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3 
What will end the US expansion? 

– We look at the factors which might bring an end to the US economic expansion 
which is set to become the second longest on record in May. The economy 
does not suffer from the imbalances seen in previous cycles and the greatest 
threat is posed by an increase in inflation. 

– Barring external shocks, such as a trade war, the most likely time for the cycle 
to end would be when the economy feels the full impact of higher interest 
rates and the impulse from fiscal policy fades. In our view this is unlikely before 
2020, indicating that the current cycle will become the longest on record by 
mid-2019. 

– Good news, but less convenient for President Trump who faces the risk of 
fighting for re-election in 2020 during a recession. 

8 
What is driving US Treasury yields higher? 

– Though the threat of protectionism is one reason for the soggy performance of 
risk assets so far this year, rising US Treasury yields are also a factor as they 
indirectly worsen equity valuations. 

– Our Schroders US Real Yield Model helps explain why bond yields have been 
rising, and when combined with our baseline forecast for growth, inflation and 
interest rates, help us predict the future path of yields.  

– Overall, the model suggests 10-year bond yields are currently in fair value 
territory, but are set to rise over this year and next. However, market pricing of 
where 10-year yields will be is considerably below our estimates, suggesting 
significant upside risk to yields. 

12 
China's 2018 NPC: positioning for slower growth 

– The 2018 NPC concluded, with a key takeaway that the Party is priming the 
populace and the economy for a transition to lower growth and a more mature 
economy, albeit in baby steps. 

– As an offset to slightly tighter monetary policy, fiscal policy looks set to remain 
accommodative, looking past the headline reduction in the fiscal deficit target. 

 

Chart: Is the US heading for a record long expansion? 

 
Source: National Bureau of Economic Research (NBER), Schroders Economics Group, 27 March 2018. 
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What will end the US expansion? 
"Age cannot wither her, nor custom stale her infinite variety" 

William Shakespeare (Antony and Cleopatra), 
1606 

If the US economy continues to grow through April the current expansion from 
trough to peak will match the second longest on record. This will not be confirmed 
until we have the official data, but barring a sudden collapse in economic activity 
the expansion which began in July 2009 will equal and then surpass the 106 months 
recorded between 1961 and 1969. The current expansion is still some way off the 
ten years recorded between 1991 and 2001, but on current forecasts is set to 
surpass it (see chart front page). 

Such figures naturally raise questions about the longevity of the cycle. Will the US 
economy soon run out of energy and keel over as it has on previous occasions? We 
are reminded of Prime Minister Gordon Brown's claim in 2007 that he had 
abolished boom and bust in the UK: the financial crisis followed shortly afterwards. 
So while there may be little expectation or even discussion of an end to the cycle 
today, it is worth remembering that recessions normally come as a surprise. 

Looking for pressure points: Imbalances, inflation and shocks 

We would identify three factors which can end an expansion. The first would be the 
build up of imbalances in the economy which prove unsustainable, thus triggering a 
major retrenchment in spending. Second would be a rise in inflation which causes 
the central bank to tighten monetary policy, often with the result of causing a 
downturn. Third would be an external shock which hits demand. Examples would be 
the collapse of a major trading partner, or a significant energy shock. 

On the first, we would focus on the corporate sector where gearing has been rising 
to new highs as measured by the debt-to-GDP ratio. By contrast to the last cycle the 
financial and household sectors have spent the past few years reducing gearing in 
the aftermath of the global financial crisis. In this cycle, companies (non-financial) 
have been particularly active in the bond market where debt issuance has soared1. 

Chart 1: US debt-to-GDP ratios 

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 28 March 2018. 

                                                                    
1 Arguably, the level of government debt is a risk although not a high one in our view given the 
sovereignty of US monetary policy. 
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Two factors suggest that this is not currently a major problem in the US. First, the 
debt service ratio of the corporate sector is not exceptionally high reflecting lower 
interest rates. Second, and more reassuringly, corporate cash flow (internal funds 
minus capital spending) remains strong and positive. Recessions normally occur 
after a period when the corporate sector has extended itself and is running a deficit. 
The underlying trigger is often a deterioration in profit and cash flow against a 
backdrop of rising capital investment. At present the US corporate sector is running 
a healthy surplus, which was actually rising at the end of last year (chart 2). 

