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UNITED STATES 

WHY DID THE FED MAINTAIN THE STATUS QUO? 

 

At its most recent Federal Open Market Committee (FOMC) meeting, the US Federal Reserve (Fed) 

affirmed that the latest economic figures, especially those relating to inflation and the labour market, were 

very satisfactory (see charts below). Yet it chose not to raise interest rates. In normalising its monetary 

policy, didn’t the Fed claim to take a ‘data-dependent’ approach, where its actions were to be dictated by 

US economic figures? Here are some factors that went into the Fed’s very dovish decision. 
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1 – The main reason given for maintaining the status quo was “global economic and financial 

developments” and the related risks. The decline in global growth and tightening of credit conditions 

through widening spreads were mentioned several times during the press conference. But Yellen also 

noted that she was still influenced by disappointing data on inflation expectations. These expectations are 

reflected in TIPS (Treasury Inflation-Protected Securities), an indicator that is far from perfect because it is 

also affected by risk premiums and liquidity.  

 

2 – A less official reason is that the Fed seems to be looking at the decisions of the other major central 

banks before acting. Yellen made a point of saying that the Fed was free to diverge from its foreign 

counterparts’ monetary policies, but there is undoubtedly a link with the other central banks. Usually the 

other central banks take their cue from the Fed; now the reverse is true. The dollar’s strength is being fed 

by the loose monetary policies of most other central banks. If the Fed had raised its key rates, it would have 

run the risk of fuelling the dollar rally even more – and further hurting the US economy.  

 

3 – The Fed opted to be overly cautious rather than not cautious enough, despite the risk of finding 
itself behind the curve. It lowered its growth forecast from 2.4% to 2.2% and its inflation forecast from 1.6% 
to 1.2% for 2016, and this certainly played a part in its thinking. Curiously, the FOMC could not come to 
agreement on whether the risk to the growth outlook was balanced or had decreased. The explanation 
provided at the press conference was unclear, which points to a high degree of uncertainty within the 
committee. The Fed therefore decided to favour accommodation, even if that means raising rates more 
quickly later, rather than rigorously tightening policy and taking the risk of interfering with the US economy’s 
current run. 
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4 – Finally, the Fed felt the need to reconcile the various expectations of all economic agents (the 

market, economists, and the Fed). Before the 16 March meeting, the market was not expecting rates to be 

raised in 2016; the consensus among economists was for two rate hikes; and FOMC members had 

announced four increases. Expectations among Fed governors have now dropped to two 25bp hikes, which 

implies a rate of 0.875% this year (see charts above). Yellen and her team deftly managed everyone's 

expectations.  

 

Investors applauded the Fed's announcement. The dollar fell, providing a temporary boost to the US 

economy and exports; both short and long government bond yields declined further; and stock markets in 

emerging countries gained ground (see charts below). The Fed was thus able to keep its rates unchanged 

while providing assurances that this was not due to any weakness in the US economy – something that 

would have unnerved the markets.  

 

 

 

To conclude:  

- In our view, the 16 March FOMC meeting marks an important turning point in the Fed’s strategy. In 

the coming months, the Fed’s action will be guided more by how markets and economies 

around the world perform than by economic data at home.  

 

- The Fed should, however, resume tightening its monetary policy if global growth stabilises and 

US data remain firm. 

 

- This means that the dollar's softness, coming on the heels of the very dovish stance of the 

latest FOMC meeting, will be fleeting.  



MACRO HIGHLIGHTS & STRATEGY | MAR. 21ST 2016 
 

 

 

 

4/9       EDMOND DE ROTHSCHILD | BRUNO JACQUIER, FRANÇOIS LÉONET, LISA TURK 

 

 

EMERGING MARKETS  

IN RUSSIA, IT’S NOT ALL ABOUT OIL       

 

Oil prices are a key factor in the health of the Russian economy, where a significant proportion of corporate 

profits derive from the energy industry. Does that mean that Russia's economic outlook will necessarily 

improve with the rise in oil prices? If it were only so simple.   

 

The emerging-market party of the past decade has come to an end and the hangover has set in, as major 

commodity exporters have no other growth drivers to take up the slack. The Russian economy was hailed 

for its strength but now only seems to attract investors seeking exposure to the oil cycle without any 

concern for the country’s underlying growth potential. As a result, potential GDP growth has declined from 

7% before the financial crisis to around 1% today (see left-hand chart). The hangover is getting no relief 

from consumption and investment, which are beset by structural challenges. 

