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3 
Forecast update: US recession 2020? 

– We have trimmed our forecast for global growth to 2.9% from 3.1%, the third consecutive 
downgrade. The move is largely driven by downgrades to the eurozone and emerging 
markets. Growth in the major economies appears to be converging downward as the US 
slows and others fail to strengthen.  

– We still expect trade tensions between the US and China to persist well into next year with 
higher tariffs creating a more stagflationary environment. When combined with tighter 
monetary policy and a fading fiscal stimulus we see US growth cooling further into 2020 
and the long expansion coming to an end. 

– The US Federal Reserve is expected to pause in its hiking cycle in June next year and as 
the economy slows the next move in rates will be down in 2020. Such a path delivers a 
soft rather than hard landing for the economy. As a result, the US dollar is likely to peak 
in 2019. 

– Our scenario analysis shows the balance of tail risks to be tilted toward stagflation with 
the highest individual risk going on the deflationary US recession 2020 scenario where 
the Fed overtightens in 2019. An outcome which would probably see a vacancy for the 
chair of the Fed.  

7 
European forecast update: a return to trend growth 

– Another disappointing quarter of growth appears to have been caused by disruptions in 
the car industry, but also a weaker external environment. 2019 is likely to be another 
above-trend year of growth, but activity should return to trend by 2020. The European 
Central Bank is likely to end QE this year, before starting its hiking cycle in 2019. 

– Assuming Brexit goes smoothly, the UK should see an improvement in growth in 2019 
and 2020. A rise in sterling will help lower inflation, boosting the purchasing power of 
households, while businesses investment is likely to rebound. The Bank of England is likely 
to resume interest rate hikes once Brexit risk abates.  

13 
Domestic stories can break through the 2020 global gloom 

– As we extend the forecast into 2020 for the first time, we are optimistic that for most of 
the BRIC economies domestic factors can outweigh global problems. 

– Our expectations for central banks have seen mostly minor tweaks, though we do expect 
a more aggressive stance from the People's Bank of China than previously to help offset 
a darker global picture. 

17 
Japan: More volatility in 2019 thanks to VAT 

– Weather has made 2018 a volatile year for growth, this theme should continue in 2019 
thanks to the likely effect of the VAT hike and growth should moderate in 2020. 

– Driven by concerns around prolonged monetary easing, we expect the BoJ to tweak yield curve 
control again but leave negative rates unchanged until the end of 2020. 

Chart: Global growth forecast chart 

Source: Schroders Economics Group, 26 November 2018. Please note the forecast warning at the 
back of the document.
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Forecast update: US recession 2020? 
“I think the Fed right now is a much bigger problem than China… I don't like 
what they are doing in terms of interest rates.” 

President Trump, Wall St Journal, 
27 November 2018. 

The world economy continues to expand, but there are clear signs that growth has 
peaked as the US, European and Asian economies slow. The global purchasing 
managers index (PMI) has eased lower as export orders slow and the latest estimates 
put US GDP growth in the fourth quarter at 2.5% after 3.2% in the third quarter. 
Activity in Europe and Japan is expected to pick up in the current quarter as the 
temporary drags which hit output in Q3 reverse. However, both have disappointed 
this year and more generally our indicators signal a loss of growth momentum as we 
head towards year end (see chart 1). 

Chart 1: Indicator signals fade in global growth 

 

Source: Thomson Reuters Datastream, Schroder Economics Group, G0005, 26 November 2018. 

The picture in emerging markets is more mixed. China and the wider Asian 
economies are under pressure from trade tensions and softer tech demand, while in 
Latin America, Brazil looks set to strengthen now the elections are over. The 
slowdown in China is reflected in the weakening in Macau casino receipts, which are 
still considered to be a good indicator of consumer income and activity (chart 2). 

Chart 2: Casino revenue signals China slowdown persists 

 

Source: Thomson Reuters Datastream, Schroder Economics Group, 26 November 2018. 
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Forecast update 

We have updated our forecasts and expect global growth to come in at 3.3% this year, 
unchanged from our previous forecast and the same as in 2017, before slowing to 
2.9% in 2019.  

The forecast for next year is slightly weaker than our previous estimate of 3.1% and 
reflects downgrades to the eurozone and emerging markets. It is our third 
consecutive downgrade to the 2019 growth forecast this year. Our global forecast is 
below the consensus (3.1%) which largely reflects our more pessimistic view on the 
US at 2.4% (consensus 2.7%), which has knock-on effects to the rest of the world.  

Despite cooler growth and lower oil prices, our global inflation forecast has increased 
to 2.9% for 2019. This is as a result of higher inflation in the emerging markets, where 
currency weakness is pushing up import prices. In the advanced economies we have 
trimmed our inflation forecast as a result of downgrades to Japan and the UK.  

Our US inflation forecast for next year is little changed, with inflation remaining 
elevated at 2.7% despite a lower oil price profile, as we expect core inflation to rise 
further. Our projection is above the consensus (at 2.3%) and reflects the late cycle 
effects on inflation of tightening capacity, exacerbated by higher import tariffs as the 
trade war between the US and China escalates and extends through 2019.  

For 2020 we forecast a further slowdown in global growth to 2.5%, primarily driven 
by the US which is expected to cool to just 1.3% and a further deceleration in China 
to 6%. Slower growth is also a feature in Europe and Japan, which are expected to 
grow by 1.5% and 0% respectively in 2020.  

If correct, our forecast implies the weakest year for global growth since 2008, largely 
reflecting fading fiscal stimulus and tighter monetary policy in the US, alongside the 
effects of a prolonged US-China trade war. We expect this will be below consensus as 
many believe President Trump will find a way of boosting the economy in time for the 
next presidential election. In our view, the change of control in the House of 
Representatives following the mid-term elections makes this more difficult. The good 
news is that global inflation is expected to moderate to 2.7% in 2020 reflecting the 
growth slowdown in 2019. 

Monetary policy and the US dollar 

We expect 2019 to bring an end to the US Federal Reserve (Fed) tightening cycle and 
expect three more hikes such that the Fed funds policy rate peaks at 3% in June 2019. 
The decision will be supported by signs of moderating activity and a view that policy 
is becoming tight rather than neutral. At 3%, with a long run inflation target of 2%, 
real rates will be at 1% and toward the upper end of estimates for R*, the long run 
equilibrium or neutral rate. The central bank will be keen to create a soft landing for 
the economy, especially given a likely intensification of political pressure (see Trump 
quote above). As the economy cools further in 2020 we would expect rate cuts, with 
the Fed funds rate falling to 2.5% by the end of the year.  