Chart 2: Overstretched? US corporate sector cash flow remains healthy 

 
Source: Thomson Datastream, Schroders Economics Group, 27 March 2018. 

This will change. An important driver of the recovery in 2017 was an increase in 
capital expenditure (capex) which is expected to continue through 2018 given the 
increased allowance against tax and the repatriation of overseas capital (some of 
which is likely to flow into capex). Revenue growth remains robust, but rising capex 
will reduce the surplus and push the cash position toward deficit. At this stage 
though we have some way to go before this indicator signals recession. 

Inflation risks 

On the second factor, inflation, we are more concerned. As regular readers of our 
analysis will be aware we do expect a pick-up in inflation this year and next in the 
US. Such an outcome is not dependent on higher oil prices, but reflects the lagged 
effects of activity on core inflation. Last year's recovery signals this year’s higher 
inflation. Our probability models also say that we are moving into an environment 
where inflation exceeds 3%2 (see charts 3 & 4). 

 

 

 

 

 

 

 

                                                                    
2 Model details available on request. 
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Charts 3 & 4: Cyclical pressures point to higher inflation 

 

 

Source: Thomson Datastream, Schroders Economics Group, 27 March 2018. 

Rising inflation alone is not sufficient to warrant a recession. Remember that last 
year we puzzled over the low level of inflation which undershot its 2% target, so 
some pick-up in price rises will be welcome. Looking ahead though inflation is set to 
rise above target for the next couple of years, an outcome that will test the new 
Federal Reserve (Fed) chair Jerome Powell, particularly if wages also pick up. 

For a central bank, the difficulty with any tightening cycle is knowing when to stop 
as monetary policy acts with "long and variable lags". Consequently there is a 
danger that as rates rise the evidence of their effect does not come through in a 
timely predictable manner. Combine this with the fact that inflation responds with a 
lag and it is not difficult to see how central banks can overtighten and create 
recessions. 

External threats: China and trade wars 

Finally, we turn to external shocks. These are by their nature unforecastable, but 
one way of checking external vulnerabilities is to consider imbalances and pressure 
points outside the US. Focusing on the credit gap (which captures where debt 
should be given the growth in the economy) it is possible to get a sense of where 
the risks of retrenchment are greatest. According to calculations from the Bank for 
International settlements (BIS), the greatest risks are in China where the credit gap 
has reached nearly 17% of GDP above where it might be expected to be and Canada 
where the gap is nearly 10% of GDP. Combine this with debt service ratios and the 
case against both is strengthened (see charts 5 & 6). 
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Charts 5 & 6: China and Canada look vulnerable 

 

 
Source: Bank for International Settlements, Schroders Economics Group, 29 March 2018. 
 

With due respect to Canada, the US is a large economy so should be able to 
withstand the reverberations from its smaller neighbour. China is different and a 
hard landing here could certainly put a dent in the US expansion, particularly if the 
world's second largest economy began to repatriate capital to shore up its 
economy. This remains a risk; however, as we have argued in our scenario analysis, 
the prospect of a sharp downturn in China has diminished significantly since the 
authorities stemmed capital outflows. 

This suggests that the risk of a major external shock is relatively low at present. 
However, staying with our scenario analysis, the prospect of a trade war has risen 
significantly. The topic has taken centre stage recently with the US announcing it 
will put tariffs of up to 25% on $60bn of Chinese exports, a move which follows 
tariffs on steel and aluminium. 

