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The Trump trade — the idea that President Trump’s 

economic agenda would push up the U.S. nominal 

growth rate — led to a few months in which  

the risk appetite line for the United States alone 

was practically vertical. Long Treasuries dropped 

sharply, and U.S. equities rose strongly. But more 

recently, this trade appears to have fallen out  

of favor as investors reconsider the domestic  

policy outlook.

As the Trump trade fades, the global reflation trade 

has begun to take over. In this story of widespread 

economic improvement, we see the United States  

simply continuing on its prior economic trajectory 

of slow and steady growth. This month, in addition 

to the United States, we take a closer look at Europe 

and Japan, two other sources and beneficiaries of 

global economic strength. 
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Pillars of global growth
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We believe the U.S. economy is on firm footing, even 
though economic data have seemed rather mixed of 
late. Interestingly, there is a wide range of estimates for 
first-quarter GDP growth. (The first official estimate will 
be released on April 28.) The Atlanta Fed GDP tracker is 
below 1.0% now; other gauges range from roughly 1.5% 
to 2.5%. Our Nowcast for the United States suggests the 
pace of growth rose steadily throughout the first quarter 
and exceeded 4% by March 31. What accounts for the 
difference is the weight that these various assessments 
place on “soft” versus “hard” data; clearly, the most 
impressive rises have been in the “soft” confidence 
measures and, of course, confidence is not directly 
measured in official GDP accounts.

In our view, what really matters for growth is the pace 
at which private demand rises. The sub-index from the 
Atlanta Fed that tracks this variable’s contribution to GDP 
is currently growing at a 2.6% pace. For this and other 
reasons, we think the underlying pace of growth of the 
economy is broadly stable and roughly in line with this 
number, at around 2%–2.25%.

Looking for a real-income recovery
One of the most important stories to follow, we think, 
concerns income. U.S. household nominal incomes 
are growing at a mostly steady but fairly slow rate, as 
the tightening labor market produces modest gains in 
wages. Part of the weakness in wage growth is likely 
demographic, as expensive older workers get replaced 
by young people who will work for much less. But in the 
first quarter, the surge in headline inflation meant real 
incomes actually dropped. 

Prior to the financial crisis, households typically reacted 
to bursts of inflation by either running down their savings 
or taking on more debt, to allow them to smooth their 
spending. Post crisis, households have been less willing 
to do this — and, for poorer households, the opportunity 
to borrow more has been limited because of greater 
caution by financial institutions. In the first quarter, credit 
also became more expensive. Overall, then, households 
reacted to the real income hit by spending less. If we have 
this picture right, then the drop in headline inflation that 
we forecast should allow household incomes to recover, 
as long as the labor market keeps doing reasonably well. 
This would allow consumption to bounce back.

The stable U.S. trajectory

While growth estimates vary and wages are making only modest gains, we think the core features 
of the U.S. economy are strong.
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The labor market stays in its trend
In headline terms, the March labor market report was 
weak. It did not surprise us, though, as we think there 
are certainly some fragile areas of the economy. Retail 
employment, for example, continues to look weak, 
although that is not a revelation given what is happening 
to retail companies in our era of online commerce.  
Health care was also weak, as it has been for a few 
months, although this is likely attributable to the 
uncertainty over the U.S. policy framework. But despite 
these soft areas, the labor market remains in an upward 
trend. The employment ratio continues to improve.  
The number of long-term unemployed continues to 
decline. And full-time employment continues to move up. 

In other words, beyond the blip of the bad headline, there 
is really not much to point to that would say the labor 
market looks significantly worse or that would suggest 
the trajectory of the economy has changed. We think the 
Fed sees this as well and regards the data flow as good 
enough to keep on hiking, but weak enough to keep the 
pace of hiking measured.

U.S. household nominal incomes are 
growing at a mostly steady but fairly 
slow rate, as the tightening labor market 
produces modest gains in wages.

U.S. growth has been improving steadily
U.S. GDP Nowcast
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Source: Putnam. Data as of March 31, 2017. We base our U.S. GDP Nowcast on a tailored methodology that captures daily data releases for the most 
essential growth characteristics for the United States — including purchasing managers’ index data, industrial production, retail sales data, labor 
market metrics, real estate price indexes, sentiment indicators, and numerous other factors. The mix of factors used may change over time as new 
indicators become available from data sources or if certain factors become more, or less, predictive of economic growth.
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With European politics, it’s important to calibrate one’s 
pessimism. The likelihood of a disruptive outsider winning 
power in a major European country is small. While it still 
seems likely, for example, that Marine Le Pen will make it 
to the second round of the French elections, we expect 
she will lose the second round by a large margin. But 
the French appetite for outsiders is clear in the list of 
leading candidates. This reinforces the message of the 
Dutch elections in March: Many of the traditional political 
alignments are crumbling. Troublingly, the sour public 
mood, the strong support for outsider candidates, and 
the hostility to economic reform are critical constraints  
on Europe’s longer-term economic outlook.

