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MACRO HIGHLIGHTS 
WEEK OF 10 OCTOBER 2016 

OUR HIGHLIGHTS: 
 

 Economists' insight: 1- UK: Brexit becomes reality and the pound tumbles 
                                            2- US: More evidence that the job market is tightening   

 The UK’s announced intention to trigger the EU exit process by March 2017 sent the pound tumbling, as Brexit becomes reality. 

 Declining job creation numbers in September confirm that the slowdown of the US job market is structural.  

 This should encourage the Federal Reserve to tighten monetary policy in December. 

 
 Emerging-market focus: What if Trump wins? 

 Trump would have the constitutional authority to enact his protectionist agenda. 

 This could deal a severe blow to international trade and to GDP growth in emerging markets.  

 

ECONOMISTS' INSIGHT   

UK: BREXIT BECOMES REALITY  

 

Investors became significantly more apprehensive about the UK this past week. On 2 October at the 

Conservative Party’s annual conference, Prime Minister Theresa May announced her intention to trigger 

the UK's withdrawal from the EU by invoking Article 50 of the European Union Treaty no later than the end 

of March 2017.  

 

This announcement was a reality check for investors, who had been reassured in recent weeks by 

the Bank of England's strong response and by brightening confidence surveys (including PMI 

indicators). Investors were particularly unsettled by Mrs May’s preference for a ‘hard Brexit’ – leaving the 

EU after only limited negotiations. One of the most damaging consequences of this approach would without 

a doubt be that British financial institutions would lose access to the EU’s financial markets.  

  



MACRO HIGHLIGHTS | 10 OCTOBER 2016 
 

 

 

 

2/14       EDMOND DE ROTHSCHILD | ECONOMIC RESEARCH TEAM 
  EDITORIAL DIRECTOR: MATHILDE LEMOINE – GROUP CHIEF ECONOMIST 

The pound subsequently plummeted against most currencies, losing 4.1% against the US dollar 

between 30 September and 7 October (see left-hand chart) and 3.8% against the euro. This was 

accompanied by huge movements by the pound thought to be due to technical problems (possibly caused 

by automatic trades on electronic trading platforms).  

The British equity index reacted, of course: the FTSE 100 rose by 2.1% in pound terms.  

 

 Our expectation that the pound would fall following the Brexit vote proved accurate. Political 

uncertainty and structural imbalances in the UK economy – large budget and current account 

deficits – will continue to weigh on the pound in the coming months. 

 

 We are maintaining our current forecast: $1.22/£ at the end of 2016 and $1.20/£ at the end of 2017. 

We still expect the pound to fall further if UK financial institutions lose their passporting rights and if 

clearing houses move to the Eurozone. In that case, the pound could lose some ground to the 

dollar, reaching $1.00/£, and even more to the euro, hitting £1.20/€. 

 

 The pound’s loss in value should fuel inflationary pressures in the UK. It could hit 3.5% in 2017 

according to our forecast. Still, the rise in the Gilt 10-year yield (1.00% at end-2016, 1.30% at end-

2017) should be held in check if the BoE decides to extend its quantitative easing programme 

through 2017. 

 

The pound hit its lowest level against the dollar since 1985

 

The UK 10-year inflation swap rate takes off 
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 US: MORE EVIDENCE THAT THE LABOR MARKET IS TIGHTENING 

 

In the United States, the eagerly awaited jobs report was slightly disappointing. But it does confirm that 

the job market is now far along in the cycle. Not only did unemployment climb back up to 5%, but the 

number of newly created jobs fell further, going from 167,000 in August to 156,000 in September. Between 

2011 and 2015, the average number of jobs created hovered around 205,000 per month; this figure has 

fallen to 178,000 since the start of this year. This provides further proof that the US economy is struggling 

to increase job creation, and it supports our scenario under which GDP growth is close to its long-term 

potential rate. 

 

These figures are neither surprising nor worrisome. There are simply fewer people actively looking for 

work: unemployment is low, and most of those who dropped out of the labour force have either given up 

hope or are too old to find work. A more serious concern is the skills gap, i.e. the mismatch between 

the labour market’s needs and workers’ skills. 