We see this as part of a bargaining strategy on the part of the US administration 
which has been quick to grant exemptions from its earlier steel tariffs and has been 
wary of putting tariffs on goods which the US consumer would notice such as on 
iPhones. These moves suggest that trade wars are not the end game here. Instead 
it is likely to be a deal with China that can be held up as a victory ahead of the mid-
term elections in November. We may be wrong and the recent shift in White House 
personnel is a cause for concern. If so then the US and rest of the world would be in 
for a spell of stagflation as tariffs push up prices and kill trade, the main factor 
which drove the global expansion in 2017. 
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Current expansion looks set to break the record for longevity 

To return to our original question, this analysis highlights a pick-up in inflation as 
being the greatest threat to the US expansion at present. The Fed faces a tricky task 
in tightening policy without triggering a sharp downturn given the lags from 
changes in rates to the economy. 

In this cycle the problem could be exacerbated by a fading of fiscal stimulus after 
2019. Current plans suggest a fiscal cliff in 2020 as tax cuts and spending increases 
evaporate around the same time that higher interest rates are having their 
maximum impact. Hence 2020 is our most likely date for the end of the cycle 
expansion. 

Arguably those risks are somewhat over the forecast horizon, and indicate that the 
current expansion is set to become the longest on record, a landmark which will be 
achieved in July 2019. No doubt this would be cause for celebration. However, the 
festivities in the White House might be somewhat muted as the President faces the 
prospect of fighting for re-election during a recession. 
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What is driving US Treasury yields higher? 
"…our programme for reducing our [Fed's] balance sheet, which began in 
October, is proceeding smoothly. Barring a very significant and unexpected 
weakening in the outlook, we do not intend to alter this programme." 

Jerome Powell, Chairman of the Federal Reserve,  
21 March 2018. 

The global economy is decisively moving from the recovery phase of the economic 
cycle to the expansion phase. The transition occurs as most countries start to 
experience shortages in spare capacity, causing firms to bid-up input prices 
including wages, which in turn drive demand higher. As a result, inflation is typically 
higher, prompting central banks to tighten monetary policy. Bond yields tend to rise 
during this phase of the cycle as investors demand additional compensation not 
only for rising inflation, but also the higher potential returns on equities, driven by 
stronger economic growth. 

Recent jitters in equity markets are partly explained by fears of protectionism, but 
also the recent rise in bond yields. As yields rise, so does the discount rate applied 
to forecasts of future income growth for equities, therefore reducing the present 
value and making equity valuations less attractive. Higher bond yields also increase 
the opportunity cost of owning risk-assets compared to holding a "risk-free" 
government bond. 

The S&P 500 equity index is down almost 7.5% since its peak on 26 January, and is 
down overall year-to-date. Meanwhile, the yield to maturity on the benchmark US 
10-year Treasuries closed on 21 February at 2.94% – the highest level since 
January 2014, and more than double the yield seen as recently as July 2016. Yet, a 
nominal yield below 3% is still very low compared to past cycles. However, the 
current economic cycle is arguably like no other seen before. 

The prolific use of quantitative easing has distorted asset prices, while the cycle 
itself may be is set to be one of the longest in history (see chart 1 earlier). How far 
should yields rise going forward? What are the key drivers? 

The Schroders US Real Yield Model 

To gain a better understanding of the rise in Treasury yields, we turn to the 
Schroders US Real Yield Model. The model was originally developed in the 1990s, 
but has evolved over time to incorporate new explanatory factors. We recently re-
estimated the model to bring our analysis up to date, and the rest of this note 
explores the results and conclusions. 

Before we delve into the results, a brief description of how the model works is 
required. First, the real yield is taken as the yield to maturity on the benchmark  
10-year Treasury minus year-on-year core CPI inflation. It is important to note that 
we use core inflation and not headline CPI inflation, as additional volatility in the 
latter caused by energy and food price inflation would generate too much noise. By 
not taking the headline rate of CPI inflation, the model's results are more stable, but 
the results are not comparable with inflation linked bonds. 

The model3 finds a fair value of the real yield using the following variables: 

– Real Fed Funds rate (to capture the impact of rising short-term interest rates). 
– Manufacturing ISM survey (as a proxy for GDP growth). 

