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Background
In recent Reviews we have noted the low level of volatility in both macro-economic data and asset 
prices and remarked upon the unparalleled run of equity markets without a material correction. 

Source: Thomson Reuters Datastream

Although economists’ forecasts for global 
growth have barely budged in the fi rst quarter of 
the year and no fresh harbingers of infl ationary 
potential (as measured by markets’ 5yr infl ation 
forecasts) have emerged to unsettle bond 
markets, investors have rediscovered a degree 
of caution after a long spell of optimism. The 
initial catalyst was a set of US wage data that 
was much stronger than expected and 
prompted investors to anticipate a faster pace of 
normalisation of interest rates by the Federal 
Reserve (Fed). The decline in investor 
confi dence was not helped by the transition in 
Fed governorship from Janet Yellen to Jerome 
Powell which, at least temporarily, created 
additional uncertainty about the path of future 
monetary policy. The upward gradient to US 
interest rates was reinforced by comments from 
the Bank of England, where Governor Mark 
Carney indicated that UK interest rates were 
likely to be increased sooner and faster than 
markets previously had expected.

Later during the quarter, and before investors 
had had much opportunity to regain some calm 
from the economic data releases in the interim, 
further uncertainty was introduced by President 
Trump’s proposal to invoke tariffs on imports of 
aluminium and steel, together with an 
investigation into China’s intellectual property 
practices. As we noted when Mr Trump was fi rst 
elected, the threat of protectionism could 
undermine the boost to global economic activity 
that has come from international trade; it could 
also raise domestic prices in many countries 
and reduce competition. At this stage it seems 
too early to predict how something might 
develop which is currently a war of words, but it 
does raise downside risks for investors.

The fi nal segment of March contained another 
hurdle for investors to negotiate, as it was 
revealed that Facebook users had had their 

personal data accessed and allegedly 
appropriated during the US Presidential election 
campaign. This shock caused (at least 
temporarily) an immolation in the share prices of 
not just Facebook but a wider range of 
technology companies whose rapid growth had 
lain behind much of the equity market buoyancy 
of previous months.

Despite these disruptions to sentiment, 
economic fundamentals have remained broadly 
unchanged since the year end. Global growth is 
widely forecast to improve over that recorded for 
calendar 2017, perhaps only by 0.2% but 
nevertheless welcome. Advanced economies 
are now expected to grow at a somewhat faster 
pace, principally due to a substantial upgrade to 
forecasts for the US. Additional help is 
emanating from smaller increases to predicted 
growth in parts of Europe (especially France and 
Switzerland). Within the developing world there 
are no material changes to forecasts for the 

leviathans of China and India, but the 
commodity-rich economies of Brazil, Russia and 
South Africa have enjoyed meaningful upward 
revisions to consensus predictions.

As can be seen from the chart, equity indices, 
which had experienced only occasional and 
short-lived bouts of downside in the two 
preceding years, found this quarter a particularly 
testing one. The outcome was further 
exacerbated for sterling investors when the 
protracted Brexit talks reached some form of 
agreement over the terms of transition, which 
prompted a bounce in the value of sterling. 
Bond markets, which as noted above wobbled 
in the wake of the higher US wage data, suffered 
no more shocks, as subsequent economic 
releases indicated a lack of further surprises. 
The overall impression of the quarter was that 
the near-term prognosis for the global economy 
had remained broadly unchanged but that 
investors had become rather more circumspect. 
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Bond Markets
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premium to invest in corporate bonds. The US 
economy is already experiencing the second 
longest unbroken expansion since modern 
records began in the 1850s: this cycle is now 
entering its 36th quarter of growth, compared 
with the all-time best run which extended to 41 
quarters between 1991 and 2001 (the average 
over the entire 160yrs is a mere 13 quarters). 
Although we don’t expect the next recession to 
be imminent, it must be getting closer.

In the early weeks of the current year, this 
wisdom appeared far-sighted, as bond yields 
climbed steadily, supported as mentioned above 
by the robust data on US hourly wages growth. 
Since the latter part of February however, yields 
have relapsed (albeit not to levels that prevailed in 
December) as economic data became less 
uniformly buoyant and infl ationary pressures 
remained more subdued than previously feared. 
Thus during the fi rst quarter 10yr gilt yields rose 
from 1.19% to 1.36%, while US Treasuries 
experienced a more signifi cant rise from 2.41% 
to 2.75%, having fl irted with (but not crossed) the 
psychologically important 3% barrier in the 
interim. These yield increases were suffi cient to 
mean that total returns, including the benefi t of 
coupons, just about matched that from cash. 
Investment grade bond yields also rose during 
the quarter, by slightly more than sovereign 
yields, such that total returns were just the 
wrong side of zero.