We are assuming that to deliver this the Fed looks through above-target inflation in 
2019 and pauses to take account of the effects of slower growth on future price rises. 
The counter argument is that it will keep tightening in response to elevated inflation. 
Clearly there is a risk in this direction, which will hinge on whether wage cost 
pressures are accelerating significantly. Pay growth has picked up recently, but not 
enough to threaten longer-term inflation stability. Should the Fed decide to be 
hawkish and continue tightening beyond 3%, we would see a high risk of a  
recession in 2020. In response to this risk we have introduced a new scenario: US 
recession 2020.  

Global growth 
forecast to slow  
to 2.9% next year 
from 3.3%  
this year 

...and to 2.5% 
in 2020 

Fed rates to  
peak in mid-2019 
as others begin  
to tighten 
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Meanwhile, the European Central Bank (ECB) is expected to end its asset purchase 
programme in January next year and to raise rates in September. This would be ECB 
President Draghi's first rate hike during his tenure and will also be his last as he steps 
back from his post in October. Although eurozone growth is expected to be weaker 
next year, it will still be above trend and sufficient for a central bank which is keen to 
start normalising interest rates.  

For the Bank of England, we look for two rate hikes next year, although this is 
dependent on a smooth exit from the EU with a transition period for the economy. 
This is an outcome which admittedly is looking less likely by the day given the 
difficulties of gaining UK parliamentary approval.  

Meanwhile, we expect the Bank of Japan (BoJ) to make a further adjustment to its 
yield curve control (YCC) policy early next year by allowing more flexibility around the  
10 year government bond target  (30 basis points rather than 20). 

The combination of a peak in US rates and the start of tightening cycles elsewhere is 
expected to result in a weakening of the US dollar in 2019. Although the interest rate 
differential will remain in favour of the US, the currency markets are likely to have 
priced this in and will focus on the growing twin deficits in the US, which will drag the 
currency lower. 

For the emerging markets, a weaker dollar could be the silver lining in the forecast. 
Although a further escalation of the trade wars and the prospect of slower global 
growth does not bode well, the turn in the dollar would help ease pressure on the 
region which has struggled in 2019. In 2018, rising US interest rates and a stronger 
dollar have squeezed dollar borrowers outside the US where debt is often unhedged, 
put pressure on emerging market currencies and forced local central banks to 
tighten. It has also weakened commodity prices and hurt world trade. In 2019 there 
is scope for some of these factors to unwind, thus easing financial conditions and 
supporting emerging market assets.  

For the eurozone this scenario is less favourable as a stronger euro will tighten 
financial conditions, while the slowdown in the US is dragging on global growth. Both 
factors make it harder for the ECB to keep raising interest rates. There is a strong 
possibility that the ECB has left it too late to normalise interest rates and will look 
back on the past year as a missed opportunity. The region could become stuck with 
low rates and with little monetary firepower to fight the next downturn. 

Scenario update  

For this quarter we are making two changes on the scenario side. As discussed above, 
there is a risk that the Fed over-tightens monetary policy, leading to a recession in 
the US in 2020 – a deflationary scenario for the world economy.  

In addition we are bringing back a higher inflation scenario to reflect the uncertainty 
over the wage response to low unemployment. The forecast assumes a steady rise in 
wages, but this could be more sudden should firms start to bid more aggressively for 
labour in the face of shortages. This is our ‘Global inflation surge’ scenario, which is 
seen as stagflationary as central banks would tighten and slow the economy more 
rapidly than in the baseline. 

In making space for these scenarios we have dropped ‘Oil at $100’ which now seems 
less likely given the recent price movements following the Iran sanctions (or absence 
of) and the ‘Mid-cycle slowdown’ as this is now close to the revised baseline. 

Weaker dollar 
could be the  
silver lining for 
emerging markets 

However, is  
less helpful for  
the eurozone 

The balance of 
risks is skewed 
toward stagflation 
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Chart 3: Scenario grid: growth and inflation vs. base 

 
Source: Schroders Economics Group, 29 November 2018. Please note the forecast warning at the 
back of the document. 

In terms of scenario probabilities, there has been a clear shift toward weaker growth 
with the weights on stagflationary and deflationary scenarios rising markedly. 
Stagflationary outcomes remain the highest collective risk, as in August, and have 
risen significantly over the past year (see table 1). This largely reflects the increased 
probability on the ‘Italian debt crisis scenario’. However, the individual scenario with 
the highest risk is ‘US recession 2020’. No doubt this would create higher 
unemployment, with Fed chair Jay Powell likely to be amongst those looking for work. 

Table 1: Balance of probabilities by scenario outcome vs. baseline 

Scenario 
Probability 

November 2018, % 
Probability August 

2018, % Change, pp 

Stagflationary 19 15 +4 

Deflationary 10 5 +5 

Reflationary 11 10 +1 

Productivity boost 3 4 -1 

Baseline 57 65 -8 

Source: Schroders Economics Group, 29 November 2018. Previous forecast from August 2018. 
Please note the forecast warning at the back of the document. 
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European forecast update: a return to  
trend growth 
“There is certainly no reason why the expansion in the euro area should 
abruptly come to an end. A gradual slowdown is normal as expansions 
mature and growth converges towards its long-run potential. But the 
expansion in the euro area is still relatively short in length and small in size.” 

Mario Draghi, President of the ECB, speaking in Frankfurt, 
16 November 2018. 

Europe disappoints again 

The eurozone saw another poor quarter in Q3. Real GDP growth slowed from 0.4% 
quarter-on-quarter to just 0.2% q/q, taking the year-on-year rate down from 2.2% to 
1.7%. Though the breakdown of the statistics have yet to be published, it appears 
slowing world trade has continued to drag on the external performance, while 
domestic demand has also softened slightly.  

Within the monetary union, Germany was clearly the worst performer of the large 
member states (Chart 4). The economy contracted by 0.2%, compared to 0.5% growth 
in the previous quarter. While the latest estimate showed the first quarterly 
contraction since Q1 2015 and the deepest since Q1 2013, the result was only slightly 
below consensus expectations. As we highlighted in last month's publication, the full 
introduction of new car emission standards had caused erratic sales and delays in the 
testing and release of new vehicles.  

Chart 4: Eurozone GDP growth slows for most 

 
Source: Eurostat, ONS, Schroders Economics Group. 21 May 2018. 

Meanwhile, Italy's growth rate also disappointed consensus estimates. The economy 
was flat in Q3, slowing from an already slow 0.2% growth rate in the previous quarter. 
The political standoff between Italy's populist government and Brussels continues, 
but Italy's government bond yield has largely remained stable since the initial spike 
up. Political uncertainty may be weighing on sentiment domestically, but it is also 
likely to be experiencing the same external headwinds as the rest of the eurozone.  