                                                                    
33 The model is estimated using quarterly data, with an OLS regression, using a Cochrane–Orcutt 
transformation to correct for serial correlation in the error terms. The model is estimated using 
data from Q1 1990 to Q4 2017. 
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– Overseas official holdings of Treasuries as % of total issuance (important to 
capture the expansion of reserves in emerging markets, and their holdings 
of Treasuries). 

– Fed purchases of Treasury bonds as % of GDP (to estimate the impact of QE). 
– Two VIX dummy variables4 (to capture safe haven demand during 

market panic). 

Chart 7 shows the model's estimate of the real yield versus the actual real yield as 
defined previously. The key feature of the model is that it allows the actual real yield 
to fluctuate around the model's estimate, which we deem as being the fair value. 
The light blue swath around "fair value" line is the 95% confidence interval of the 
model. This suggests that when the actual real yield (green line) moves outside of 
the swathe, the bond market is either too cheap or too expensive. Indeed, the 
model has a good track record of identifying these periods when bond yields move 
too far away from where they should be based on fundamentals. 

Chart 7: Estimating the US real yield 

 
Source: Schroders Economics Group. 27 March 2018. Please note the forecast warning at the back 
of the document. 

The last observation of the actual US real yield (Q4 2017) is below the model's fair 
value estimate, but within the 95% confidence interval. However, what the model 
allows us to do is to forecast where the real yield is heading. Using our baseline 
forecast for the US economy (featured in last month's viewpoint), we forecast the 
path of our estimated fair value real yield, as shown in the above chart. The real 
yield is estimated to rise by 51 basis points by the end of 2019 to 1.39%. 

Structural versus cyclical factors 

To better understand the recent rise in yields, we can look at how much of the 
change in yields is attributed to each independent variable by the model. 

Over the past year, the model's fair value estimate has risen by 91 basis points (bps) 
(chart 8). 56bps of which was caused by the rise in the manufacturing ISM survey. 
This was the most important factor, followed by the rise in the real Fed funds rate 
(+27bps) and the reduction in quantitative easing (QE) as a share of GDP (+9bps). 
The VIX volatility index remained subdued and therefore had no impact; however, 
the overseas official holdings of Treasuries as reserves made a small negative 
contribution. 

                                                                    
4 The first VIX dummy variable is triggered when the VIX index rises more than one standard 
deviation above its long-run average. However, VIX 2 is triggered when the rise is more than two 
standard deviations. 
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Chart 8: Drivers of the Schroders US Real Yield Model 

 
Source: Schroders Economics Group. 27 March 2018. Please note the forecast warning at the back 
of the document. 

Given that growth (as captured by the ISM survey) and the Fed funds rate are 
estimated to have had the largest impact, we conclude that cyclical factors have so 
far been the key drivers of the rise in yields. Looking ahead, our forecast assumes 
that growth, and therefore the ISM survey, will peak in 2018 and begin to moderate 
over most of 2019. While nominal interest rates are forecast to rise further, the real 
rate is only forecast to rise a little further in 2019 given our forecast of rising 
inflation. The main driver of higher yields over 2018 and 2019 is forecast to be the 
reduction of the Fed's balance sheet, which is set to accelerate over 2019. 

In our view, the Fed's policy of unwinding QE is likely to be more of a structural 
headwind for the bond market in the coming years, rather than policy driven by 
cyclical factors. The Fed has communicated a path for the policy, which the new 
chair is happy to stick to (see quote earlier). Balance sheet deduction is set to 
accelerate from $20bn per month to $50bn per month by the end of the year. 
Unless there is a significant downturn in the economy, the Fed is unlikely to waver 
from its path of allowing its balance sheet to shrink. 

What about inflation? 

As mentioned earlier, the rise in inflation during the expansion phase of the 
economic cycle is a critical factor behind tighter monetary policy. The model 
presented above is estimated in real terms using core inflation, but in order to 
make its output comparable with the market, we need to return to nominal yields. 

Chart 9 (on next page) takes the real yield model as presented in Chart 7, but adds 
historic core inflation and our baseline forecast for core inflation. In doing this, the 
estimated fair value of the 10-year nominal yield is forecast to rise by 166bps to 
4.29%. This is made up of the 51bps increase in the real yield and 115bps rise in 
core CPI inflation. 

