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Key messages

- US: Pro-cyclical fiscal stimulus does its trick right on time ahead of the mid-term elections
- Brexit: Theresa May still negotiating on two fronts

- Swiss economy shifting to a slower gear heading into second half 2018

Comparison of forecasts

GDP growth 2018 GDP growth 2019 Inflation 2018 Inflation 2019
Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus

us 2.7% 2.9% 2.2% 2.6% 2.5% 2.5% 2.1% 2.2%
Eurozone 2.0% 2.1% 2 1.4% 1.8% 1.7% N 1.7% 1.6% ar 1.6%
UK 1.2% N 1.3% 1.0% 1.5% 2.5% N 2.4% N2 2.2% N 2.1%
Switzerland 2.1% 2.2% 1.2% 1.7% 1.0% 1.0% N 0.9% 1.0%
lapan 0.9% 1.1% 1.1% 1.2% ) 0.8% G) 0.9% 0.3% G) 1.1%
China 6.5% 6.6% 6.1% 6.3% N2 2.1% 2.1% N2 2.3% 2.3%

Arrows indicate difference from previous month
Source: Consensus Economics Inc. London, 13.08.2018

Consensus Economics Consensus Economics, one of the world's leading economic survey organisation, has announced the recipients of its

Forecast A 4 . . . . .
orecas f.mr‘my 2017 Forecast Accuracy Award (FAA) in June 2018. Swiss Life Asset Managers’ economic research team has won this
Award Winner

year’s Forecast Accuracy Award for Switzerland.

Chart of the month

US: Subcomponents of Consumer Price Index US consumer price data offer an idea on the immediate

1251 effect of President Trump’s trade policy: The price in-

:jz crease by 20% for laundry equipment suggests that

110/ higher import tariffs were passed on entirely to con-

5105 sumers. Nevertheless, it is important to keep in mind

E100 that US imports of goods and services account for just

Zj 15% of the country’s gross domestic product.
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US
Fiscal stimulus does its trick

GDP growth

Swiss Life Asset Managers Consensus
2018:2.7% 2018:2.9%
2019:2.2% 2019:2.6%

Ten years after the financial crisis, the US economic ex-
pansion shows no signs of exhaustion. After annual-
ised GDP growth of more than 4% in the second quar-
ter, tracking estimates for the current quarter suggest
that a similar pace could again be reached. Private con-
sumption data in particular had a good start into the
third quarter. Apparently, the tax cuts have now
started to boost consumption. Thus, the pro-cyclical
fiscal boost by the Trump administration does its trick
right on time ahead of the mid-term elections. This
judgement is even more valid when looking at the cor-
porate sector: Non-residential construction spending
and expenditures on core capital goods are clearly sup-
porting economic growth thus far in 2018. Business
sentiment among small and medium sized firms im-
proved to near a record level in July according to the
NFIB (National Federation of Independent Business).
Despite all these signs of buoyant domestic economic
activity, a number of Fed watchers points at the ever
flattening yield curve. According to them, this develop-
ment suggest an elevated recession risk for 2019. Yet,
econometric models based on the yield curve steepness
suggest that the likelihood for the US to be in recession
in a year’s time is actually still below 20%.

Inflation

Swiss Life Asset Managers Consensus
2018:2.5% 2018:2.5%
2019:2.1% 2019:2.2%

Higher tariffs feeding through into prices for certain
goods provide spectacular evidence for everybody
afraid of inflation getting out of control. Yet, as im-
ports from China represent only 2.6% of US GDP, the
total impact on inflation should not exceed 0.2%. Fall-
ing commodity prices and weaker service prices in-
creases as of late substantiate our view that annual in-
flation has peaked last month.
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Eurozone
Inflation temporarily above 2%

