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MACRO HIGHLIGHTS 
WEEK OF 22 AUGUST 2016 

0BOUR HIGHLIGHTS: 
 

 Our outlook of the week: The summer was quiet 
 Actions by the central banks have resulted in a favourable environment for financial assets.  
 But further out, the disconnect with the economic cycle will fuel uncertainty.    

 
 Focus on the USA: US Elections – programmes are published 

  With the presidential election only 80 days away, Hillary Clinton is leading Donald Trump in the polls. 
 If Clinton wins, she would likely be stymied by a divided Congress (Democratic Senate, Republican House). 
 If Trump prevails, the spectre of rising debt could generate considerable uncertainty among investors.   

 

OUR OUTLOOK OF THE WEEK   

THE SUMMER WAS QUIET 
François Léonet, Economist, Emerging countries, f.leonet@edr.com 

 

During the summer of 2016, volatility remained low, unlike last summer, which was unsettled by the yuan’s 

surprise depreciation and by questions surrounding the Greek bailout. This summer’s calm can be 

attributed largely to the lower probability of a global recession thanks to the major central banks’ 

proactive monetary policies, especially since the Brexit vote. Emerging markets fared best in this 

environment. Benefiting from a comparatively lower valuation and getting a boost from the rebound by 

commodities, they outperformed developed stock markets over the summer (+9.7% vs. +5.1% since the start of 

July, see the left-hand chart on the following page). These developments are in line with our growth forecast 

and our interest-rate scenario. And with the next rise in US interest rates unlikely before December, emerging-

market central banks can focus on supporting domestic economic activity through possible rate cuts.  

 

The diverging trajectories between emerging and developed stock markets correspond to our 

growth projections, which call for accelerating global growth in the second half thanks to expansionary 

monetary policies and the rebound by commodities. Economic activity in developed countries continues to 

expand, while emerging economies appear to have reached a low point in their economic cycle and should now 

experience a pick-up in growth.     

 

mailto:f.leonet@edr.com
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Emerging markets fared well over the summer 

 

Stimulus measures will be scaled back

 

 

Chinese economic activity, which is a key variable in the performance of the entire emerging-market sector, has 

stabilised, and this is a positive development. Still, structural imbalances in that country remain as challenging 

as ever, and these include high levels of debt and a declining marginal return on investment. The scope of the 

government’s stimulus measures will continue to be scaled back in the second half of the year. New 

lending and a rise in investment, retail sales and industrial production should follow the same easing trend (see 

right-hand chart). None of this should prevent the government from achieving its +6.5% GDP growth target for 

2016, however.  

Chinese trade-related figures for July are also in line with broader trends. Chinese exports, although low (-

4.4%), are levelling off as global economic activity picks up. And imports, mainly of commodities, are weak (-

12.5%), in a sign of slowing aggregate demand in the country.  

 

The stabilisation of growth in China and the guarantee of a high level of liquidity worldwide are the result of 

policies outside of the business world, as they were put in place by governments or central banks. While this 

environment is beneficial for financial assets at this point, keep in mind that this modus operandi is likely to lead 

to a disconnect between asset prices and fundamental reality. In the long term, this sort of situation normally 

generates volatility.   
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FOCUS ON THE USA   

THE USD LIBOR IS RISING, BUT THE FED IS NOT INVOLVED 
Lisa Turk, Economist, United States, l.turk@edr.com 

 

In the USA, the 3-month USD LIBOR has risen sharply in August, as new regulations on money-market 

funds will be enacted by the Securities and Exchange Commission (SEC) on 14 October. These funds will 

be allowed to charge a fee to investors when they withdraw assets. Investors are therefore pulling their 

money out now, before the rule takes effect, and this is pushing up interest rates. This rise in short-term 

rates comes as the US property market remains firm. In the USA, 20% of mortgage loans carry a variable, 

LIBOR-based interest rate. Long-term rates should not be affected by this new rule. 