A forecast of a rise to 4.29% for the nominal 10-year US Treasury yield would be 
considered as aggressive today, despite historic yields being much higher in the 
past. Compared to market pricing, taken from forward contracts of the US 10-year, 
we see that the market barely expects the 10-year yield to breakthrough the 3% 
level by the end of 2019. Moreover, the profile priced by markets is well below the 
lower confidence interval of 3.78% at the end of 2019. This suggests that not only is 
there considerable upside risk to Treasury yields over the forecast horizon, but also 
to market pricing of the future path of yields. 
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Chart 9: Taking inflation into account 

 
Source: Bloomberg, Schroders Economics Group. 27 March 2018. Please note the forecast warning 
at the back of the document. 

Conclusions 

The Schroders US Real Yield Model suggests that the real yield in the US is within 
fair value, and the recent rise has largely been driven by stronger growth, and the 
rise in real Fed funds rate. However, combining the model with our baseline 
forecast to look ahead, we conclude that these cyclical factors are likely to 
moderate, though structural factors in the form of the unwind of QE will drive real 
yields higher. 

Once higher inflation is also factored in, the model's 95% confidence interval 
suggests that the nominal 10-year Treasury yield could rise to between 3.78% and 
4.80% by the end of 2019. Meanwhile, markets expect the 10-year yield to barely 
breakthrough 3% over the same time horizon. If yields do rise in line with the Real 
Yield Model's forecast, or even by more, then equities could struggle to make gains, 
especially where earnings growth is weak or hard to identify. 
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China's 2018 NPC: positioning for slower 
growth 

"We must ride on the mighty east wind of the new era, charge forward with a 
full tank and steadily steer the wheel with full power" 

President Xi Jinping, 2018 National People's Congress 

The 2018 meeting of the National People's Congress (NPC), China's national 
legislature, ran from 5 to 20 March. The NPC is something of a rubber stamp 
parliament, having never rejected a government proposal. The meetings instead 
are an opportunity for senior officials to set the policy and economic targets for the 
year ahead. A well flagged takeaway from this year's event was that the Party is 
priming the populace and the economy for a transition to lower growth and a more 
mature economy, albeit in baby steps. 

Growth will not be limited by fiscal policy 

The first and most obvious signal of this transition came in the economic targets set 
out in the Work Report for 2018. As in 2017 a target of "around 6.5%" was set, but 
the additional wording promising "higher if possible in practice" was dropped. The 
report also said that, for the first time, the number should be viewed as an 
expectation or forecast, rather than a binding target. This implies a willingness to 
undershoot 6.5%, although we suspect not by much. For now, we leave our forecast 
unchanged at 6.6% for this year, as we think the external backdrop will remain 
supportive, and current momentum looks healthy. Downside risks though are 
greater than in previous years given an increased willingness, officially at least, to 
accept slower growth. In all likelihood, it is easier to make such a statement at a 
time when growth concerns are minimal, and in so doing gradually reduce 
expectations of continuous government support for growth. 

On fiscal policy, the headline target also seems to send a message of reduced 
government support. A cut in the fiscal deficit target to 2.6%, from 3% in 2017, 
implies less fiscal stimulus at a time when monetary policy is also tighter. However, 
digging deeper into the data reveals a different story. There is no slowdown in 
spending planned, with a target set for spending growth which would see it 
unchanged from the level seen in 2017. Meanwhile, the revenue growth target is 
lower than the 2017 outturn, implying a fiscal expansion. The reduction in the 
deficit comes about because the government is utilising reserve funds to help pay 
for the extra spending. 

