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Introduction 

Most investors will be glad to see the back of 2018 when both US equity and government bond markets 
generated returns that were lower than cash. Such an outcome has only been registered in two previous 
calendar years since 1900 and highlights the challenge for investors in the current environment (see Review of 
2018 on page 13). 

At the start of 2018, expectations were high as a result of the synchronised recovery in global activity in 2017. 
However, global growth disappointed and remained a concern as trade tensions escalated. At the same time, a 
stronger US dollar and the tightening of global liquidity held back the performance of risk assets.  

In terms of asset allocation, we have moved to a more neutral stance over the quarter by closing our overweight 
in equities and commodities in recognition of the less positive macro backdrop. On bonds, we remain 
underweight government bonds and credit given unattractive valuations.   

Looking ahead into 2019, there are some key themes for markets. Global liquidity is likely to slow further with 
the continuation of the Federal Reserve’s (Fed) quantitative tightening (QT) and the European Central Bank (ECB) 
ending its asset purchase programme. While the tightening of global liquidity and trade wars will not help, a 
pause in tightening by the Fed could bring relief to dollar borrowers and emerging markets. Populist pressures 
could also see governments turn to fiscal policy to generate growth (see strategy note on page 24). Meanwhile, 
this quarter, we also take a look at the investment implications of the US cycle particularly as we approach the 
slowdown phase, a more challenging and volatile phase of the cycle (see research note on page 31). 

Keith Wade                                                                    Tina Fong, CFA 

Chief Economist and Strategist                              Strategist 

9th January 2019 
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Asset allocation views: Multi-Asset Group 

Global overview 

We expect the global economy to register growth of 3.3% for 2018. However, 
we have reduced our 2019 outlook to 2.9%, marking the third consecutive 
quarterly downgrade. Our global inflation forecast has increased to 2.9% for 
2019 in spite of cheaper oil prices and slowing growth. This reflects our 
stagflationary position on the world economy as trade tensions look set to 
continue this year.  

The latest downgrade to global growth is driven by cuts to the eurozone and 
emerging markets. 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%. Regarding inflation, we have trimmed our 
forecast for advanced economies, especially the UK and Japan, but currency 
weakness in emerging markets is expected to drive global inflation higher.  

In terms of our scenarios, the balance of risks remains tilted towards 
stagflation. This would reflect the combination of three scenarios: ‘trade war: 
China versus rest of the world’, ‘global inflation surge’ and ‘Italy debt crisis’. 
However, the greatest risk to our central view is a ‘US 2020 recession’ scenario. 

For the US, the Federal Reserve is expected to raise rates once in 2019 to take 
the policy rate to 2.75% by June this year. Assuming a smooth exit from the EU, 
UK rates are expected to increase twice in 2019. In an effort to begin policy 
normalisation, the European Central Bank is forecast to raise rates in 
September 2019. The Bank of Japan (BoJ) is expected to tweak the yield curve 
control policy to allow more flexibility around the 10-year government bond 
target. Meanwhile, the People's Bank of China (PBoC) eases the reserve 
requirement ratio (RRR) and policy rates lower. Russia is expected to ease, but 
the interest rate cycle is expected to turn upwards in India and Brazil. 

Looking at our asset class views, we have downgraded our positioning of global 
equities to neutral. While valuations for equities are becoming more reasonable 
after recent corrections, lower valuations often come with worsening price 
momentum and increasing volatility. Meanwhile, earnings growth will remain 
supportive of equities, but the earnings guidance of corporates has turned 
more cautious. At the same time, we recognise that equities are vulnerable to 
the tightening in global liquidity conditions.  

Within equities, we have also become neutral on the US, Japan and emerging 
markets. US equities remain competitive due to solid earnings driven by the 
resilience of the domestic economy. However, earnings revisions have 
continued to deteriorate and the US remains expensive relative to other 
markets. On Japanese equities, we forecast the BoJ to retain an accommodative 
monetary policy. Nevertheless, we expect a stronger yen could undermine 
corporate earnings and be a drag on performance. 

