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Reflecting on a tumultuous few months 
across the global stage, from Trump’s 
troubles and the Qatar situation, to Brexit and 
the elections across Europe, we realised it’s 
easy to get sucked into these events and the 
fundamental questions they have 
created.  Staying updated with the broader 
global macroeconomic themes though 
remains key, so here’s our outline for the 
summer season. 

Central bank meetings in July are expected to 

shape the macroeconomic environment for the 

coming months and investors would do well 
not to ignore these events. 

Looming Rate Hike by the Federal 
Reserve (Fed)  

Central banks in developed economies are 

slowly resigning themselves to the potential 

conclusion of ultra-loose monetary policy 
which has been  propping up global growth 

since the 2008 crisis. Among them, since 

December 2015, the US Fed has already 

embarked on a policy tightening programme. 
The US central bank has raised their benchmark 

interest rates four times over the last two and a 

half years, suggesting that it remains well on 

track to normalise its monetary policy. 

At its last policy meeting, the US Fed not only 

increased interest rates by 25 basis points to a 

range of 1% - 1.25%, but also provided an outline 

about its quantitative tightening plan, signalling 
its growing confidence in the strength of the US 

economy. The Fed downplayed the recent drop 

in the US inflation figures as transitory, while 

emphasising the continued strength in the 
labour market, particularly the low 

unemployment rate. Even the Fed Chairwoman, 

Janet Yellen, stated that US economic growth 

has picked up since the slowdown reported in 
the first quarter. Her hawkish tone was further 

confirmed when she commented in her press 

conference that “it is important not to overreact 

to a few readings and data….inflation can be 
noisy”. Investors who were expecting a dovish 

stance from the data-dependent Fed were 

taken by surprise, following dismal US Q1 GDP 

and inflation numbers. Additionally, the Fed 
maintained its outlook for a third-rate hike in the 

second half of 2017 and three more hikes for 

next year. 

The Federal Open Market Committee meeting 
clarified that the central bank has shifted its 

focus to the elephant in the room and intend to 

trim the size of its balance sheet, containing US 

Treasury bonds and Mortgage Backed 
Securities worth about $4.5 trillion. Though the 

policymakers did not give a specific timeline for 

the unwinding process, the Fed Chair indicated 

that it could start “relatively soon”, depending 
on the state of the US economy. Knowing that 

its balance sheet normalisation programme 

could induce disruption in the financial markets, 

the Fed has clearly communicated its intentions 
to avoid a recurrence of the taper tantrum of 

2013, when abandoning its bond buying 

programme caused severe turmoil in the bond 

market. One major takeaway from the Fed 
meeting is that it is less concerned about 
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subdued inflation and more focused on the 

labour market. It expects a robust job market 

would more than offset weak consumer prices. 

As we enter the second half of the year, it 
remains to be seen whether the Fed will 

increase rates at one of the upcoming 

meetings. Sluggish growth in jobs across the 

nation and softer inflation have both raised 
doubts about the US economy and the Fed’s 

aggressive outlook on rate hikes. The pending 

rate hike will depend on crucial inflation and 

labour market reports for June, scheduled 
before the Fed’s meeting on 26 July. If there is 

no sign of rising inflation, the Fed could be 

forced to slow down its tightening process. 

Moreover, the introduction of its, so called, 
unwinding plan has added another round of 

uncertainty in the Fed’s normalisation plan. The 

central bank needs to walk a tightrope between 

the two; future rate hikes and balance sheet 
reduction. Failure to do so could result in 

significant correction in the US equity and bond 

markets in the near-term. Bond yields are 

expected to rise as the Fed will shift from being 
a buyer of Treasury bonds to a seller. 

 

Is the European Central Bank (ECB) 
Ready for QE Exit? 

The ECB’s decision to reduce the asset buying 

programme to €60 billion per month from €80 

billion in December 2016 marked the first step 

towards normalising their monetary policy. In its 
8th June policy meeting, the ECB stated that 

economic risks to the Euro-zone growth have 

“broadly balanced” and it dropped references 

to interest rate cuts in future, illustrating a more 
neutral view. The accompanying policy 

statement revealed that interest rates are 

expected to remain at current levels for an 

extended period of time. 

This adjustment to its forward outlook suggests 

that the central bank is moving slowly to end its 

massive stimulus programme which began in 

2015; a first tiny step towards gradual tightening.  
The ECB Chief, Mario Draghi, even commented 

that deflation risks in the Eurozone’s economy 

have fully disappeared. The central bank also 

upgraded its growth outlook for 2017 and for 
next two years, but lowered inflation 

expectations for the next three years.  
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Though improvement in the Eurozone’s 

economy, as apparent from recent data, has 

opened the case for re-evaluation of easy 
monetary policy, it is expected that Draghi 

would refrain from taking big bets, unless he is 

convinced that regional inflation is showing an 

upward trend. Annual inflation in the Eurozone 
for June slipped away from the ECB’s target, 

suggesting that the central bank would be 

patient in scaling down its stimulus. 

The ECB Governing Council meeting is due on 
20th July, but expectations of any significant 

change in policy are low. The central bank is 

expected to sound dovish as concerns about 

weak inflation and wage growth still remain in 
the picture. However, comments by the ECB 

President indicate that the central bank might 

tweak its policy in the next few months and an 

announcement about tapering could be made 
in September or October. 

Bank of England (BoE) may turn more 
hawkish 

Even though the BoE voted to keep interest 

rates steady at 0.25% at its June meeting, there 

was a stark difference among bank officials over 
the monetary policy as evident from the split 

vote of 5-3. The central bank cited weaker 

consumer spending, Q1 GDP growth, and 

subdued wage growth as the main factors 
behind its decision. 

The Monetary Policy Committee (MPC) 

members, Ian McCafferty and Michael 

Saunders, supported Kristin Forbes, who has 
been advocating a rate hike for the past few 

months, to counter a rise in UK inflation. 

Moreover, BoE Chief Economist, Andy Haldane 

has been supporting higher interest rates and 
removal of accommodative policy for some 

time now. 

This change in tone has fuelled expectations of 

a rate hike in the second half of the year. 

Recently the BoE Governor, Mark Carney 
contradicted his previous remarks by stating 

that rates could hike and added that debate 

over the same will take place in the 

forthcoming months. 
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