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Economic outlook: the wrong kind of convergence 

Global growth 

2018 was the year of divergence in global growth mo-
mentum. While tax reform continued to boost growth in 
the USA, Europe lost a lot of momentum and in China, 
concerns about the trade war clouded the environment. 
There are currently no signs of an upward trend in Eu-
rope and China, instead some leading indicators point 
to a slowdown for the USA as well. Overall, the global 
economic outlook for 2019 is therefore less favourable 
than in the previous year. Although many advanced 
economies are likely to continue to grow above trend, 
growth will return to trend in the medium term. 
 

 
Sources: Baloise Asset Management, Bloomberg L.P., as at 4 January 2019 

 
 
Risks: In the first quarter, the focus is on the trade talks 
between China and the USA. Further tariffs would be a 
burden on China's economy and on the corporate prof-
its of international companies and would further push 
up US inflation, which is already at the Fed's target. 
This could lead to a faster rise in interest rates in the 
USA, which in turn would cause nervousness among 
investors because over the medium term, the tighten-
ing of monetary policy in the USA and Europe remains 
a source of uncertainty.  
 

Focus: Words matter 

Amid a weakening economy and heightened political 
risks, financial markets are currently not pricing in any 
US rate hikes for this year, but partially a cut in the fed 
funds rate.  

Given that investors react strongly to any change in the 
wording used by central banks, especially in volatile 
market regimes, we analysed the minutes of every 
FOMC meeting over the last 22 years, to evaluate 
whether the expectation of such a change in monetary 
policy is justified. 
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A gloomy picture at the start of the year 

Outlook 
› An economic slowdown is taking place at a global level. It is a gradual return to the trend after several quarters of 

above-average growth 

› Strong labour markets bolster consumption and increasingly lead to higher wages 

› Headline inflation is expected to fall slightly in the coming months due to energy price developments, but core 
inflation will edge up in advanced economies 

Implications 

› Investors see little prospect of another rise in interest rates in the USA, which in our opinion is an overreaction to 
the economic slowdown. While we do not expect any rate hikes by the Fed (or the ECB) in the first half of the year, 
we believe that policy rates are likely to rise slightly towards the end of the year 

› With regard to equities, the supportive factors are fading, resulting in more fragile markets. The strong earnings 
growth of the last few quarters will not be achieved in 2019 

Risks 
› From a global perspective, the trade talks between the USA and China and the tightening of monetary policy by 

leading central banks take centre stage 

› A continued trade dispute would dampen the global economy. Earnings growth of internationally oriented compa-
nies would come under additional pressure, which would weigh on equity prices. In contrast, a solution would boost 
financial markets in the short term  

› The shutdown in the US and the UK's exit from the EU have primarily regional implications 
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A sentiment analysis of the texts1 shows that the Fed's 
economic outlook has deteriorated recently. It would 
not be the first time in this hiking cycle that the Fed has 
paused. After raising interest rates in 2015, it waited a 
full year before hiking again. However, the market as-
sessment at the time was more pessimistic and the 
economy was much weaker than is currently the case. 

The last time the Fed made a relatively quickly  re-
versed monetary policy was in 2007. According to our 
Fed sentiment indicator, the situation at the end of 
2006 was similar to now. However, one important dif-
ference is that policy was restrictive. At the moment, 
interest rates in the USA are below the natural rate 
and thereby still slightly expansionary. 
 
To sum up, the outlook has deteriorated, prompting a 
slowdown in the tightening of interest rates, but not 
implying a reversal, as the economy and labour mar-
kets remains strong. 
 

 
Note: From December 1996 to 2007, only the December minutes were examined, 
after which all existing minutes were used. 
Sources: Baloise Asset Management, Federal Reserve Bank., as at 9 January 
2019 

Switzerland: Mixed signals 

Growth: Following strong growth in the first half of the 
year, the Swiss economy lost a lot of momentum in the 
autumn. Foreign trade in particular fell sharply, but do-
mestic demand also declined for the first time in over 
six years. The leading indicators are mixed. The KOF 
Economic Barometer fell further in December to 96.27, 
the lowest level since the Swiss franc shock in 2015, 
suggesting below-average growth. On the other hand, 
the purchasing managers' index (PMI), which 
measures the health of the manufacturing sector, sta-
bilised again at the end of 2018 and remains at 57.8 
points. Such a recovery is also indicated by the Swiss 
National Bank's (SNB) economic barometer and its 
surveys. Overall, the analysts surveyed by Bloomberg 
expect GDP growth for the current year to slow to 
1.7%.  
 