Central Banks on both sides of the Atlantic 
indicated their intention to lift their domestic rates 
with the Fed in the US under its new Governor 
raising cash rates by 25bp. The future path of US 
rates remained upward, with the Fed projecting 
at least a further two rate increases during the 
remainder of 2018 and another three in calendar 
2019. Mr Carney used the Bank’s Quarterly 
Infl ation Report to indicate that the Bank might 
be minded to focus on returning infl ation to its 2% 
target over a two-year period, rather than the 
three-year period indicated as recently as last 
November. That led investors to expect the next 
rate increase to be in May (the probability of 
such an event having risen from 35% at year 
end to 70% by the end of March), with a further 
increase before the end of December now 
being about 50/50. 

The chart here illustrates a strong correlation 
between the level of Quantitative Easing (QE) and 
the annual change of the additional yield to be 
obtained from holding US investment grade 
bonds over and above that received from the 
ownership of Treasuries. As Central Banks 
withdraw the punchbowl of liquidity (the US has 
already started and will accelerate this year, while 
the European Central Bank might stop by year 
end and even the Japanese are expected to slow 

the pace of QE further during the next twelve 
months), the graph indicates that corporate bond 
yields should rise relative to those offered on US 
Treasuries. In part this could be because the 
withdrawal of liquidity might impact relative 
supply and demand for corporate paper more 
than for sovereign paper, but also it might refl ect 
a belief that credit markets would begin to 
anticipate the end of the US economic cycle 
approaching and therefore demand a greater risk 
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As 2017 ended, the received wisdom among fi xed interest 
investors was that bond yields were set on an upward course 
for a number of reasons. Global growth was looking 
increasingly synchronised, Central Banks were minded to 
withdraw their liquidity support, expected infl ation might be 
rising due to an increasing lack of spare capacity and the 
days of (effectively) zero interest rates were coming to a close. 

Capital returns to a sterling investor

Source: Citi Research

Central Banks Securities Purchases ($bn) vs US IG Credit Spread 12m Change (bp)
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United Kingdom

After her very poor experience in 2017, Theresa 
May has coped rather better with the challenges 
of the current year. The divisions within 
Government did not become any wider or more 
visible to the electorate and, ahead of the local 
elections to be held in May, it appears that the 
upward momentum exhibited by the Labour 
Party under Jeremy Corbyn has faltered 
somewhat over the past few months. If forecasts 
for economic growth for the remainder of this 
year can be met and both business and 
consumer confi dence can continue at prevailing 
levels and not suffer damage from either higher 
interest rates or disruptive ramifi cations from the 
Brexit negotiations, then it may become more 
plausible that this Parliamentary cycle will run its 
full term through until May 2022. 

The UK equity market has had a diffi cult fi rst 
quarter, registering a total return decline of 
around 7% for the major indices. Smaller and 
mid-size companies fared somewhat better, 
perhaps because of the rally in sterling on relief 
that there was agreement on the Brexit 
transition arrangements and their lower reliance 
on international trade and foreign currency 
earnings. At sector level, there was a very wide 
range of performance, with the strongest 
recording a gain of more than 40% and the 
weakest a decline of almost 30%. In the 
vanguard were three small sectors: automotive 
(following the hostile bid for GKN), technology 
and hardware (again following corporate activity, 
this time an agreed takeover for Laird) and 
industrial metals. Bringing up the rear were three 
much larger sectors, representing more than 
10% of the wider market. These were software 
and computing services (down 30% after a 
profi t warning by Micro Focus), tobacco and 
telecoms (both of which fell more than 17%). 
Despite the overall market weakness, forecasts 
for corporate profi ts growth have stayed broadly 
unchanged during the quarter, absorbing the 
translation effect of a stronger pound, at about 
8-9%, whilst forecast dividend growth from UK 
companies has edged up fractionally from 6% 
to 7%. This leaves the UK equity market offering 
a prospective yield to investors of more than 
4%, which should generate support from 
patient investors.

