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Forecast update: Growth and risks rise under Trump (page 2)     
 We have upgraded global growth for the first time in nearly two years. Better 

near term activity plus a more favourable outlook for the US, UK and emerging 
markets are behind the move. 

 An expansionary fiscal policy plays a significant role in the US upgrade, but 
we are concerned about the inflationary implications of adding a boost to an 
economy with late cycle capacity constraints. It will be difficult for President-
elect Trump to create 25 million jobs when there are only 8 million 
unemployed in the US.    

European forecast update: Higher inflation to dampen growth 
(page 7)     
 In our latest forecast update, we have revised up eurozone growth slightly for 

2017, but still expect a slowdown as inflation is forecast to surge owing to 
energy inflation dynamics. This should dampen activity in 2017, but the 
outlook for 2018 is brighter. The ECB will face pressure to defend ongoing 
stimuli, but we expect it to resist calls to halt its support.  

 The UK continues to defy gloomy post-Brexit expectations, and is being 
revised up in our forecast for 2017. Like its continental neighbours, higher 
inflation is set to dampen growth, although it is compounded by the fall in 
sterling.  The BoE is likely to remain on hold now given better growth, but the 
government has missed a great opportunity to boost public investment and 
long-term productivity growth.  

Chimerican stimulus pushes EM onwards (page 13)       
 Downgrades to three of the BRICs are offset overall by an upgrade to China. 

More broadly EM growth should also benefit from greater US stimulus, assuming 
we avoid an all out trade war. In addition, despite the downgrades, we still see an 
upward growth path in Brazil, India and Russia over the next two years. 

Views at a glance (page 17) 
 A short summary of our main macro views and where we see the risks to the 

world economy.
 Chart: World GDP forecast 

Source: Schroders Economics Group. 25 November 2016. Please note the forecast warning at 
the back of the document.     
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Summary   

After a series of downgrades our forecasts for global growth have been revised 
up with 2016 now expected to come in at 2.6% (previously 2.3%) and at 2.8% in 
2017 (previously 2.6%). The increase for this year largely reflects a better than 
expected performance for global growth in Q3 which is extending into Q4 
(chart 1).  

Chart 1: Global activity indicator firms 

 
Source: Thomson Datastream, Schroders Economics Group, 27 November 2016. 

For next year the upgrade is primarily led by a more optimistic view on the 
emerging markets (China upgraded to 6.5%), the UK (which appears to be 
weathering the effect of Brexit better than expected) and the US (where the 
benefits of looser fiscal policy begin to come through later in the year). Extending 
our forecasts out to 2018, global growth is expected to pick up further to 3% as US 
fiscal expansion fully kicks in helping lift growth across the world economy. The 
forecast changes represent the first upgrade to global growth for nearly two years.  

Inflation is expected to pick up in 2017 to 2.4% from 2% in 2016, primarily led by 
oil price effects in the advanced economies. The picture in 2018 is more mixed 
as price pressures continue to build in the US, but tend to moderate elsewhere. 
The US is further advanced in the economic cycle than Europe or Asia and 
hence is expected to experience greater inflationary pressure. Overall, despite a 
pick-up in the US, global inflation is forecast to stabilise at 2.3% in 2018. 

Policy impact 

Stronger growth leads to higher rates. For the US, we still expect the Fed funds 
rate to rise to 0.75% in December 2016, and to 1.25% by end 2017. Moving into 
2018, the Fed is expected to tighten further as fiscal policy supports economic 
growth and with US inflation rising, policy rates are expected to end the year at 
2.25%. By that time it is also likely that the Fed will be led by a more hawkish 
chair as Janet Yellen is due to step down in February 2018.   

Elsewhere though interest rates are expected to remain on hold reflecting the 
earlier stage of the cycle in Europe and Asia. The exception is China where 
interest rates are expected to fall further in 2017. We expect the European Central 
Bank (ECB) will extend Quantitative Easing (QE) by six months until September 
next year when it will begin to taper. The Bank of Japan is expected to keep rates 
on hold, but maintain QE as, in a rising US rate environment, purchases will be 
needed to maintain the 10 year Japanese Government Bond (JGB) yield at zero. 
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In the UK, the Bank of England (BoE) is expected to remain on hold over the 
forecast period, balancing the increase in inflation against the slowdown in 
growth. Against this backdrop we would expect the US dollar (USD) to 
strengthen further as investors take advantage of the divergence of monetary 
policy and increasing carry.  

The stronger dollar alongside the rise in bond yields has led to suggestions that 
tighter financial conditions will slow the US economy in the coming months. 
There is a risk of this and as fiscal stimulus does not take effect until later in the 
year there may be a modest effect in 2017. However, on our monetary conditions 
indicator (MCI) the recent moves in the dollar and bond yields have only taken us 
back to levels seen at the beginning of this year. Hence, the moves in the dollar 
and rates to date  have so far only offset loose conditions to bring us to neutral, 
rather than making conditions tight (chart 2). 

Chart 2: US monetary conditions remain neutral    

 
Source:  Schroders Economics Group. 26 November 2016.   

When combined with a loose fiscal policy we see overall policy settings as 
positive for the US. There is considerable uncertainty here. We are assuming a 
fiscal package of around $280 billion (1.5% GDP) made up of a mixture of 
corporate and personal tax cuts plus some infrastructure spending. With a fiscal 
multiplier of 0.5 this would give a boost of 0.75% to GDP in 2018.  

The settings for the other advanced economies are shown in table 1. The key 
point here is that the moves in currency are helping the UK, but remain neutral in 
the Eurozone and Japan. The Eurozone would need to loosen fiscal policy to 
boost the stance of policy, despite the efforts of the ECB. Japan is still hampered 
by the past appreciation of the JPY, but does have a positive fiscal boost which 
seems to be helping the economy. For the UK, the benefit of weaker sterling is 
offset by a tighter fiscal stance (which was not altered by the Autumn Statement).  

Table 1: Policy settings – qualitative growth impact   
 US Eurozone UK Japan 

Monetary conditions 0 0 + - 

Interest rates 0 0 0 0 

Exchange rate 0 0 + - 

Fiscal policy + 0 - + 

Net + 0 0 0 
Source:  Schroders Economics Group. 26 November 2016. 
Note. Monetary conditions are based on our proprietary indicators which weight together 
changes in short and long term interest rates with the move in the real exchange rate. 
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The rising risk of inflation in the US 

The outlook appears to have been improved by the election of Donald Trump as 
president. Markets seem to think so with equity indices recording record highs 
and yield curves steepening. However, a note of caution. As mentioned above 
the US economy is late cycle and does not have the capacity to meet the 
campaign promises of the new president. In particular, efforts to create 25 million 
jobs are likely to result in inflation in an economy where there are only eight 
million registered as unemployed.  