GDP growth

Swiss Life Asset Managers Consensus
2018:2.0% 2018:2.1%
2019:1.4% 2019:1.8%

Survey data are eagerly awaited to gauge the pace of the
growth moderation and to see how much confidence
is dragged down by political tensions. The purchasing
managers’ index of Germany and France has stabilised
in June and remains well in expansionary territory.
Consumer confidence dropped quite a bit in August.
While we would expect that the peak of consumer con-
fidence is already behind us we do not foresee a rapid
decline. The labour market is still improving: The Un-
employment rate continues to fall and wage growth is
picking up. In our view, private consumption will
therefore remain a growth pillar going forward. The in-
dustry sector, however, has shown some weakness re-
cently. After a pronounced increase between summer
2016 and end 2017, industrial production has moder-
ated in 2018. Relations between the EU and the US are
important for the outlook of industry. In late July,
Donald Trump and Jean-Claude Juncker have found
an agreement. An imposition of US tariffs on Euro-
pean car imports has thereby become less likely, at least
in the near future. The focus will shift to Italian poli-
tics over coming weeks. In September, the new govern-
ment will present its first budget revealing the projec-
tion for the budget deficit as well as political priorities.

Inflation

Swiss Life Asset Managers Consensus
2018:1.7% 2018:1.7%
2019: 1.6 % 2019: 1.6 %

In July headline inflation has surpassed the 2 percent
line for the first time since 2012. The energy compo-
nent alone has contributed 0.9 percentage points to
the 2.1% inflation rate. As the base effect of low energy
prices in summer 2017 is fading out, headline inflation
has reached the peak in our view. With the output gap
closing and wage growth finally picking up we see core
inflation gradually moving higher towards 1.5%.
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UK
213 days to depart the EU

GDP growth

Swiss Life Asset Managers Consensus
2018:1.2% 2018:1.3%
2019:1.0% 2019:1.5%

The UK is scheduled to depart the EU at 11pm UK
time on 29 March, 2019. Meanwhile, recent develop-
ments did not bring more clarity on the form of Brexit
and future relations with the EU. Instead, confusion
has increased: At first glance it looked as if Theresa
May’s Chequers proposal and the subsequent resigna-
tion of two “Brexiteers” from her cabinet paved the way
for a softer Brexit. Yet, only a few days later, a poll pub-
lished by the Sunday Times revealed an odd response
by the public: A rising number of respondents ex-
pressed support for Boris Johnson. At the same, num-
ber of those answering that they would prefer to stay
in the EU also increased. Theresa May still needs to ne-
gotiate on two fronts, with the EU and her own Con-
servative Party. Currently, London is full of rumours
regarding attempts to challenge May’s party leadership
role at the annual convention in a months’ time. In
times of such uncertainties, it is understandable that
the Governor of the Bank of England (BoE), Mark Car-
ney, warned of the consequences of a “No Deal Brexit”.
Yet, he is just one actor more to add inconsistencies to
the debate: His remarks came only one day after the
BOE raised its benchmark interest rate, which should
usually be taken as a sign of economic confidence.

Inflation

Swiss Life Asset Managers Consensus
2018:2.5% 2018:2.4%
2019:2.2% 2019:2.1%

After Carney’s remarks on risks of a “No deal Brexit”,
the Sterling weakened markedly. In trade weighted
terms, its value today is 4% lower than the average of
the first half 2018. This compares with the 9% loss in
the three months after the referendum in 2016. Back
then, higher import prices triggered a significant in-
crease in inflation. As uncertainties around Brexit will
persist, the Sterling should remain weak in our view.
As a consequence of resulting rising import prices, we
lift our inflation forecast for both 2018 and 2019.
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Switzerland
Consumers don’t buy the boom