 

 

  

 

FOCUS ON THE USA   

US ELECTIONS: PROGRAMMES ARE PUBLISHED 

Lisa Turk, Economist, United States, l.turk@edr.com 

 

The US presidential election is 80 days away. The candidates of the two main political parties were named 

at their respective national conventions in mid-July: Hillary Clinton for the Democratic Party and Donald 

Trump for the Republican Party. A look at their electoral platforms will help us compare the potential impact 

of their proposals on the US economy, interest-rate markets and stock markets. 
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UPolls 

 

Hillary Clinton is currently leading Donald Trump in the polls. The gap between the two candidates – 

who are the least popular candidates in US history – widened in August: polls and prediction markets give 

Mrs Clinton an 8.3% and 60% edge, respectively (see charts below).  

 

But the tables could turn: Mr Trump could still make a popular comeback before 8 November, and the 

Brexit experience shows that polls are not always accurate. But pollsters say that it is more difficult to 

predict the outcome of a one-off like Brexit than presidential elections, which come with more than 65 years 

of polling history. The Princeton Election Consortium notes that the margin of error in polls is only +/- 4.5% 

(65 days before the election), which is less than the lead currently projected for Mrs Clinton. But these 

historical data should be taken with a grain of salt given Mr Trump’s ability to defy the odds when it comes 

to expected voter behaviour.  

 

         

 

The election will take place at a time when unemployment is low, consumer spending is high and wages 

are increasing at a pace of 2.6% year on year. At the same time, the labour-force participation rate is only 

62.8%, and inequalities have worsened since the financial crisis. This is why this election season has 

been less about economic growth per se and more about the beneficiaries of economic growth, 

with growing opposition to free-trade agreements in order to bring manufacturing jobs back 

onshore, and calls for a more equitable tax system. While the Democratic Party has historically been 

aligned with this sort of income distribution, it is a first for the Republican Party. The second sentence in Mr 

Trump’s speech to the Detroit Economic Club on 8 August is telling: “It’s a conversation about how to Make 

America Great Again for everyone, and especially those who have the very least.” 

 

 

 

Source: Predictwise aggregates data from Betfair, 

PredictIt, Hypermind, HuffPost Pollster, OddsChecker 

Presidential election: Polls Presidential election: Prediction Markets  

Source: HuffPost Pollsters 
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UScenarios 

 

The two candidates appear to be going after the same goal, but their methods differ greatly. Here are the 

two most likely scenarios, according to the polls:    

1. Clinton is elected president and must try to cooperate with a Congress in which the two chambers are 

controlled by a different party, and 2. Trump is elected president and has the support of a totally 

Republican-controlled Congress. The congressional election on 8 November will be extremely important. If 

the next president is forced to work with two houses of Congress controlled by the opposing parties – the 

situation in which Barack Obama currently finds himself – progress will be limited in the areas of tax 

legislation, immigration, health care and government spending. 

 

1. According to the polls, the most likely scenario today is a victory by Mrs Clinton along with a 

divided Congress (a Democratic Senate and Republican House). In this scenario, lacking the full support 

of Congress, Mrs Clinton would have trouble expanding public spending significantly, including her plan for 

another $275 billion in infrastructure spending. In any case, this proposal would not take effect before mid-

2017 at best. All of Mrs Clinton’s other proposals would be hard-fought and hard to implement: a minimum 

tax rate of 30% on income above $1 million (Buffet Rule), raising the minimum wage to $12 per hour, and 

college subsidies, to name just a few (see table on page 8). This scenario would represent continuity with 

the Obama administration: the US economy would continue to expand around its potential growth rate of 

2%, the job market would improve a little more and underlying inflation would hover around 2%.  

 

2. The second scenario is a victory by Mr Trump, supported by a Republican-led Congress. Under 

this scenario, a large number of his proposals would be likely to get through Congress. Mr Trump's 

economic programme is based on supply-side reforms: he wants to increase support for businesses in 

order to boost production and expand hiring (including people not currently among the working population), 

so that wages rise and consumer spending increases. He would achieve this by simplifying regulations, 

reducing corporate and personal taxes, and restricting free trade in order to lift domestic production.   

  

In the short term, his proposals to cut personal income taxes on all tax brackets and on companies (from 

35% to 15%) would fuel consumer spending and corporate investment. GDP growth would accelerate, 

driven also by military outlays and increased infrastructure spending. This latter spending would be partly 

offset by a drop in public spending following the repeal of Obamacare and the elimination of the practice of 

tax inversion, in which a company moves its legal domicile to lower-tax country.  
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However, certain aspects of Mr Trump's economic programme are inconsistent: 

 

First, since the decline in tax proceeds would be much greater than the spending cuts, the budget deficit 

would expand significantly. The Committee for a Responsible Federal Budget (CRFB) estimates that, under 

Mr Trump’s proposals, gross debt would rise from $19 trillion today to $39.5 trillion in 2026 – or 143% of 

GDP (see chart below). Rising uncertainty among investors could be one of the negative impacts on the US 

economy.  

