News release

a

US economy will grow despite spending cuts predicts Swiss Re Chief Economist,
Kurt Karl

Contact:
Corporate Communications, New York
Telephone +1 914 828 6511
Corporate Communications, London
Telephone +44 20 7933 3445
Media Relations, Zurich
Telephone +41 43 285 7171

Swiss Re Ltd
Mythenquai 50/60
P.O. Box
CH-8022 Zurich

Telephone +41 43 285 2121
Fax +41 43 285 2999
www.swissre.com

New York, 20 March 2013 – After today’s decision by the Federal
Reserve to maintain the target Fed funds rate at zero to 25 basis
points, Swiss Re’s Chief Economist, Kurt Karl, commented:
“Triggering the sequestration will slow growth and delay the first
rate hike by the Fed into early 2015."
Karl added: "If present trends continue, the unemployment rate will fall
below 6.5% in the first quarter of 2015, so the Fed's first rate hike is
unlikely to come any time sooner. Nevertheless, yields on the 10-year
Treasury notes are expected to rise modestly this year and next,
reaching about 2.6% by end-2015 as economic activity picks up.
"Though allowing sequestration to be implemented is not sound fiscal
policy, it will reduce the deficit. Additionally, it will weaken economic
growth this year by about 0.5%, deferring monetary tightening. Our
baseline scenario assumes that more finely-tuned policies will be put in
place over the next few months to reduce the dampening impact from
the sequestration, so growth will be about 2.0% in 2013."
He further added: "Economic developments remain uneven in the Euro
area. Economic indicators have rebounded in Germany, but have
remained weak in many other European countries, particularly Italy and
France. We currently expect the mild recession to continue in the Euro
area, with real GDP growth of -0.3% in 2013.
"The lack of growth is one important factor that makes the resolution of
the Euro area debt crisis so difficult. An excessive focus on fiscal
austerity last year has probably contributed to the deepening
recessions in the periphery. The focus now appears to be shifting
gradually towards tolerating deficit overshoots caused by worse-thanexpected economic performance. The key to longer-term sustainable
growth, however, lies in further structural reforms that are conducive to
growth and these, if implemented, will only have an impact over the
next five years."
He continued: "The indecisive election outcome in Italy is a reminder
that the reform path in Europe will not be a smooth process. In
addition, reducing the private and public debt overhang involves
distributional choices that can lead to a public outcry as we are
currently witnessing in Cyprus."
He also said: "Recent data confirm a modest recovery in China, with
real GDP growth of 8.2% expected. Inflation is picking up slowly which
could point to monetary policy gradually returning to a neutral position,

Page 1/2

a
unless growth falters. In Japan, the recent appointment of new senior
leadership to the Bank of Japan (BoJ) promises a more aggressive
monetary policy, and is a bold statement to raise the public's inflation
expectations. However, the success of 'Abenomics', a combination of
expansive monetary and fiscal policies, will require further policy
actions including large amounts of asset purchases by the BoJ.
Moreover, structural reforms will also be key to raising Japan's growth
potential. Real GDP growth will be about 1.0% and inflation about
0.4% this year."
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The Swiss Re Group is a leading wholesale provider of reinsurance, insurance
and other insurance-based forms of risk transfer. Dealing direct and working
through brokers, its global client base consists of insurance companies, mid-tolarge-sized corporations and public sector clients. From standard products to
tailor-made coverage across all lines of business, Swiss Re deploys its capital
strength, expertise and innovation power to enable the risk-taking upon which
enterprise and progress in society depend. Founded in Zurich, Switzerland, in
1863, Swiss Re serves clients through a network of over 60 offices globally and
is rated "AA-" by Standard & Poor's, "A1" by Moody's and "A+" by A.M. Best.
Registered shares in the Swiss Re Group holding company, Swiss Re Ltd, are
listed on the SIX Swiss Exchange and trade under the symbol SREN. For more
information about Swiss Re Group, please visit: www.swissre.com or follow us
on Twitter @SwissRe.

Disclaimer
The material and conclusions contained in this publication are for information
purposes only and the author offers no guarantee for the completeness of its
contents. The statements in this report may provide current expectations of
future events based on certain assumptions. These statements involve known
and unknown risks, uncertainties and other factors which are not exhaustive.
The author of this report undertakes no obligation to publicly revise or update
any statements, whether as a result of new information, future events or
otherwise. Swiss Re shall not be held responsible in any way for, and
specifically disclaims any liability arising out of or in any way connected to,
reliance on or use of this publication.
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