For emerging market equities, valuations are attractive given the sell-off last 
year. Nonetheless, we have yet to see evidence of a strong recovery in the 
cyclical backdrop of these economies. In comparison, we have become negative 
on European equities despite the market trading at a discount relative to its 
peers. The backdrop for European banks remains challenging and the prospect 
of a stronger euro may become a headwind for European equities.  

Economic overview 

Central bank policy 

Implications  
for markets 



 or For professional investors and advisers only 
 

 

 Global Market Perspective 5 

 

Meanwhile, we still expect Pacific ex Japan and the UK to perform in line with 
global equities. We have stayed neutral on UK equities due to the continued 
uncertainty over the Brexit negotiations and the impact on the economy.  

With regard to the duration view, we remain negative on government bonds. 
The global economic picture has deteriorated amid disappointing data, but we 
think that government bonds have rallied too far, leaving valuations expensive. 
Among the bond markets, we are negative on US Treasuries, but neutral on 
German Bunds, UK gilts and Japanese government bonds (JGBs). We are also 
neutral on emerging market debt (EMD) bonds denominated in US dollars (USD) 
and local currency. 

Turning to the credit markets, we have remained negative on US and European 
investment grade (IG) bonds. On high yield (HY) credit, we are also negative on 
US and European HY bonds. Valuations are unattractive across the credit 
segments. While corporate fundamentals are in a stronger position in Europe 
compared to the US, the region is exposed to political and trade headwinds 
along with the normalisation of monetary policy by the ECB.  

We have downgraded commodities to neutral given the deterioration in both 
price momentum and carry behind the market. Similarly, we have reduced our 
stance on the energy sector to neutral as without oil production cuts or 
unpredictable supply shocks, supply and demand looks well balanced. 

Meanwhile, our positioning on industrial metals has turned neutral. Investor 
sentiment towards this market remains cautious awaiting concrete evidence for 
trade details, and of infrastructure stimulus and growth stabilisation. 

In comparison, we have turned positive on gold as this asset class continues to 
show safe-haven characteristics as equity volatility rises and bond yields fall, but 
any further strength in the US dollar remains a headwind. On agriculture, we 
have remained positive driven by favourable supply dynamics.  

Table 1: Asset allocation grid – summary 

Equity 0 (+)  Bonds -   Alternatives 0 (+)  Cash +  

Region  Region  Sector  Sector    

US 0 (+) US Treasury -  Government -  
UK property 
EU property 

- 
+ 

  

Europe ex UK -  (0)  UK Gilts 0 (-) Index-linked 0 (+)  Commodities 0 (+)    

UK 0  Eurozone 
Bunds 

0 (- -) 
Investment 
grade 
corporate 

- Gold + (-)    

Pacific ex 
Japan 

0  
Emerging 
market debt 
(USD)  

0 High yield -      

Japan 0 (+)  
Emerging 
market debt 
(local currency) 

0       

Emerging 
markets 

0 (+)          

Key: +/- market expected to outperform/underperform (maximum ++ to minimum - -) 0 indicates a neutral position.  
Note: The above asset allocation is for illustrative purposes only. Actual client portfolios will vary according to mandate, benchmark, risk profile 
and the availability and riskiness of individual asset classes in different regions. For alternatives, due to the illiquid nature of the asset class, 
there will be limitations in implementing these views in client portfolios. The views for equities, government bonds and commodities are based 
on return relative to cash in local currency. The views for corporate bonds and high yield are based on credit spreads (i.e. duration-hedged). 
Source: Schroders, January 2019. 
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Regional equity views  

Key points 

0 (+) Equities  

0 (+) US US equities remain competitive due to solid earnings driven by the resilience of the 
domestic economy. However, earnings revisions have continued to deteriorate and 
the US remains expensive relative to other markets. 
At the same time, the normalisation of monetary policy by the Fed is likely to put a 
squeeze on corporate margins and profitability. Overall, we expect US equities to 
perform in line with global equities. 