 

On the issue of immigration, Mr Trump wants to deport more than 11 million unauthorised immigrants, 

which, according to the Pew Research Center, is equal to around 5% of the current labour force. Cutting 

the size of this labour pool, even by only a quarter, would be a supply-side shock that would hurt US GDP 

growth. In addition, it would be difficult for local workers to make up for the work done by immigrants in a 

number of sectors, such as agriculture and construction. 

 

The application of tariff barriers on certain products from China and Mexico, which account for 35% of US 

imports, could drive up import prices. Rising prices would push up inflation, which would in turn take a bite 

out of real household income. The Federal Reserve would have to react to rising inflation and tighten 

monetary policy faster than planned. The resulting rise in interest rates would worsen the US budget deficit. 

With investor confidence threatened and capital outflows rising, steeper interest-rate hikes could be 

necessary.  
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Mrs Clinton’s political views are predictable and the changes she proposes are limited in scope. If 

she wins, political uncertainty will be reduced. Investors, who like predictability, would probably 

react better overall to a victory by Mrs Clinton than by Mr Trump, whose election campaign has 

been more controversial. On the other hand, Mrs Clinton's proposal to cut drug costs would weigh on the 

pharmaceuticals and biotech sectors. The conventional energy sector and financials could also take a hit 

following a win by Mrs Clinton. On the other hand, renewable energy and health care (hospitals) would 

benefit, given the support Mrs Clinton wishes to provide to the environment and to expanding Obamacare. 

 

 

 

 

 

 

Winner-take-all electoral system  

On 8 November, US voters will choose their state's electors, who have pledged to vote for either Mr 

Trump or Mrs Clinton. Each of the 50 states has been apportioned a certain number of electors, in 

proportion to the state's population. Under the winner-take-all system, used by all states except 

Maine and Nebraska, the candidate who wins the majority of votes in a state is awarded all that 

state's electors. RealClearPolitics is a well-known website that uses poll results to show which way 

each state is leaning (see chart). States in grey – referred to as swing states – could determine who will 

win the election. 

 

 

 

 

 

 

Source : RealClearPolitics  
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Conclusion: 

 

- Recent polls show that Mrs Clinton is likely to win the election. If she does, she will probably face a 

divided Congress, which will limit her ability to get legislation passed.  

- The two candidates' policy views overlap in several areas: increased public spending (largely on 

infrastructure); renegotiation of the TPP and NAFTA free-trade treaties; and eliminating the practice 

of tax inversion. 

- Mr Trump has run a more controversial campaign than Mrs Clinton, and if he wins, political 

uncertainty could rise. It would be fuelled by fears of a sharp rise in debt, which could turn off 

international investors and push rates upward. 
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TRUMP CLINTON

Personal 

income tax

- Reduce income tax (to a maximum 25% versus 39.5% now) 

- Simplify the tax code (from 7 tax brackets to 3)

- Eliminate estate and gift taxes

- Increase standard deduction to $25,000 for individuals, and 

eliminate the need for those earning $25,000 or less to pay taxes 

- Implement the Buffet Rule - a minimum tax rate of 30% on income above 

$1m

- Increase tax rate on wealthiest by 4% (for income above $5m)      

- Increase estate tax (from 40% to 45%) and include estates worth $3.5m or 

more (currently $5.45m)

Corporate tax
- Reduce corporate tax from 35% to 15%

- Discourage tax inversion

- Apply a tax rate of only 10% on repatriated profits

- Apply an "exit tax" on companies that engage in tax inversion

- Reduce tax incentives on the production of fossil fuels

- Increase tax incentives on R&D

Public spending - Increase military and infrastructure spending

- Increase infrastructure spending by $275bn over 5 years

- Authorise "Build America Bonds", which would reduce borrowing costs for 

states and local governments

- Support public/private partnerships

Public health

- Revoke Obamacare (Affordable Care Act)