The unemployment rate has fallen significantly over the past seven years and 
although we could see more people come into the labour force we would need to 
see the participation rate rise to record levels (68% on our calculations) when it 
has been falling in recent years (see chart 3). These trends will be exacerbated 
by the incoming president’s aim of cutting immigration. The Fed would react to an 
acceleration in wages by tightening policy and growth begins to decelerate 
toward the end of the forecast. The risk is that we see an overheating of the 
economy followed by a sharper downturn as we go into 2019.    

Chart 3: US unemployment and participation rates 

Source: Thomson Datastream, Schroders Economics Group. 27 November 2016. 

Scenarios 

On the scenario side we have made changes to reflect the election of Trump and 
continuing political risk in Europe.  

First, however we have brought back the “Russian rumble” which assumes that 
President Putin decides to take advantage of a sycophantic US president and 
invade the rest of Ukraine taking the capital Kiev in the process. Western 
sanctions increase and Russia cuts oil and gas supplies to Europe, but there is 
no military response. Oil prices rise as Russian supply is locked out and financial 
market volatility increases in response to heightened geopolitical tension. The 
macro effect is one of stagflation.  
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The two greatest 
risks are related 
to the US 
President-elect: 
big fiscal 
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Chart 4: Scenario grid: outcomes vs. baseline 

Source: Schroders Economics Group. 25 November 2016. Please note the forecast warning at 
the back of the document.  

We have also amended and updated three scenarios.  

“US recession” becomes “Bond yields surge” as the downturn in the US is 
triggered by a severe tightening of monetary conditions as bond yields rise 
sharply on fears of fiscal expansion. Housing and capital spending lead the 
downturn in this scenario. In the previous scenario the recession was triggered 
by a corporate retrenchment but the overall global effect is similar i.e. 
deflationary.   

“Global reflation” becomes “US fiscal reflation” as this seems more likely given 
the differences in international opinion on the merits of fiscal action (Germany 
remains wedded to the balanced budget for example). There is a US fiscal 
stimulus in the baseline (worth around 1.5% GDP), but this is doubled in the 
scenario to 3% of GDP. The result is a major reflation with the Fed having to 
tighten more aggressively to counter the acceleration in wages and prices as the 
US overheats.  

“Brexit shakes EU” becomes “Le Pen breaks Europe”. Of the three major 
elections in the Eurozone in 2017, the French Presidential vote has the greatest 
potential to produce a shock. Front National leader Marine Le Pen is expected to 
lose in a run off, but given the recent dire performance of the opinion polls we 
should not rule out another surprise. If elected she would call a referendum on 
France’s membership of the EU creating the potential for a “Frexit”, the loss of a 
cornerstone of the EU and ultimately the break up of the euro. In this scenario 
the euro comes under significant downward pressure, bond spreads blowout and 
business confidence collapses. Eurozone demand and activity slumps with 
deflationary spill-overs to the rest of the world. 

Probabilities 

Of the remaining scenarios we retain “Secular stagnation”, “Currency wars 
return” and “Trade wars”. Note that the latter now becomes “Trump trade wars” 
and is seen as our highest risk scenario (10%). The central assumption is that 
Trump is too astute to follow through on his threats to put 45% tariffs on China 
and Mexico and, tear up the North American Free Trade Agreement (NAFTA), 
but there is a clear risk that the new President feels obliged to follow through on 
campaign promises. 
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The second highest risk scenario is also Trump-related. US fiscal reflation is 
designed to capture the potential for a really significant package of measures. In 
the baseline we are reliant on House Republicans to oppose tariffs and fiscal 
excess in favour of free trade and balanced budgets. However, there is a clear 
risk that a more adverse scenario emerges particularly given the difficulties the 
new president will have in delivering his economic objectives. The greatest 
danger is on trade where the president can act without congressional approval.  

Combining these scenarios with our probabilities indicates that the risks are still 
skewed toward the downside on growth with a slight tilt toward deflation rather 
than inflationary outcomes (see chart 5 for detailed probabilities). 

Chart 5: Scenario probabilities     

Source: Schroders Economics Group. 25 November 2016. Please note the forecast warning at 
the back of the document.  

 

Baseline, 50%

Currency wars 
return, 5%

US fiscal 
reflation, 9%

Trump trade 
wars, 10%

Bond yields 
surge, 6%

Secular 
stagnation, 7%

Russian rumble, 
6%Le Pen breaks 

Europe, 6%Other, 1%



December 2016 For professional investors only

 

7 
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There have been more upside surprises than disappointments over the past 
quarter when it came to updating our forecast. Peripheral Europe has 
outperformed the core, while the UK continues to defy the Brexit gloom. We 
examine the latest data and update our projections along with introducing our 
2018 forecast.    

Eurozone growth remains steady    

Eurozone real GDP growth was unchanged at 0.3% in the third quarter, 
matching expectations, and marking the 14th consecutive quarter of economic 
expansion (chart 6).      

Chart 6: Eurozone remains robust 

Source: Eurostat, Schroders Economics Group. 29 November 2016.  

Within member states, France reported a pick-up of 0.2% in the third quarter 
compared to a slight contraction in the second quarter; however the result was 
lower than consensus expectations. The French statistics agency (INSEE) 
reported a rebound in domestic demand, although 0.8 of the 0.9 percentage 
point contribution to GDP was due to a build up in inventories. A pickup in 
inventories is usually a concern, but in this instance, there was a reversal in the 
sharp drop in inventories reported in the previous quarter. Offsetting the build-up 
in inventories was net trade, as imports grew by 2.5% compared to just 0.5% 
export growth.  

Like France, Germany also grew by 0.2% in the third quarter, and also 
disappointed consensus expectations. Domestic demand rebounded to 
contribute 0.5 percentage points, with household and government consumption 
providing most of the growth. Net trade was a drag on GDP as exports fell 
slightly but imports rose.  

Elsewhere, Italy beat expectations by growing by 0.3%, while Spain continued its 
impressive run of growth, achieving 0.7%. But the two best performing member 
states were Greece and Portugal, which both recorded 0.8% growth over the 
quarter.       

Eurozone forecast update 

Our forecast for eurozone growth has been revised up slightly for 2016 from 
1.5% to 1.6%, while the 2017 forecast has been revised down to 1.2% (chart 7). 
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The main reason for the downgrade for 2017 is due to the upward revision to the 
inflation forecast. Inflation is forecast to rise from an annual average of 0.2% in 
2016 to 1.3% (previously 1%) in 2017 (chart 8). 

