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Macro outlook: Growth moderates 

Global  

Global economic growth continues to be robust and 
broad-based, but signs of a modest slowdown are 
appearing. In March the global purchasing managers' 
index (PMI) fell for the first time in half a year and hit a 
16-month low of 53.3 points. Over the next quarter the 
majority (66%) of the OECD and BRIC states should 
grow above their long-term trend, but half of these 
countries can expect to see a weakening of their 
growth momentum, based on the OECD composite 
leading indicator.  
 

 
Source: Baloise Asset Management, OECD per 05.04.2018 

In focus: Trade wars 

USA-China: As mentioned in our market outlook at 
the beginning of the year, US trade policy could pose 
a threat to the global expansion. Indeed in March, US 
President Donald Trump surprised markets with a 
tweet announcing tariffs of 25 and 10 per cent on 
steel and aluminium imports respectively. This was 
more a political maneuver aimed at China rather than 
an economic one, as for now most US allies remain 
exempt from these tariffs, although last year over 50%  

 

 
of all US steel imports came from these countries and 
only 2.2% from China. The fact that China is a thorn in 
the side of the Trump administration was confirmed 
when it was announced that Chinese imports worth 
around USD 50 billion would be taxed at a rate of 
25% in light of China's unfair trading practices. China 
naturally retaliated with similar policies.  
 
Macroeconomic impact: Sector-specific tariffs 
protect jobs in the relevant sectors in the short and 
medium term but lead to higher costs in those 
industries reliant on the newly taxed products, which 
can often lead to greater job losses. This was the 
case, for example, when in 2002 George W. Bush 
decided to tax steel imports at 30% or when Barack 
Obama introduced tariffs on tyre imports from China 
in 2009. In the long run, international competitiveness 
and the ability to innovate are weakened in protected 
industries. If trading partners retaliate, export-oriented 
sectors also suffer. US Automakers, for example, now 
have to face higher manufacturing costs and will find it 
harder to access the Chinese market.  

 
Source: Baloise Asset Management, CPB, IWF per 05.04.2018 
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Outlook 
› The strong global economic growth continues but there are signs of a slowdown, especially in Europe 

› Inflationary drivers in the USA, such as labour market tightness, dollar weakness and new fiscal and trade 
policies, are increasing and should lead to US inflation rising at a faster pace than in Europe 

› Monetary policy in the G4 countries is becoming less expansive overall but still not enough to suppress growth  

Implications 
› Higher long-term interest rates can be expected in the USA and Europe 

› Equity markets are entering a higher volatility regime. A return to ultra-low volatility and complacency amongst 
investors should not be expected  

Risks 
› An escalation of the trade dispute between the US and China would cause further market volatility in the second 

quarter of 2018. Uncertainty may grow if the protectionist measures taken by the USA also affect allied nations.  
 

 

http://www.tradepartnership.com/pdf_files/2002jobstudy.pdf
https://piie.com/publications/policy-briefs/us-tire-tariffs-saving-few-jobs-high-cost
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With the world's two largest economies engaged in a 
trade dispute, the ongoing global expansion is 
threatened. Last year global trade grew faster than 
the world GDP for the first time in six years. It was this 
recovery that lead to global growth to be so broad-
based. 
 
However, there are also positive developments 
regarding global trade. At the beginning of March, 
eleven countries signed a revised version of the Trans 
Pacific Partnership free trade agreement, which the 
USA opted out of last year. The agreement, now 
called the "Comprehensive and Progressive Trans 
Pacific Partnership" (CPTPP), will expand trade 
relations between Canada, Japan, Australia, New 
Zealand, Mexico, Chile, Peru, Vietnam, Malaysia, 
Brunei and Singapore, which together make up 13.5% 
of the global economy. 
 

Switzerland: Slowing momentum 

Growth: Leading indicators have weakened but still 
suggest a continuation of the recovery. The KOF 
economic barometer fell by 2.4 points to 106.0, which 
is still well above its long-term average. This 
somewhat clouded outlook is also reflected in the 
latest PMI reading, which shows a significant drop but 
at 60.3 still signals a strong expansion. In light of this 
momentum and the continued robust, even if 
moderating, global outlook, the State Secretariat for 
Economic Affairs predicts a strong rise in GDP growth 
for the current year from 1% last year to 2.4%. 
 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 

 
Labour market: In the wake of the economic 
expansion, the unemployment rate dropped in 
February from 3.3% to 3.2%. Moreover, survey results 
point to a further rise in employment in both the 
manufacturing and services sectors.     
 
Inflation: As expected, inflation declined slightly at 
the beginning of the year, but reached 0.8% again in 
March. This can be attributed to lower oil prices and a 
drop in the price of imported goods. Excluding energy 
and food prices, the inflation rate was 0.6%. The 

inflation rates are thus still consistent with the 
definition of price stability of the Swiss National Bank 
(SNB). 
 