Instead the focus of both economists’ and 
investors’ attention was on the ongoing 
discussions between the UK and our European 
partners over the terms of any transition period 
to follow the date of March 2019 as our offi cial 
exit from the EU and on the pronouncements of 
Mark Carney as Governor of the Bank of 
England about the future path of UK interest 
rates. The draft exit agreement, which outlined a 
21-month transition period (running until the end 
of December 2020), was sanctioned by the 
remaining 27 countries of the European Union 
during March and triggered a bounce in the 
value of the pound, on relief that an 
accommodation had been reached. Indeed 
on a trade-weighted basis, sterling has 
recovered to its highest point since the 
aftermath of the referendum result back in the 
summer of 2016. However there remains much 
detail still to be clarifi ed such as the Irish border 
discussion: the EU draft makes mention of a 
backstop position in which Northern Ireland and 
the Republic are in a single Customs Union 
whilst the UK is not, implying a hard border 
between Great Britain and Ulster which would 
be a red line for Westminster. 

The domestic economy has continued to 
confound many observers who had expected 
growth to sag in the wake of uncertainty about 
the terms of Brexit. GDP for 2017 emerged as 
1.7%, comfortably above most forecasts made 
at this time last year, but nevertheless ahead 

Now that the Chancellor’s Autumn Statement represents the 
principal regular insight into any refi nement of Government 
economic policy, the content of his traditional Spring Budget 
makes few headlines in the fi nancial pages.

only of Italy amongst the members of G7. 
Resilience came largely from consumer 
spending, although the conduit for it was 
increasingly via the internet rather than the high 
street. Nevertheless the rise in headline infl ation 
and failure of wages to keep pace meant that 
living standards for many (and certainly for those 
at the wrong end of the inequality divide) 
remained under pressure.

Despite unemployment continuing on a 
downward path, there was little sign of any 
acceleration in wage growth becoming 
embedded in the private sector. The increase in 
food prices illustrated by the chart (some of 
which could be laid at the door of weaker 
sterling following the Brexit decision) caused 
consumer price infl ation briefl y to exceed the 3% 
level at which Mr Carney is obliged to outline his 
plans to return it to 2% (the Bank’s target). 
Although the latest data reveal this annual rate 
has already dropped to 2.7% and the chart here 
shows a likely further decline before the end of 
the year, the rhetoric from the Bank appears to 
be more focused on pre-emptive action in 
raising interest rates to offset any infl ationary 
pressure that might come from shrinking levels 
of spare capacity. Accordingly consensus 
forecasts are discounting at least one rate 
increase this year (possibly as soon as May) and 
potentially another in late autumn if the economy 
were to maintain momentum.
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United States

 Overseas Equities

Growth forecasts for the US economy have been revised up 
by many Investment commentators during the past quarter. 
Such an increase has come despite concerns about potential 
trade wars with China and (at the margin) a potentially steeper 
gradient for US interest rates as mentioned above. 

Mr Trump’s election in November 2016 right 
through to December last year (14 months), 
equities began the current year in a blaze, with 
the index registering another 7% rise well before 
the end of January. However the reappearance 
of volatility caused this run to end and by the 
end of the quarter indices were in negative 
territory for the period. In particular technology 
shares, which had been the darlings of the 
market for almost the whole of that run since 
the election, came in for a late March beating; 
the combined stock market values of 
Facebook, Amazon, Apple, Alphabet (the 
parent of Google) and Microsoft dropped by 
almost $300bn in only a fortnight as investors 
reacted, not just to the data issue at Facebook 
but also to Presidential tweets about Amazon, 
and rushed to protect the substantial gains of 
the preceding year. As we have noted in 
previous Reviews, the US equity market has not 
looked cheap for some time so, despite 
favourable predictions for corporate profi ts 
growth, it may be a while before investors 
regain their confi dence.

Predictions have risen to around 2.75% for 
this calendar year, which is close to half a 
point higher than consensus believed likely 
only last autumn. Whilst a good deal of this 
improvement can be attributed to President 
Trump’s tax reform and infrastructure rebuilding 
plans, a signifi cant element is also due to the 
long-awaited recovery in corporate capital 
spending that has been rekindled by greater 
levels of business confi dence. 