GDP growth

Swiss Life Asset Managers Consensus
2018:2.1% 2018:2.2%
2019:1.2% 2019:1.7%

Unlike in most other economies, second quarter GDP
data are still not published. For the time being we stick
to our assessment that GDP continued to grow at a
0.5% quarterly rate. That would mark the fifth straight
quarter in which the economy grew markedly above
the long-term potential rate. For the second quarter,
risk are even slightly skewed to the upside: Firstly, we
observed higher than expected growth rates elsewhere,
meaning that Switzerland’s export industries might
have benefitted from the ongoing cyclical upswing.
That would be consistent with still remarkably ele-
vated reading for Switzerland’s purchasing managers
index. Secondly, we know that Football World Cup li-
cence earned by organising FIFA enter Switzerland’s
national account data, giving GDP an additional boost
during the second quarter. Meanwhile, consumer con-
fidence took a surprise hit in the second quarter. So far,
consumers did not benefit much from recovering ex-
ports as wages did not keep up with rising inflation. As
global dynamics are clearly cooling, we expect growth
rates to moderate markedly into the second half of
2018: After five quarter with an average GDP growth
rate of 0.6%, we currently expect only half that pace on
average during the next six quarters.

Inflation

Swiss Life Asset Managers Consensus
2018:1.0% 2018:1.0%
2019: 0.9% 2019:1.0%

Two major developments explain the rapid increase in
inflation over the past twelve months: Last year’s weak-
ening of the Swiss Franc triggered an increase of im-
port prices. Energy prices in particular rose sharply, re-
sulting in 30% higher costs for heating oil compared to
2017. While energy prices continued to rise in August,
currency effects are likely to prevent inflation from ris-
ing much further in the second half of 2018. Addition-
ally, we expect rents for apartments to decline slightly
over the coming twelve months.
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Japan

Inflation remains well below 2%

The Bank of Japan has signalled that its policy will be-
come a little bit less accommodative. While the mone-
tary stimulus might be reduced gradually it will still re-
main very large for many quarters. Inflation is still well
below the target of two percent and will not move close
to the target any time soon. The large gap between our
forecast and consensus for 2019 is related to the con-
sumption tax. As the timing of the consumption tax
hike is still uncertain, we have not yet built it in our
inflation forecast path. In any case, a tax hike has only
a temporary impact. A more sustainable source of in-
flation is for example an improving labour market.
And there are indeed signs for this. Wage growth is
gradually picking up and it becomes more difficult for
firms to find workers. As employees are getting more
bargaining power, temporary contracts are being re-
placed by permanent jobs. Thus, there is evidence for a
fundamental improvement of the labour market.

Economic Research

Marc Briitsch

Chief Economist
marc.bruetsch@swisslife.ch
3 @MarcBruetsch

Claudia Bernasconi
Senior Economist
claudia.bernasconi @swisslife.ch

Y @BernasconiCla

China
Counteracting measures

China’s economy is undergoing a transformation as fi-
nancial tightening measures are unfolding their ef-
fects. Infrastructure investment is slowing markedly
and credit creation is receding. Authorities have initi-
ated the longer-term plan to improve financial stability
in 2017. Back then, they were willing to accept a certain
growth moderation. Today, the situation is more com-
plicated as the US is implementing protectionist
measures to curb Chinese imports. China’s govern-
ment tries to offset the drag on growth stemming from
the weaker export outlook by stimulating the domestic
economy. Easing measures have already been taken
and more will follow. The scale of the measure will de-
pend on incoming data and US trade policy. Should
the US implement the announced tariffs, half of
China’s exports to the US would be affected by puni-
tive tariffs. In that case we expect decisive easing
measures to limit the downward pressure on growth.
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Do you have any questions or would you like to subscribe to this publication?
Please send an email to: info@swisslife-am.com.
For more information visit our website at: www.swisslife-am.com/research

W in X

Released and approved by the Economics Department, Swiss Life Asset Management Ltd, Zurich

Swiss Life Asset Managers may have acted upon or used research recommendations before they were published. The contents of this document are based upon sources
of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements, which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Management (France), 7 rue Belgrand, F-92682 Levallois-Perret cedex and Swiss Life Real Estate
Management, 153 rue Saint Honoré, F-75001 Paris to its clients and prospects. Germany: This publication is distributed in Germany by Corpus Sireo Real Estate
GmbH, Aachenerstrasse 186, D-50931 Kéln and Swiss Life Invest GmbH, Zeppelinstrasse 1, D-85748 Garching b. Miinchen. UK: This publication is distributed by
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Ltd., General Guisan Quai 40, CH-8022 Zurich.
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