Eurozone: Peak reached 

Growth: Thanks to strong growth dynamics in 
Germany, Spain and France, the Eurozone recorded 
above-average growth of 2.3% last year. There was 
also a glimmer of hope from Greece. With 1.4%, 
Greece's growth was far weaker than the rest of the 
union's, but this was the largest expansion in ten 
years. However, the latest leading indicators now 
point to a weakening of the growth momentum across 
the entire region. In March, the European Commis-
sion's economic sentiment indicator (ESI) showed a 
decline for the third time in succession while the PMI 
for the Eurozone hit a 14-month low. These downward 
tendencies, however, are from multi-year highs, 
indicating that further robust growth can be expected. 
Overall, analysts are anticipating an expansion rate of 
2.4% for 2018.  

Labour market: Thanks to the economic upturn, the 
labour market is showing continual signs of recovery. 
In February, the unemployment rate was at 8.5%. 
While Germany continues to enjoy close to full 
employment, there is significant slack in labour 
markets of peripheral countries. Spain and Greece 
are still posting unemployment rates that are well 
above the levels recorded before the financial crisis.  

Inflation: There are few signs of rising inflation in the 
currency union. Inflation sank to 1.1% in February 
before climbing back up to 1.4% in March due to 
developments in energy and food prices. Adjusting for 
these effects, the inflation rate remains at 1.0%, as 
lower import prices caused by the appreciation of the 
euro offset the inflationary pressure of the rising 
demand of the economic upswing. Over the next few 
months, the negative contribution of energy prices 
and the dampening effect of the currency impact will 
subside and inflation will gradually start to rise. 

 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 
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US: Second longest expansion 

Growth: The GDP growth of the US for the 4th 
quarter of 2017 was recently revised up from 2.5% to 
2.9%. For 2017 overall this implies an expansion of 
2.3%. While in the Eurozone this would represent very 
strong growth, for the US this is just slightly above its 
trend growth. Economic sentiment indicators and the 
purchasing managers' index suggest solid growth 
momentum. Historically, however, the first quarter is 
often weaker than the previous one. Even so, solid 
growth should be expected in the first half of 2018, as 
the tax reform will bring a further stimulus. The current 
expansion, which began in 2009, is therefore set to 
become the second longest in US history. 
 
Labour market: The tight labour market resulted in 
wage rises at the beginning of the year, which taken 
together with the more expansive fiscal stance at the 
beginning of February sparked worries about a strong 
rise in inflation and a more restrictive monetary policy 
and led to a stock market correction. However, wage 
inflation moderated again in February, as did the 
number of small businesses that plan to increase 
wages in the coming months. The unemployment rate 
remains low and stable at 4.1%. The US Federal 
Reserve (Fed) sees further potential in the labour 
market, however, and projects an unemployment rate 
of 3.8% for 2018.  
 
Inflation: Measured in terms of the PCE deflator, the 
preferred price measure of the US Federal Reserve, 
inflation in February stood at 1.8%, or 1.6% excluding 
energy and food prices. The growing demand, the 
tight labour market, the weakness of the dollar, the 
more expansive fiscal policy and the recently imposed 
tariffs by the Trump administration could cause 
inflation to rise in the months ahead. In addition, 
March sees last year's one-off price reduction for 
mobile phone plans dropping out of the inflation 
calculation, which should lead to a rise in the inflation 
rate. Towards the end of the second quarter, the PCE 
core inflation rate is expected to edge closer to the US 
Federal Reserve's (Fed) target and rise to 1.8%.  
 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 

Interest rates: The Fed stays ahead 
of the field 
 
Review: Up to the end of February 2018, the yields 
on ten-year government bonds in Switzerland, 
Germany and the US rose significantly. The lack of 
any further improvement in economic data then led to 
a sideways movement and resulted in a downward 
trend the end of the first quarter amid rising risk 
aversion of investors. Overall, the rates of return on 
ten-year government bonds in Switzerland rose from -
0.14% to 0.03%, in Germany from 0.44% to 0.49% 
and in the USA from 2.45% to 2.74%. 
 
In this environment, the credit spreads of corporate 
bonds also rose, having fallen in previous years to 
extremely low levels. In the US in particular, the tax 
reform has led to companies repatriating their cash, 
most of which had been invested in USD bonds. For 
example, Apple holds around USD 150 million in 
corporate bonds. The sale of these assets leads to an 
over-supply on the bond market, which pushes some 
interest rates and credit spreads up in the short term. 
 
Outlook: The Fed again raised its policy rate in mid-
March to a target range of 1.50%-1.75% and 
forecasts a Fed Funds rate of 2.125% for the end of 
2018, which suggests that there will be two further 
rate hikes in the current year. At the end of 2020, the 
Fed Funds rate should then achieve a cyclical high of 
3.375% and stabilise at 2.875% in the long run.  
 
