News release
Fed tapering will end this year, says Swiss Re Chief Economist, Kurt
Karl

New York, March 19, 2014 – 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, comments: “The Fed seems set
on reducing its asset purchases – tapering – at a pace of about USD 10
billion per month, so its final purchase of assets could be in August, but
in any case will very likely be completed before year-end."
Although unusually harsh weather weakened US economic activity
earlier this year, a rebound is expected in coming months with growth
supported by accelerating consumer spending, stronger growth of
business investment, and a continued recovery in the housing sector.
Real GDP growth is forecast to be 3.0% in 2014 and 3.5% in 2015.
The yields on the 10-year Treasury are projected to be at 3.5% by end2014 and 4.2% by end-2015.
Karl adds: "The unemployment rate is already near the Fed's threshold
of 6.5%, which was meant to trigger a consideration of raising the Fed
funds rate, so with tapering completed this year, the Fed is expected to
begin raising rates early next year, lifting it to 1.75% by end-2015."
Deflation worries for the Eurozone eased slightly as the CPI edged
higher to 0.8% in February, allowing the ECB to leave rates unchanged
at its March meeting. A rate cut in the future, however, is still possible,
though not expected, since the risk of deflation is still prominent. The
regional manufacturing PMI was 53.2 in February, even though France
continues to lag behind, with its PMI only at 49.7. Meanwhile the
Eurozone Service PMI rose to 51.7.
"These indicators are consistent with modest real GDP growth of 1.0%
this year," says Karl. "Yields on the 10-year German bunds will rise to
2.3% by end-2014 and to 2.8% by end-2015. The UK economy
remains strong, with growth expected to be near 3% this year and
yields on 10-year government bonds rising along with US interest
rates."
In China, Premier Li Keqiang revealed a 7.5% GDP growth target for
2014, similar to 2013, and a 7-8% GDP growth target for later years.
Financial deleveraging and credit risks remain key concerns as
economic growth slows modestly, because of the high and rising
corporate sector debt and the refinancing needs of local governments.
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Karl concludes: "The outlook for Japan is not much changed –it is still
expected to grow by close to 1.5% this year and next, despite the
increase in the sales tax in April. Nevertheless, growth from a weak yen
will only be a short-term stimulus unless substantive structural reforms
are implemented."
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