% in 2017 (after 2.6% in 2016) led by the advanced economies 
whilst inflation rises to 2.7% (from 2% in 2016) largely due to higher oil prices. This checks activity in 
2017H2, but global growth of 3% is still expected in 2018 boosted by fiscal loosening in the US, and as 
inflation falls back helping to support consumer demand globally.  

 The US Fed is expected to raise rates three times in 2017 taking fed funds to 1.5% by end year. With 
growth strengthening and core inflation rising, the pace of tightening is expected to increase in 2018 with 
three rate hikes taking the policy rate to 2.25% by end year. 

 UK to slow in 2017. Inflation is set to rise sharply due to the fall in the pound, which will reduce disposable 
income of households and encourage cuts in spending. Investment is already weak, and has started to 
impact employment. The BoE is expected to remain on hold, constrained by higher inflation. Growth 
remains below trend in 2018 causing unemployment to rise.  

 Eurozone growth is set to ease in 2017 as a temporary rise in inflation constrains household spending. 
Political uncertainty will also weigh on business investment, though we assume the establishment holds 
on to power. The outlook for 2018 is more promising as inflation falls back, and external performance is 
boosted by better growth elsewhere. The ECB should keep interest rates on hold, but will quicken tapering 
of QE in 2018. 

 Japanese growth forecast at 1.6% in 2017 and inflation at 1.1% supported by looser fiscal policy and a 
weaker yen. No further rate cuts from the BoJ, but more QQE is expected as the central bank targets zero 
yield for the 10 year government bond.  

 Emerging economies benefit from modest advanced economy demand growth and firmer commodity 
prices, but tighter US monetary policy weighs on activity. Concerns over China’s growth to persist, further 
fiscal support and easing from the PBoC is expected. 

Risks 

 Risks skewed towards stagflation on fears of protectionism, deflationary risks stem from political risk in 
Europe and a US recession (via China dumps Treasuries). Reflationary risks stem from more aggressive 
Trump policy on fiscal expansion. 

Chart: World GDP forecast  

 
Source: Thomson Datastream, Schroders Economics Group, February 2017 forecast. Please note the forecast warning at the 
back of the document. 
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Schroders Baseline Forecast 

  

Real GDP

y/y% Wt (%) 2016 2017 Prev. Consensus 2018 Prev. Consensus

World 100 2.6 2.9  (2.8) 2.9 3.0 (3.0) 2.9

Advanced* 62.6 1.6 1.9  (1.7) 1.9 2.0 (2.0) 1.9

US 27.0 1.6 2.3  (1.9) 2.2 2.4  (2.5) 2.4

Eurozone 17.4 1.7 1.5  (1.2) 1.6 1.8 (1.8) 1.5

Germany 5.1 1.8 1.6  (1.4) 1.4 2.0  (1.9) 1.6

UK 4.3 2.0 1.7  (1.4) 1.7 1.7  (1.5) 1.3

Japan 6.2 1.0 1.6  (1.4) 1.2 1.0  (0.9) 1.0

Total Emerging** 37.4 4.2 4.6  (4.7) 4.5 4.6  (4.7) 4.7

BRICs 24.2 5.1 5.6  (5.5) 5.5 5.6  (5.5) 5.5

China 16.4 6.7 6.6  (6.5) 6.5 6.2 (6.2) 6.2

Inflation CPI 

y/y% Wt (%) 2016 2017 Prev. Consensus 2018 Prev. Consensus

World 100 2.0 2.7  (2.4) 2.6 2.4  (2.3) 2.4

Advanced* 62.6 0.7 2.0  (1.7) 2.0 1.5 (1.5) 1.9

US 27.0 1.3 2.6  (2.0) 2.5 2.3 (2.3) 2.3

Eurozone 17.4 0.2 1.6  (1.3) 1.7 0.9 (0.9) 1.4

Germany 5.1 0.4 2.0  (1.3) 1.8 1.3  (0.8) 1.7

UK 4.3 0.7 2.9 (2.9) 2.6 2.2  (1.9) 2.7

Japan 6.2 -0.1 1.1  (0.8) 0.7 1.1  (0.9) 1.0

Total Emerging** 37.4 4.1 3.8  (3.7) 3.6 3.8  (3.6) 3.3

BRICs 24.2 3.6 3.3 (3.3) 2.9 3.3  (3.2) 2.8

China 16.4 2.0 2.5  (2.3) 2.1 2.3  (2.2) 2.0

Interest rates 

% (Month of Dec) Current 2016 2017 Prev. Market 2018 Prev. Market

US 1.00 0.75 1.50  (1.25) 1.48 2.25 (2.25) 1.86

UK 0.25 0.25 0.25 (0.25) 0.41 0.25 (0.25) 0.54

Eurozone (Refi) 0.00 0.00 0.00 (0.00) 0.00 (0.00)