Chart 7: Eurozone GDP forecast       Chart 8: Eurozone inflation forecast  

Source: Schroders Economics Group. 25 November 2016. Previous forecast from August 
2016. Please note the forecast warning at the back of the document.  

It is also worth noting the substantial upward revision to the historical GDP data. 
The level of GDP at the end of 2015 is now 0.6% higher, with the revisions 
spread over 2014 and 2015.    

Once the inflation surge passes as 2017 ends, growth will begin to rebound and 
by the start of 2018, GDP growth is likely to rise to around 1.8% – returning to an 
above trend growth rate, helping to bring down unemployment. This will be aided 
by looser fiscal policy, and stronger growth in the US, which should boost net 
exports.  

Amongst the big member states, Germany has been revised down owing to 
recent weakness in net trade, which has left household consumption playing a 
larger role in Germany’s growth story. This rebalancing is helpful for other parts 
of Europe, but it leaves Germany more vulnerable to a deterioration in the 
purchasing power of consumers. Given the upward revision to inflation, this is 
likely to dampen growth (table 2). 

For France, growth was nudged up slightly, mainly due to looser fiscal policy 
next year, however, with uncertainty around the French presidential election 
likely to be high, we still expect a meaningful slowdown in growth next year. 

In Italy, the political uncertainty is likely to reach a crescendo sooner. By next 
week, the outcome of the referendum on Italian constitutional reforms will be 
known, which may lead to Prime Minister Renzi’s resignation. The Italian FTSE 
MIB equities benchmark is already one of the worst performers this year, with 
investors cautious over the prospects of a significant shock, which could spread 
to the real economy. Our baseline forecast assumes Renzi will lose the 
referendum and his job. The uncertainty that will then follow will hit business and 
household confidence and activity. This could tilt Italy back into recession for the 
first half of 2017.  

The forecast for Spain has been revised up slightly to 2.4% for 2017 thanks to 
what looks to be a strong finish to the year. As with the other major eurozone 
economies, the rise in inflation will cause growth to slow, but Spain’s dynamic 
economy looks strong. 
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By 2018, the big four should all be benefiting from the fall in inflation. Some, like 
Germany, will see a faster rebound thanks to the stronger external environment; 
others, like France and Italy, will continue to struggle due to a lack of structural 
reforms. 

Table 2: Eurozone growth forecast      

 2016 Prev. 2017  Prev. 2018 

Germany  1.8 1.7 1.4 1.8 1.9 

France 1.2 1.2 0.8 0.7 1.3 

Italy 0.8 0.6 0.3 0.6 1.0 

Spain 3.2 2.9 2.4 2.3 2.8 

Eurozone 1.6 1.5 1.2 1.3 1.8 
Source: Schroders Economics Group. 25 November 2016. Previous forecast from August 
2016. Please note the forecast warning at the back of the document. 

ECB will have to defend its policy 

As inflation rises in the coming months close to 2%, the ECB is likely to face 
considerable pressure to scale back its stimuli programmes. However, we expect 
it to hold firm and argue that much of the rise in near-term inflation is likely to be 
temporary. Core inflation (excluding fuel, food, alcohol and tobacco) remains 
subdued at just 0.8%. Growth in wages in most euro member states remains 
below historical averages. Germany is the exception, where a tight labour market 
is helping lift wages more meaningfully. But even there, wage growth is far from 
being a concern.   

We continue to forecast the ECB to cut the deposit rate further to -0.5%, and to 
confirm the continuation of its quantitative easing programme for six months. As 
growth begins to rebound in the second half of next year, the ECB should at that 
stage announce a tapering of purchases at the rate of €10 billion per month, 
which extends the programme until May 2018. To extend the programme any 
further will be difficult both politically and from a practical perspective owing to 
the lack of supply of bonds.  If the ECB does however decide to add more 
stimulus than we are forecasting, then it may have to look at its bond buying 
rules. A simple change in the share of issuance limits would help, or a move to 
buy equities (through ETFs) could also work, although the latter would be 
controversial.    

UK forecast: counting the cost of Brexit    

The UK economy continues to defy more downbeat expectations given the Brexit 
referendum result. The household sector’s unrelenting demand is supporting 
growth, while corporates have started to dip their toes back in the water, with a 
small rise in business investment.  

The UK growth forecast has been revised up for this year from 1.7% to 2.1%, 
and from 0.6% to 1.4% for next year (chart 9). Some of the slowdown in the 
forecast is related to weaker business investment, but the biggest factor will be 
the rise in inflation. Like in the eurozone, the dynamics of energy inflation are 
likely to drive inflation higher. However, the depreciation in sterling will also play 
a major role, exacerbating energy inflation, and also lifting import price inflation 
for households. Given the household savings rate is close to the lows last seen 
in 2008, there is little in the way of a buffer available to soak up the inflation 
pressure. Therefore, UK households are very likely to trim the growth in 
expenditure, which in turn will soften activity.  
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Annual inflation is forecast to rise from 0.8% in 2016 to 2.9% in 2016, before 
easing back to 1.9% in 2018 (chart 10). 

Chart 9: UK GDP forecast                  Chart 10: UK inflation forecast 

Source: Schroders Economics Group. 25 November 2016. Previous forecast from August 
2016. Please note the forecast warning at the back of the document.      

BoE likely to remain on hold 

Given the less negative outlook for the economy, the BoE is likely to remain on 
hold with regards to interest rates and QE for the foreseeable future. This means 
that gilt purchases will be halted in January, although there will be a small 
amount of corporate credit still being purchased for several more months. 
Governor Mark Carney delivered a more hawkish presentation of the November 
Inflation Report than expected and warned that there was a limit to the Bank’s 
tolerance of inflation.  

With unemployment so low, there is a risk that the labour force manages to 
demand higher pay to compensate for the rise in inflation. This could prolong the 
rise in inflation as wages and prices feed on themselves. In this instance, the 
Bank has warned that it would raise interest rates. However, given the 
uncertainty over Brexit that companies and households face, we believe that a 
wage-price spiral is unlikely, and that both sides will remain cautious in their 
behaviour.   