Spain managed to buck the trend for lower growth by posting another solid quarter 
of growth (0.6%), while France saw an improvement, as GDP picked up to 0.4% 
compared to 0.2% in the previous quarter. An improvement in household 
consumption made a significant contribution, while slightly faster exports growth, 
and a fall in imports helped generate a positive contribution from net trade. The latter 
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is an encouraging sign, though not yet matched by the big exporting nations like 
Germany and the Netherlands.  

The breakdown of the German GDP figures shows that exports fell by 0.9% in Q3, 
while imports growth slowed, but remained positive. Overall, the drag from net trade 
reduced German GDP growth by about 1 percentage point – the worst performance 
since Q1 2010. This was partially offset by domestic demand, though only from 
investment and inventories. Household consumption fell on the quarter.  

The big question is whether the recent slowdown is a blip, or something  
more serious.  

Temporary weakness, or structural decline? 

Last month, we highlighted the slowdown in the Markit purchasing managers' indices 
(PMIs). The manufacturing PMI fell particularly sharply, with orders falling even 
faster. The early ‘flash’ PMI for November signalled a further slowdown in activity. 
Chart 5 shows GDP growth plotted against the standardised macro composite PMI, 
which provides an unbiased signal for GDP growth. The PMI index suggest y/y growth 
will slow from its current rate of 1.7% to just 1.2% in the final quarter of the year. This 
would only require quarterly growth to remain unchanged at 0.2%.  

Also on Chart 5 is our other favourite leading indicator: the Belgian National Bank 
(BNB) survey. In contrast with PMI survey, the BNB index showed a small 
improvement, and continues to signal GDP growth running above 2% y/y. Separately, 
the European Commission's business and consumer confidence surveys also 
improved for November, suggesting an acceleration in growth.   

Chart 5: Eurozone GDP slowing 
Chart 6: 1.53 million missing  
car sales 

  
Source: Thomson Datastream, Eurostat, Markit, BNB, Schroders Economics Group.  
29 November 2018. 

As mentioned earlier and discussed last month, the change in car emissions 
standards was highlighted as a likely cause of the slowdown in retail sales and 
manufacturing output. The new rules prompted forecourts to discount heavily 
passenger vehicles before the start of September in order to avoid having those cars 
re-tested.  

Chart 6 shows that there was a spike up in eurozone new car registrations in August, 
but a sharp decline in the following month. Data for October showed a small 
improvement, but a comparison of total cars sold since August to a simple 
extrapolated trend shows that 1.53 million less vehicles have been sold – 16% lower 
those three months. While discounting in August would have pulled forward some 
demand at the expense of future demand, the fact that sales are still down over the 

Leading indicators 
have been mixed, 
but changes to car 
emissions 
standards have 
clearly impacted 
sales and output 

1.53 million fewer 
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the past three 
months relative to 
trend 
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whole period chimes with stories from manufacturers, which have reported delays in 
having existing stock re-tested in order to be fully compliant. This therefore suggests 
that the fall-off in transactions is supply driven, and should be corrected in the 
coming months. 

Eurozone forecast update: a return to trend 

Looking ahead, we forecast growth to slow further in the first half 2019 as most of 
the effects from the trade war between the US and China are felt (Chart 7). There will 
be some demand diverted to Europe that would have otherwise been for US or 
Chinese goods and services; however, it is difficult to forecast exactly where or when 
this is likely to happen. Meanwhile, we forecast domestic demand to continue to 
recover over 2019, supported by a little boost from fiscal policy. By 2020,  
domestic demand is likely to return to trend as employment growth begins to  
slow, and interest rate rises from the European Central Bank (ECB) start to slow 
household spending.  

By the middle of 2020, the expected slowdown in the US economy will be hitting 
eurozone exporters. With higher financial market volatility also expected, and a 
tougher business environment owing to higher interest rates and rising costs 
(through higher wage growth), companies are likely to cut investment, which in turn 
causes unemployment to rise, and households to reduce spending. This combination 
is likely to take GDP growth to below trend levels by the end of 2020.  

Overall, our forecast has GDP growth slowing from 1.9% in 2018 to 1.6% in 2019, then 
down to 1.2% in 2020. Both 2018 and 2019 forecasts have been lowered by 0.1 
percentage points compared to our August forecast, and are both slightly below 
consensus estimates. 

Chart 7: Eurozone GDP forecast Chart 8: Eurozone inflation forecast 

  
Source: Schroders Economics Group. 29 November 2018. Previous forecast from August 2018. 
Please note the forecast warning at the back of the document. 

The inflation forecast has been raised in the near-term owing to higher core inflation, 
but the inflation profile then has a steep decline over the following few months (Chart 
8). The decline is forecast to be driven by falling energy prices, helped on by our 
assumption of a slightly stronger euro against the US dollar. In 2020, as the drag from 
energy prices dissipates, the focus turns to core inflation, which is expected to 
accelerate over the year. However, the ongoing appreciation of the euro helps to 
keep wage growth strong in real terms, and helps reduce the need for stronger 
nominal gains. Lastly, though growth slows below trend, it is likely to have a greater 
impact on inflation in 2021. 
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As for monetary policy, although the ECB is more concerned about external risks, it 
believes that the recent slowdown is being caused by temporary factors. We 
therefore expect quantitative easing to end by the start of 2019, abeit the stock of 
purchases will be maintained with maturing bonds replaced by newly issued debt in 
the usual way. Interest rates are forecast to rise in September and December 2019, 
taking the main refinancing rate to 0.50% and the deposit rate to zero. Another rate 
rise is likely to follow in March 2020, but the ECB is then likely to struggle to maintain 
the quarterly hiking path it is likely to want to follow. By then, the expected slowdown 
in the US will be having a negative impact on the eurozone.  

We expect one final hike at the end of 2020 in our forecast, as we expect the ECB will 
be keen to continue to ‘normalise’ policy rates, especially with growth running close 
to trend. This takes the refinancing rate up to 1% at the end of 2020 and the deposit 
rate to 0.50%.  

Overall, the risks to eurozone growth, inflation and interest rates forecast are all 
skewed to the downside. Beyond the external risks mentioned at the start of this 
publication, political risk could escalate. It is only a risk scenario, but Italy could 
become a key focal point for a crisis. Meanwhile, the French establishment is 
struggling to make sense of the recent ‘yellow vests’ protests. Germany is also likely 
to see huge political change with the election of a new party leader to replace Angela 
Merkel, who would then become favourite to replace her as Chancellor.   

