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GLOBAL ECONOMY IN SYNCHRONIZED 
EXPANSION MODE

 World GDP Growth Steady

 Stronger PMI In Developed Nations

 Consumer Confidence And Spending Expanding

 Business Investment Outlook Bright

 Inflation Remain Stable

 Monetary Easing Turning To Tightening

 Interest Rates Diverges

 India CPI Falls Below 2%

 RBI Cuts Policy Rates
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WORLD GDP GROWTH STEADY

 Ten years after the onset of the global financial crisis the world economy is
enjoying a period of steady GDP growth. This is likely to continue for the
coming year or so. But inflation will probably remain very low.
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STRONGER PMI IN DEVELOPED NATIONS

 After expanding at a steady pace in the first quarter of this year, business
surveys such asMarkit’s PMIs point to a further acceleration in growth in Q2.
The synchronized upturn is being supported by stronger consumption and
investment, slightly looser fiscal policy and a pick-up in world trade.
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CONSUMER CONFIDENCE AND SPENDING EXPANDING

 Household consumption has been expanding at a steady pace during the
past couple of years and surveys of consumer confidence suggest that it may
accelerate further. Consumption will be underpinned by a combination of
strong employment growth, steady wage increases, high asset prices and
manageable household debt ratios.
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BUSINESS INVESTMENT OUTLOOK BRIGHT

 The outlook for business investment is also fairly bright. A rebound in shale
output led to a surge in fixed investment in the US early this year. The shale
boom will probably fade in the coming quarters, but equipment investment
in the US should stay strong. Investment growth in the euro-zone has also
accelerated, helped by rising business confidence and persistently low
interest rates.
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INFLATION REMAIN STABLE
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 Unemployment has fallen steadily but wage inflation remains subdued. New
technologies, globalization and structural changes in the labour market
appear to have weakened the link between employment and wage growth.
We expect inflation to remain below target in the euro-zone and Japan for
the foreseeable future, and to rise only gradually in the US.



MONETARY EASING TURNING TO TIGHTENING

 Several major advanced-economy central banks are set to scale back their
emergency policy stimulus over the coming years. Net asset purchases by
advanced-economy central banks will probably drop to zero by mid-2018 as
the ECB tapers its QE programme and the Fed shrinks its balance sheet. Japan
alone is likely to press on with QE.
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INTEREST RATES DIVERGES

 Policy-makers will be slow to raise interest rates. We think the ECB will leave
its deposit rate unchanged until 2019 and the Bank of Japan will leave its
key policy rate at -0.1% for even longer. That said, the Fed will probably
raise rates steadily over the next eighteen months, and faster than implied
by financial markets.
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EMERGING ECONOMIES SEE MODERATE GROWTH

 Aggregate EM growth should pick up a bit this year. Brazil and Russia are
coming out of recession and, with their currencies stabilizing, central banks
there are likely to cut interest rates. And India’s economy is gaining
momentum as households recover from the demonetization measures. The
pace of activity in China is likely to slow gradually in the second half of 2017 as
the authorities rein in credit growth and attempt to cool the property sector.
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INDIA CPI FALLS BELOW 2%

 Consumer price inflation has fallen from a recent high of 3.8% y/y in March to
1.5% y/y in June, bringing headline inflation down below the lower bound of
the RBI’s target range. The RBI is more focused on core inflation, but this also
looks set to pick up.

 The RBI projects a rise in inflation to around 4% by the end of this year, and
then higher, into the upper half of the target band in 2018.
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RBI CUTS POLICY RATES

 The Reserve Bank of India (RBI) went with consensus expectations in cutting
its repo rate by 25bp to 6.00%. But it also acknowledged that inflation would
soon be rising again. As such, further policy loosening is unlikely.

 RBI has taken advantage of current period of low inflation, but it is expected
Repo rate to stay on hold at 6% over next 12 months or so.
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DISCLAIMER
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