Encouraging signs in the near term
However, we must acknowledge the positive short-
term outlook in Europe. Our Nowcast for the European 
economy is at a level not seen since early 2011, when  
GDP growth was running at an annualized pace of over 
3%. Purchasing managers index data are also at a six-year 
high. And while confidence indicators have improved,  
we do not see the same large gap between “soft” and 
“hard” data that is present in the United States. 

The composition of European growth is also quite 
encouraging. While Germany is still leading the expansion, 
the gap between Germany and other countries has 
closed, with both France and Italy looking stronger.  
We are not entirely convinced that Italy has left its  
troubles behind, but the French economy appears to  
be authentically recovering and could do even better  
after the election. Significantly, domestic demand is 
growing at a reasonable pace. In Germany, some of the 
improvement in business sentiment has been driven 
by the pickup in China, but this is not a typical German 
export-driven recovery. Exports are playing a role,  
but with domestic real wages rising and investment 
beginning to grow, Germany is benefiting from an 
important domestic demand component as well.

It’s harder to stay easy at the ECB

As growth waxes stronger in Europe, policymakers will intensify their debate over tightening 
versus accommodative policy. For now, the doves appear to hold sway.
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How will the ECB respond? 
The immediate pressure on the ECB has eased with the 
latest inflation data. The flash inflation report for March 
was a big surprise, with reported inflation well below 
market expectations. There are many reasons for this. 
There was a big drop in food price inflation, for example, 
and the shift in the timing of Easter (from March last 
year to April this year) seems to have had a big impact 
on a number of large components. We do not think the 
inflation outlook is much different, but month-to-month 
swings clearly affect the headline numbers.

The ECB hawks continue to advocate an early change in 
monetary policy. In the German press in early April,  
Jens Weidmann, President of Germany’s central bank —  
the most influential member of the European system 
of central banks — was quoted as saying the time is 
approaching “to lift the foot slightly off the gas pedal.” 
In response to this argument for an earlier end to 
quantitative easing, the ECB doves have been unusually 
forceful. Peter Praet, the ECB’s chief economist, adopted 
an optimistic tone when discussing Europe’s cyclical 
economic improvement, but was also clear that inflation 
remains too low and shows few signs of rising decisively. 
He was also clear in his view that the forecast trajectory 
of inflation and the economy assumes monetary policy 
remains very accommodative, and that therefore strong 
data are not a reason to change policy. 

Cyclical improvement is evident in Europe
Europe GDP Nowcast
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Source: Putnam. Data as of March 31, 2017. We base our Europe GDP Nowcast on a tailored methodology that captures daily data releases for the  
most essential growth characteristics for Europe — including purchasing managers’ index data, industrial production, retail sales data, labor 
market metrics, real estate price indexes, sentiment indicators, and numerous other factors. The mix of factors used may change over time as new 
indicators become available from data sources or if certain factors become more, or less, predictive of economic growth.
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ECB President Mario Draghi was also decisive in early 
April, arguing that the inflation outlook was too weak to 
justify any shift in policy. “A reassessment of the current 
monetary policy stance is not warranted at this stage,” 
he said, in an attempt to close down debate. The debate 
continues, however, and markets remain sensitive to 
changing interpretations of exactly what the next ECB 
move will be and when it will take place. As before, we 
think the risk is that the ECB surprises on the hawkish side.

The sour public mood, the strong 
support for outsider political candidates, 
and the hostility to economic reform  
are critical constraints on Europe’s 
longer-term economic outlook.

Inflation may not be a dramatic problem in Europe
Eurozone inflation forecast
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In Japan, the economy seems to be improving. First-
quarter industrial production looks strong, and business 
confidence is rising. Most strikingly, a recent batch of labor 
market statistics showed unemployment falling to 2.8% in 
Japan, its lowest level since 1994. Our Nowcast reveals the 
steady improvement. And while inflation doesn’t appear 
to be rising particularly quickly, the Bank of Japan (BOJ) 
continues to express confidence in the inflation outlook. 

We think that Japan is responding to the global pickup, 
rather than being in the vanguard of it, following its 
normal pattern of export-led growth. In other words,  
we interpret Japanese growth as a symptom of the better 
global environment.