Fiscal fumble: more slippage than a reset of policy 

With the BoE providing as much room to manoeuvre as possible, it was the turn 
of the government to react with fiscal policy to the challenge of Brexit. On 
23 November, Philip Hammond delivered his first public finances update since 
replacing George Osborne as chancellor, and provided the first update since the 
UK’s vote to leave the European Union. As had been widely expected, the 
Autumn Statement was dominated by the economic impact from the Brexit 
shock, but also the implications for the exchequer. In an attempt to “reset fiscal 
policy”, it appears that the government has decided to allow borrowing to rise, 
while only providing a small amount of relief. 

The independent Office for Budgetary Responsibility (OBR) revised down its 
GDP growth forecast, and revised up its inflation projection in response to the 
referendum result. Predictably, the worsening economic outlook meant a likely 
deterioration in the public finances. The OBR’s new forecast includes an 
additional £122 billion of debt over the next five fiscal years.  
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Public sector net borrowing is still expected to fall over the coming years, but 
rather than achieving a surplus of 0.5% of GDP by 2020 as previously planned, 
the chancellor now expects to run a deficit of 0.7% by 2021/22. Debt is forecast 
to continue rising and then peak in 2017/18 at 90.2% of GDP, before coming 
down to 81.6% by the end of the forecast period. 

Of the cumulative five-year £122 billion1 borrowing overshoot announced in the 
update, £58.6 billion is attributed to the impact of Brexit (chart 11). This includes 
not only a cyclical slowdown and higher inflation but also lower productivity 
growth and lower migration. Putting Brexit to one side, the OBR expects the 
government to spend more and receive less in tax receipts than it had previously 
expected (excluding new commitments). This is worth £25.6 billion and can be 
thought of as a revision to the previous revenue and spending forecasts. The 
final key figure is £25.9 billion, which is the cumulative cost of the policy 
announced in the Autumn Statement. It is made up of £7.1 billion of extra welfare 
spending, £6.3 billion of extra departmental spending, £14.2 billion of additional 
spending on infrastructure, and finally a net tax gain of £2.3 billion. It is worth 
noting that the £14.2 billion of extra infrastructure spending is worth just 0.7% of 
GDP over five years (or 0.13% per annum). 

Chart 11: Contributing factors to the UK’s projected extra debt 

Source: OBR, Schroders Economics Group. 28 November 2016. 

At first glance, the new chancellor appears to have changed the direction of 
fiscal policy. However upon closer inspection, it is clear that very little has 
changed and fiscal policy will still be tightened in coming years. When comparing 
the latest fiscal impulse with the same measure from March, the government will 
tighten fiscal policy by 0.7% of GDP per year over the next three fiscal years. 
This is just 0.2 percentage points less than in March. The main change is for 
policy in 2019/20, where Osborne had planned a 1.5% of GDP tightening of 
policy, Hammond has reduced this to 0.9% of GDP. While Osborne’s back 
loaded austerity always looked unrealistic, Hammond has just re-assured his 
party that fiscal tightening will not be stepped up aggressively in the run up to the 
2020 election. 

 

 

                                                 
1Note: £11.9 billion is attributed to classification changes. Therefore, £110.2 billion is a fairer like-for-like comparison with the 
March projection. 
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Missed opportunity 

We never believed the previous chancellor’s threat of a post-Brexit punishment 
budget; however, we expected greater support for the economy from Hammond 
given the overtures of a “fiscal policy reset”. Yes, Hammond is abandoning 
previous fiscal rules, but only after failing to meet all of them, and only to replace 
them with a less credible promise to fix public finances in the next parliament. 
The chancellor has acknowledged the negative economic impact from Brexit 
(even if many in his party remain in denial), but he has decided to continue to 
tighten fiscal policy, which may prove to be a hawkish mistake in years to come. 

Even if he does not believe the cyclical slump that the OBR is projecting, he has 
a very rare opportunity to provide badly needed investment in public 
infrastructure at close to zero interest rates, yet his cautious approach means the 
additional spending announced barely moves the dial. Chart 12 shows the cost 
of debt servicing (interest costs) is currently close to record lows, and is 
expected to fall further, while only a timid rise in public sector net investment is 
planned. The government has missed a great opportunity to use its balance 
sheet to boost investment and long-term productivity. 

Chart 12: Hammond’s missed opportunity to boost public investment 

Source: OBR, Schroders Economics Group. 28 November 2016. 
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 Chimerican stimulus pushes EM onwards     
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Small growth downgrades for the BRICs this time round, except China where we 
abandon the hope of meaningful reform for at least another year. Instead we 
expect as much stimulus (largely fiscal) as is needed to keep growth on target 
and provide President Xi with the political capital he needs heading into a 
potential power struggle. We also need to assess the impact of a Trump 
presidency on the BRIC economies, but for the most part we expect it to be fairly 
limited. Smaller and more open emerging market economies will likely see larger 
effects, on the whole. For now, the assumption that we see more of the Trump 
infrastructure stimulus and less of the Trump trade war helps propel overall EM 
growth upward, as does our upgrade of Chinese growth, despite slight 
downgrades elsewhere.     

Table 3: BRIC forecast summary  

% per annum GDP Inflation 

2015 2016f 2017f 2018f 2015 2016f 2017f 2018f 

China 6.9  6.6 6.5 6.2 1.5 2.0 2.3 2.2 

Brazil -3.8 -3.6 0.6 1.5 9.0 8.8 5.7 5.3 

India 7.0 7.3 7.7 7.9 5.0 5.0 4.7 5.0 

Russia -3.7 -0.3 1.4 1.6 15.3 7.2 6.1 5.2 

Source: Thomson Datastream, Schroders Economics Group. 28 November 2016. 

China: sails to the wind, worry about the mast later 

Though policy tightening continues, with the central bank reducing market 
liquidity, this is not the start of a new direction for macroeconomic policy. What 
we are seeing is another “mini-cycle” of the type common in China, where 
expansionary policy (like the credit surge at the start of this year) leads to 
overheating concerns and a tightening response. However, when growth begins 
to slow again, policy is once more eased. This is despite the ever growing debt to 
GDP ratio in China and an ever growing list of asset bubbles, and looks set to 
continue at least until the 19th National Congress meeting in November next 
year.  

Difficult though it is to read Chinese policy intentions, it seems to be very much 
the case that growth will be placed above all other concerns for the next year, 
possibly to give President Xi political leverage for the National Congress meeting 
where he will seek to entrench his power. Until now, we had assumed that spare 
capacity reductions and concerns over rising instability would necessitate tighter 
policy and slower growth. However, following our recent visit to China it is 
apparent that capacity reduction will have limited impact on production and that 
the government believes it has sufficient control that another year of pumping up 
the debt burden is not a concern. Consequently, and in light also of a stronger 
Q3 than expected, we revise up our growth forecast for this year and next, from 
6.4 and 6.2 to 6.6 and 6.5 respectively. 