UK forecast update: Brexit outcome still the key risk  

While political risk in Europe is never far away, the UK seems to have specialised in it 
over the past three years. Whether the UK achieves an orderly Brexit with a transition 
period or not is the single most important factor in our forecast. We assume that it 
will in the end with a probability of 70%. As a result, we have changed our assumption 
for sterling against most currencies to now include about a 5% appreciation over 
2019 and 2020 on a trade-weighted basis (see the baseline forecast tables at the end 
of this document).  

The upgrade to sterling contributes to a lower forecast for CPI inflation (Chart 10), 
though lower oil prices will also play a role. CPI inflation is forecast to fall from 2.5% 
in 2018 to 1.8% in 2019, before accelerating to 2.1% in 2020.  

Lower inflation in 2019 is likely to help boost the purchasing power of households, 
which have struggled to achieve positive wage growth in real terms in recent years. 
Real wage growth returned to positive territory earlier this year, partly thanks to 
record high employment rates, and an unemployment rate not seen since the 1970s. 
Staff shortages in a number of sectors have boosted wage growth, which in turn have 
helped households rebuild the savings rate that hit a record low at the start of 2017. 
We expect this to continue in 2019, supported by a recovery in business investment 
once Brexit uncertainty abates.   
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rates in 2019, but 
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Chart 9: UK GDP forecast Chart 10: UK inflation forecast 

  
Source: Schroders Economics Group. 29 November 2018. Previous forecast from August 2018. 
Please note the forecast warning at the back of the document. 

UK GDP growth for the third quarter was higher than we had previously forecast, 
though much of it was driven by strong consumer spending in July – likely to be linked 
to warm weather and the England football team's strong run in the World Cup. Since 
then, retail sales have fallen back to earth, suggesting a serious loss in momentum. 
The end of 2018 is likely to be far weaker, but it means that the UK GDP growth 
forecast remains unchanged for 2018 at 1.2% (Chart 9).  

The forecast for growth in 2019 has, however, been nudged higher to 1.4% to reflect 
the lower inflation forecast, but also to take account of possibly new fiscal stimulus 
which was hinted at during the last Budget.  

For 2020, the UK would have probably enjoyed an acceleration up to 1.7%. However, 
due to the slowdown in the US and Europe, we have trimmed this estimate to 1.5%. 
Domestic demand is likely to remain well supported, but net trade is likely to have a 
greater drag on growth than usual.  

BoE to resume hikes after Brexit 

The Bank of England (BoE) has consistently stated that its forecast assumes a range 
of scenarios when incorporating Brexit. If Brexit risks are reduced with an orderly 
withdrawal, then the Bank is likely to upgrade its forecasts, which would warrant a 
meaningful interest rate hiking cycle.  

The forecast has the BoE raising rates in May 2019 to 1%, then another hike at the 
end of 2019 to 1.25%. In 2020, two additional hikes are forecast, one at the start, and 
one at the end. The pause is expected in response to disappointments in growth, 
caused by the slowdown in world growth. However, with UK growth still near or 
above trend, the BoE is likely to want to keep hiking. 

Brexit update: the end of the beginning 

The UK government and the European Union finalised the Withdrawal Agreement on 
25 November, which paves the way for the UK to depart in an orderly fashion. The 
agreement is now being debated in the House of Commons, and a vote is scheduled 
in parliament for 11 December. This is the next major risk to an orderly Brexit. 

A large number of hard-core Conservative party Brexiteers that are seeking to 
challenge the leadership of the prime minister are also threatening to vote against 
the deal in parliament, preferring no deal at all. The Northern Ireland Democratic 
Unionist Party opposes the deal due to concerns over potential regulatory divergence 

An orderly Brexit 
should help 
sterling 
appreciate, leading 
to lower inflation 
and higher growth 
in 2019 

UK interest rates 
should continue to 
rise after Brexit 
uncertainty abates 
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from Great Britain, while the Scottish National Party (SNP) and the Liberal Democrats 
have also said they would not back the deal in the hope of avoiding Brexit altogether. 

Meanwhile, the main opposition Labour party is not prepared to back the deal, and 
instead, has called for a general election. It believes that it has the ability to achieve 
a ‘better’ deal for the UK, but without outlining how such a deal would be achieved. 

Indeed, this is the problem at the heart of UK politics. The belief that the UK has much 
negotiating power is misguided, when in reality, the EU has dictated the terms of 
Brexit from the beginning. 

While politicians widely state that there is no majority to support May’s deal, they also 
state that there is no majority for a no-deal Brexit. Yet, in the absence of a deal being 
ratified, or a delay to Brexit being requested and backed unanimously by other  
EU states, the UK will be leaving the EU on 29 March 2019 without a deal or  
transition period. 

Deal or no deal? 

We believe that the risk of a no-deal Brexit will focus minds and lead to cross-party 
support for May’s deal. There are many Labour MPs that take a more pro-Europe 
centrists approach, which we believe would defy their hard-left leadership in order to 
avoid a chaotic Brexit. Passing the legislation would complete the path to the 
transition period, which is expected to drive sterling higher as mentioned earlier (70% 
probability). 

If parliament does however reject the deal outright (30% probability), then a number 
of scenarios are possible: 

– A general election could be called. 
– A three-way referendum could be called which would include an option to 

remain in the EU. 
– The government continues, but starts to prepare for a no-deal Brexit. 

We doubt the first two options would yield a materially different outcome from the 
previous referendum and general election, and so our central view would shift to a 
no-deal Brexit. This would trigger a sell-off in sterling, which we assume will lead to a 
10% decline in trade-weighted sterling.  

The path ahead is politically fraught, and sterling is likely to remain very volatile in 
the days ahead. The UK’s immediate outlook depends on the prime minister being 
able to sell her deal to parliament and the public. Failure to do this risks a no-deal 
Brexit, and a UK recession next year. 
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Domestic stories can break through the 
2020 global gloom 
“It is important for all countries to open wider and expand the space for 
mutually beneficial cooperation.” 

President Xi Jinping, 
5 November 2018. 

As we extend the forecast into 2020 for the first time, we are optimistic that for most 
of the BRIC economies domestic factors can outweigh global problems. Brazil, India 
and Russia are all forecast to accelerate in 2020 despite slower growth in the US and 
China. For India and Brazil, two relatively closed economies, local considerations 
almost always take priority, and both face the prospect of fading headwinds and an 
improved policy outlook under newly elected governments. In Russia, 2019 could 
prove a difficult year as the latest May decree takes effect, but the same policy set 
offers some upside in 2020. China stands out for its secular slowdown, a near 
inevitability even without the added pressure of trade wars. One positive for broad 
EM over the next two years is the expected dollar weakness, boosting growth and 
reducing inflation. 

