


This month’s update comes to you  
from Schroders, managers of the  
Omnis UK Equity Fund and the  
Omnis Global Bond Fund:
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prophets of doom who predicted instant catastrophe  
if the UK voted to leave the EU. Consumer spending 
has in reality been better than expected and recent 
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in sterling. Little wonder, you might say, that our 
leading share index, the FTSE 100, has been 
bouncing around the 7,000 mark, given many  
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We certainly think there are reasons to be  
cheerful, but our optimism does need to be  
tempered, given the potential for political  
upsets ahead.

The event that could Trump them all
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presidential election next month. The opinion polls are 
narrowing and, in view of the widespread disaffection 
with traditional politicians, we certainly cannot rule  
out a victory for Donald Trump. Both he and his rival, 
Hillary Clinton, favour boosting government spending; 
however Trump’s plans are far more aggressive and 
include large tax cuts. When combined with his 
protectionist policies there is a real prospect that  
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seventies. However, for now the US equity market 
remains buoyant, which in the past has been a good 
sign for the candidate of the incumbent party.

Euro turmoil ahead?
Sadly, possible political turbulence is not an issue 
solely affecting our US cousins. Investors in Europe 
also face another tough year as they navigate a series 
of forthcoming popular votes. There are worries that 
Brexit has galvanised protest parties across the EU, 
which is prompting investors to look more carefully  
at valuations in European markets.

 

In Germany, Chancellor Angela Merkel has seen  
a big loss of support ahead of elections next year.  
In Italy, the prime minister, Matteo Renzi, is facing  
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result too close to call. And there are other crucial 
elections forthcoming in France and the Netherlands, 
the latter could propel a far right nationalist party  
into power. The French election should be more 
straightforward, but Brexit has taught us not  
to underestimate protest movements.
 
UK narrowly escapes recession
At home, despite the recent signs, we still expect  
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of the Brexit vote trickle through. We think business 
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eventually leading to lower employment and wage 
growth. There will then be a hit to households, but  
it won’t be felt until next year and the economy  
should escape recession.
 
The Bank of England (BoE) is alive to the threats to 
the economy. It has already expanded its quantitative 
easing programme, although it may need to extend  
it until the end of 2017. We suspect that the BoE is 
likely to cut rates again to 0.1% in November which 
would cause further weakness in the pound.
 
US rates set to rise…
Across the Atlantic, the US Federal Reserve (Fed)  
is expected to raise interest rates in December by 
0.25%, taking its main interest rate (the Fed Funds 
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Fed to increase rates to 1.25% in 2017, although  
it will be mindful of the impact its moves could have  
on both the US economy and the rest of the world.
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…as those in the eurozone fall
And despite all the political uncertainty, we think the 
recovery in the eurozone should continue in 2016, 
even if the pace slows marginally following the Brexit 
shock. It is likely to decelerate further next year as 
inflation starts to rise. Even so inflation is likely to 
remain too low encouraging the European Central 
Bank will cut interest rates further. We are expecting 
the deposit rate to fall to an unprecedented minus 
0.5% by the end of this year, where it should stay 
throughout 2017. The Bank is also likely to extend its 
version of quantitative easing to the end of next year.
 
¹stagflation is an environment where economic growth 
stagnates while inflation and unemployment are high
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