How will policymakers react to stronger growth?
At the moment, Japanese capital outflows are critical 
in keeping downward pressure on global interest rates. 
A change in BOJ policy, which could be triggered by 
robust domestic price pressures, would likely translate 
into higher interest rates around the globe. The key 
issue is whether the growth and inflation outlook are 
enough to prompt a change in BOJ policy. The Japanese 
government bond (JGB) market seems to have lost 
interest, for now, in challenging the BOJ’s decision to hold 
10-year yields around 10 basis points, and it is clear the 
BoJ is taking advantage of this to buy less. Inevitably, this 
is being seen by some analysts as indicating a reduction 
in the pace of quantitative easing: The term “stealth 
tapering” is being used in Tokyo to describe this dynamic. 

Our view is that when a central bank has committed to an 
interest-rate target, then the quantities of bond purchases 
become irrelevant. Buying less tomorrow means you have 
space to buy more the day after, if you need to do so. In 
other words, the BOJ is doing the least it has to in order 
to keep JGB yields where it wants them, and it would 
not make a lot of sense for them to do more. We see no 
immediate prospect of a change in policy. While the BOJ 
sees inflation reaching 1% by the end of this year, this is 
still well short of the 2% target. A major acceleration in 
growth and inflation pressures would be needed to push 
the BOJ to change its policy in coming months.

Stealth tapering in Japan

As Japan’s economy strengthens, markets will look for overt and subtle signs of monetary policy 
change at the Bank of Japan.
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Of course, in a year’s time, Governor Haruhiko Kuroda’s 
term ends, and he’ll be 73 years old. A change in governor 
could easily bring a change in policy, just as Kuroda 
himself did. It would not be at all surprising for a “new,” 
post-Kuroda BOJ to abandon the 2% CPI target and 
declare itself happy with a 1% target. We are not likely to 
have to wait a year before we know which way the wind is 
blowing, and this will matter for the global rate outlook.

We think that Japan is responding to  
the global pickup, rather than being  
in the vanguard of it, following its  
normal pattern of export-led growth.

Japan is growing again
Japan GDP Nowcast

3/31/172016201520142013201220112010200920082007

-4%

-3%

-2%

-1%

0%

1%

2%

Source: Putnam. Data as of March 31, 2017. We base our Japan GDP Nowcast on a tailored methodology that captures daily data releases for the  
most essential growth characteristics for Japan — including purchasing managers’ index data, industrial production, retail sales data, labor 
market metrics, real estate price indexes, sentiment indicators, and numerous other factors. The mix of factors used may change over time as new 
indicators become available from data sources or if certain factors become more, or less, predictive of economic growth.
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Source: Putnam. Data as of March 31, 2017. To create the Global Risk Appetite Index, we weigh the monthly excess returns of 30 different asset classes 
over 3-month T-bills relative to the trailing 2-year volatility of each asset class. The higher the excess return and the lower the volatility, the greater 
the risk appetite; conversely, the lower the excess return and the higher the volatility, the stronger the risk aversion. 
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The Putnam Global Risk Appetite (RA) Index is a proprietary quantitative model that aims to measure investors’ willingness to invest 
in risky assets, including equities, commodities, high-yield bonds, and other spread sectors. With a composite view of risk-appetite 
signals across a broad mix of asset types, Putnam’s RA Index provides a framework for discussing investor preferences and can signal 
trend changes in broad market sentiment. 

Risk appetite flattened in March

-12

-8

-4

0

4

8

12

6-month (slow) risk appetite

In
de

x 
va

lu
e

1-month (fast) risk appetite

-12

-8

-4

0

4

8

12

2017201520142013201220112010200920082007

Sept ’08 
With Lehman Brothers’ 

bankruptcy and the onset of the 
global financial crisis, appetite 

for risk all but disappears.

Sept–Nov ’11 
Eruption and subsequent clearing of 

concerns over EU sovereign debt crisis, 
U.S. debt ceiling, and fear of China hard 

landing drive major risk selloff and rally.

March–Sept ’16 
Risk assets rally amid improving 

commodity prices, perceived stability in 
China's macro data, and expectations for 

gradualist Fed policy.

RISK SEEKING

RISK AVERSE

LONG-TERM CYCLE

This 10-year illustration captures the cyclicality of investors’ appetite for risk.

SHORT-TERM TREND

Risk appetite was close to zero in March as markets weighed  
a variety of uncertainties.

Risk ON OFF  
•Expectations connected to policy change under Trump  
lost traction during the month.

•International equities outperformed in March as  
global growth showed momentum.
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Sept ’10–Dec ’13 
Global growth swings dramatically, 
under pressure from sovereign debt 
crises and darkening global growth 
prospects amid fitful recoveries.