                                                
1 For the sentiment analysis, the individual words receive a score 

based on their connotation. The sentiment indicator is the 

Labour market: The unemployment rate stood at 
2.7% in December (seasonally adjusted figure 2.4%). 
Unemployment in Switzerland has therefore declined 
significantly in the last year. On average, there were 
around 25,000 fewer unemployed people in 2018 than 
in the previous year.  
 
Inflation: Inflation fell from 0.9% to 0.7% in December. 
Energy prices remain an important driver of the current 
inflation trend. These are likely to continue to put down-
ward pressure on overall inflation in the coming 
months. Core inflation remains modest at 0.3%. How-
ever, inflation is still in line with the definition of price 
stability of the Swiss National Bank (SNB).  
 

 
Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 

 

Eurozone: More than just one-off effects 

Growth: In the third quarter, GDP growth slowed down 
again significantly. This decline was characterised by 
temporary one-off effects, such as the temporary re-
duction in vehicle production in connection with new 
emission standards. A recovery is therefore expected 
for the fourth quarter. However, the outlook is still 
clouded by political risks such as Brexit. According to 
leading indicators, no significant upswing is expected. 
The PMI was just above the growth threshold of 50 in 
December, at 51.1 points. The slowing of economic 
momentum seen last year is therefore expected to con-
tinue in 2019. Bloomberg's consensus forecasts show 
GDP growth of 1.6% for 2019, which is 0.3 percentage 
points below the expected value for 2018. 

Labour market: In November, the unemployment rate 
for the eurozone fell by 0.1 percentage points to 7.9%, 
the lowest level since October 2008. The lowest rates 
within the monetary union are found in Germany (3.3%) 
and the Netherlands (3.5%). In Spain and Greece, be-
tween 14.7% and 18.6% of the working population are 
still looking for a job.  

Inflation: The first estimate for inflation in the eurozone 
in December shows a decline of 0.3 percentage points 

difference between the number of positive and negative words. An 
analysis at sentence rather than word level yields similar results.  
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to 1.9%, but core inflation remains stable at 1.0%. In 
the coming months, energy price developments should 
continue to be the main driver of inflation dynamics.  

 
Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 

USA: Less stimulus 

Growth: In the USA, third-quarter GDP, at 3.5%, grew 
less strongly than in the first half of the year, but still 
well above trend. Thanks to a strong labour market, the 
consumer remains the key driver of the expansion. We 
expect growth to remain robust. In the medium term, 
however, the less expansionary monetary policy is 
likely to constrain economic momentum. In addition, 
the stimulus from fiscal policy is expected to fade. The 
consensus forecast for 2019 therefore  stands at 2.6%. 
This is slightly lower than last year, but overall still rep-
resents a robust expansion. In the past, short-term gov-
ernment shutdowns have not had a significant impact 
on GDP, but the longer the budget dispute persists, the 
greater the risk that this changes by dampening confi-
dence and affecting the labour market. Furthermore, a 
data dependent Fed will find it more difficult to gauge 
appropriate policy as various statistics agencies have 
shut down. 
 
Labour market: In December, the unemployment rate 
climbed to 3.9%. That is an increase of 0.2 percentage 
points over the previous month, but historically, it is still 
a very low rate. As expected, average hourly earnings 
growth in December broke the 3% mark and currently 
stands at 3.2%. US employees last enjoyed such high 
wage growth around ten years ago. Less fortunate, of 
course, is the situation for the approximately 800,000 
government employees who are not being paid during 
the ongoing government shutdown.  
 