Charts 10 & 11: Traditional sources of investment support are fading 

 
Source: Thomson Datastream, Schroders Economics Group. 23 March 2018. 
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Some key tax policy changes, which account for the planned spending growth, 
revolve around helping the private sector. VAT is to be simplified, with reductions 
for smaller firms, who will also benefit from reduced corporation tax. Businesses 
see their burdens diminished further by a lowering of their contributions to various 
social welfare schemes. The combined effect should be to foster enterprise, with the 
authorities hoping to continue moving China up the value chain of international 
production. Growth in private sector investment might also be expected, helpful at 
a time when other sources of investment growth are under pressure (chart 10). 
Finally, in a long awaited and much deferred announcement, a property tax is to be 
rolled out within two years. However, we suspect it will likely take longer and be 
introduced very gradually. 

Monetary policy a more likely culprit for slower growth 

One interesting development, amongst the targets, was the change made to 
monetary targeting. Previously, the NPC has delivered a quantitative target for 
money supply growth, specifying an annual growth rate for M2. However, this year 
the target was just "steady growth". 

Chart 12: The decreasing relevance of monetary aggregates 

 
Source: Thomson Datastream, Schroders Economics Group. 26 March 2018. 

At the People's Bank of China (PBoC) press conference, an official said that M2 
would no longer be a key variable for policymaking, as its relationship to growth 
had weakened as China's financial system had developed (chart 12). It was made 
clear that growth should be less reliant on monetary expansion in the future, with 
monetary aggregates expected to grow in line with nominal GDP. The PBoC also 
said it was monitoring the rapid growth in household debt, with mortgage growth 
viewed as "slightly too fast". We expect continued regulatory pressure in this area in 
2018, reinforcing our expectations for a slower property market.  

Real estate will also face pressure from any slowdown in credit growth, and growth 
of monetary aggregates in line with nominal GDP would put M2 growth at around 
8% and total social financing at a similar pace. With Chinese financial data it is best 
to look at as broad a picture as possible to avoid attaching too much importance to 
moves driven by regulatory changes; a pick up in lending growth is likely this year 
as banks shift off balance sheet items back on to their balance sheets, but the 
overall credit growth is still likely to be slower. As chart 13 shows, this is bad news 
for real estate. 
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Chart 13: The credit impulse and real estate 

 
Source: Thomson Datastream, Schroders Economics Group. 26 March 2018. 

China highlights liberalisation as trade tensions rise 

With an eye on escalating trade tensions, the NPC also included discussion of the 
opening up of China. Promises were made that a range of sectors, including 
finance, telecoms, education, medical care, electric vehicles and general 
manufacturing would be opened up to foreign investment. An earlier 
announcement about a lowering of import tariffs on consumer goods was also 
reheated. 

Although this is unlikely to be enough to dissuade the US from imposing tariffs, it 
underlines the importance to China of the manufacturing upgrade plan referred to 
as "Made in China 2025". An attempt to move up the value chain, this is being 
specifically targeted by recently proposed American tariffs. Opening the sectors 
involved (higher value manufacturing, including electric vehicles) to US investment 
is one way to limit US trade measures. Politically, imposing tariffs on goods 
manufactured by US firms is trickier than going after their Chinese counterparts, 
and we would note that iPhones have already been exempted from tariffs. Opening 
the market to foreign firms also addresses some US concerns, but it is unlikely to 
impact the trade balance much. 

Elsewhere, state-owned enterprise reform lumbers on, with 1,200 closures of 
zombie and severely loss making firms announced for 2017. These efforts are said 
to continue in 2018, with leverage ratios also reduced further. Taken at face value, 
this should weigh on bank balance sheets and corporate investment, which might 
help explain the focus on supporting private sector investment as an offset. We 
would also highlight one additional regulatory change: a reduction in the required 
provision coverage ratio for banks. The change essentially allows them to hold less 
in reserve against losses from bad loans, freeing up funds for lending in the short 
term but ultimately reducing financial stability. This is a less encouraging sign for 
the direction of policy. 