 

This mismatch is apparent in the following paradox: underemployment has stabilised at a high 

level, around 9.7%, while job vacancies are at a historical high (see charts). Underemployment is a 

measure of unemployment that includes workers whose skills are not being put to full use or who are 

working less than they would like (part-time work for economic reasons). On one hand, underemployment 

figures remain high and could be a sign of labour market slack. On the other hand, the levelling off seen 

since the start of the year points to a growing skills gap. Taken together, these factors suggest that the 

labour market is late in the cycle, and this should encourage the Fed to raise the Fed funds rate this 

year. 

 

A growing number of job vacancies…      …and underemployment, which is levelling off 
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EMERGING-MARKET FOCUS  
WHAT IF TRUMP WINS? 

François Léonet, Economist, Emerging Markets, f.leonet@edr.com  

 

The latest polls give the Democratic candidate Hillary Clinton the edge over her Republican rival Donald 

Trump in the US presidential election set for 8 November (see chart). Yet the financial markets seem to 

be paying scant attention to a fast-approaching event whose outcome could have global economic 

repercussions. Volatility levels are lower than they were in the run-up to the Brexit referendum in the UK 

(see chart on the next page).  

 

Interestingly, Brexit showed that indications from surveys and bookmakers must be taken with a grain of 

salt, and that a surprise outcome was indeed possible. This is especially true in the United States, where 

the level of dissatisfaction with the federal government is close to historically high levels and could fuel 

indecision and a low turnout among voters.   

 

Trump may be down, but he’s not out 

 
                  Source: FiveThirtyEight, 2016 Election Forecast, 10 October 2016 

 

A victory by Trump could have major repercussions on emerging markets, especially on financial 

assets that do not appear to have priced such an eventuality in. It would certainly have an impact on the US 

domestic economy. But it could also lead to the redefining of global value chains for multinationals and to 

retaliatory measures by the country’s trading partners. This would weigh on international trade, which is so 

important to emerging-market economies. A decision by the Chinese government to devalue the yuan 

for mercantilist reasons would further fuel volatility.   

 

 

  

mailto:f.leonet@edr.com
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Market volatility is lower than in the run-up to the Brexit referendum 

 
 

Both candidates have expressed some scepticism about international trade, as seen in their rejection of the 

Trans-Pacific Partnership and the practice of fiscal inversion. Yet Trump’s views represent a clear break 

from a pattern of ongoing trade liberalisation in recent decades. He bases his views on the supposed link 

between the destruction of American manufacturing jobs – often low-skilled positions – and the expansion 

of international trade. Trump openly blames the offshoring of American jobs on emerging-market countries, 

and he accuses China of keeping its currency artificially low to boost exports.  

The US job market is affected by factors other than international trade as well, such as technological 

innovation and the associated productivity gains, and changes in the nature of domestic demand. Yet 

Trump’s ideas find particularly fertile ground among groups of voters that the social safety net was unable 

to protect from lower wages and job losses.  

 

In concrete terms, Trump has pledged to renegotiate free-trade agreements such as the North American 

Free Trade Agreement (with Canada and Mexico) and the Korea-US Free Trade Agreement. He would also 

consider withdrawing from the World Trade Organization, which governs the country’s trade relations with 

163 other countries. He has also argued in favour of raising tariffs on Chinese and Mexican imports to 45% 

and 35%, respectively.  

 

These proposals may sound like political bluster, but they must be taken seriously: the president of the 

United States has the constitutional authority to unilaterally impose tariffs and import quotas and to 

regulate international trade. A number of statutes and laws empower the president to limit both trade and 

investment without Congress’s approval (see, for example, the Trade Expansion Act of 1962 and the 

International Emergency Economic Powers Act of 1977).  
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US companies hurt by these measures – paying more for imported inputs, for example – would very likely 

go to court to nullify these laws or ask Congress to revoke some of the president’s powers. This would be a 

highly complex situation, and it would probably take years for it to be resolved. It is fair to assume that the 

country’s trading partners would not wait for the court battles to play out before retaliating.     