Table 2: BRIC GDP growth forecast summary 

% per annum 
GDP  Inflation 

2018f 2019f 2020f  2018f 2019f 2020f 

China 6.6   
(6.6) 

6.2   
(6.2) 6.0  2.2  

 (2.1) 
2.6  
 (2.4) 2.4 

Brazil 1.3   
(1.8) 

2.1  
(2.0) 2.3  3.9  

 (3.5) 
5.0  
 (4.6) 4.5 

India 7.6  
(7.5) 

7.3   
(7.5) 7.7  4.4  

 (4.8) 
4.1   
(5.3) 4.0 

Russia 1.7   
(1.9) 

1.5  
(1.9) 1.8  2.8  

 (3.0) 
4.9  
 (4.6) 4.0 

Source: Thomson Reuters Datastream, Schroders Economics Group. 26 November 2018. Numbers 
in parentheses refer to previous forecast.  

Our expectations for central banks have seen mostly minor tweaks, though we do 
expect a more aggressive stance from the People's Bank of China (PBoC) than 
previously to help offset a darker global picture. We expect inflation to be heading 
towards central bank targets in 2020, allowing stable monetary policy. The risk to our 
forecast here is probably on the dovish side, as softer growth globally might prompt 
forward looking central banks to start easing in 2020. 

Table 2: BRIC monetary policy 

% (year end) 2018(f) 2019(f) 2020(f) 

China RRR 14.00 (15.00) 12.00 (14.00) 11.00 

China lending rate 4.35 (4.35) 4..00 (4.00) 3.50 

Brazil  6.50 (6.50) 7.00 (7.00) 7.00 

India 6.50 (6.75) 7.00 (7.00) 7.00 

Russia 7.50 (7.25) 7.00 (6.50)  7.00 

Source: Thomson Reuters Datastream, Schroders Economics Group. 26 November 2018. Numbers 
in parentheses refer to previous forecast.  

Slower growth in 
most of the BRICs 
in 2019… 

...but 2020 offers 
some glimmers of 
hope for many 

Ex-China, central 
banks should be  
on hold after  
some last tweaks 
next year 
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China: secular slowdown continues 

We make no changes to our China growth forecast this quarter, having already 
downgraded our 2019 expectations in August to incorporate a full-scale escalation of 
the US-China trade war. We have, however, altered our expectations around the 
currency; we now expect a larger depreciation of the renminbi versus the dollar, even 
in an environment of broader dollar weakness. Combined with expectations on oil 
and food prices, this leads us to revise our inflation expectations higher for 2019, to 
2.6% from 2.4% previously. 

Despite this, we expect more aggressive easing from the PBoC than previously, 
particularly in 2019. We do not think inflation will ever look like it will seriously breach 
the 3% inflation target, leaving monetary policy room to manoeuvre as global growth 
slows more than previously expected. The limited transmission of monetary policy – 
with banks more reluctant to lend – will likely also be a factor for the central bank. All 
the same, we think that monetary policy will be at least partially constrained by fears 
around excessive currency depreciation. Historically, significant liquidity injections 
have appeared to be associated with currency weakness (Chart 11). Though capital 
controls are tighter than in the past, the outflow of capital has never been completely 
throttled, to judge by the errors and omissions element (Chart 12). 

Chart 11 and 12: Currency and capital flow concerns constrain policy 

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

Moving into 2020, we expect growth to slow further from 2019, to 6%. This would 
allow the government to declare victory on its target of doubling GDP and per capita 
incomes from their 2010 level. However, this will likely require further policy support 
given the headwinds faced by the economy in the form of trade, demographics, 
indebtedness and reduced scope for ‘catch up’ growth. 

Brazil 

We covered Brazil's recent election extensively in last month's Viewpoint. From a 
markets and economic perspective, we concluded Jair Bolsonaro was the least bad of 
the two candidates on offer. A potentially less than sincere convert to the cause of 
economic liberalism, he does at least have an economic minister dedicated to the 
pursuit of reform and privatisation. Time will tell if Bolsonaro will return to his historic 
policy positions but for the time being the new government should offer support to 
business confidence and hence investment (Chart 13), particularly after the 
uncertainty of the last 12–18 months. For now we assume successful legislation to 
address the pension problem and by extension the fiscal position.  

More easing to 
come from the 
PBoC, but 
constraints are 
tightening 

Bolsonaro's 
election is set to 
perk up 
investment 
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The path to reform is unlikely to be smooth, and will likely prompt some short-term 
loss of confidence and volatility in the middle of 2019, but if reforms can be pushed 
through we see this providing a firmer base for investment which begins to yield 
greater dividends as time progresses. Consequently, we see growth accelerating in 
2020 despite slower growth in other major economies. 

Chart 13: Early signs are positive for Bolsonaro's impact on industry 

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

While we have revised inflation expectations higher for Brazil, we do not see this as 
generating sufficient pressure for additional rate hikes from the central bank. 
Particularly with the currency recovering since the election, we think the central bank 
will be content to look through much of the inflation engendered by the significant 
depreciation this year. We still expect two hikes next year but expect that to be the 
limit of the hiking cycle, given the output gap is still significantly negative and will 
remain so for some time. 

India 

While we still believe, as we wrote in our last forecast update, that India is shielded 
from the impact of escalating trade tensions, we find ourselves downgrading the 
2019 outlook this month on unrelated domestic events. 

The credit growth story in India, tentatively recovering after a long running saga of 
poor asset quality in the country's banks, has taken another blow with instability in 
the non-bank financial sector. A default by one of the country's largest shadow banks 
has led to contagion in the sector, driving up funding costs in a sector which has 
driven credit growth in India in recent years; the shadow banking share of total credit 
to the commercial sector rose to 17% in March 2018 from 9.5% in 2009, according to 
the central bank. There is some evidence that mainstream banks are picking up some 
of the slack from the shadow banking sector but a hit to growth still seems likely. 

India's credit 
crunch a blow  
to growth 
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Chart 14: Stubbornly low food prices have kept Indian inflation low 

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

We have also implemented a significant downward revision to Indian inflation, 
primarily driven by the unexpected persistence of food price disinflation, though 
aided by the growth downgrade. So while we expect a further two hikes from the 
central bank, we suspect that will mark the end of the cycle in 2019. There is also a 
downside risk to our expectations for policy rates if oil prices move sustainably lower. 

Assuming no unpleasant surprises from the election due in April or May, in which we 
assume Prime Minister Modi wins re-election, we think Indian growth should 
reaccelerate into 2020 as the financial system finally recovers and begins extending 
credit more aggressively, and as ongoing incremental reforms lift potential growth.  