This capital spending rose by 6.5% in the fourth 
quarter of last year (more than twice the rate of 
GDP growth) and is predicted to rise by almost 
another 6% during calendar 2018 (or in effect 
twice the speed of the economy as a whole). 
Domestic consumption is already benefi ting 
from improved consumer confi dence and rose 
by well over 3% in the fi nal quarter of last year. 
As the prospect of lower taxes becomes more 
tangible so it is expected that such a pace will 
be maintained throughout the coming year, 
although the poor weather in March may have 
restrained spending abilities especially on the 
Eastern seaboard. 

Employment growth has remained resilient and 
February’s new payroll count at 313k was an 
unusually robust number. With the Fed seeming 
to focus (like the Bank of England mentioned 
earlier) more on potential capacity headroom 
(as refl ected by the unemployment rate) than on 
prevailing infl ation, the chart here illustrates the 
future path of the unemployment rate at various 
different levels of monthly job creation. The US 
workforce is expected to grow at about 1.5m 
per annum without any change to the 
participation rate: this is therefore unlikely to 
keep pace with the rate of job creation, even if 
that were to fall well short of the average rate 
achieved in any of the past four years. Thus the 
resulting level of unemployment is expected to 
sink below 4% later this year, potentially 
equalling the 3.8% recorded during 2000 which 
itself was the lowest since 1970. The fear of 
faster wage growth, as employers bid up 
earnings to retain or attract workers, is a logical 
response to such projections and explains why 
investors in both US bond and equity markets 
were unsettled by a very strong monthly reading 
for wage growth in very early February.

It came as no surprise therefore that Jerome 
Powell unveiled another rate increase in the 
March meeting of the Federal Open Market 
Committee, his fi rst since taking the Governor’s 
chair from Janet Yellen. While in his press 
conference he confi rmed that the Fed had 
discussed risks to trade that might ensue from 
President Trump’s threat of import duties on 
Chinese goods, it had not taken them into 
account in its forecasts. Though it remains too 
early to be certain of any particular outcome to 
these trade threats, economists are already 
analysing the imbalances in US/Sino trade 
fl ows: US imports from China were almost four 
times as much ($505bn) as their exports to 
China ($130bn) in 2017. In areas such as food, 
drink and tobacco, there is no trade defi cit 
(hence the Chinese potential retaliation on pork, 
which is also designed to impact Trump 
supporters among the farming community), 
whereas in manufactured materials the US 
imports ten times as much as it exports (hence 
the President’s focus on aluminium and steel). 

The shock on average earnings brought to an 
end the longest unbroken run of positive 
monthly gains in equities in Wall Street history. 
After the pattern ran for the whole period from 
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Europe

 Overseas Equities
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margins and return on capital have scope for 
further recovery, in light of Europe’s earlier 
position in the economic cycle compared with 
other Western countries, we consider that the 
prospective rating of less than 14X offers both 
defensive protection in the event of more general 
equity weakness as well as scope for gains if 
equanimity is restored.

However the early weeks of 2018 contained 
some weak industrial production statistics and 
that disappointment was followed by slowing 
Purchasing Managers survey data, suggesting 
that the pace of growth might not be 
maintained at the levels of Q4. Currently the 
bulk of economists’ forecasts are centred on 
2.3% for the year as a whole.

After the political uncertainties of last year, 
the two hurdles left for investors to negotiate 
were the fi nal resolution of German coalition 
discussions and the outcome of the Italian 
election. As expected Angela Merkel 
concluded a deal with the Social Democrats 
which allowed her to serve for her fourth term in 
offi ce. Also as expected the Italian elections 
resulted in stalemate and it may take much of 
the next quarter to produce an agreement 
suffi cient to allow effective government. In 
contrast to the nervousness of two years ago 
that affl icted investors when Italian politics was 
mentioned, there was no evidence that such an 
impasse had led to jitters across the wider 
European markets. 