 

If Trump is elected and follows through on his campaign promises, the situation in China shows that 

raising tariffs – which is clearly harmful – would, strictly speaking, only be a small part of the damage 

wrought on emerging markets' trade flows.  

According to the Federal Reserve Bank of San Francisco, on the US market, 45% of the retail sales price of 

a product imported from China corresponds to the production cost, while the remaining 55% goes to cover 

transport, distribution, selling expenses and other costs for US retailers. Applying a 45% tariff to Chinese 

imports would raise the price paid by US consumers by around 20%, assuming the US retailer does not 

change its profit margin and passes the entire increase along to the end customers.  

In an effort to support its exporters and protect Chinese market share in the United States, Beijing 

could retaliate by devaluing its currency. Such a move would drive up volatility among global financial 

assets, especially emerging-market currencies. It would also shift the problem of export competitiveness 

onto China’s trading partners, which include Asian countries (54% of Chinese imports), Germany (6.3%), 

Australia (5.4%) and, of course, the United States (8.8%).  

 

The high proportion of Chinese products sold in the United States, especially electronics, means that it 

would be nearly impossible in the short term to make up for the loss of Chinese imports with imports from 

other countries (see right-hand chart on the next page). It would take time for multinationals that depend on 

Chinese exports to move their production facilities to other regions. But even if they did, there is no 

guarantee that the United States would experience a significant ‘re-onshoring’ of economic activity, which 

appears to be what Trump is betting on.  

 

The inability to find a substitute for Chinese imports would initially put upward pressure on inflation 

in the United States and lead the Fed to raise the Fed funds rate faster. Emerging stock markets and 

currencies do not usually fare well in such a climate (see our Macro Highlights of 22 August).  

 

  

https://intranet.int-groupedr.com/entities/Geneve-Holding/Recherche-eco/Hebdo/Macro%20Highlights-22%20august%202016.pdf
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But higher tariffs alone will only have a limited impact. The renegotiation of free-trade deals and the 

application of tariffs by the United States are likely to trigger a redefining of global value chains for 

multinationals. This would affect the future course of international trade. According to UNCTAD, 

value chains account for 80% of global trade. Thanks to the globalisation of trade and capital flows, 

emerging markets have been ever more integrated in these value chains. The added valued of these value 

chains now represents 28% of GDP on average for emerging markets, versus 18% for developed 

economies. Emerging markets in Southeast Asia have the greatest stake in global value chains and are 

thus most vulnerable to a rise in protectionism in the United States.  

 

A look at the structure of exports, which cannot convey the complexity of value chains, nevertheless offers 

an idea of the trade links between emerging markets and the United States (see left-hand chart). They 

account for 81.2% of exported Mexican goods, or 27% of that country’s GDP. The United States’ trade 

deficit with China has reached an impressive USD 33,853 billion, a good sign of the close trade relationship 

between these two countries (see left-hand chart on the next page). 

 

Emerging markets are exposed to the US economy 

 

Where does the US get its personal computers? 

 

 

  

At the same time that value chains are reconfigured, countries hurt by tariffs or renegotiated free-trade 

agreements would probably engage in retaliatory efforts that would totally reshape global trading 

patterns. The methods and extent of trade retaliation vary. The case of China provides some insight into 

what these trade sanctions could look like.  
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And China could ultimately impose an embargo on goods imported from the United States. The very 

prospect of an embargo on a particular product would have significant consequences. In the 

agricultural sector, the Chinese-US soy trade accounts for 25% of the global market, and China alone buys 

60% of US soy exports. China is also a huge market for the US aerospace industry.   

 

Expanding commercial relations between China and the United States…

 

… is also apparent on the capital market 

 

 

Intermediate sanctions could also be put in place, such as refusing to produce components needed in the 

value chains of goods sold in the United States. China has already made use of this when it blocked the 

export to Japan of rare earths, which are used in the high tech sector.   

