\
\
A\
/\ \\17 y
~_ ~

RESEARCH PRODUCTS

04/07/2016

Expert Commentary
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Monday, July 04, 2016

Michael Gapen, Chief US Economist at Barclays Capital Inc, on US economy and USD

Overall, weak labour markets, in our mind, have increased the probability of a recession over the
next four quarters.

The US Federal Reserve kept its interest rates unchanged in June and signalled that it still plans two rate hikes in 2016,
though six of the 17 Fed officials now see just one rise this year. In your opinion, is it reasonable to expect a rate hike this
year at all?

| think it is reasonable, although it is still questionable. The reason for me to say that is the weakness in the US economy that
we are seeing right now, which is coming through labour markets, particularly through slower employment growth that histori-
cally has been a very key indicator of expansion and contraction in the US economy. Thus, under the assumption that the re-
cent weakness in employment growth is reversible and will rebound along with the forecast that the economy will stay in a
modest recovery phase, which is what the Fed is assuming in their base line outlook, one rate hike by the end of this year

seems reasonable.

In our own base line forecast, we do have a rate hike in September. However, the weakness in labour markets is worrisome to

us, while the Fed will have three labour market reports between now and the time it meets in September. In the meantime, we
do not think July is an option at all. Therefore, if these three labour market reports do not show progress and instead show fur-

Michael Gapen ther weakness, meaning that a slowdown in employment is translating into a pick-up in firings or weakness that we would ex-
ChiEf US Economist pect to see out of the goods sectors of the economy relating to mining and manufacturing, which would somehow spread into

. the other services sectors, then the Fed could very well delay its rate hike, but it would not be shifting from September into De-
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cember, in our mind. Most probably, it would likely take a rate increase for the rest of this year off the table.

Overall, weak labour markets, in our mind, have increased the probability of a recession over the next four quarters. So, under
a base line scenario, we think it is reasonable to expect one rate hike by the end of the year, but there is a risk that labour mar-
kets are weakening in a way that could cause the Fed to change its entire tightening bias, which would kick a rate hike way out
in the future and put the Fed on hold for the foreseeable time period, should labour markets not rebound by the time the Com-

mittee meets in September.
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Our GDP tracking estimate has been ranging between 2.5% and 2.7%, as the data suggests a very
strong rebound in consumption in the Q2.

Analysts expect the US economy to expand by 2.4% in the Q2. Do you share this point of view or not? Why?

We do share approximately the same view. We maintain a GDP tracking estimate, meaning that we track the incoming data
relative to our expectations. Having said that, our GDP tracking estimate has been ranging between 2.5% and 2.7%, as the data
suggests a very strong rebound in consumption in the Q2. We can see that very clearly in auto sales, which rebounded sharply,
while the non-auto or services-oriented consumption has also been quite strong. In the meantime, consumption was softer in
the Q4 last year and in the Q1 this year, which, in our view, mainly reflected the fact that auto prices were just unsustainably
high that consumers were purchasing autos at over an 18 million annualized pace in the Q4, which was just too strong and
needed to adjust and calm down; and it did that over the course of the second half of the Q4 and Q1 and seems to have stabi-
lized right now. Furthermore, consumption data looks fine, housing data also looks fine and together those two are suggesting

a descent rebound off the soft Q1. Our official forecast remains 2%, but we are tracking above that, closer to 2.5%.

What factors will influence the performance of the Greenback through the rest of the year?

Michael Gapen To my mind, it is really about the expected differential in performance of the US economy versus others and the ability of the
ChiEf US Economist Federal Reserve to continue on its interest rate tightening path. At the moment, it is obviously much less in favour of a stronger

. Dollar than it was in the past, in the middle of 2014, when the US economy accelerated quite strongly and the Fed was signal-
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ling that it was likely to raise rates in a relatively near future, seeing about four rate hikes per year. At that point, the Greenback
had a very strong upward momentum and then at some point in time, when the commodity complex weakened and emerging
markets were quite soft, that provided further upward trajectory to the Dollar. Those dynamics are not quite emplace any-
more, the US remain in a recovery phase, which is likely to be modest, while the Fed is not signalling that it intends to go much
slower. Thus, there will be a modest upward pressure on the US Dollar over time, should the US economy remain in a recovery

phase; however, we would not look for the type of appreciation that we saw in previous years.