The European Central Bank maintained its 
programme of QE at €30bn per month, due to 
run at least until September. However the 
accompanying phraseology has changed, with 
the wording “we stand ready to raise either the 
pace or the duration of QE if infl ation remains 
low” being dropped. Its forecasts for infl ation 
have been left unrevised and above the 
consensus of economists, despite few signs of 
pricing pressures emerging. While annual wage 
growth is running at 1.7% and unemployment 
continues to fall (now down below 9% and 
projected to reach 7.5% by eighteen months’ 
time), it is the pattern of unemployment and its 
implications for capacity which commands the 
greatest attention. The chart illustrates both the 
recent fall in overall unemployment, as well as 
the variation in its composition between those 
who have been unemployed for short intervals 
(less than a year and between one and two 
years) as well as those whose absence from 
employment is more entrenched. This latter 
group might be more diffi cult either to entice 

back to work (even if employer demand 
is available) or to be deemed employable 
(perhaps requiring retraining) and therefore 
not be regarded as able to deliver an increase 
in productive capacity. Also generating 
uncertainty is the fact that much of the net 
addition to the workforce has come in the 
age group between 55 and 64, as 
Governments have looked to supply-side 
reforms by for example endeavouring to 
increase retirement age.

Stock markets across the Continent did not prove 
immune to the wider equity weakness, with 
indices registering a negative quarterly return of 
3%, which was magnifi ed for sterling investors by 
another 1% to refl ect the rise in the pound.  
Despite this market softness and the slightly 
weaker tone to the latest economic news fl ow 
from Europe, consensus forecasts for corporate 
profi ts have remained resilient, indicating that 
calendar 2018 could record growth of about 9% 
with a further gain of similar magnitude pencilled 
in for next year.  Given that both operating 

After a surprisingly buoyant few months during the depths of 
winter, the past couple have seen a softer patch of economic 
data. GDP in the fi nal quarter of 2017 was revealed to have 
been 2.7%, resulting in growth for the full year of 2.5% which 
was well ahead of consensus forecasts made even as 
recently as last autumn. 
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adapt (and will continue to) their behaviour is seen 
by many strategists as a key facet of the merits of 
investing in emerging markets, given the 
burgeoning middle class potential of their 
societies. In particular the data for China is 
signifi cant, in light of expectations for a 
simultaneous trend within the economy away 
from capital spending towards domestic 
consumption. As can be seen from the chart, 
Chinese consumers are understood already to 
have 22% of their spending online, which 
compares with 17% in the UK, 14% in the US and 
a mere 9% on the Continent. Whereas the UK’s 
proportion is expected to grow to about 22% 
over the next three years, China’s is projected to 
rise to more than 30%. The rebalancing of its 
economy away from domestic capital investment 
(still more than 44% of GDP) in favour of 
consumer spending (currently only 38%) is not 
dependent on any huge increase in wages, but 
rather on a reduction in citizens’ need to save (the 
domestic savings rate remains above 40%); such 
spending patterns are forecast to grow at 10% 
per annum over the next three years, compared 
with GDP at around 6.3%. 

Forecast growth rates in Asia should maintain 
the 6% level of 2017, with China likely to be 
somewhere between the historic 6.9% and the 
offi cial forecast of not less than 6.5%, India faster 
than last year and the rest of the region 
averaging about 4%, the same as last year. Latin 
America should experience a sharp improvement 
over 2017’s growth rate, as Brazil and Chile 
benefi t from stronger commodity prices, with 
growth for the region predicted to be a full 1% 
faster than last year’s 1.7%. The rest of the 
emerging world is rather more lacklustre, with 
Russia and South Africa experiencing the same 
commodity tailwind, but other countries (most 
notably Turkey) forecast to see slower growth. 
Compared with the US economy where interest 
rates are fi rmly on an upward path, the 
developing world is still enjoying rate reductions, 
with the weaker dollar and quiescent infl ation 
allowing these adjustments to take place. During 
the quarter, rate cuts were announced by the 
central banks of Argentina, Brazil, Colombia, 
Peru, Russia and South Africa. These reductions 
should help underpin domestic demand and 
enable emerging economies more easily to 

withstand any short term slowdown that might 
occur in the West. 

Last autumn’s Communist Party Congress in 
China was notable, not merely for the re-election 
as President and party leader of Xi Jinping, but 
more signifi cantly for the fact that he failed to 
nominate a clear successor, thereby removing 
the tradition of limiting presidencies to a decade 
(which pattern had been in place since the end of 
the Mao era). Though history books might tell us 
that one-man rule rarely ends well, this episode is 
being portrayed as the best way for China to face 
the economic and political challenges of modern 
times. While Western headlines recently are all 
focused on Mr Trump’s efforts to restrict China’s 
trade surplus with the US, behind the scenes he 
will nonetheless be grateful for the cooling of 
temperatures between the US and North Korea, 
in which China will have been heavily involved. 