Russia 

Russian growth faces downgrades for 2019 chiefly as a result of new government 
policy; the new ‘May decree’ (a medium term economic plan) will begin 
implementation next year. While this aims to boost real growth in the medium term 
by tackling chronic underinvestment, the early stages involve a VAT hike to 20% from 
18% in January 2019 and a growing fiscal surplus. This lays the ground for increased 
investment spending, and a pick up in growth in 2020, but will hurt growth before it 
helps. We are also sceptical that the plan will succeed in raising growth to 3–4% in the 
medium term. 

The central bank has become more hawkish of late, and we also find ourselves 
revising inflation forecasts higher for 2019, with our rate profile also becoming less 
dovish. A big part of this also relates to the May decree; the increase in the VAT rate 
in January will see a temporary overshoot of consumer price inflation beyond 5%. 
Nonetheless, we still see scope for some rate cuts next year and forecast inflation 
coming down to the target level in 2020. 

As has been the case for the last few years, sanctions risk is elevated once again at 
present. Not only is there a chance that the US passes sanctions linked to alleged 
election interference, but the resurfacing of conflict in Ukraine also generates tail 
risks in this regard. 

 

 

Elections in 2019 
pose a risk to  
the outlook 

Russia's May 
decree should be a 
long term positive, 
but sanctions  
risk remains 
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Japan: More volatility in 2019 thanks to VAT 
“Near-term fiscal tightening should be avoided—maintaining instead a 
neutral fiscal stance in 2019 and 2020.” 

IMF Article IV, 
October 2018. 

Suffering from a series of natural disasters over the summer, the Japanese economy 
contracted in the third quarter as real GDP growth fell by 0.3% q/q. In the short term, 
we expect growth to rebound into positive territory in the fourth quarter, helped by 
reconstruction spending. Resulting in a ‘stop-start’ year for Japan, weather shocks 
have made it difficult to assess underlying strength in the economy; however, with 
growth expected to almost halve to 0.9% y/y in 2018 from 1.7% y/y last year, growth 
has moderated this year towards estimates of potential growth1. 

Outlook for Japanese growth 

Looking ahead, our 2019 growth outlook remains broadly unchanged at 1% y/y. The 
beginning of the year should be fairly robust, helped by reconstruction spending and 
the supplementary government budget for disaster recovery. However, continuing a 
theme we have seen so far in 2018, next year should also prove a volatile year for 
Japanese activity. This is primarily driven by the planned rise in Value Added Tax (VAT) 
– otherwise known as the ‘consumption tax’ – from 8% to 10% in October next year. 
Previous VAT hikes have typically had a large impact on activity, although the scale of 
the upcoming hike is less than in 2014 when VAT was last raised from 5%. The higher 
tax rate will be applied to fewer goods this time around. Despite the Cabinet looking 
to offset some of the impact of the higher consumption tax in 2019 with spending, 
there is likely to be a subsequent sharp decline in demand as well as frontloading 
ahead of the tax rise (Chart 15).  

Though our base case remains that the consumption tax hike will go ahead, a risk to 
our outlook is that it is postponed due to concerns surrounding growth. This has 
happened several times before and with the Bank of Japan (BoJ) becoming more vocal 
about the limitations to prolonged monetary easing, this leaves fiscal policy as one 
of the major policy tools to support growth.  

Chart 15: 2019 to be another volatile year for growth 

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 20 November 2018. 

                                                                    
1 Bank of Japan estimate annual potential growth to be 0.8% as of October 2018. 
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A moderation in the underlying growth of the economy should become clearer in 
2020 – post the VAT hike – resulting in quarterly growth between 0.1–0.2% q/q (just 
below potential growth). The main driver of this should be a moderation in domestic 
demand, particularly due to slowing consumption growth. With unemployment 
currently at 2.3%, we expect slower employment growth along with improved but still 
lacklustre wage growth to drive slower total income growth. Higher inflation in 2020 
should also eat into real income growth. Of note, we also factor in a boost in Q3 2020 
from consumption spending surrounding the Tokyo Olympics. While labour 
shortages and still accommodative financial conditions will remain supportive for 
firms, the cyclical and external environment in 2020 should result in a moderation in 
capital expenditure, while Olympics related demand will have peaked. On the export 
outlook, the external demand picture will also worsen, given our views on a slowing 
in the US and China as well as a slightly stronger currency. On the whole, due to the 
expected sharp decline at the end of 2019, the subsequent slow recovery profile 
would bring 2020 growth to 0% y/y.  

How much of the consumption tax will be offset by spending? In addition to promised 
spending on preschool education, the cabinet is also preparing measures that aim to 
help minimise the typical negative impact. There may be subsidies for cashless 
purchases and tax breaks on the purchase of cars and houses.  

On the fiscal outlook, we use the IMF’s forecasts of the cyclically adjusted primary 
balance as a starting point, which incorporates the rise in the consumption tax and 
announced spending measures so far. We assume a slightly looser path of fiscal 
policy (additional spending of 0.4% and 1% of GDP in 2019 and 2020, respectively), 
which results in a 0.3 percentage point (pp) fiscal drag in 2019 and a neutral impact 
in 2020 (Chart 16). 

Chart 16: Spending to reduce but not eliminate fiscal drag  

 
Source: IMF Fiscal Monitor (October 2018), Schroders Economics Group, 20 November 2018. 

Finally, on the external demand side, a weaker outlook for global trade suggests that 
external headwinds are also likely to weigh on the Japanese economy in both 2019 
and 2020. Japan is exposed to the US-China trade war through Chinese supply chains. 
Specifically in 2020, we expect slower growth in the US and China; Japan’s two largest 
trading partners, who account for almost 40% of Japanese exports. A risk to our 
forecast is that tariffs cause households and firms to substitute away from higher 
priced US and Chinese goods, redirecting production to Japan by more  
than expected.  
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Inflation to moderate next year 

Despite the government having yet to formally declare the end of deflation, inflation 
remains positive but importantly well below the 2% inflation target. Core inflation 
(which excludes the fresh food and energy components) is lacklustre at 0.4% y/y. 
While the positive output gap points to a supportive core inflation outlook longer 
term, we expect inflation to fall in 2019, driven by both core inflation and energy 
inflation. However, the pessimistic outlook for core inflation is mainly this is due to 
special factors rather than a genuine return to deflation. We factor in a 20% cut in 
mobile phone charges following the announcement from the dominant telecomms 
company NTT Docomo to cut prices. This wipes off 0.3pp from y/y headline inflation 
in Q2 2019 but helps to support activity ahead of the VAT hike. The hike itself will add 
to headline inflation in Q4 2019, some of which should be offset by free pre-school 
education promised by Prime Minister Abe (assuming it is not phased in at a later 
date). Since these all have transitory effects on inflation, these fall out in 2020, when 
energy is still a small drag. Overall, inflation should fall from 1% in 2018 to 0.5% in 
2019, picking up again to 1.1% in 2020. 