Still, we maintain our belief that at some point the pro-growth policies will have to 
be truly reined in, and we are not such China bears as to think that the 
government is oblivious to this fact. President Xi has, in earlier roles, been 
responsible for successful economic reform and we do not think he is opposed to 
them out of principle. For now then, our forecast reflects an assumption that 
having consolidated power in the 2017 Congress, Xi focuses his attention on 
building a sustainable economy, lowering the growth target (say to around 6%) to 
provide some space for tighter monetary policy. This sees a modest slowdown in 
2018. Globally, we think US policy – in our base case – is likely to be neutral to 
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positive for Chinese growth. We assume limited tariffs aimed at symbolism rather 
than effect, and a fiscal policy demand boost that should support demand for 
some Chinese products. Meanwhile, the US withdrawing from the Trans-Pacific 
Partnership opens up opportunities for China to create its own trade deals in the 
region - though the effects will likely be felt outside the forecast window. More 
aggressive trade policy from the US, however, would pose a downside risk to our 
forecast, as reflected in our risk scenarios. 

In general, we see the policy mix as firmly pivoting toward the fiscal side. Partly 
this is because Xi has already expressed this preference, but also because the 
central bank is opposed to much further monetary easing over currency and 
asset bubble concerns. We will likely see a substantial increase in the municipal 
bond issuance quota for next year, and only modest monetary easing mainly 
aimed at maintaining system liquidity in the face of capital outflows. In a world 
with a stronger dollar and higher rates, we expect a continued but gradual 
depreciation of the renminbi (CNY) as the currency is managed against its 
basket, and capital flows offshore in search of higher yields and portfolio 
diversification. We would note that although there has been a lot of talk by 
President-elect Trump of labelling China a currency manipulator, it does not in 
fact meet the Treasury criteria. Furthermore, the currency has been much more 
stable than most emerging market counterparts since the US election. Chart 13, 
below, shows CNY performance compared to other EM currencies, and also to 
its own trade weighted basket. Based on this, and capital flows data, China is if 
anything keeping the currency too strong rather than too weak, fighting 
depreciation pressure. 

Chart 13: Renminbi stays calm as dollar surges  

Source: Thomson Datastream, CFETS, Schroders Economics Group. 28 November 2016    

Brazil: a very gradual recovery 

2016 has been a tumultuous year for Brazil but one which had generated some 
optimism about the country’s future. Does the election of Donald Trump in the 
United States change that? 

Brazilian assets sold off along with the rest of emerging markets in the election 
aftermath, with the currency initially much harder hit than many others (bar the 
Mexican peso). But it is not clear why this should be the case: Brazil was not 
singled out for higher tariffs, nor is it particularly reliant on trade (exports 
amounted to 13% of GDP in 2015, similar to the US at 12.6%), so any trade war 
should impact Brazil less than other economies. Further, the Trump infrastructure 
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plan has provided strong support for commodities prices, and one of Brazil’s 
major exports is iron ore. 

Where Brazil is more vulnerable, however, is the reliance of its corporates on 
dollar borrowing. Given the increase in Treasury yields since the election, many 
will face more expensive debt when they come to refinance, and this will drag on 
growth. However, this will apply mainly to short term debt, given that US bond 
yields today are generally only back to January 2016 levels, and EMBI spreads 
are still tighter than at the start of the year. We revise down our growth forecast 
for 2017 to reflect this, and also the slightly weaker activity data in 2016. Overall 
though, the impact is modest and it should not prevent Brazil’s ongoing recovery 
to its trend growth rate, a process which should be complete by 2019. 

Chart 14: Brazil is more insulated from trade wars than other BRICs 

Source: World Bank, Schroders Economics Group. 28 November 2016. 

Perhaps a bigger threat to Brazilian hopes comes from the waves of scandal 
washing over the new government, which has lost a minister a month on average 
since assuming power. News that 80 employees of Odebrecht, a construction 
company heavily involved in the kickback scandal Lava Jato, are negotiating plea 
bargains, will only add to this pressure. Though not yet enough to topple the 
government, this does increase the difficulty of passing much needed fiscal 
reforms, without which borrowing costs will rise still further.   

Inflation might see a slight increase on the back of the recent depreciation, but 
with the USDBRL rate seemingly topped out at around 3.4, and inflation pass 
through low in a relatively closed economy, it should not create a huge problem. 
Certainly, we do not expect the central bank’s easing cycle to be derailed. A lot of 
recent inflation in Brazil had been caused by one-off increases in regulated 
prices, and these adjustments should now be largely complete. Inflation 
dynamics then revert to a mix of cost push and demand pull, with neither exerting 
much pressure in an economy where unemployment is rising and growth is far 
below trend. Inflation should come down quite some way next year compared to 
2016. However, supply side constraints will likely make it difficult for inflation to 
hit its 4.5% target even in 2018. Consequently, we expect around 200 bps of cuts 
in 2017 and a further 200 bps in 2018, to take rates to 10% by the end of the 
forecast period. 
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India: an unexpected and controversial reform          

Prime Minister Modi’s latest high profile reform effort is proving to be perhaps his 
most controversial and unpopular. On Tuesday 8th November, Modi announced 
that 500 and 1000 rupee notes would no longer count as legal tender. In a 
sentence, he removed 86% of the supply of banknotes, leaving only small bills 
until new notes can be issued. Weeks later, long queues remain at banks and 
ATMs.          

The move is aimed at tackling corruption and the black economy, where large 
denomination notes prove a useful way of bypassing tax collectors. It is unclear 
how effective the move will be in this regard, given the many workarounds 
already used, and also that profits from truly large scale corruption are unlikely to 
be stored even in 1000 rupee notes, but rather in property and foreign bank 
accounts. In all likelihood it is the smaller fry who will be caught by this dragnet. 
Apart from that, there will be a large degree of disruption for consumers, with 
cash accounting for a large proportion of transactions in India – particularly in the 
informal economy which amounts to almost half of GDP. There will be a macro 
impact too from the contraction in the effective money supply, given that 
consumers are unable to use the notes and banks (following central bank 
intervention, described below) are unable to utilise the deposits. This prompts a 
downward revision of our growth forecast for the remainder of 2016 and into 
2017. We expect some increased fiscal spending to help offset weaker private 
consumption. Still, even after the downgrade there are more downside than 
upside risks to the growth outlook, dependent on the speed with which new notes 
can be rolled out, and the extent of the policy response. 