 

   

While international sanctions on Russian imports have encouraged substitution production, the positive 

effects are limited. Consistently high inflation eats away at real salaries, which in turn weighs on consumer 

spending growth (see right-hand chart). And the contraction in available income cannot be permanently 

offset by redistributed oil revenues. The budgetary nexus with oil prices obviously limits the government’s 

leeway. At the same time the pension system – which is also the government’s main redistribution 

mechanism – turns out to be rather inefficient in addition to being expensive (see chart below).   
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Social spending (% GDP) 
 

 

               Source: World Bank 

 

 

The economic fallout of demographic change will not make things easier. The ageing of the population 

and the concomitant decrease in the size of the working population will change the nature of social 

transfers, leading to increased spending on health care and a smaller tax base. Fiscal balances will be 

increasingly difficult to achieve, especially if the price of oil remains low. 

 

The other obstacle is productive investments, which are not strong enough to support GDP growth in 

Russia (see left-hand chart below). The low contribution of capital to economic growth is the result of a 

persistent lack of available capital, which leads to chronic under-investment and increasingly 

outdated productive capacities.  

 

Declining productivity gains are common among emerging-market economies, yet Russia’s situation is 

worrying. Its productivity gains are indeed well below the levels seen in other emerging countries. The 

institutional framework, which does little to protect property rights, also tends to discourage foreign direct 

investment. This means that Russia has seen little of the technology transfers that are normally associated 

with this type of investment, thereby cutting its manufacturing base off from technological advances (see 

right-hand chart below). 

 

These shortcomings in productive capital are not being fixed. Capital spending will only be further 

hampered by restrictions on access to international capital markets and the fecklessness of domestic 

banks. In addition, low oil and gas prices have compressed domestic companies’ revenues and profits and 

thus their ability to accumulate capital.   
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The challenges are substantial and not limited to the oil and gas cycle. Russia’s relative capital self-

sufficiency has given rise to an imbalance between needed and available capital. And the situation may get 

worse, in light of the many bonds set to mature in 2017 and the need to refinance them.  
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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% 2.1% 23.2% 14.3%

 Canada 2.4% 1.2% 1.5% 2.0% 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% 3.1% 1.2%

 United Kingdom 2.6% 2.2% 2.0% 4.0% 2.4%

 Switzerland 1.9% 0.8% 1.2% 0.8% 0.3%

 Russia 0.5% -3.7% -1.5% 1.9% -0.8%

 Japan 0.2% 0.6% 0.7% 4.9% 1.0%

 China 7.4% 6.9% 6.5% 17.8% 34.0%

 India 4.7% 7.4% 7.4% 3.6% 7.8%

 Brazil 0.1% -3.7% -3.5% 2.1% -2.2%

 Mexico 2.1% 2.5% 2.5% 1.6% 1.1%

 Others 5.8% 4.4% 6.6% 16.4% 31.7%

 WORLD 3.4% 3.1% 3.4% 100% 100%

Source : Bloomberg                            Momentum (vs Last Estimates) Performance (Over \ Under)
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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) 397       1.4% 7.3% 0.0% -1.8%

United States (S&P 500) 2'048    1.4% 7.1% 0.8% 1.4%

Euro Area (DJ EuroStoxx) 324       0.0% 5.7% -5.5% 11.2%

United Kingdom (FTSE 100) 6'185    0.9% 4.2% 0.3% -1.0%

Switzerland (SMI) 7'841    -2.1% 0.2% -10.1% 1.1%

Japan (NIKKEI) 16'725  -1.3% 3.4% -12.0% 11.0%

Emerging (MSCI) 827       3.3% 11.0% 4.3% -14.6%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.90% 1.0% -0.9% 3.7% 2.1%