Jan ’14–Oct ’16
Global growth settles into a 
more subdued pattern of modestly 
disappointing results.
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The Putnam Global GDP Nowcast index is a proprietary GDP-weighted quantitative model that tracks key growth factors across 25 
economies. This index and individual country indexes are used as key signals in Putnam’s interest-rate and foreign-exchange strategies.

Growth continues to edge higher

Source: Putnam. Data as of March 31, 2017. We base our Global GDP Nowcast on a tailored methodology that captures daily data releases for the 
most essential growth characteristics for each of 25 countries — including purchasing managers’ index data, industrial production, retail sales data, 
labor market metrics, real estate price indexes, sentiment indicators, and numerous other factors. The mix of factors used for each market may 
change over time as new indicators become available from data sources or if certain factors become more, or less, predictive of economic growth.

SHORT-TERM TREND

Global growth rose in March, with continued improvements 
across a wide range of countries.

s 4.04%
Among G10 countries, the main 
contributor to growth was Canada.  
UK data declined sharply, while  
Latin American growth indicators picked 
up. Central and Eastern Europe, the 
Middle East, and Asia remained stable.

LONG-TERM CYCLE

This six-year illustration captures GDP gyrations since the financial crisis.
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This material is provided for limited purposes. It is not intended 
as an offer or solicitation for the purchase or sale of any financial 
instrument, or any Putnam product or strategy. References to 
specific asset classes and financial markets are for illustrative 
purposes only and are not intended to be, and should not be 
interpreted as, recommendations or investment advice. The 
opinions expressed in this article represent the current, good-
faith views of the author(s) at the time of publication. The views 
are provided for informational purposes only and are subject to 
change. This material does not take into account any investor’s 
particular investment objectives, strategies, tax status, or 
investment horizon. Investors should consult a financial advisor 
for advice suited to their individual financial needs. Putnam 
Investments cannot guarantee the accuracy or completeness 
of any statements or data contained in the article. Predictions, 
opinions, and other information contained in this article are 
subject to change. Any forward-looking statements speak only as 
of the date they are made, and Putnam assumes no duty to update 
them. Forward-looking statements are subject to numerous 
assumptions, risks, and uncertainties. Actual results could differ 
materially from those anticipated. Past performance is not a 
guarantee of future results. As with any investment, there is a 
potential for profit as well as the possibility of loss.

This material or any portion hereof may not be reprinted, sold, 
or redistributed in whole or in part without the express written 
consent of Putnam Investments. The information provided 
relates to Putnam Investments and its affiliates, which include 
The Putnam Advisory Company, LLC and Putnam Investments 
Limited®.

Issued in the United Kingdom by Putnam Investments Limited®. 
Putnam Investments Limited is authorised and regulated by 
the Financial Conduct Authority (FCA). For the activities carried 
out in Germany, the German branch of Putnam Investments 
Limited is also subject to the limited regulatory supervision of the 

German Federal Financial Supervisory Authority (Bundesanstalt 
für Finanzdienstleistungsaufsicht - BaFin). Putnam Investments 
Limited is also permitted to provide cross-border investment 
services to certain EEA member states. In Europe, this material 
is directed exclusively at professional clients and eligible 
counterparties (as defined under the FCA Rules, or the German 
Securities Trading Act (Wertpapierhandelsgesetz) or other 
applicable law) who are knowledgeable and experienced in 
investment matters. Any investments to which this material relates 
are available only to, or will be engaged in only with, such persons, 
and any other persons (including retail clients) should not act or 
rely on this material.

Prepared for use with wholesale investors in Australia by Putnam 
Investments Australia Pty Limited, ABN, 50 105 178 916, AFSL 
No. 247032. This material has been prepared without taking 
account of an investor’s objectives, financial situation, and needs. 
Before deciding to invest, investors should consider whether the 
investment is appropriate for them.

Prepared for use in Canada by Putnam Investments Canada ULC 
(o/a Putnam Management in Manitoba). Where permitted, advisory 
services are provided in Canada by Putnam Investments Canada 
ULC (o/a Putnam Management in Manitoba) and its affiliate, The 
Putnam Advisory Company, LLC.

This material is prepared by Putnam Investments for use in Japan 
by Putnam Investments Securities Co., Ltd. (“PISCO”). PISCO is 
registered with Kanto Local Finance Bureau in Japan as a financial 
instruments business operator conducting the type 1 financial 
instruments business, and is a member of Japan Securities 
Dealers Association. This material is prepared for informational 
purposes only, and is not meant as investment advice and does 
not constitute any offer or solicitation in Japan for the execution 
of an investment advisory contract or a discretionary investment 
management contract.
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research in support of Putnam’s global fixed-
income strategies. 
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