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OUR ROUNDUP: 

 United States: Healthcare will be a continuing source of inflation 
 The recent bounce in medical costs will not be short-lived 
 The Fed shouldn’t be caught off guard by excessive growth in this area 

 
 Emerging markets: Growth rates vary widely from country to country  

 The emerging regions used to expand at about the same rate, but not any more. And the divergences will last 
 Manufacturing PMIs are a good gauge of this macroeconomic reality 

 
UNITED STATES 

HEALTHCARE WILL BE A CONTINUING SOURCE OF INFLATION 
 

Since the end of last year, US inflation has been driven in part by sharply rising healthcare spending. 

Annual growth in this component has rebounded from 0.5%, its lowest level since 1962, and is now running 

higher than core inflation (see chart below). This article examines why healthcare spending declined so 

much after the financial crisis and how strong the recent bounce could be. Healthcare inflation accounts for 

a whopping 17% of the US consumer price index, so a large, long-term increase would put the pressure on 

the central bank.  
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The Personal Consumption Expenditures (PCE) - Healthcare subindex does not only include the 

medical expenses paid for by US households but also healthcare-related reimbursements by the 

government and insurance companies. Healthcare spending can be divided into three categories: 

services, such as hospital care and visits to the doctor; products, such as drugs; and insurance 

premiums (see left-hand chart below).  

 

 

 

As explained below, it is the government that has put downside pressure on healthcare prices, much 

more than the private sector (see right-hand chart above). 

 

a. In 2013 the sequester mechanism of across-the-board budget cuts was triggered to reduce the 

US federal deficit, mainly affecting hospitals and government health insurance subsidies for the poor 

and elderly (under Medicaid/Medicare). 

 

b. Since the criteria for eligibility to Medicaid services were broadened, many households replaced 

their private healthcare insurance with this government programme. However, because 

Medicaid reimbursements to service providers are less generous, and because less-insured people 

spend less on medical services and products, healthcare prices declined generally.  

 

c. Reforms unique in American history were implemented under the Affordable Care Act 

(“Obamacare”) aimed at cutting public expenditure. For example, reimbursements to doctors 

were reduced along with the indexing of rates charged by other care providers. 2610 hospitals that 

failed to meet quality standards were fined, further reducing their cost to the government.  

 

d. Technological progress, one of the main factors behind rising medical costs in the previous 

decade, was slowed. As an example, the use of stents, expandable tubes that keep arteries open, 

registered double-digit growth between 1990 and 2000 but levelled out subsequently.  
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Now, however, most of the government’s regulatory restrictions have been relaxed, allowing more scope 

for a rise in prices. Healthcare inflation already bottomed out last year and we think their intervening upturn 

will prove sustainable for the following reasons: 

 

a. At end-2015 the cap imposed by the federal sequester was raised by $80 billion for two years. 

This move will relieve the squeeze on reimbursements and allocations under the Medicaid/Medicare 

programmes, thereby encouraging the poor and elderly to use healthcare benefits more and pushing 

prices upward again. 

 

b. Job creation and wage growth in the medical services sphere have already risen sharply in the past 

two years (see left-hand chart below). This wage pressure will flow through into prices, since medical 

services represent nearly 75% of overall healthcare spending (see left-hand chart on previous page). 

 

 
 

c. The number of Americans with health insurance coverage is growing rapidly, creating more 

consumption. Population ageing is also a factor in the rising use of medical services and products. 

As a consequence health insurance premiums are expected to go up 7.5% from 2016 compared 

with 2% increases in recent years (according to forecasts by Capital Economics).  

 

d. Finally, high drug prices will continue to fuel inflation. Their current decline was orchestrated by 

producers, mainly to prevent a price scandal ahead of this year’s elections and in anticipation of 

possible reforms by the new president. Still, their annual rate of increase is about 3%, far higher than 

other components of inflation (see right-hand chart above). 

 

Conclusion: The rebound in healthcare inflation is sustainable, but it will continue at a slower pace 

than at the beginning of the year. 
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- The price decline observed until last year was mainly due to sweeping changes in public healthcare 

policy and this downside pressure has abated.  

 

- Medical costs will therefore remain on an upward path. The annual rate of increase surged at 

the beginning of 2016 to offset the extraordinary repercussions of changes to Obamacare that came 

into force a year earlier. Prices will continue to go up more gradually throughout 2016.  

 

- Rising healthcare costs will stoke total inflation. However, we do not believe the increase will be 

unduly rapid for structural reasons, including the slowdown in technological progress and the long-

term impact of certain Obamacare provisions (cf. lower price-indexing). If the US Federal Reserve 

finds itself face to face with a much-feared surprise jump in inflation, it won’t be because healthcare 

costs have risen too quickly. 