This type of threat could spread to the capital markets: Beijing could end, or reverse, its policy of buying up 

US government bonds (see right-hand chart).  

 

Broadly speaking, such measures would result in high levels of uncertainty. This would put a crimp on 

the investment cycle, including in the United States, and weigh on the global growth outlook.  
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Emerging-market currencies react to the US political climate 

 
 

If Trump is elected, it will take time for the macroeconomic impacts to be seen in the economic 

data. However, the immediate impact would be a sharp rise in global risk aversion, which would 

hurt risky assets, especially emerging-market equity markets and currencies. The chart above shows 

that, as the election approaches, emerging-market currencies are increasingly sensitive to any rise in 

Trump’s polling numbers. This is particularly evident with the Mexican peso, whose recent performance is 

an accurate reflection of voting intentions in the United States.  
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OUR GDP GROWTH AND INFLATION FORECASTS 

 

 
 

 

 

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 0.6 1.3 0.8

Eurozone -0.2 0.9 1.5 1.7 1.5 1.1 1.3

Germany 0.4 1.6 1.4 1.6 1.8 1.2 1.3

France 0.6 0.6 1.3 1.4 1.3 0.9 1.2

Italy -1.8 -0.3 0.6 1.1 0.8 1.1 0.8

Spain -1.7 1.4 3.2 2.8 3.0 2.2 2.1

Portugal -1.1 0.9 1.5 1.2 1.0 1.6 1.2

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 1.8 -0.2 0.7

Switzerland 1.8 1.9 0.9 1.1 1.4 1.2 1.4

Sweden 1.2 2.4 3.8 3.6 3.1 2.9 2.3

Israel 3.2 2.7 2.5 2.8 2.6 3.0 3.0

Emerging Markets

China 7.7 7.3 6.9 6.5 6.6 6.0 6.3

Brazil 3.0 0.1 -3.9 -4.3 -3.3 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 1.2 2.3 2.2

Japan 0.4 2.7 0.8 0.2 -0.2 0.6 0.6

Eurozone 1.4 0.4 0.0 0.2 0.2 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 1.3

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 0.7 1.3 1.1

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 -0.4 -0.1 0.3

Sweden 0.4 0.2 0.7 0.9 1.0 1.5 1.6

Israel 1.5 0.5 -0.6 -0.3 -0.4 1.2 1.0

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 8.8 7.3 5.5

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

 

 

 
 

OUR CURRENCY FORECASTS  

 

 
 
 
 
  

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 -0.10

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 0.15 0.25 0.15

Switzerland 0.00 -0.25 -0.75 -1.00 -0.75 -1.00 -0.75

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

Israel 1.00 0.25 0.10 0.10 0.10 0.50 0.35

Emerging Markets

China 6.00 5.60 4.35 3.85 4.20 3.35 4.15

Brazil 10.00 11.75 14.25 14.00 13.65 13.50 11.45

India 7.75 8.00 6.75 6.50 6.25 6.50 6.10

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

 Dollar

 EUR/USD 1.37 1.20 1.08 1.08 1.10 1.04 1.10

 USD/JPY 105 120 120 116 103 121 107

 GBP/USD 1.66 1.56 1.47 1.24 1.27 1.20 1.30

 USD/CHF 0.89 0.99 1.00 1.00 0.99 1.00 1.01

 USD/CNY 6.05 6.21 6.49 6.70 6.75 6.90 6.85

 Euro

 EUR/JPY 144 144 130 125 113 126 118

 EUR/GBP 0.83 0.77 0.73 0.87 0.87 0.87 0.85

 EUR/CHF 1.23 1.20 1.09 1.08 1.09 1.04 1.11

 EUR/SEK 8.85 9.44 9.17 9.53 9.40 9.60 9.00

*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) 418       -0.1% 0.9% 7.0% -1.8%