One of the long term drivers of economic growth 
across the developing world is illustrated in the 
map here, which shows the rapid growth of 
online retail spending as a proportion of personal 
consumption. The speed at which consumers 

Source: Goldman Sachs

The backdrop for this area has been very supportive in recent 
months, as the dollar has weakened, economic growth 
forecasts and commodity prices have remained resilient and 
some local interest rates have been reduced. 

Changing pattern of consumer retail behaviour
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government bond market, as well as a solid 
proportion of the equity market. Ongoing dollar 
weakness allowed the yen to rise and sterling 
investors enjoyed a 2% currency windfall during 
the quarter. This was despite some political fl ak 
attaching to Prime Minister Abe following 
reports that state-owned land had been 
transferred, at well below open market value, to 
a school connected to his wife. His ratings 
promptly dropped by ten points in opinion polls 
but, unless he is more clearly implicated than 
presently construed, his position looks secure. 
Much of the future reform programme for Japan 
will hinge on such an outcome.

Government would implement its conference 
rhetoric with a full programme potentially 
costing as much as £100bn according to some 
estimates. With most of the funds now standing 
at discounts to asset value and with their 
managers reiterating their ability still to grow 
dividends in future, their prospective dividend 
yields between fi ve and six percent should 
provide support from here.

Projections for economic growth over 2018 as a 
whole remained largely intact, with greater signs 
of improving domestic wages now 
complementing business confi dence as 
supports for growth. Although the escalation of 
trade tensions between President Trump and 
China do not bear directly on Japan, the latter is 
an important export destination for Japanese 
businesses and a number of them also have 
subsidiary or affi liate operations within China, 
so would suffer some impact. Moreover 
Japanese direct exports to the US outweigh 
imports from the US by 80%, so might also be 

Whilst the latter segment of funds has 
continued to deliver on investor hopes, the 
socially deployed funds (typically in public 
sector assets such as hospitals, schools, 
transport etc.) have suffered, initially last 
autumn from comments made by Labour Party 
politicians about potential re-nationalisation and 
more recently from the collapse of Carillion, one 
of the larger providers of day-to-day facilities 
management on these long term projects. 

vulnerable to any wider escalation of tariffs 
by Mr Trump.

Domestic conditions remain solid. The jobs to 
applicant ratio continued to climb and reached 
1.59 during the fi rst quarter, the highest since 
the 1970s. This was despite a material increase 
in the use of foreign workers, who now 
represent more than 1m of the 64m workforce, 
up by more than a third during the past fi ve 
years. The Bank of Japan continued to deploy 
QE, albeit at a moderating pace, and now owns 
more than 40% of the entire Japanese 

Whilst at the time of the Carillion demise the 
media carried dire stories about the prospect of 
patients in hospitals not being fed and schools 
being unable to open, no such issues actually 
occurred. Nevertheless the share prices of 
funds owning these projects continued to 
weaken and now arguably discount not merely 
the likelihood of a Corbyn government 
(notwithstanding the fact that an election might 
not occur until 2022) but also that such a 

After the solid acceleration in the Japanese economy, not 
merely compared with analyst expectations but also with 
recent years’ outcomes, the past quarter contained little 
evidence of any further progress. GDP in Q4 of 2017 was 
positive, although not matching the pace of earlier quarters of 
that year, and marked the eighth consecutive quarter of 
improvement, the best run since the twelve consecutive 
quarters of growth recorded in the late 1980s. 

Investors in infrastructure have had a testing time over the past six months. Previously funds 
investing in both social infrastructure assets and renewable energy had proved highly popular, 
with their perceived low economic sensitivity, attractive yields and some infl ation linkage in 
medium term dividend pay-outs. 

Outlook
change (perceived to be upward for infl ation 
and interest rates and downward for growth) is 
limited, then it may be reasonable to assume 
that the broad pattern of recent years’ 
experience can remain in place.