 

 

 

EMERGING MARKETS 

GROWTH RATES VARY WIDELY FROM COUNTRY TO COUNTRY 

 

Throughout their 2000-2008 boom the emerging economies expanded at a fairly uniform rate. Since 

then, however, their trajectories have diverged (see left-hand chart below). GDP growth in mainland 

China and India now exceeds the pace of the more “mature” economies of South Korea, Mexico and 

Taiwan while commodity exporters like Russia and Brazil bring up the rear.  

 

The most frequently heard explanations for this disparity are the reversal in the raw materials supercycle 

and the strength of the US dollar. But while these factors have indeed affected the emerging countries’ 

momentum to varying degrees, they are not the only forces at work. 

 

From a structural standpoint, wage growth began to exceed productivity gains from 2010 onwards, 

undermining competitiveness. This can be seen in emerging companies’ annual financial statements, 

including as narrowing profit margins (see right-hand chart below). 

In the long run such declines in profitability can undermine a country’s overall economy by dragging 

down its potential growth rate. In other words, even by using its capital and labour as efficiently as 

possible, the country will see its maximum level of production drop below the average registered in the past 

(provided inflation remains stable). In the case of commodity-producing countries, GDP growth is generally 

reduced even further because they fail to counterbalance their dependence on raw-materials exports by 

diversifying their economies. 
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Although manufacturing PMIs are designed as gauges of business confidence, their readings are 

often quite close to those of GDP growth. Thus they can also be used as a proxy for the latter (see 

left-hand chart below).   

 

Mexico and India rank among the most dynamic emerging economies. It is worth noting that these two 

countries have both demonstrated unusually strong willpower by introducing the structural reforms needed 

to revitalise domestic productivity. The case of India is nothing short of remarkable, as illustrated by its leap 

in general competitiveness.    
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China’s GDP growth slowed to +6.7% in the first quarter of 2016. But while the continuing downturn in 

manufacturing was foreseeable in view of operational inefficiencies, the country locked in the first tangible 

benefits of the authorities’ monetary and fiscal stimulus designed to boost domestic activity. The challenge 

they face is to apply this support in proper doses. The real estate market needs to be shored up in 

average-sized cities, which are burdened by oversupply; but, at the same time, overheating has to be 

avoided in the biggest urban centres. The industrial sector needs to be streamlined by shifting surplus 

labour to the services sector. The special nature of these adjustments requires targeted fiscal and budget 

measures rather than cuts in interest rates. In China opting for this latter policy has often resulted in 

property speculation and a credit binge.   

 

The current disconnect between the growth rates in China’s manufacturing and service sectors (+5.8% and 

+7.6% respectively) is natural for an economy in transition (see right-hand chart above). While the pace has 

slackened a bit in services lately, the downturn should be temporary and reflects a return to normal in 

financial trading, a segment that was artificially pumped up by the stockmarket boom in early 2015. Yet the 

support mechanisms that Beijing is resorting to mainly include infrastructure spending—just the kind 

of gambit that China is supposed to be getting away from. And the use of credit to finance this 

expenditure will add to the country’s debt overhang, already equivalent to 249% of GDP.  

 

Meanwhile Russia and Brazil are the most flagrant examples of economies that live off energy and mineral 

royalties and are unable to develop new engines of growth. Brazil’s creaking, uncompetitive manufacturing 

sector is a perfect illustration of so-called “Dutch disease”. Moreover, the current political crisis is not 

helping matters. A motion to impeach the president, Dilma Rousseff, received 71.5% support in the lower 

house of Parliament and will now go before the Senate, where a simple majority is needed for it to pass. A 

special committee will be formed to recommend impeachment to the senators, who will vote in mid-May. If 

Rousseff is ousted, she will be replaced for 180 days by the vice-president, Michel Temer. Removing 

Rousseff from office is no guarantee that the economy will turn up any time soon, but a return to 

political peace would make it possible to adopt remedial measures and thus mark a step in the right 

direction.         

 

The divergence in growth rates between emerging economies is bound to continue. Ironically, the 

countries that already have the strongest economic potential are often the ones that are also introducing 

the structural reforms needed to spur competitiveness.  
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ECONOMIC FORECASTS 
 

Contributions to global GDP growth 

 

Comments 
 The GDP growth rates shown above are actual for 2014 and 2015 and projections for 2016. 
 Each country’s weighting is based on its GDP in US dollars as calculated by the World Bank.  
 Contributions to global expansion are calculated by multiplying the GDP growth of each country by its weight. The sum of the 

contributions works out to 3.4% for 2016, a good estimate of this year’s global GDP growth.  