i Dukascopy Bank SA, Route de Pre-Bois 20, International Center Cointrin, Entrance H, 1215 Geneva 15, Switzerland tel: +41 (0) 22 799 4888, fax: +41 (0) 22 799 4880 research@dukascopy.com


http://www.icc-geneve.ch/pages/International_Center_Cointrin_Geneva.html
mailto:research@dukascopy.com

£ DukAscoPY & EXPERT COMMENTARY

Swiss Forex Bank & Marketplace

Kecent
Expert Commentary

Europe

onlll

USD/CHF

GBP/USD

Japan U.S., Canada

UsD/IPY

EUR/JPY NZD/USD Other regions

o, .
() China
ey

Australia,
New Zealand

AUD/USD

USD/CAD

Other asset cl

L]
L]
n

.

Stocks
Commodities

Bonds Just click on a subject you are interested

in and see what experts have to say

ute de Pre-Bois 20, International Center Cointrin, Entrance H, 1215 Geneva 15, Switzerland tel: +41 (0) 22 799 4888, fax: +41 (0) 22 799 4880 re-


http://www.icc-geneve.ch/pages/International_Center_Cointrin_Geneva.html
mailto:research@dukascopy.com
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/63536/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/63723/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/57633/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/63409/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/57579/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/56808/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/60306/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/58834/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/64125/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/63457/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/60524/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/62150/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/64207/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/62790/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/64013/
https://www.dukascopy.com/swiss/english/marketwatch/market_news/Expert-Commentary/55558/

£ DwAscoPY

Swiss Forex Bank & Marketplace

2o 2o

RESEARCH PRODUCTS RESEARCH PRODUCTS

Newest releases and archive:
b & Fundamental Analysis
Technical Analysis

Press Review

Market Research

Expert Commentary
Dukascopy Sentiment Index
Trade Pattern Ideas

. % . . Global Stock Market Review
Fundamental Analysis Technical Analysis Press Review Market Research

‘\ P r " h Commodity Overview

Economic Research
Quarterly Report

& ,& b b Aggregate Technical Indicator

DuxAscoPY
RESEARCH PRODUCTS RESEARCH PRODUCTS RESEARCH PRODUCTS RESEARCH PRODUCTS Addltlonal information:
2T / Dukascopy Group Home Page
Market News & Research
FXSpider
Live Webinars
Dukascopy TV
Daily Pivot Point Levels
Economic Calendar
Daily Highs/Lows
SWFX Sentiment Index

& & »& Movers & Shakers FX

DuascoPy Forex Calculators

RESEARCH PRODUCTS RESEARCH PRODUCTS RESEARCH PRODUCTS

RESEARCH PRODUCTS RESEARCH PRODUCTS
——
\\\\\\\\\\\\\

-

Dukascopy Bank

Expert Commentary ¢ ® Sentiment Index

Global Stock Market Review

Trade Pattern Ideas

Aasass
SR>

Currency Converter
Currency Index
CoT Charts

o

@
Commodity Overview > Economic Research .Dukasco;_)y Aggregate [ \
‘. : i Technical Indicator l ‘
\ b

il

Social networks:

Disclaimer

Everything in this article, including opinions and figures, is provided for informational purposes only and may not be interpreted as financial advice or solicitation of
products. Dukascopy group assume no responsibility for the completeness or the accuracy of any data contained in this article. Financial figures indicated in this
article have not been verified by the Dukascopy group. Views, opinions and analyses are those of the author of the article, and are not endorsed by the Dukascopy
group.

- Dukascopy group waive any and all warranties, express or implied, regarding, but without limitation to, warranties of the merchantability or the fitness for a
icular purpose, with respect to all information in this article. Dukascopy group shall under no circumstances be responsible for any direct, indirect, consequential,
entor any other damages sustained in connection with the use of this article.
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