Central Banks (led by the Federal Reserve) 
seemed to have become more convinced over 

We have drawn attention before to the unusually 
suppressed levels of volatility, both of asset 
prices and indeed much economic data, and 
suggested that this would not last indefi nitely. 
The past quarter shows that volatility has 
returned, at least in equity markets, and may be 
a feature with which investors have to become 
more fully re-acquainted. Of as much concern to 

them as the punctuation of their period of low 
volatility will be the issue of whether the long 
term positive trend in asset markets has also 
been punctured. Key to resolving this dilemma is 
an understanding of the magnitude of the future 
movements of global growth, infl ation and 
interest rates. If we are still encompassed in 
narrow bands, such that the scope for material 
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than last spring, despite the improved growth 
experience of that intervening period, while the 
number of countries where infl ation is too low 
has yet to change much either even though 
energy prices have risen sharply. Nonetheless 
monthly infl ation releases will be a statistic which 
investors will watch closely for the near future.

Following the weakness of equity markets 
during the latest couple of months, prospective 
ratings have fallen back to a level more 
commensurate with long term value, albeit not 
to values that could yet be considered cheap. It 
is not clear to us that caution should fully 
replace complacency, given that we do not 
expect cash returns to rise sharply, but investors 
are unlikely easily to regain previous levels of 
composure. We certainly do expect a greater 
level of dispersion both across and between 
asset classes to be the new order of the day, 
which should enable (and require) investors to 
be more granular and active than was needed in 
the past era of QE-fuelled markets. 

the past eighteen months that they had 
successfully repulsed the ravages of the 
fi nancial crisis and restored a degree of 
equilibrium to the global system. Their comfort 
lay in the consistently positive (and increasingly 
synchronised) nature of global economic 
updates as well as in the unremitting upward 
march of risk asset prices, suggesting that 
investors too believed that crisis had been 
averted. In light of the less uniformly positive 
nature of recent economic data and the return of 
some investor nervousness, it appears less 
probable that Central Banks could continue 
relentlessly on a path of normalising both their 
balance sheets and monetary policies. Thus 
there should remain a degree of 
interdependence between future economic 
updates and the authorities’ reactions, although 
our principal scenario entails a bias towards 
tighter policy.

One of the most closely monitored factors within 
all the data releases is the level of infl ation. More 

co-ordinated global growth, especially if 
accompanied by any impositions of trade 
barriers, means that less spare capacity is 
available to fulfi l increased demand and will 
therefore foster an expectation of higher future 
infl ation if not accompanied by capital 
investment to augment capacity. The table here 
illustrates the prevailing level of infl ation across 
the globe, including a dozen or so countries 
from amongst the advanced economies and a 
sample of eight leading developing countries. 
The colours represent a “heat map” indicating 
how prevailing infl ation rates for each country 
relate to the targeted rate for that country’s 
central bank. Thus dark red indicates infl ation is 
well above target, lighter red refl ects closer to 
target, white is broadly on target, whilst blue 
shows infl ation below target to a lesser (light) or 
greater (dark) extent. As can be seen, the UK 
stands out as the sole country in dark red, with 
the US, India, Taiwan and Mexico the only 
others above target. The aggregate number for 
the developed world refl ects infl ation no higher 
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Global 1.6 1.6 1.5 1.6 1.5 1.5 1.7 1.8 1.9 2.1 2.4 2.2 2.1 2.1 2.0 1.8 1.8 2.0 2.1 2.0 2.2 2.2 2.1 2.3

Developed 0.5 0.5 0.5 0.6 0.5 0.6 0.9 1.1 1.2 1.5 2.0 2.1 1.8 1.9 1.6 1.4 1.5 1.7 1.8 1.6 1.8 1.8 1.8 1.8

Emerging 3.4 3.4 3.2 3.2 3.2 2.9 3.0 3.1 3.1 2.9 3.2 2.4 2.5 2.6 2.6 2.4 2.3 2.6 2.6 2.7 2.7 2.9 2.5 3.2

Eurozone 0.0 -0.2 -0.1 0.1 0.2 0.2 0.4 0.5 0.6 1.1 1.8 2.0 1.5 1.9 1.4 1.3 1.3 1.5 1.5 1.4 1.5 1.4 1.3 1.1

France -0.1 -0.1 0.1 0.3 0.4 0.4 0.5 0.5 0.7 0.8 1.6 1.4 1.4 1.4 0.9 0.8 0.8 1.0 1.1 1.2 1.2 1.3 1.5 1.3

Germany 0.1 -0.3 0.0 0.2 0.4 0.3 0.5 0.7 0.7 1.7 1.9 2.2 1.5 2.0 1.4 1.5 1.5 1.8 1.8 1.5 1.8 1.6 1.4 1.2