- Expand Medicaid for the uninsured

- Allow health insurance to be purchased across state lines 

(currently limited to within a state)

- Introduce tax deductions on individual health insurance premiums

- Expand subsidies under Obamacare

- Allow people over 55 to sign up for Medicare

- Reduce drug costs

- Allow prescription drugs to be imported

- Increase parental leave and paid sick leave

International 

trade

- Oppose the Trans-Pacific Partnership (TPP)

- Renegotiate NAFTA

- Renegotiate trade relations with Mexico and China

- Impose import tariffs

- Condemn China for currency manipulation

- Oppose TPP in its current form

- Renegotiate environmental and labour standards under NAFTA

- Condemn countries that manipulate their currency and impose tariffs on 

them

- Condemn free-trade violations

Immigration
- Deport 11 million unauthorised immigrants

- Build a wall between the USA and Mexico

- Restrict green cards

- Adopt a law to make it easier for unauthorised immigrants to gain 

citizenship 

- Expand decrees on delaying deportations

- Create an office of immigrant affairs

Education
- Revoke "Common Core", which sets consistent educational 

standards across states

- Subsidies for state universities

- Free tuition for students from families with income below $85,000

- Allow student loans to be refinanced at lower rates

Monetary 

policy
- Replace the Fed chair in 2018

- Set up greater oversight of the Fed
- Change the process for appointing regional Fed governors

Job market - Support states that want to increase the minimum wage - Increase federal minimum wage to $12 per hour

Wall Street - Amend the Dodd-Frank Act
- Tax on high-frequency trading

- Keep the Dodd-Frank Act in place
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OUR GROWTH AND INFLATION FORECAST 

 

 

 

 

 

REAL GDP GROWTH (%) 2013 2014 2015 2016f Consensus 2017f Consensus

United States 1.5 2.4 2.4 1.9 1.5 2.2 2.2

Japan 1.4 -0.1 0.6 0.7 0.5 1.3 0.7

Eurozone -0.2 0.9 1.5 1.7 1.5 1.1 1.2

Germany 0.4 1.6 1.4 1.6 1.6 1.2 1.3

France 0.6 0.6 1.3 1.4 1.3 0.9 1.1

Italy -1.8 -0.3 0.6 1.1 0.8 1.1 0.9

Spain -1.7 1.4 3.2 2.8 2.8 2.2 2.0

Portugal -1.1 0.9 1.5 1.2 1.1 1.6 1.3

Luxembourg 4.4 4.1 4.9 3.7 3.4 4.1 2.7

Europe ex-Eurozone

United Kingdom 1.9 3.1 2.2 1.0 1.5 -0.2 0.6

Switzerland 1.8 1.9 0.9 1.1 1.0 1.2 1.4

Sweden 1.2 2.4 3.8 3.6 3.2 2.9 2.4

Israel 3.2 2.7 2.5 2.8 2.6 3.0 3.1

Emerging Markets

China 7.7 7.3 6.9 6.5 6.5 6.0 6.3

Brazil 3.0 0.1 -3.9 -4.3 -3.5 0.7 1.0

India 6.3 7.0 7.3 7.5 7.5 7.3 7.7

CONSUMER PRICE INDEX (%) 2013 2014 2015 2016f Consensus 2017f Consensus

United States 1.5 1.6 0.1 1.3 1.3 2.3 2.2

Japan 0.4 2.7 0.8 0.2 -0.1 0.6 0.7

Eurozone 1.4 0.4 0.0 0.2 0.3 1.1 1.3

Germany 1.6 0.8 0.1 0.5 0.4 1.3 1.5

France 1.0 0.6 0.1 0.3 0.3 0.8 1.2

Italy 1.2 0.2 0.1 0.1 0.0 0.8 1.0

Spain 1.5 -0.2 -0.6 -0.1 -0.4 0.9 1.2

Portugal 0.4 -0.2 0.5 0.6 0.6 1.3 1.2

Luxembourg 1.7 0.7 0.1 0.7 0.0 1.4 1.7

Europe ex-Eurozone

United Kingdom 2.6 1.5 0.0 1.4 0.7 3.5 2.2

Switzerland -0.2 0.0 -1.1 -0.5 -0.5 -0.1 0.3

Sweden 0.4 0.2 0.7 0.9 0.9 1.5 1.6

Israel 1.5 0.5 -0.6 -0.3 -0.3 1.2 1.2

Emerging Markets

China 2.6 2.0 1.4 2.1 2.0 2.4 2.0

Brazil 6.2 6.3 9.0 8.9 8.6 7.3 5.6

India 9.9 6.7 4.9 5.1 4.9 4.8 5.3
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OUR MONETARY POLICY FORECAST  