China sets its glide path 

Overall, we think the statements emanating from the NPC this March have 
remained positive on Chinese economic growth, though that should be no surprise. 
There is no sign of aggressively tighter policy, only a continuation of the "prudent" 
monetary stance, applying pressure to areas of financial risk without trying to fully 
throttle back credit. It is notable that discussion of deleveraging has been replaced 
by talk of "controlling leverage", meaning merely slower growth of leverage ratios 
economy wide.  
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As an offset to slightly tighter monetary policy, fiscal policy looks set to remain 
accommodative, looking past the headline reduction in the fiscal deficit target. The 
goal seems to be for infrastructure and private sector investment to counter the 
likely slowdown in real estate. The authorities do appear to have acknowledged that 
lower growth will be inevitable, however, and by gradually moving away from hard 
targets are increasing their room for manoeuvre economically and politically. 
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Schroders Baseline Forecast 

 

Real GDP
y/y% Wt (%) 2017 2018 Prev. Consensus 2019 Prev. Consensus
World 100 3.3 3.5  (3.3) 3.4 3.3  (3.0) 3.2

Advanced* 62.8 2.2 2.6  (2.3) 2.4 2.3  (2.0) 2.1
US 27.1 2.3 3.1  (2.5) 2.8 2.9  (2.2) 2.6
Eurozone 17.4 2.5 2.6  (2.3) 2.4 2.2  (1.9) 1.9

Germany 5.1 2.5 2.8  (2.6) 2.4 2.4  (2.0) 1.9
UK 3.8 1.7 1.7  (1.6) 1.6 1.5  (1.4) 1.5
Japan 7.2 1.6 1.5  (1.8) 1.4 1.1  (1.3) 1.1

Total Emerging** 37.2 5.0 5.1  (4.9) 5.0 5.0  (4.8) 4.9
BRICs 24.2 5.7 6.0  (5.8) 5.8 5.9  (5.7) 5.7

China 16.4 6.9 6.6  (6.4) 6.5 6.5  (6.3) 6.3

Inflation CPI 
y/y% Wt (%) 2017 2018 Prev. Consensus 2019 Prev. Consensus
World 100 2.3 2.4  (2.3) 2.5 2.6  (2.5) 2.4

Advanced* 62.8 1.7 1.9  (1.7) 1.9 2.1  (1.9) 1.8
US 27.1 2.1 2.5  (2.1) 2.4 2.6  (2.4) 2.1
Eurozone 17.4 1.5 1.2  (1.4) 1.5 1.5  (1.4) 1.6

Germany 5.1 1.7 1.5  (1.7) 1.7 1.8 (1.8) 1.8
UK 3.8 2.7 2.5  (2.2) 2.6 2.3  (2.2) 2.2
Japan 7.2 0.5 1.1  (0.9) 1.0 1.6 (1.6) 1.1

Total Emerging** 37.2 3.2 3.4 (3.4) 3.4 3.5  (3.4) 3.4
BRICs 24.2 2.2 2.8  (3.0) 2.7 3.0  (2.9) 3.0

China 16.4 1.5 2.2  (2.3) 2.3 2.3  (2.2) 2.3

Interest rates 
% (Month of Dec) Current 2017 2018 Prev. Market 2019 Prev. Market

US 1.50 1.50 2.50  (2.25) 2.48 3.00  (2.50) 2.78
UK 0.50 0.50 0.75  (0.50) 1.07 1.25  (1.00) 1.33
Eurozone (Refi) 0.00 0.00 0.00 (0.00) 0.75  (0.50)
Eurozone (Depo) -0.40 -0.40 -0.40 (-0.40) 0.25  (0.00)
Japan -0.10 -0.10 -0.10 (-0.10) 0.08 -0.10 (-0.10) 0.10
China 4.35 4.35 4.35 (4.35) - 4.00  (3.50) -

Other monetary policy
(Over year or by Dec) Current 2017 2018 Prev. Y/Y(%) 2019 Prev. Y/Y(%)

US QE ($Bn) 4449 4449 4029  (4006) -9.4% 3429  (3406) -14.9%
EZ QE (€Bn) 2154 2154 2424  (2453) 12.5% 2424  (2453) 0.0%
UK QE (£Bn) 435 445 445 (445) 0.0% 445 (445) 0.0%
JP QE (¥Tn) 521 521 551  (563) 5.7% 567  (583) 2.9%
China RRR (%) 17.00 17.00 16.00 16.00 - 16.00  15.00 -