Italy -0.2 -0.4 -0.3 -0.2 -0.2 -0.1 0.1 -0.1 0.1 0.5 1.0 1.6 1.4 2.0 1.6 1.2 1.2 1.4 1.3 1.1 1.1 1.0 1.2 0.5

Spain -1.0 -1.2 -1.1 -0.9 -0.7 -0.3 0.0 0.5 0.5 1.4 2.9 3.0 2.2 2.6 2.0 1.6 1.7 2.0 1.8 1.7 1.8 1.2 0.7 1.2

Greece -0.7 -0.4 -0.2 0.2 0.2 0.4 -0.1 0.6 -0.2 0.3 1.5 1.4 1.7 1.7 1.5 0.9 0.9 0.6 1.0 0.5 1.1 1.0 0.2 0.4

Ireland -0.6 -0.2 -0.2 0.1 0.1 -0.4 -0.3 -0.4 -0.2 -0.2 0.2 0.3 0.6 0.7 0.0 -0.6 -0.2 0.4 0.2 0.5 0.5 0.5 0.3 0.7

Sweden 1.2 1.0 0.8 1.2 1.1 1.2 0.8 1.1 1.3 1.7 1.5 1.9 1.4 2.0 1.8 1.8 2.3 2.2 2.2 1.7 1.9 1.7 1.6 1.6

Switzerland -1.0 -0.5 -0.5 -0.6 -0.5 0.0 -0.3 -0.3 -0.2 -0.2 0.3 0.7 0.5 0.7 0.4 0.4 0.6 0.5 0.8 0.8 0.8 1.1 0.8 0.5

UK 0.5 0.3 0.3 0.5 0.6 0.6 1.0 0.9 1.2 1.6 1.8 2.3 2.3 2.7 2.9 2.6 2.6 2.9 3.0 3.0 3.1 3.0 3.0 2.7

US 0.9 1.1 1.0 1.0 0.8 1.1 1.5 1.6 1.7 2.1 2.5 2.7 2.4 2.2 1.9 1.6 1.7 1.9 2.2 2.0 2.2 2.1 2.1 2.2

Japan 0.0 -0.3 -0.5 -0.4 -0.4 -0.5 -0.5 0.1 0.5 0.3 0.4 0.3 0.2 0.4 0.4 0.4 0.4 0.7 0.7 0.2 0.6 1.0 1.4 1.5

China 2.3 2.3 2.0 1.9 1.8 1.3 1.9 2.1 2.3 2.1 2.5 0.8 0.9 1.2 1.5 1.5 1.4 1.8 1.6 1.9 1.7 1.8 1.5 2.9

Indonesia 4.5 3.6 3.3 3.5 3.2 2.8 3.1 3.3 3.6 3.0 3.5 3.8 3.6 4.2 4.3 4.4 3.9 3.8 3.7 3.6 3.3 3.6 3.3 3.2

Korea 0.8 1.0 0.8 0.7 0.4 0.5 1.4 1.5 1.5 1.3 2.0 1.9 2.2 1.9 2.0 1.9 2.3 2.6 2.1 1.8 1.3 1.5 1.0 1.5

Taiwan 2.0 1.9 1.2 0.9 1.2 0.6 0.3 1.7 2.0 1.7 2.2 -0.1 0.2 0.1 0.6 1.0 0.8 1.0 0.5 -0.3 0.3 1.2 0.9 2.2

India 4.8 5.5 5.8 5.8 6.1 5.0 4.4 4.2 3.6 3.4 3.2 3.7 3.9 3.0 2.2 1.5 2.4 3.3 3.3 3.6 4.9 5.2 5.1 4.4

Brazil 9.4 9.3 9.3 8.8 8.7 9.0 8.5 7.9 7.0 6.3 5.4 4.8 4.6 4.1 3.6 3.0 2.7 2.5 2.5 2.7 2.8 3.0 2.9 2.8

Mexico 2.6 2.5 2.6 2.5 2.7 2.7 3.0 3.1 3.3 3.4 4.7 4.9 5.4 5.8 6.2 6.3 6.4 6.7 6.4 6.4 6.6 6.8 5.6 5.3

Russia 7.3 7.3 7.3 7.5 7.2 6.9 6.4 6.1 5.8 5.4 5.1 4.6 4.3 4.1 4.1 4.4 3.9 3.3 3.0 2.7 2.5 2.5 2.2 2.2
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