 

 

 

OUR CURRENCY FORECAST  

 

  

KEY RATES (%) 2013 2014 2015 2016f Consensus 2017f Consensus

United States 0.25 0.25 0.50 0.75 0.70 1.25 1.00

Japan 0.10 0.10 0.10 -0.10 -0.10 -0.10 -0.20

Eurozone 0.25 0.05 0.05 0.00 0.00 0.00 0.00

 Europe ex-Eurozone

United Kingdom 0.50 0.50 0.50 0.25 0.10 0.25 0.10

Switzerland 0.00 -0.25 -0.75 -1.00 -0.80 -1.00 -0.85

Sweden 0.75 0.00 -0.35 -0.50 -0.55 0.00 -0.50

Israel 1.00 0.25 0.10 0.10 0.15 0.50 0.75

Emerging Markets

China 6.00 5.60 4.35 3.85 4.15 3.35 4.10

Brazil 10.00 11.75 14.25 14.00 13.60 13.50 11.30

India 7.75 8.00 6.75 6.50 6.40 6.50 6.35

FOREIGN EXCHANGE* 2013 2014 2015 2016f Consensus 2017f Consensus

 Dollar

 EUR/USD 1.37 1.20 1.08 1.08 1.09 1.04 1.10

 USD/JPY 105 120 120 116 105 121 110

 GBP/USD 1.66 1.56 1.47 1.24 1.27 1.20 1.32

 USD/CHF 0.89 0.99 1.00 1.00 0.99 1.00 1.00

 USD/CNY 6.05 6.21 6.49 6.70 6.75 6.90 6.80

 Euro

 EUR/JPY 144 144 130 125 114 126 121

 EUR/GBP 0.83 0.77 0.73 0.87 0.86 0.87 0.83

 EUR/CHF 1.23 1.20 1.09 1.08 1.08 1.04 1.10

 EUR/SEK 8.85 9.44 9.17 9.53 9.29 9.60 8.90

*end of period data
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RETURNS ON FINANCIAL ASSETS 
 

Major benchmarks and currencies 
 

  

Markets Performances

(local currencies)

Last 

Price
1-Week (%) 1-Month (%) Year-to-Date (%) Last Year (%)

Equities

World (MSCI) 420       -0.1% 2.5% 7.2% -1.8%

United States (S&P 500) 2'184    0.1% 1.2% 8.4% 1.4%

Euro Area (DJ EuroStoxx) 323       -2.0% 2.4% -3.9% 11.2%

United Kingdom (FTSE 100) 6'869    -0.7% 3.3% 13.4% -1.4%

Switzerland (SMI) 8'180    -2.0% 0.2% -4.6% 1.1%

Japan (NIKKEI) 16'598  -2.2% -1.1% -12.2% 11.0%

Emerging (MSCI) 910       0.1% 5.1% 16.9% -14.6%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.59% -0.5% -0.2% 6.9% 2.1%