Euro Area (7-10 Yr) 1.20% 0.3% 0.6% 3.5% 1.0%

Germany (7-10 Yr) 0.23% 0.5% 0.1% 4.3% 0.9%

United Kingdom (7-10 Yr) 1.48% 0.9% 0.0% 4.2% 0.7%

Switzerland (7-10 Yr) -0.29% 0.3% -0.1% 2.5% 3.7%

Japan (7-10 Yr) -0.09% 0.7% 1.0% 3.1% 1.4%

Emerging (5-10 Yr) 4.66% 1.2% 3.6% 4.7% 1.6%

United States (IG Corp.) 3.33% 1.4% 2.6% 2.9% -0.8%

Euro Area (IG Corp.) 0.90% 0.4% 1.3% 2.2% -0.5%

Emerging (IG Corp.) 4.19% 1.2% 3.3% 3.8% -2.3%

United States (HY Corp.) 8.31% 1.0% 6.5% 3.8% -3.5%

Euro Area (HY Corp.) 5.10% 0.1% 3.4% 1.5% 0.3%

Emerging (HY Corp.) 9.93% 0.8% 5.1% 4.3% 3.6%

United States (Convert. Barclays) 43         0.8% 7.1% -0.1% -0.8%

Euro Area (Convert. Exane) 7'195    0.6% 2.1% -4.1% 7.6%

Real Estate

World (MSCI) 196       2.6% 10.4% 3.7% 1.0%

United States (MSCI) 205       2.2% 11.2% 2.9% 4.6%

Euro Area (MSCI) 223       3.6% 10.2% 6.1% 16.1%

United Kingdom (FTSE) 6'602    0.4% 0.8% 0.1% 9.4%

Switzerland (DBRB) 3'662    -2.5% 1.5% 2.2% 4.6%

Japan (MSCI) 261       0.5% 4.9% -3.1% 0.9%

Emerging (MSCI) 101       3.1% 12.3% 1.2% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 536       n.a. -1.1% -2.5% -0.7%

Distressed 709       n.a. -1.2% -2.5% -5.3%

Event Driven 564       n.a. -1.8% -4.8% -6.3%

Fixed Income 297       n.a. -1.1% -1.8% 0.6%

Global Macro 866       n.a. -1.6% -2.1% 0.2%

Long/Short 647       n.a. -1.8% -4.5% 3.6%

Managed Futures (CTA's) 340       n.a. 3.2% 7.4% -0.9%

Market Neutral 264       n.a. -0.7% -1.9% 1.7%

Multi-Strategy 514       n.a. -0.8% -1.3% 3.8%

Short Bias 33         n.a. -3.1% 6.1% 2.4%

Commodities

Commodities (CRB) 392       1.6% 6.2% 3.3% -15.2%

Gold (Troy Ounce) 1'244    0.4% 2.7% 17.1% -10.6%

Oil (Brent, Barrel) 40         2.7% 21.2% 13.4% -35.9%

Currencies

USD 95.3      -1.4% -1.4% -3.4% 9.3%

EUR 1.12      1.3% 1.9% 3.5% -10.2%

GBP 1.44      0.5% 1.6% -2.4% -5.4%

CHF 0.97      1.8% 3.1% 3.3% -0.8%

JPY 111.7    1.9% 1.1% 7.6% -0.4%

Source : Bloomberg Momentum (1-week / 1-month / 3-month) Performance (Negative \ Positive)
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This brochure was prepared by Edmond de Rothschild (Suisse) S.A., 18 rue de Hesse, 1204 Geneva, Switzerland. Edmond de 

Rothschild (Europe), located at 20 boulevard Emmanuel Servais, 2535 Luxembourg, Grand Duchy of Luxembourg, and subject 

to the supervision of the Luxembourg Commission de Surveillance du Secteur Financier (CSSF), and Edmond de Rothschild 

(France), a société anonyme (public limited company) governed by an executive board and a supervisory board with capital of 

EUR 83,075,820 and with its registered office at 47 rue du Faubourg Saint Honoré, 75008 Paris, subject to the supervision of 

the French Autorité de Contrôle Prudentielle et de Résolution (ACPR), limit themselves to making this brochure available to 

clients at their offices and branch offices. 

The figures, comments, analyses and investment research contained in this brochure reflect the opinion of Edmond de 

Rothschild (Suisse) S.A. on market trends, formed on the basis of its own expertise and the economic analyses and the 

information in its possession at this time. The figures, comments, analyses and investment research contained in this brochure 

may no longer be current or relevant when the investor reads this brochure owing to its date of publication or changes in the 

markets. 

Each analyst mentioned in this document certifies that the views expressed about the evaluated companies and securities 

reflect the analyst's personal opinion. Their remuneration is not tied directly or indirectly to the specific recommendations and 

opinions expressed in this document. Details on the rating methodology used by Edmond de Rothschild (Suisse) S.A. are 

available free of charge on request. 

Neither Edmond de Rothschild (Suisse) S.A., Edmond de Rothschild (Europe) nor Edmond de Rothschild (France) may be held 

liable for a decision to buy, sell or hold based on the aforementioned commentaries and analyses under any circumstances. 

Furthermore, neither Edmond de Rothschild (Suisse) S.A., Edmond de Rothschild (Europe) nor Edmond de Rothschild 

(France) may be held liable for harm incurred by an investor as a result of the contents or availability of this brochure. 

This brochure is intended solely to provide general, preliminary information for the investors consulting it and should not be 

used as a basis for any decision to buy, sell or hold. 

Edmond de Rothschild (Suisse) S.A. recommends that each investor obtain the different regulatory descriptions of each 

financial product before any investment in order to analyse the risk and form his or her own independent opinion, with the 

assistance of advisers specialising in these matters if necessary, so as to ensure that the investment is appropriate to his or her 

financial and tax situation. 

Past performance and volatility are not a reliable guide to future performance and volatility, and may vary over time. 
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