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e The initial estimate of real U.S. gross domestic product (GDP) in the second quarter

was a strong 4.1% (annualized), led by net exports. The prospect of imminent trade
actions may have led to front-loading of purchases before any tariffs were enforced.

¢ In the second half of the year, the persistent impacts of tax reform position the U.S. for
continued growth. However, we expect the expansion to downshift to a more
sustainable rate in 2019, as temporary incentives from tax reform expire and the costs
of trade actions become more apparent.

Eurozone

¢ Amid the gloomy trade environment, some silver linings are emerging. The European
Union (EU) and Japan signed a trade agreement, one of the largest in the world to
date.

e Another more positive development includes an agreement between the EU and the
U.S. to suspend threatened tariffs and to “resolve” the steel and aluminum tariffs as
well. The progress is encouraging, but the agreement lacks specifics. If recent
patterns in these kinds of agreements serve as an example, it is too early to rejoice.

e Key risks for the eurozone include Italy’s high public debt and renewed discontent over
refugees, which nearly broke up Angela Merkel’s coalition government last month in
Germany.
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United Kingdom

e Brexit talks have stalled, with U.K. Prime Minster Theresa May’s plan facing opposition from all
sides. Even the parliamentary calculation around Brexit after recent resignations of hard-
Brexiters is looking more challenging now.

e The probability of a “hard” Brexit, defaulting to World Trade Organization (WTO) rules, with
tariffs and hard borders, has risen notably on the back of recent events. Though we continue
expect a “softer” Brexit that preserves access to the common market, the path to that
conclusion is looking less clear.

e Incoming economic data isn’t entirely in line with the Bank of England’s narrative, yet we do not
expect it will be enough to derail the August rate hike.

Japan: Speculations over Monetary Policy

e Recent speculation that the Bank of Japan might tweak its stimulus led to a spike in Japanese
Government Bond yields. Contrary to speculations, the central bank in its July meeting vowed
to maintain “extremely low” interest rates “for an extended period of time”. We see no change in
the monetary policy stance.

China: Currency Back in Focus

e Besides the increasing likelihood of a trade war, the weaker Chinese yuan is emerging as
another problem area for Chinese policymakers.

e China is pushing to get some nations on their side with regards to the trade tariffs, but hasn’t
been successful. China tried to convince the EU to launch joint action against the U.S. at the
WTO. Perhaps due to interests shared by both the U.S. and the EU, the latter refused to side
with the Chinese.

e On the growth front, policymakers are continuing with their easing. Following the recent
reduction in bank reserve requirements, the People’s Bank of China injected $74 billion into the
financial system. Stimulus measures including business tax cuts and increased spending on
infrastructure were also announced recently.

e Overall, we expect China to remain in an easing position without moving benchmark interest
rates.
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Global Economic Forecast — August 2018

2016 2017 2018F 2019F
United States
Real GDP (Q4-Q4 % change) 1.8 2.6 3.0 2.0
Unemployment Rate, EOP (%) 4.7 4.1 3.8 3.7
Inflation (CPI, Q4-Q4, %) 1.8 2.1 2.6 2.3
Policy Rate (Top), EOP (%) 0.75 1.50 2.50 3.25
Real GDP (Q4-Q4 % change) 1.9 2.8 2.1 1.8
Unemployment Rate (%) 10.0 9.1 8.3 7.9
Inflation (CPI, Q4-Q4, %) 0.7 1.4 1.6 1.6
Policy Rate, EOP (%) 0.00 0.00 0.00 0.00
Deposit Rate, EOP (%) -0.40 -0.40 -0.40 -0.40
Real GDP (Q4-Q4 % change) 1.7 1.3 1.3 15
Unemployment Rate (%) 4.9 4.4 4.3 4.2
Inflation (CPI, Q4-Q4, %) 1.2 3.0 2.5 2.0
Policy Rate, EOP (%) 0.25 0.50 0.75 1.00
Real GDP (Q4-Q4 % change) 15 2.0 1.2 0.5
Unemployment Rate (%) 3.1 2.8 2.5 2.5
Inflation (CPI, Q4-Q4, %) 0.3 0.6 11 1.2
Policy Rate, EOP (%) -0.10 -0.10 -0.10 -0.10
Real GDP (Q4-Q4 % change) 6.8 6.8 6.5 6.2
Unemployment Rate (%) 4.0 3.9 3.9 3.9
Inflation (CPI, Q4-Q4, %) 2.2 1.8 2.4 2.5
Policy Rate, EOP (%) 4.35 4.35 4.35 4.35
Exchange rates (EOP) Jun-2018 Sep-2018F Dec-2018F Mar-2019F
EUR/USD 1.17 1.18 1.19 1.21
GBP/USD 1.32 1.33 1.35 1.37
USD/JPY 110.8 109.5 108.0 107.0
USD/CNY 6.62 6.70 6.50 6.00

F: Forecast EOP: End of period
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