The European Central Bank (ECB) announced in 
March that its asset purchases continue to be 
necessary and that monetary policy will only be 
tightened when inflation gets closer to the target value 
of just under 2%. The first interest rate rises in Europe 
are therefore unlikely to occur before 2019, but as a 
first step the ECB will likely suspend its bond 
purchasing programme toward the end of 2018. This 
withdrawal is likely to be carefully communicated over 
the next 6 months. 
 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 
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The Swiss National Bank also spoke out at the end of 
March against any changes to its monetary policy. It 
only expects to see a moderate rise in inflation, still 
considers the Swiss Franc to be highly valued and 
does not wish to endanger the current favourable 
economic trend by introducing a stricter monetary 
policy stance. 
 

Equities: The return of volatility  
 
Review: After a strong start to the year, inflation 
concerns, trade war scenarios and scandals in the 
technology sector have sparked uncertainty in the first 
quarter. The S&P 500 lost 1.2%, Euro Stoxx 50 4.1%, 
and the Swiss Market Index (SMI) 6.8%. These were 
the worst quarterly results in almost two years for 
Euro Stoxx and the SMI. For the S&P 500, it was the 
weakest quarter since the mid-2015.  
 
Outlook: Fundamental data remain basically 
constructive for equities but a regime change is 
underway. The market correction at the beginning of 
February seemed rather exaggerated in light of the 
moderate inflationary pressures at that point. 
Nevertheless, the era of low volatility and complacen-
cy amongst market participants, as experienced last 
year, has come to an end. 
 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 

 
The protectionist measures have weighed on this 
year's equity performance for good reasons. Trade is 
an important factor for corporate earnings in a 
globalised world. Over the last 15 years, the growth in 
global corporate earnings and world trade has 
therefore been strongly correlated. 
 
Besides US trade policy, investors this quarter will 
focus on the US technology sector. The IT sector was 
a strong driver of the ongoing equity rally. Facebook & 
Co., measured by the NYSE FANG+ index, gained 
almost 60% in 2017. The latest scandals make a 
repetition of such strong performance unlikely. In light 
of the data leaks at Facebook, the shares of the social 
network dropped almost 20% during the last weeks of 
March. At the same time, Amazon's share price 

declined almost 14%, as the online retailer fell in the 
Twitter cross hairs of Donald Trump.  
 

 
Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 

 

 
Currencies: The power of words 

 
Review: The Euro remained stable against the Swiss 
franc in the first quarter. In contrast, the weakness of 
the dollar, which started early in 2017, persisted and 
the US dollar lost a further 2% in value against the 
franc from the beginning of the year. The largest 
movement occured when the US Treasury Secretary 
Steven Mnuchin stated at the World Economic Forum 
that a weak US dollar was good for the US economy. 
As a results, the greenback fell almost 3% against the 
franc and 2% vis-à-vis the euro.  
 

 
 

Source: Baloise Asset Management, Bloomberg Finance L.P. per 05.04.2018 

 
Outlook: Robust growth in the Eurozone and an ECB 
that will gradually reduce its bond purchasing 
programme will provide further support to the euro in 
the coming months. This will be welcomed by SNB, 
which continues to see the franc's valuation as rich.  
 
 
 



6 
  

 
 

Source: Baloise Asset Management, Bank of International Settlement, Bloomberg 
Finance L.P. per 05.04.2018 

 
In theory the US dollar should appreciate. The US 
Federal Reserve is continually raising interest rates 
and has already begun to reduce its balance sheet, 
while the monetary policy in Japan, Switzerland and 
the Eurozone remains very expansive. Even so, the 
US dollar has still lost ground against these curren-
cies. The same thing, however, happened in the 
monetary policy tightening cycles in 1994 and 2004. 
As in these phases, America's economy is currently 
showing a twin deficit, i.e. a simultaneous deficit in the 
federal budget and the current account, which tends 
to put the US dollar under pressure. The dollar 
weakness could therefore persist for some time. This 
correlation is not entirely clear cut, however, as a 
larger deficit in the federal budget or current account 
balance does not necessarily lead to greater 
devaluation. One sure factor that is having at least a 
short-term effect on the movement of the dollar is the 
series of statements issued by the US government. 
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  Market relevant dates 

2018 
Apr 

   › 20 - 23 April: Spring conference of the IMF 

  › 26 April: Interest rate decision of the ECB 
    

 

May    › 02 May: Interest rate decision of the Fed 
    

 

Jun    › 13 June: Interest rate decision of the Fed 

  › 14 June: Interest rate decision of the ECB 

  › 21 June: Interest rate decision of the SNB 

  › 22 June: OPEC meeting 
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