The notes remain valid for deposit in bank accounts until the year end, and this 
has seen a surge in bank deposits. The resultant fall in interest rates and 
increase in liquidity has prompted short term intervention by the central bank, in 
the form of a temporary 100% cash reserve ratio requirement for new deposits. 
This greatly reduces the scope for a growth boosting credit expansion resulting 
from the increase in deposits.                

Chart 15: India has enjoyed falling inflation this year            

Source: Thomson Datastream, Schroders Economics Group. 28 November 2016.          

While the immediate effect of the demonetisation could actually be inflationary 
thanks to supply disruptions, the impact on demand should mean we see 
downward pressure on inflation once the dust has settled. However, this is only 
one reason for the downgrade to our inflation forecast. Inflation has also been 
easing sharply in the second half of 2016 (chart 15) driven by food prices. 
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Combined, this should give the central bank enough space for a further 25 bps 
rate cut this year, and opens up the possibility of another rate cut in 2017 too.        

Russia: recovery will survive fiscal consolidation      

Coming into the final quarter of this year, Russia’s economy is still contracting but 
at a slower pace. Construction and industrial production seem to be leading the 
improvement, with retail trade lagging behind, reflecting a more general split 
between industry and the consumer. This is perhaps to be expected given that 
unemployment typically lags an economic downturn, with a similar impact on 
wage growth. We make minor, mechanical downgrades to growth this year and 
next, but in general still see growth recovering to its low trend level in 2017/18.      

Chart 16: Consumer recovery is taking a little longer in Russia   

Source: Rosstat, Thomson Datastream, Schroders Economics Group. 28 November 2016.    

Fiscal policy will be slightly less supportive of growth next year and in 2018, 
based on the draft budget submitted to parliament. The current target is for the 
budget deficit to peak this year at 3.7% of GDP, narrowing to 3.2% in 2017. This 
assumes a $40 per barrel oil price, which may prove overly pessimistic based on 
the futures curve. With much of the narrowing projected to come from lower 
spending, a stronger than forecast oil price raises the prospect of greater fiscal 
support as an upside risk. The government could alternatively choose to save the 
windfall and narrow the deficit more rapidly, and so avoid tapping the National 
Wealth Fund. 

Inflation has been slowing, helped by rouble strength for much of the year and 
weak demand. October saw consumer price inflation slow to 6.1% y/y, the lowest 
reading since January 2014. This has seen us revise down our 2016 and 2017 
inflation forecasts, though we do not expect inflation to hit the 4% target over the 
forecast period given stronger growth and some currency weakness (or at least 
an end to the tailwind provided by a strengthening currency).  

The central bank has issued quite clear forward guidance, stating there would be 
no further easing this year and giving March 2017 as the earliest resumption 
date. Recent currency weakness following the US presidential election will likely 
reinforce this caution. In addition, the central bank is concerned that the 
disinflation seen so far has been driven by one-off factors (earlier rouble 
appreciation, good harvest pushing food prices down), and is also worried about 
relatively sticky inflation expectations, though they have been falling. For our 
part, we expect cuts to resume in Q1 2017, and think we could see up to 200 bps 
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of cuts by year end. 

In terms of risks, we could speculate about the OPEC decision, but arguably far 
too much has already been written elsewhere on this, and as we are not oil 
specialists we can not add much. Suffice to say that a higher oil price, particularly 
if Russia does not have to cut its own production, would provide an upside risk to 
our growth forecast without resulting in much, if any, additional inflation. Beyond 
oil, the immediate fallout for Russia from the presidential election in the US is 
rather limited. We have seen some currency weakness, but unlike China or 
Mexico, President-elect Trump seems to have a high opinion of Russia’s 
government. This does not generate much economic upside, but probably gives 
President Putin greater geopolitical leeway. We do see a risk that this leads to 
another destabilising political event, if Putin decides Trump is unlikely to 
intervene in eastern Europe, and so invades, or instigates further conflict with, 
Ukraine. Inflamed tensions and heightened European sanctions would follow, 
generating a stagflationary shock to Russia and much of the world.  
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Schroder Economics Group: Views at a glance 
Macro summary – December 2016 

Key points 
Baseline 

 We have raised our global growth forecast to 2.6% for 2016 as a result of better than expected outturns for 
Q3. 2017 has also been upgraded to 2.8%, led by a more optimistic view on the emerging markets, the UK 
(smaller effect of Brexit) and the US (fiscal loosening). Inflation rises modestly due to higher oil prices. In 
2018, global growth is accelerates to 3% thanks to the full impact from US fiscal policy and falling inflation 
in Europe helping to boost demand.  

 The US Fed is expected to raise rates in December by 25 bps, so taking fed funds to 0.75%. With inflation 
rising, further rate increases are expected in 2017 to 1.25% by end year, with the Fed moving cautiously 
on concerns about its impact on the rest of the world. In 2018 as the economy accelerates and inflation 
rises further the Fed steps up the pace of tightening to take rates to 2.25% by year end.  

 UK to slow following Brexit vote. The initial shock will cause business investment to fall, eventually leading 
to lower employment and wage growth. By 2017, the household sector will also feel the impact, but the 
economy should avoid recession. The pound has fallen sharply which will result in higher inflation, but 
there are further downside risks to the currency. The BoE is expected to remain on hold now as growth 
has not fallen by as much as expected, while inflation is set to rise sharply. Growth improves in 2018, but 
Brexit uncertainty is expected to keep growth sub-trend, 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 ECB will face mounting pressure to cut back its stimuli programmes due to higher 
inflation, but is likely to extend QE for 6 months to September 2017 before tapering. The outlook for 2018 
is more promising as inflation falls back, and external performance is boosted by better growth elsewhere.  

 Japanese growth forecast at 1.4% (unchanged) in 2017 and inflation at 0.8% (prev.1.2%). We no longer 
expect the BoJ to cut rates further, but is likely to add more QE to keep 10 year JGB yields close to zero.  
Easier fiscal policy provides temporary boost to growth in 2016 and early 2017.  

 Growth in emerging economies upgraded as the region benefits from better external demand and firmer 
commodity prices. Tighter US monetary policy poses a challenge but currencies have already adjusted 
substantially. Concerns over China’s growth to persist, but further fiscal support and monetary easing 
expected in the run up to the 2017 Party Congress.  

Risks 

 Risks skewed towards weaker growth on fears of secular stagnation, US recession and political risk in 
Europe. Inflationary risks stem from more aggressive Trump policy on fiscal policy or trade tariffs. 