Key variables
FX (Month of Dec) Current 2017 2018 Prev. Y/Y(%) 2019 Prev. Y/Y(%)

USD/GBP 1.41 1.30 1.40  (1.28) 7.7 1.36  (1.25) -2.9
USD/EUR 1.24 1.15 1.28  (1.20) 11.3 1.25 (1.25) -2.3
JPY/USD 106.2 115.0 105  (112) -8.7 110 (110) 4.8
GBP/EUR 0.88 0.88 0.91  (0.94) 3.4 0.92  (1.00) 0.5
RMB/USD 6.29 6.60 6.20  (6.50) -6.1 6.37  (6.40) 2.7

Commodities (over year)
Brent Crude 70.0 55.6 64.0  (61.2) 15.2 59.7  (58.7) -6.7

Consensus inflation numbers for Emerging Markets is for end of period, and is not directly comparable.

Previous forecast refers to November 2017

** Emerging markets: Argentina, Brazil, Chile, Colombia, Mexico, Peru, China, India, Indonesia, Malaysia, Philippines, South Korea,
Taiwan, Thailand, South Africa, Russia, Czech Rep., Hungary, Poland, Romania, Turkey, Ukraine, Bulgaria, Croatia, Latvia, Lithuania.

-0.30 0.02

Source: Schroders, Thomson Datastream, Consensus Economics, February 2018

Market and consensus data as at 28/03/2018

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New Zealand, Singapore, Sweden, Switzerland,
United Kingdom, United States.
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Updated forecast charts – Consensus Economics  

For the EM, EM Asia and Pacific ex Japan, growth and inflation forecasts are GDP weighted and calculated using 
Consensus Economics forecasts of individual countries. 

Chart A: GDP consensus forecasts 

2018   2019 

 

 

 
Chart B: Inflation consensus forecasts 

2018   2019 

 

 

 
Source: Consensus Economics (March 2018), Schroders. 
Pacific ex. Japan: Australia, Hong Kong, New Zealand, Singapore. 
Emerging Asia: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand. 
Emerging markets: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand, Argentina, Brazil, Colombia, Chile, 
Mexico, Peru, South Africa, Czech Republic, Hungary, Poland, Romania, Russia, Turkey, Ukraine, Bulgaria, Croatia, Estonia, Latvia, 
Lithuania. 
 
 
 
 
The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are based on our own 
assumptions which may change. We accept no responsibility for any errors of fact or opinion and assume no obligation to provide you with any changes to our 
assumptions or forecasts. Forecasts and assumptions may be affected by external economic or other factors. The views and opinions contained herein are those 
of Schroder Investments Management’s Economics team, and may not necessarily represent views expressed or reflected in other Schroders communications, 
strategies or funds. This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument described in this 
document. The information and opinions contained in this document have been obtained from sources we consider to be reliable. No responsibility can be 
accepted for errors of fact or opinion. This does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial Services and 
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when taking individual investment and/or strategic decisions. For your security, communications may be taped or monitored. 
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Important information: This document is intended to be for 
information purposes only and it is not intended as promotional 
material in any respect. The material is  
not intended as an offer or solicitation for the purchase or sale of any 
financial instrument. The material is not intended to provide, and 
should not be relied on  
for, accounting, legal or tax advice, or investment recommendations. 
Information herein is believed to be reliable but Schroders does not 
warrant its completeness or accuracy. No responsibility can be 
accepted for errors of fact or opinion. Reliance should not be placed 
on the views and information in the document where taking  

 individual investment and/or strategic decisions. Past performance is 
not a reliable indicator of future results, prices of shares and income 
from them may fall as well as rise and investors may not get back the 
amount originally invested. Schroders has expressed its own views in 
this document and these may change. Issued by Schroder Investment 
Management Limited, 31 Gresham Street, London EC2V 7QA, which is 
authorised and regulated by the Financial Conduct Authority. For your 
security, communications may be taped or monitored. EU04102. 

 
 

 