Chart 17: Japanese inflation to moderate before hike in VAT  

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 20 November 2018. 

BoJ continues to grapple with the side effects of prolonged 
monetary easing 

Our inflation outlook suggests the BoJ will still have no grounds to tighten policy to 
reduce inflationary pressure. However, the central bank is clearly becoming more 
concerned about the side effects of prolonged monetary easing – namely, the 
functioning of the government bond market and the stability of the financial system. 
The BoJ now owns close to half the Japanese Government Bond (JGB) market (Chart 
18). The change in yield curve control policy in July – to allow more flexibility in the  
10-year government bond yield – reflected these concerns (Chart 19), which do not 
seem to have gone away. 
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Chart 18: BoJ bond ownership Chart 19: Low responsiveness of JGB yields  

  

Source: Japan Macro Advisors, Schroders Economics Group, 20 November 2018. Source: Bank of 
Japan, Bloomberg, Schroders Economics Group, 19 November 2018. 

The rise in the consumption tax in October 2019 provides a narrow window for the 
BoJ to tweak policy again before the latter half of 2020, when we expect the economy 
to recover. Our view is that BoJ will allow the targeted band of the 10-year Japanese 
government bond yield to rise another 10 basis points to +/- 30 basis points due to 
concerns surrounding the effects of prolonged monetary easing. The short-term 
interest rate should be kept on hold in negative territory at -0.1% until late 2020.  

Political calendar next year leaves little time for policy change 

Having secured his third term as the Liberal Democratic Party (LDP) leader, Prime 
Minister Abe’s term does not end until 2021. Nonetheless, next year brings a fairly 
busy political calendar for Japan with local government elections in April and upper 
house elections in July, ahead of the rise in VAT in October. This leaves little time for 
the longer term policy agenda of structural reform.  
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Schroders Economics Group: Views at a glance 
Macro summary – November 2018 
Key points 

Baseline 
– Global growth is expected to reach 3.3% in 2018, before moderating to 2.9% in 2019 and 2.5% in 2020. 

Inflation is forecast to rise from 2.3% in 2017 to 2.9% in 2018 and 2019, then falling to 2.7% in 2020. 
Meanwhile we continue to expect an escalation of the US-China trade war next year.  

– US growth is forecast at 2.9% in 2018 and 2.4% in 2019. With core inflation rising, we expect another rate 
hike in December and two more in 2019, taking the Fed funds to a pause at 3% by mid-2019. However, as 
US fiscal stimulus fades and the economy slows to 1.3% 2020, the Fed is forecast to cut rates twice. The Fed 
should halt quantitative tightening in 2020. 

– Eurozone growth is forecast to moderate from 1.9% in 2018 to 1.6% in 2019 as the full effects from the US–
China trade war hits European exporters. Inflation is expected to remain under 2%, with higher energy price 
inflation in 2018 replaced by higher core inflation in 2019. The ECB is likely to end QE this year, before raising 
interest rates twice in 2019 and twice again in 2020. The refinancing rate is forecast to reach 1% and the 
deposit rate to reach 0.5% by the end of 2020.  

– UK growth is likely to pick up to 1.4% and 1.5% in 2019 and 2020 from 1.2% this year. The risk of a no-deal 
Brexit should mean that the deal passes parliament ahead of a transition period that preserves the states 
quo of single market and customs union membership. Inflation is expected to fall to 1.8% in 2019 thanks to 
an expected rise in sterling, but stronger growth is expected to push inflation up to 2.1% in 2020. Meanwhile, 
staying on hold for the rest of 2018, the BoE is expected to hike twice in 2019 and twice in 2020 (to 1.75%). 

– Growth in Japan should stay fairly constant in 2019 at 1% from 0.9% this year, however activity should be 
volatile owing to the consumption tax hike. A slow recovery should follow resulting in no growth in 2020. 
Despite or expectation for much lower inflation in 2019, we expect the BoJ to make another tweak to yield 
curve control next year and ultimately raising rates to 0% at the end of 2020.  

– Emerging economies should slow to 4.5% in 2019 and 2020 from 4.8% this year. We are optimistic that for 
most of the BRIC economies domestic factors can outweigh global problems in 2020. But China should 
continue its secular decline, exacerbated by trade wars and the PBoC should continue to ease.  

Risks 

– Risks are tilted toward stagflation with the highest individual risk going on the deflationary US recession 
2020 scenario where the Fed overtightens in 2019. An outcome which would probably see a vacancy for the 
chair of the Fed. 

Chart: World GDP forecast 

 
Source: Schroders Economics Group, 26 November 2018. Please note the forecast warning at the back of the document. 
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Schroders Forecast Scenarios 

Scenario Summary Macro impact Probability* Growth Inflation

Baseline The forecast for 2018 GDP growth remains unchanged at 3.3%, with an upgrade to US growth offsetting
downgrades in other parts of the world. The escalation of the US-China trade war is expected to
continue, weighing on global manufacturing activity, and especially on economies highly leveraged to
world trade. While 2018 remain unchanged, the forecast for 2019 has been downgraded for the 3rd
consecutive quarter - down from 3.1% to 2.9%. The eurozone and emerging markets are the main
drivers of the downgrade, though the forecast for China is unchanged at 6.2%. We also introduce our
2020 forecast for the first time, which has the world economy slowing to 2.5% growth – the slowest
annual rate since the global financial crisis. The US is the main cause of the slowdown with GDP
slowing to 1.3%. The US avoids a technical recession, but the slowdown drags growth elsewhere lower.
Meanwhile, inflation is lower in most of the developed world due to falling energy prices, however the
global aggregate is skewed by Turkey and Argentina, which are expected to face much higher inflation
owing to the collapse in their currencies. 