Chart: World GDP forecast  

 
Source: Thomson Datastream, Schroders Economics Group, November 2016 forecast. Please note the forecast warning 
at the back of the document. 
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Schroders Forecast Scenarios 

 
*Scenario probabilities are based on mutually exclusive scenarios. Please note the forecast warning at the back of the document. 

Scenario Summary Macro impact Probability* Growth Inflation
Baseline After a series of downgrades our forecasts for global growth have been revised up with 2016 now 

expected to come in at 2.6% (previously 2.3%) and at 2.8% in 2017 (previously 2.6%). The increase for 
this year largely reflects a better than expected performance for global growth in q3 which is extending 
into q4. For next year the upgrade is primarily led by a more optimistic view on the emerging markets 
(China upgraded to 6.5%), the UK (which appears to be weathering the effect of Brexit better than 
expected) and the US (where the benefits of looser fiscal policy begin to come through later in the year). 
Going into 2018 growth is expected to pick up further to 3% as US fiscal expansion fully kicks in helping lift 
growth across the world economy. Inflation is expected to pick up in 2017 to 2.4% from 2% in 2016, led by 
oil price effects in the Advanced economies. These effects moderate in 2018, but at the wider level are 
largely offset by higher core inflation in the US to leave global inflation at 2.3%. 

We expect the Fed funds rate to rise to 0.75% in December, and to 1.25% by end 2017. Moving into 2018, 
the Fed are expected to tighten further as fiscal policy supports economic growth and with US inflation 
rising, policy rates are expected to end the year at 2.25%. Elsewhere though interest rates are expected to 
remain on hold reflecting the earlier stage of the cycle in Europe and Asia. The exception is China where 
interest rates are expected to fall further in 2017. We expect the ECB will extend QE by six months until 
September next year when it will begin to taper. The Bank of Japan is expected to keep rates on hold, but 
maintain QE as, in a rising US rate environment, purchases will be needed to maintain the 10-year JGB 
yield at zero. Against this backdrop we would expect the USD to strengthen across the board as investors 
take advantage of the increasing carry. 

50% - -

1. Currency wars 
return

Sustained capital outflows cause China to devalue the CNY by 10% in Q1 2017. Japan, which counts 
China as its largest trading partner, responds by devaluing the JPY by 8%. This is likely to be achieved 
through a combination of rate cuts and increased QQE. The ECB then responds by stepping up its own 
QE programme and pushing the EUR down by 10%. Hence the currency wars restart, a development 
which unnerves financial markets who see it as a symptom of a chronically weak world economy. Weaker 
equity markets then have a further knock on effect to activity through negative wealth effects, slower 
consumption and weaker investment as growth expectations decline.

The impact on the world economy is modestly deflationary. The currency moves largely cancel each other 
out over the forecast period. There is, however, a redistribution of growth with those who devalue only 
gaining a temporary benefit. However, the USD does strengthen as a result of each devaluation, thus 
putting deflationary pressure on the US. There is also a general deflationary effect on activity from 
heightened financial market volatility. 

5% -0.3% -0.1%

2. US fiscal reflation President Trump is true to his word and succeeds in pushing a massive stimulus package through 
Congress (3% GDP versus 1.5% in the baseline). Global growth accelerates to 3.7% in 2018 with the US 
growing at just over 4%. Demand spills over and boosts growth in the rest of the world whilst an increase 
in animal spirits further boosts activity through stronger capex. However, higher commodity prices (oil 
heading toward $70/ b) and tighter labour markets push global inflation up to nearly 3% in 2018. US Fed 
funds reaches 3.25% by the end of 2018, 100 basis points higher than in the baseline. 

Reflationary: stronger growth and higher inflation compared to the baseline. Central banks respond to the 
increase in inflationary pressure with the fastest response coming from the US, which is more advanced in 
the cycle compared with the Eurozone where there is considerable slack. As well as raising rates to 3.25% 
by end-2018, the FED starts to actively unwind QE by reducing its balance sheet. Although there is little 
slack in Japan, higher wage and price inflation is welcomed as the economy approaches its 2% inflation 
target. This is likely to lead the BoJ to signal a tapering of QQE, with modest increases in interest rates. 
Fed action and inflation concerns result in tighter monetary policy in EM compared to the baseline.  The 
ECB also starts to unwind QE and raises rates. 

9% +0.8% +0.7%

3. Trump trade wars The election of Donald Trump as President brings a more protectionist tone to US trade policy with a 
significant increase in tariffs. The president imposes tariffs on China and Mexico and tears up NAFTA. 
Other countries retaliate and the world economy descends into a trade war. 

Stagflationary:  Higher tariffs push up inflation and reduce demand thus pushing the world economy in a 
stagflationary direction. Countries which are dependent on international trade are most vulnerable in this 
scenario. Local scarcity and a mismatch of supply and demand causes commodity prices to rise pushing 
the world economy further in a stagflationary direction. 

10% -0.4% +0.6%

4. Bond yields surge Concerns about the scale of fiscal stimulus lead to a major sell off in bond markets. The tightening of 
monetary conditions then tips the US economy into recession in 2017 H1. Corporate confidence and the 
equity market are badly hit, resulting in widespread retrenchment. Weaker demand from the US hits global 
activity.

Deflationary: weaker global growth and inflation compared to baseline as the fall in US demand hits activity 
around the world. The fall in inflation is given added impetus by a drop in commodity prices, which then 
adds to pressure on energy and mining companies and producers. The Fed is not expected to raise rates 
in December and has to ease by Q1 2017 when rates are cut back again and the QE programme 
restarted. Interest rates are generally lower around the world with all the major central banks cutting rates 
further.

6% -1.0% -0.9%

5. Secular stagnation Weak demand weighs on global growth as households and corporates are reluctant to spend. Animal 
spirits remain subdued and capex and innovation depressed. Households prefer to de-lever rather than 
borrow. Adjustment is slow with over capacity persisting around the world, particularly in China, with the 
result that commodity prices and inflation are also depressed. 

Deflationary: weaker growth and inflation vs. baseline. The world economy experiences a slow grind lower 
in activity.  As the effect from secular stagnation is more of a chronic than acute condition it takes policy 
makers time to identify the trend. However, as economic activity fails to accelerate, more stimulus is added. 
The US reverses its interest rate hike, while the ECB and BoJ prolong their QE programmes. 

7% -0.8% -0.7%

6. Russian rumble Russia invades the rest of Ukraine. The west retaliates by significantly increasing sanctions and Russia 
cuts gas and oil supplies to Europe.