Eurozone (Depo) -0.40 -0.40 -0.40 (-0.50) -0.40  (-0.50)

Japan -0.10 -0.10 -0.10 (-0.10) 0.03 -0.10 (-0.10) 0.04

China 4.35 4.35 4.00  (3.50) - 3.50 (3.50) -

Other monetary policy

(Over year or by Dec) Current 2016 2017 Prev. 2018 Prev.

US QE ($Bn) 4451 4451 4451  (4430) 4354  (4412)

EZ QE (€Bn) 1481 1481 2261  (2416) 2591  (2516)

UK QE (£Bn) 423 423 444 (444) 445 (445)

JP QE (¥Tn) 476 476 556  (547) 676  (667)

China RRR (%) 17.00 17.00 16.50  16.00 16.00 16.00

Key variables

FX (Month of Dec) Current 2016 2017 Prev. Y/Y(%) 2018 Prev. Y/Y(%)

USD/GBP 1.28 1.24 1.22  (1.20) -1.3 1.20  (1.12) -1.6

USD/EUR 1.09 1.05 1.04  (1.00) -1.4 1.01  (0.95) -2.9

JPY/USD 109.9 116.6 114  (112) -2.3 116  (115) 1.8

GBP/EUR 0.85 0.85 0.85  (0.83) -0.1 0.84  (0.85) -1.3

RMB/USD 6.89 6.95 7.10  (7.15) 2.2 7.40  (7.50) 4.2

Commodities (over year)

Brent Crude 51.7 45.9 56.5  (50.1) 23.1 56.2  (53.0) -0.4

Consensus inflation numbers for Emerging Markets is for end of period, and is not directly comparable.

Previous forecast refers to November 2016

** Emerging markets : Argentina, Brazil, Chile, Colombia, Mexico, Peru, China, India, Indonesia, Malaysia, Philippines, South Korea,

Taiw an, Thailand, South Africa, Russia, Czech Rep., Hungary, Poland, Romania, Turkey, Ukraine, Bulgaria, Croatia, Latvia, Lithuania.

-0.27 -0.08

Source: Schroders, Thomson Datastream, Consensus Economics, March 2017

Market data as at 24/04/2017

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New  Zealand, Singapore, Sw eden, Sw itzerland,

United Kingdom, United States.
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Updated forecast charts – Consensus Economics 

For the EM, EM Asia and Pacific ex Japan, growth and inflation forecasts are GDP weighted and 
calculated using Consensus Economics forecasts of individual countries. 

Chart A: GDP consensus forecasts 

2017 2018 

  

2017 2018 

  

The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own 

assumptions which may change. We accept no responsibility for any errors of fact or opinion and assume no obligation to provide you with any changes to 

our assumptions or forecasts. Forecasts and assumptions may be affected by external economic or other factors. The views and opinions contained herein 

are those of Schroder Investments Management’s Economics team, and may not necessarily represent views expressed or reflected in other Schroders 
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described in this document. The information and opinions contained in this document have been obtained from sources we consider to be reliable. No 

responsibility can be accepted for errors of fact or opinion. This does not exclude or restrict any duty or liability that Schroders has to its customers under the 
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Chart B: Inflation consensus forecasts 

Source: Consensus Economics (April 2017), Schroders. 

Pacific ex. Japan: Australia, Hong Kong, New Zealand, Singapore. 

Emerging Asia: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand. 

Emerging markets: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand, Argentina, Brazil, 
Colombia, Chile, Mexico, Peru, Venezuela, South Africa, Czech Republic, Hungary, Poland, Romania, Russia, Turkey, 
Ukraine, Bulgaria, Croatia, Estonia, Latvia, Lithuania. 