Euro Area (7-10 Yr) -0.06% -0.5% 0.2% 6.5% 1.0%

Germany (7-10 Yr) -0.06% -0.6% 0.0% 7.2% 0.9%

United Kingdom (7-10 Yr) 0.59% -0.8% 1.2% 10.7% 0.7%

Switzerland (7-10 Yr) -0.49% -0.5% -0.5% 3.6% 3.7%

Japan (7-10 Yr) -0.06% -0.2% -1.4% 3.0% 1.4%

Emerging (5-10 Yr) 4.17% 0.1% 1.7% 12.9% 1.6%

United States (IG Corp.) 2.78% -0.1% 0.5% 9.1% -0.8%

Euro Area (IG Corp.) 0.48% -0.2% 0.3% 5.8% -0.5%

Emerging (IG Corp.) 3.44% 0.3% 1.5% 11.5% -2.3%

United States (HY Corp.) 6.42% 0.5% 1.7% 14.5% -3.5%

Euro Area (HY Corp.) 3.28% 0.1% 1.6% 6.7% 0.3%

Emerging (HY Corp.) 7.33% 0.5% 2.1% 16.8% 3.6%

United States (Convert. Barclays) 46         -0.3% 2.9% 9.0% -0.8%

Euro Area (Convert. Exane) 7'287    -0.3% 1.3% -2.8% 7.6%

Real Estate

World (MSCI) 206       -1.6% -0.4% 10.9% 1.0%

United States (MSCI) 216       -1.9% -2.8% 10.2% 4.6%

Euro Area (MSCI) 239       -1.8% 5.9% 18.0% 16.1%

United Kingdom (FTSE) 6'521    0.1% 1.7% -1.1% 9.4%

Switzerland (DBRB) 3'835    -1.1% -0.7% 6.5% 4.6%

Japan (MSCI) 229       -4.3% -5.0% -14.1% 0.9%

Emerging (MSCI) 110       0.5% 6.2% 12.8% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 547       n.a. 1.1% -0.5% -0.7%

Distressed 735       n.a. 1.1% 1.0% -5.3%

Event Driven 587       n.a. 1.5% -1.0% -6.3%

Fixed Income 305       n.a. 1.1% 0.9% 0.6%

Global Macro 874       n.a. 0.3% -1.3% 0.2%

Long/Short 652       n.a. 1.3% -3.8% 3.6%

Managed Futures (CTA's) 328       n.a. 1.6% 3.7% -0.9%

Market Neutral 262       n.a. 0.9% -2.7% 1.7%

Multi-Strategy 530       n.a. 1.1% 1.7% 3.8%

Short Bias 26         n.a. -8.1% -14.7% 2.4%

Commodities

Commodities (CRB) 424       1.0% -0.6% 11.7% -15.2%

Gold (Troy Ounce) 1'333    -0.6% 0.7% 25.5% -10.6%

Oil (Brent, Barrel) 49         8.0% 10.1% 39.5% -35.9%

Currencies

USD 94.9      -0.8% -2.7% -3.8% 9.3%

EUR 1.13      0.9% 2.8% 3.9% -10.2%

GBP 1.31      1.6% -0.2% -11.2% -5.4%

CHF 0.96      0.9% 2.4% 3.9% -0.8%

JPY 100.8    0.5% 5.3% 19.3% -0.4%

Source : Bloomberg Momentum (1-week / 1-month / 3-month) Performance (Negative \ Positive)
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DISCLAIMER 

This document is not a contract and has been produced for information purposes only. 
It may not be distributed to persons in jurisdictions in which it would constitute a recommendation, offer of products or services or a solicitation and 
consequently would be illegal. 
The figures, comments, analyses and investment research contained in this document reflect the feeling of the Edmond de Rothschild group on the 
markets, based on its expertise, its economic analyses and on the information in its possession at publication, which may therefore change. The figures, 
comments, analyses and investment research contained in this document may be incorrect, obsolete or irrelevant when read by investors because of the 
date on which the document was published or of changes in the market. 
All economists mentioned in this document certify that the viewpoints they have expressed on the companies and securities they have considered are their 
own personal opinions. Their remuneration is not tied directly or indirectly to the particular recommendations and opinions stated in this document Details of 
the rating methods used by the Edmond de Rothschild group are available free of charge upon request. 
This document provides only general and preliminary information for investors and should not be used as the basis for investment, disinvestment or holding 
decisions. 
The Edmond de Rothschild group therefore advises investors to obtain the statutory descriptions of all financial products before investing in them in order to 
examine the risks they carry and to form their own opinions independently of those of the Edmond de Rothschild group. Investors are recommended to 
seek independent and professional advice from specialists before entering into any transaction on the basis of the information contained in this document in 
order to ensure that the investment in question is suitable for their own financial and tax positions. 
Past performance and volatility are no indication of future performance and volatility, which change over time and may respond differently to changes in 
exchange rates. 
This document and the analyses it contains may not be reproduced or used in all or any part without the permission of the Edmond de Rothschild group. 
Edmond de Rothschild (Suisse) S.A. is a bank regulated by the Federal Banks and Savings Banks Act of 8 November 1934 and has its registered office at 
18 rue de Hesse, 1204 Geneva, Switzerland.  
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