Stagflationary. Europe is hit by the disruption to energy supply resulting in a fall in output as alternative 
sources are put in place. Higher oil prices hit global inflation and the breakdown of relations between 
Russia and the west creates significant volatility in financial markets.

6% -0.5% +0.6%

7. Le Pen breaks 
Europe

The UK’s decision to leave the EU galvanises anti-EU support across Europe. Large and widespread 
protests follow as anti-establishment parties gain momentum. France, the cornerstone of the project 
elects Marie Le Pen as President who then holds and wins a “Frexit” referendum in Q4 2017. France 
begins to negotiate its withdrawal, but does not actually leave in 2018.  The future of the euro and EU are 
cast into doubt.

Lower growth vs. baseline.  The EUR comes under great pressure as investors fear the break-up of the 
EU. Bond spreads blow out and business confidence collapses. Monetary policy is loosened further in 
Europe, and with currency depreciation, inflation is higher vs. the baseline. However, this is ultimately a 
deflationary shock for the world economy as a result of weaker demand from Europe. 

6% -0.7% -0.0%

8. Other 1% - -

Cumulative 2017/18 global vs. baseline
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Schroders Baseline Forecast 

 

  

Real GDP
y/y% Wt (%) 2015 2016 Prev. Consensus 2017 Prev. Consensus 2018
World 100 2.8 2.6  (2.3) 2.5 2.8  (2.6) 2.8 3.0

Advanced* 62.6 2.1 1.6  (1.5) 1.5 1.7  (1.6) 1.7 2.0
US 27.0 2.6 1.6  (1.5) 1.5 1.9  (1.8) 2.2 2.5
Eurozone 17.4 1.9 1.6  (1.5) 1.6 1.2  (1.3) 1.3 1.8

Germany 5.1 1.5 1.8  (1.7) 1.8 1.4  (1.7) 1.3 1.9
UK 4.3 2.2 2.1  (1.7) 2.0 1.4  (0.6) 1.1 1.5
Japan 6.2 0.6 0.8  (0.7) 0.6 1.4 (1.4) 0.9 0.9

Total Emerging** 37.4 4.1 4.2  (3.8) 4.2 4.7  (4.4) 4.6 4.7
BRICs 24.2 4.8 5.0  (4.4) 5.1 5.5  (5.1) 5.5 5.5

China 16.4 6.9 6.6  (6.4) 6.7 6.5  (6.2) 6.4 6.2

Inflation CPI 
y/y% Wt (%) 2015 2016 Prev. Consensus 2017 Prev. Consensus 2018
World 100 1.6 2.0  (2.2) 1.9 2.4  (2.5) 2.4 2.3

Advanced* 62.6 0.2 0.8  (0.9) 0.7 1.7 (1.7) 1.7 1.5
US 27.0 0.1 1.3  (1.5) 1.2 2.0  (2.3) 2.3 2.3
Eurozone 17.4 0.0 0.2  (0.3) 0.2 1.3  (1.0) 1.3 0.9

Germany 5.1 0.1 0.4  (0.5) 0.4 1.3  (1.7) 1.6 0.8
UK 4.3 0.0 0.8  (1.0) 0.7 2.9  (2.6) 2.5 1.9
Japan 6.2 0.8 -0.3  (-0.1) -0.2 0.8  (1.2) 0.4 0.9

Total Emerging** 37.4 3.9 4.1  (4.4) 3.9 3.7  (3.8) 3.5 3.6
BRICs 24.2 3.9 3.6  (4.0) 3.3 3.3  (3.5) 3.0 3.2

China 16.4 1.4 2.0 (2.0) 1.9 2.3  (2.0) 2.0 2.2

Interest rates 
% (Month of Dec) Current 2015 2016 Prev. Market 2017 Prev. Market 2018 Market

US 0.50 0.50 0.75 (0.75) 0.97 1.25 (1.25) 1.32 2.25 1.74
UK 0.25 0.50 0.25  (0.10) 0.41 0.25  (0.10) 0.56 0.25 0.80
Eurozone (Refi) 0.00 0.05 0.00 (0.00) 0.00 (0.00) 0.00
Eurozone (Depo) -0.10 -0.30 -0.50 (-0.50) -0.50 (-0.50) -0.50
Japan 4.35 0.10 -0.10  (-0.30) 0.06 -0.10  (-0.40) 0.06 -0.10 0.05
China 4.35 4.35 4.35  (3.50) - 3.50  (3.00) - 3.50 -

Other monetary policy
(Over year or by Dec) Current 2015 2016 Prev. 2017 Prev. 2018

US QE ($Bn) 4452 4487 4448  (4475) 4430  (4493) 4412
EZ QE (€Bn) 215 159 455  (1552) 1355  (2512) 1455
UK QE (£Bn) 388 375 428  (438) 444  (565) 445
JP QE (¥Tn) 457.2 383 467  (453) 547  (493) 667
China RRR (%) 17.00 17.50 17.00  15.00 16.00  13.00 16.00

Key variables
FX (Month of Dec) Current 2015 2016 Prev. Y/Y(%) 2017 Prev. Y/Y(%) 2018 Y/Y(%)

USD/GBP 1.24 1.47 1.25 (1.25) -15.2 1.20 (1.20) -4.0 1.12 -6.7
USD/EUR 1.07 1.09 1.06 (1.06) -2.4 1.00  (1.04) -5.7 0.95 -5.0
JPY/USD 109.0 120.3 110.0  (100.0) -8.6 112.0  (105.0) 1.8 115.0 2.7
GBP/EUR 0.87 0.74 0.85 (0.85) 15.1 0.83  (0.87) -1.7 0.85 1.8
RMB/USD 6.85 6.49 6.90  (6.85) 6.3 7.15 (7.15) 3.6 7.50 4.9

Commodities (over year)
Brent Crude 46.2 53 44.9  (43) -14.8 50.1  (47) 11.6 53.0 5.9

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

Previous forecast refers to August 2016. Latest forecast includes historic revisions and revised w eights to the contribution of global GDP

-0.30 -0.23 -0.09

Source: Schroders, Thomson Datastream, Consensus Economics, November 2016

Market data as at 15/11/2016

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New  Zealand, Singapore, Sw eden, Sw itzerland, United Kingdom
United States.
** 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.
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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 
2016 2017

  

2016 2017

 

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 
communications, strategies or funds. This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument 
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 
Financial Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. Reliance should not be placed on the views and 
information in the document when taking individual investment and/or strategic decisions. For your security, communications may be taped or monitored. 
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Chart B: Inflation consensus forecasts 

Source: Consensus Economics (November 2016), 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. 