Inflation: Inflation, as measured by the PCE deflator, 
the preferred price measure of the US Federal Re-
serve, stood at just under 1.8% in November, or 1.9% 
excluding energy and food prices. Core inflation is thus 
very close to the 2% target level set by the Federal Re-
serve Bank. Inflation drivers in the current phase of the 
economic cycle are the strong labour market and the 
above trend growth. The protectionist trade policy of 
the USA and the resulting import tariffs have also 

raised consumer prices. According to initial estimates 
by the economists from the Federal Reserve Bank of 
New York, higher import tariffs have caused the con-
sumer price index to rise by about 0.3% last year.  
 

 
Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 

 
Interest rates: Don’t write off rate 
hikes just yet  
 
Review of Q4: After a sharp rise in long-term interest 
rates from September to the beginning of November 
2018 thanks to good US economic data, there was a 
massive trend change at the end of the year. For ex-
ample, the yield on ten-year government bonds in the 
USA, starting from its highest level since 2011, fell 
within two months by just under 70 basis points to 
2.55% on 3 January 2019 and has since recovered 
slightly to 2.71% as of 9 January 2019. Yields on ten-
year government bonds in Germany and Switzerland 
fell to multi-year lows in this risk-averse environment, 
trading at 0.28% and -0.4% respectively on 9 January 
2019. The causes of the sharp decline in interest rates 
are, in addition to the slowdown in global economic mo-
mentum, above all political in nature. Investors are es-
pecially worried about the US-China trade war, the 
ongoing debate over a hard Brexit, budget policy in It-
aly and the yellow vest protests in France. There were 
also rumours at the end of 2018 that Trump wanted to 
dismiss Fed Chairman Jerome Powell. 

Outlook: Despite the market turmoil in mid-December, 
the US Federal Reserve raised the key interest rate to 
a target range of 2.25% to 2.50% and is forecasting a 
federal funds rate of 2.875% for the end of 2019, cor-
responding to around two further interest rate hikes. At 
the end of 2020, the key interest rate should then be 
3.125%, thus reaching its cycle high. The Fed now es-
timates the long-term equilibrium interest rate to be 
slightly lower at 2.75%. After the stock markets reacted 
to the increase in interest rates with significant sales, 
the Fed Chairman Jerome Powell placated investors in 
an interview on 4 January 2019 by signalling flexibility 
in interest rate policy, saying that the central bank was 

https://www.baloise-asset-management.com/de/ch/publikationen/publikationen-blog/marktberichte/marktbericht-q4.html
https://libertystreeteconomics.newyorkfed.org/2019/01/the-impact-of-import-tariffs-on-us-domestic-prices.html
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always prepared to adjust its monetary policy stance 
as needed.  

Investor expectations regarding US rates are not cur-
rently in line with the projections of the US Federal Re-
serve. According to the prices of futures contracts on 
the US federal funds rate, the likelihood2 of a further 
rate hike in 2019 at the beginning of the year was close 
to 0%, while a rate cut is given a 20% probability. The 
later has edged down, but the highest likelihood is still 
attributed to an unchanged monetary policy. A sus-
tained rise in US long-term interest rates to well over 
3% is therefore not expected for the time being. 

The European Central Bank ended its asset purchase 
programme at the end of 2018. This means that net 
purchases of European bonds will no longer be made. 
However, the expirations of the existing portfolio 
should continue to be reinvested. The ECB does not 
want to raise benchmark interest rates before the au-
tumn of 2019. By defining this very concrete course of 
monetary policy, the ECB has significantly reduced the 
uncertainty surrounding future interest rate develop-
ments in Europe. After the sharp decline in interest 
rates in recent months, the interest rate environment 
could normalise in the short term. A significant rise in 
interest rates above the highs at the beginning of 2018 
is not expected in the medium term, particularly due to 
the weakening EU economy. 

The Swiss central bank continues to regard the Swiss 
franc as highly valued. It is therefore unlikely that the 
SNB will tighten its monetary policy before the ECB. As 
in the past, the Swiss interest rate trend correlates 
strongly with monetary policy in the eurozone. 