United States (S&P 500) 2'142    0.2% 1.9% 7.7% 1.4%

Euro Area (DJ EuroStoxx) 325       0.6% -0.3% -2.2% 11.2%

United Kingdom (FTSE 100) 7'071    1.7% 4.8% 17.6% -1.4%

Switzerland (SMI) 8'135    0.1% -1.0% -4.0% 1.1%

Japan (NIKKEI) 17'025  2.5% -0.3% -9.9% 11.0%

Emerging (MSCI) 919       0.8% 1.2% 18.3% -14.6%

Bonds (Bloomberg/EFFAS)

United States (7-10 Yr) 1.75% -0.7% -0.1% 6.1% 2.1%

Euro Area (7-10 Yr) 0.03% -0.7% -0.2% 6.0% 1.0%

Germany (7-10 Yr) 0.03% -1.2% -0.3% 6.6% 0.9%

United Kingdom (7-10 Yr) 0.98% -2.1% -1.1% 8.5% 0.7%

Switzerland (7-10 Yr) -0.51% -0.5% 0.6% 3.6% 3.7%

Japan (7-10 Yr) -0.05% -0.1% 0.5% 3.0% 1.4%

Emerging (5-10 Yr) 4.29% -0.4% 0.1% 12.9% 1.6%

United States (IG Corp.) 2.89% -0.4% 0.3% 8.7% -0.8%

Euro Area (IG Corp.) 0.53% -0.5% -0.3% 5.4% -0.5%

Emerging (IG Corp.) 3.56% -0.1% -0.4% 10.7% -2.3%

United States (HY Corp.) 6.23% 0.3% 1.1% 16.2% -3.5%

Euro Area (HY Corp.) 3.41% 0.2% -0.2% 7.2% 0.3%

Emerging (HY Corp.) 7.09% 0.2% 1.2% 18.6% 3.6%

United States (Convert. Barclays) 46         -0.3% 2.6% 10.1% -0.8%

Euro Area (Convert. Exane) 7'261    -0.4% -0.4% -3.2% 7.6%

Real Estate

World (MSCI) 194       -3.5% -3.6% 5.2% 1.0%

United States (MSCI) 202       -3.1% -2.9% 3.9% 4.6%

Euro Area (MSCI) 218       -5.9% -5.7% 7.5% 16.1%

United Kingdom (FTSE) 6'594    0.0% 0.5% 0.0% 9.4%

Switzerland (DBRB) 3'798    -0.8% 0.4% 5.7% 4.6%

Japan (MSCI) 226       -2.6% -4.3% -14.5% 0.9%

Emerging (MSCI) 103       -1.6% -2.8% 6.5% -6.8%

Hedge Funds (Dow Jones)

Hedge Funds Industry 550       n.a. 0.5% 0.0% -0.7%

Distressed 742       n.a. 1.0% 2.0% -5.3%

Event Driven 595       n.a. 1.3% 0.3% -6.3%

Fixed Income 308       n.a. 0.8% 1.6% 0.6%

Global Macro 875       n.a. 0.2% -1.1% 0.2%

Long/Short 655       n.a. 0.4% -3.4% 3.6%

Managed Futures (CTA's) 318       n.a. -3.1% 0.5% -0.9%

Market Neutral 262       n.a. 0.1% -2.6% 1.7%

Multi-Strategy 535       n.a. 0.9% 2.6% 3.8%

Short Bias 26         n.a. -3.3% -17.5% 2.4%

Commodities

Commodities (CRB) 418       -0.5% -0.9% 9.8% -15.2%

Gold (Troy Ounce) 1'257    -1.1% -4.9% 18.4% -10.6%

Oil (Brent, Barrel) 51         4.9% 9.8% 44.2% -35.9%

Currencies

USD 97.5      1.4% 2.3% -1.1% 9.3%

EUR 1.11      -1.3% -1.6% 1.8% -10.2%

GBP 1.22      -4.0% -8.3% -17.0% -5.4%

CHF 0.99      -0.9% -1.6% 1.4% -0.8%

JPY 103.4    -0.5% -1.5% 16.3% -0.4%

Source : Bloomberg Momentum (1-week / 1-month / 3-month) Performance (Negative \ Positive)
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This document is not a contract and has been produced for information purposes only. 
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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, 
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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 
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