We expect one more rate hike in the US this year and two next with the fed funds rate reaching 3% by the middle of
2019. However, as US fiscal stimulus fades and the economy slows in 2020, the Fed is forecast to cut rates twice, in
Q2 and Q3, to end the year at 2.50%. The Fed should also slow and eventually halt quantitative tightening in 2020.
The ECB ends QE in 2018 and raise rates twice in 2019, ending the era of negative policy rates in the eurozone. The
ECB then struggles to maintain a quarterly hiking path due to a slowdown in growth, but manages two more hikes
in 2020 (to 1% and 0.50% on the refi and deposit rates). Similarly, UK rates are expected to rise twice in 2019 once a
smooth Brexit path is confirmed. Two more hikes are expected in 2020. The BoJ is expected to further tweak yield
curve control in Q2 19, due to concerns surrounding the effects of prolonged monetary easing. The short-term
interest rate should be kept on hold in negative territory at -0.1% until late 2020. We expect policy easing in China
as growth headwinds mount in 2019 and 2020, but inflation recovering from recent lows in India and Brazil should
prompt modest hiking in 2019 with rates on hold thereafter. The more cautious note sounded in Russia recently
means rates will likely stay on hold for the first half of 2019, before the central bank acts to move rates lower to
their neutral level. The USD is expected to strengthen further in the near term before weakening in 2019 and 2020.

57% - -

1. Italian debt crisis In protest of the start of EU budgetary sanctions on Italy, the populist Italian government decides to
escalate the argument by doubling its fiscal target for 2019 to a 5% of GDP deficit. Markets baulk at the
announcement, pushing the 10yr BTP yield up to 6%. After a couple of failed auctions, the government
is forced to seek help from the rest of the EU in the form of a bail-out. A technocrat is installed as PM,
and the ECB’s OMT programme is activated. QE is also restarted in 2019 as the Eurozone faces a deep
recession. The threat of restructuring/default on Italian debt remains, but yields return to more
manageable levels thanks to the ECB and change in domestic policy.

For the eurozone, this is a stagflationary scenario due to EUR falling to 1.02. However, it becomes a deflationary
scenario from the middle of 2019. The US and Japan see their currencies appreciate, and combined with lower oil
prices and a shock to financial markets, both see lower growth and inflation compared to the base. The impact on
EM is more mixed. China intervenes to prop up the CNY, but Brazil, India and Russia all see FX depreciation, while
trade growth falters, making this a stagflationary scenario in EM. 

8% -1.2% +0.4%

2. Global fiscal 

expansion

Following the populist expansion in fiscal policy in the US, other countries decide to follow its lead
either due to changes in governments, or in response to populist movements. The G7 and BRIC
economies all loosen fiscal policy significantly through a combination of tax cuts and spending
increases.

Reflationary: Fiscal loosening against a backdrop of above trend growth boosts confidence further, along with GDP
growth. Some economies with low rates of unemployment see wage pressures rise, causing domestically
generated inflation, while others with slack remaining, still see higher inflation through commodities and higher
import prices. Central banks respond by tightening monetary policy more quickly, which eventually cools activity.

6% +1.6% +0.7%

3. Trade war: China 

vs. RoW

The EU and US declare a trade ceasefire and along with Japan, ally against China and join the US in
imposing tariffs on Chinese goods in an attempt to force concessions on industrial policy and
intellectual property protection. With 25% tariffs imposed on the bulk of its trade in Q4 2018, China
retaliates with a 20% devaluation in Q1 2019, offsetting much of the impact of the tariff on its exports
but at a cost to global activity and domestic price levels.

Stagflationary: Tariffs drive costs higher in Europe, Japan and the US, leading to some inflationary pressure, partly
offset by lower oil prices as activity slows. Safe haven currencies strengthen but the euro and EM currencies suffer,
generating further inflation. Global activity takes a hit as trade weakens and the dollar strengthens. 6% -0.4% +0.4%

4. Global inflation 

surge

After a considerable period where wages have been unresponsive to tightening labour markets, pay
begins to accelerate in response to skill shortages. Wages accelerate around the world and economists
revise their estimates of spare capacity considerably lower. Some economies such as Japan welcome
the move as they seek to raise inflation expectations, others find they are facing stagflation as they
effectively run out of capacity forcing the central bank to tighten policy.

Stagflationary: US inflation rises to 3.5% by the end of 2019 on the headline measure, but core inflation reaches
4.2% om early 2020. The Fed responds by tightening more aggressively taking its target rate to 4.50% by end 2020.
Interest rates also rise more rapidly in the Eurozone and UK whilst Japan returns rates to zero sooner than in the
baseline. Currency changes provide some cushion to the emerging markets which see a modest boost to growth
alongside higher inflation in this scenario. Overall, global growth is slightly weaker and inflation considerably
higher.

5% -0.4% +1.4%

5. Global trade 

liberalisation

Talks between the US and EU heralds the beginning of an era of free world trade. The removal of all
tariffs and non-tariff barriers encourages more countries to follow suit, including China. Global trade
increases sharply as a share of GDP, with the most competitive benefiting the most. While those with
the highest tariffs seeing increased demand for imports.

Productivity boost: More integrated global supply chains boost productivity and lowers costs in manufacturing.
Savings are passed on thanks to new intense competition, helping to lower global inflation. Lower prices mean
increased demand for goods, helping to boost GDP growth. 3% +0.9% -0.6%

6. US 2020 recession The Fed prioritises lowering inflation over maintaining higher growth, and raises the base rate to 3.75%
by Q1 2020. The US economy proves to be more fragile than first thought, as tighter monetary policy
combined with the end of fiscal stimulus combined bring about a definitive end to the cycle. The
economy begins to contract at the start of 2020, but fails to recover as monetary policy and fiscal policy
tools are spent, while markets slump in fear a wider global recession.

Recessionary: Weaker US growth drags global trade lower, hitting the eurozone, emerging markets and Japan
particularly hard. Many other economies also contract temporarily, though growth remains weak for the rest of the
forecast. Inflation is also lower as commodity prices fall to reflect weaker demand. As for interest rates, the Fed
cuts to 2.50% and halts QT. Other central banks also either reduce their hiking paths or cut rates in response.

10% -0.9% -0.5%

7. Trump's growth 

boom

After a strong 2018, growth momentum continues to build in the US on the back of rising business
confidence which spurs capex and employment. The tax cuts also support stronger spending from
households and firms. Growth is expected to remain robust and unemployment continues to fall over
the next 12 months before capacity constraints cause higher inflation and a moderation in 2019H2. 

Reflationary: The boom in growth is welcomed by the Trump administration but the build up of inflationary
pressure forces the Federal Reserve to keep tightening policy. The fed funds rate hits 4% the start of 2020. Although
growth elsewhere benefits from stronger US demand, the US dollar strengthens thus tightening financial
conditions in emerging markets. 

5% +1.0% +0.6%

8. Other 0% - -

*Scenario probabilities are based on mutually exclusive scenarios. Please note the forecast warning at the back of the document.

Cumulative 2018-2020 global vs. baseline
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Schroders Baseline Forecast 
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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 (29 November 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. 
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