 Economic Activity GDP 2014 GDP 2015
GDP 2016
Economist 

Estimates

Country 

Weights

Contribution 

2016

 United States 2.4% 2.4% 2.0% 23.6% 13.9%

 Canada 2.4% 1.2% 1.6% 1.9% 0.9%

 Euro Area 0.9% 1.5% 1.5% 14.5% 6.4%

Germany 1.6% 1.5% 1.6% 4.2% 2.0%

France 0.4% 1.1% 1.3% 2.9% 1.1%

 United Kingdom 2.6% 2.2% 1.9% 3.5% 2.0%

 Switzerland 1.9% 0.8% 1.2% 0.7% 0.3%

 Russia 0.5% -3.7% -1.3% 1.6% -0.6%

 Japan 0.2% 0.6% 0.5% 5.1% 0.7%

 China 7.4% 6.9% 6.5% 18.4% 35.2%

 India 4.7% 7.4% 7.5% 3.4% 7.6%

 Brazil 0.1% -3.7% -3.6% 1.9% -2.0%

 Mexico 2.1% 2.5% 2.5% 1.5% 1.1%

 Others 5.5% 4.0% 6.4% 16.7% 31.5%

 WORLD 3.4% 3.1% 3.4% 100% 100%

Source : Bloomberg                            M omentum (vs Last Est imates) Performance (Over \  Under)



MACRO HIGHLIGHTS & STRATEGY | APRIL 18TH 2016 
 

 

 

 

8/9       EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK 

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) 404       2.5% 3.9% 1.9% -1.8%

United States (S&P 500) 2'090    1.6% 3.4% 2.5% 1.4%

Euro Area (DJ EuroStoxx) 327       4.0% 0.5% -5.1% 11.2%

United Kingdom (FTSE 100) 6'353    2.3% 3.7% 3.1% -1.0%

Switzerland (SMI) 8'047    3.3% 2.0% -6.8% 1.1%

Japan (NIKKEI) 16'276  6.5% -0.9% -10.8% 11.0%

Emerging (MSCI) 847       3.7% 7.3% 7.0% -14.6%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.78% -0.3% 2.0% 5.0% 2.1%

Euro Area (7-10 Yr) ####### -0.2% 1.2% 4.1% 1.0%

Germany (7-10 Yr) 0.16% -0.2% 1.6% 5.0% 0.9%

United Kingdom (7-10 Yr) 1.47% -0.4% 1.1% 4.6% 0.7%

Switzerland (7-10 Yr) -0.34% -0.1% 0.5% 2.9% 3.7%

Japan (7-10 Yr) -0.11% 0.3% 0.9% 3.3% 1.4%

Emerging (5-10 Yr) 4.58% 0.9% 2.8% 6.1% 1.6%

United States (IG Corp.) 3.09% 0.4% 2.8% 4.9% -0.8%

Euro Area (IG Corp.) 0.81% -0.1% 1.1% 2.9% -0.5%

Emerging (IG Corp.) 3.96% 1.0% 2.8% 5.6% -2.3%

United States (HY Corp.) 7.95% 1.7% 2.8% 5.8% -3.5%

Euro Area (HY Corp.) 4.48% 1.0% 1.6% 3.1% 0.3%

Emerging (HY Corp.) 9.13% 1.8% 3.9% 7.3% 3.6%

United States (Convert. Barclays) 43         0.7% 2.4% 1.0% -0.8%

Euro Area (Convert. Exane) 7'210    0.8% 0.5% -3.8% 7.6%

Real Estate

World (MSCI) 199       0.8% 4.1% 5.6% 1.0%

United States (MSCI) 208       -0.1% 4.0% 4.7% 4.6%

Euro Area (MSCI) 221       -0.4% 1.5% 6.2% 16.1%

United Kingdom (FTSE) 6'656    0.4% 1.1% 1.0% 9.4%

Switzerland (DBRB) 3'772    1.0% 2.9% 5.6% 4.6%

Japan (MSCI) 260       3.0% -0.1% -3.0% 0.9%

Emerging (MSCI) 102       3.1% 5.6% 3.0% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 538       n.a. 0.3% -2.2% -0.7%

Distressed 713       n.a. 0.6% -1.9% -5.3%

Event Driven 566       n.a. 0.3% -4.5% -6.3%

Fixed Income 299       n.a. 0.6% -1.2% 0.6%

Global Macro 865       n.a. -0.1% -2.2% 0.2%

Long/Short 651       n.a. 0.7% -3.8% 3.6%

Managed Futures (CTA's) 330       n.a. -2.8% 4.4% -0.9%

Market Neutral 268       n.a. 1.6% -0.4% 1.7%

Multi-Strategy 518       n.a. 0.7% -0.6% 3.8%

Short Bias 31         n.a. -6.6% -0.9% 2.4%

Commodities

Commodities (CRB) 391       1.5% 1.0% 2.5% -15.2%

Gold (Troy Ounce) 1'235    -1.9% -1.7% 16.2% -10.6%

Oil (Brent, Barrel) 41         2.3% 10.6% 17.3% -35.9%

Currencies

USD 94.4      0.5% -0.7% -4.2% 9.3%

EUR 1.13      -0.8% 0.5% 4.2% -10.2%

GBP 1.43      0.2% -1.4% -3.2% -5.4%

CHF 0.96      -1.0% 0.6% 4.0% -0.8%

JPY 108.7    -0.7% 2.6% 10.6% -0.4%

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