 

 
Sources: Baloise Asset Management, CME Group., as at 11 January 2019 

                                                
2 The probabilities should be treated with caution, as the assump-
tion for calculating the probabilities is that interest rates will be in-
creased or decreased by 25 basis points. In June and December, 
however, the Fed raised the interest rate on the excess reserves 
(IOER) by only 20 basis points instead of the usual 25 basis points. 
The aim was to better keep the fed funds rate within its target range 

Equities: Performance drivers sub-
side 
 
Review of Q4: While US equities clearly outperformed 
other equities until the third quarter, the reverse was 
true at the end of 2018. The S&P 500 lost a significant 
amount of value in the last 3 months, closing the year 
down 6.2% from the start of the year. Falling confi-
dence in a quick settlement of the US-China trade dis-
pute put pressure on the markets. A flat US yield curve 
and an associated fear of a recession intensified the 
effect. Other equity indices also suffered sharp price 
corrections, with annual losses for the Euro Stoxx 50 
and the SMI of 12.0% and 10.1% respectively. The dif-
ficult Brexit negotiations, as well as the increasingly 
precarious budget situation in Italy, impacted investor 
sentiment, which subsequently led to lower prices. 
 

 
Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 

 
 
Outlook: The first few weeks of the new year are 
marked by recovery after the sharp correction at the 
end of 2018. Nevertheless, the outlook is not as posi-
tive as it was a year ago. Tighter monetary policy by 
leading central banks and the associated slowdown in 
economic momentum will be accompanied by lower 
prices over the course of the year, which will also be 
fuelled by global political uncertainty. In addition, rising 
labour costs, especially in the USA, are likely to in-
creasingly depress the profit margins of US compa-
nies.  
 
As already reinforced several times last year, investors 
will also have to reckon with increased volatility in 
2019. Brexit and the unresolved trade dispute between 
the USA and China are contributing factors here. Com-
panies that depend on Chinese trade will be watching 
the coming months closely. Even Apple had to scale 

as the unwinding of the Fed's balance sheet leads to an additional 
increase in the effective key rate. If a rate hike of 25 basis points is 
assumed for the calculation, but investors assume a change of 20 
basis points, the probability will be too low. Overall, however, this 
does not change the current picture. 
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back its earnings expectations for the first time in the 
company's history due to a Chinese boycott. A long-
lasting dispute could thus put significant pressure on 
the profit growth of global shares. 
 

Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 

 

Currencies: Politics dominate 
 

Review of Q4: After a slight weakening of the Swiss 
franc against the euro at the start of the last quarter, 
the franc appreciated strongly again towards the end of 
the year. Political uncertainties in Europe, particularly 
Brexit and the political stance of the Italian government, 
turned the Swiss franc into a safe haven. As a result, 
over the year, the Swiss franc appreciated by 3.82% 
against the euro. Compared to the US dollar, the Swiss 
franc slightly depreciated in 2018, bringing the 
USD/CHF exchange rate to 0.98 at the end of the year. 
The strength of the US dollar, bolstered by strong US 
economic data and the interest rate differential. 
 

 
Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 Jan. 2019 

 

Outlook: The US dollar and the Swiss franc are bene-
fiting from their safe haven status amid heightened 
market volatility. Although the strength of the US dollar 
has diminished in recent weeks in the face of falling 
economic momentum, a correction in interest rate ex-
pectations could give the US dollar a slight tailwind 
again. However, we expect a sideways trend over the 
next three months against the Swiss franc.  
 
The main political risk in Europe is Brexit. On 29 March, 
the UK will leave the EU. The shape of the future rela-
tionship has still not been resolved. The British pound 
has already depreciated by 4.80% against the Swiss 
franc in 2018 and by around 1% against the already 
weak euro. The further progress of the Brexit negotia-
tions will have a decisive effect on the strength of the 
British pound in the future. 
 
 

 
 

Sources: Baloise Asset Management, Bloomberg Finance L.P., as at 4 January 
2019 
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  Key market dates 

2019    › 22-25 January: World Economic Forum in Davos 

Jan.    › 24 January: Interest rate decision of the ECB 

    › 30 January: Interest rate decision of the Fed 

    

 

    › 1 March: Deadline for US-China trade negotiations 

Mar.    › 7 March: Interest rate decision of the ECB 

  › 20 March: Interest rate decision of the Fed 

  › 21 March: Interest rate decision of the SNB 

  › 29 March: Brexit: The UK leaves the EU 
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