0  UK While valuations on UK equities look attractive, we remain neutral on the market 
due to the continued uncertainty over the Brexit negotiations and the impact on the 
economy. Against this backdrop, there is also the uncertainty around the outlook 
for sterling. This has an important impact on the corporate profitability of UK 
multinationals which dominate the FTSE 100 index. 

- (0) Europe  
ex UK 

We have turned negative on European equities. From a valuation perspective, the 
region is trading at a discount relative to global peers and versus history.  
Nonetheless, the backdrop for European banks remains challenging with the need 
to recapitalise and the likelihood of a flatter yield curve with the ECB hiking interest 
rates. Meanwhile, the prospect of a stronger euro may become a headwind for 
European equities.  

0 (+)  Japan Despite the weakness in the domestic economy in Q3 due to the severe weather 
disasters, we expect a better growth outcome in Q4. Against this backdrop, there is 
fiscal stimulus from the authorities to offset the consumption tax, which means the 
fiscal net impact is likely to be neutral. We also expect the BoJ to retain an 
accommodative monetary policy. 
However, we expect a stronger yen could undermine corporate earnings and be a 
drag on performance given the importance of exporters to the market. 

0 Pacific ex Japan 
(Australia,  
New Zealand,  
Hong Kong  
and Singapore) 

We expect Pacific ex Japan equities to perform in line with global equities. Within 
the region, we are neutral on Australian equities where earnings momentum is 
solid. However, valuations appear uncompelling and the economy faces  
structural challenges. 
While Singapore equities offer attractive valuations, we are neutral on the market, 
as it is very dependent on the performance of the domestic banking sector. The 
latter is expected to be held back by slower mortgage loan growth. Despite strong 
earnings momentum, we have turned neutral on Hong Kong equities as valuations 
are less compelling when compared to the other Pacific ex Japan countries.  

0 (+) Emerging markets We have become less positive on emerging market equities. While valuations are 
attractive given the sell-off last year, we have yet to see evidence of a strong 
recovery in the cyclical backdrop of these economies. While the Chinese authorities 
have started to ease policy to support the domestic economy, investors need to see 
concrete evidence of trade reconciliation with the US and growth stabilisation. 

Note: The scores for equities this quarter have been adjusted upwards to reflect the revised scoring framework which uses returns relative 
to cash, making scoring consistent across different markets. These do not reflect upgrades in our outlook. 
Key: +/- market expected to outperform/underperform (maximum ++ minimum - -) 0 indicates a neutral position. 
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Fixed income views 

Key points 

- Bonds  

-  Government We remain negative on government bonds. The global economic picture has 
deteriorated amid disappointing data, but we think that government bonds have 
rallied too far, leaving valuations expensive. Meanwhile, our cyclical indicators also 
continue to point towards a macro environment where government bonds could 
perform poorly.  
On US Treasuries, we have retained an underweight position. While recent data has 
been softer, we think the market has overshot to become too dovish on rate 
expectations. However, we recognise that Treasuries can still be a useful diversifier 
in the portfolio against a potential economic slowdown this year.  
We have turned neutral on German Bunds. Whilst valuations look high, the steep 
yield curve and disappointing data mean that investors will likely continue to own 
Bunds, thus tempering any negative view. 
Despite expensive valuations, we have upgraded UK gilts to neutral given that Brexit 
uncertainty means the range of possible outcomes is still very wide. On JGBs, we 
have kept our neutral positioning. Mixed growth data amid the absence of 
significant inflation pressures will likely leave the BoJ on hold for some time.  

- Investment grade 
(IG) corporate 

We remain negative on US IG bonds given uncompelling valuations and 
deteriorating fundamentals. In particular, the relatively low quality composition of 
the market makes it vulnerable to further spread widening. 
European IG spreads are highly correlated with the US such that we are also 
negative on this segment. European corporates are in a stronger position, but the 
region remains buffeted by political and trade headwinds, weighing on projected 
earnings at a time when supply exceeds demand. 

-  High yield (HY) We expect the supply and demand situation in US high yield to deteriorate and 
maintain our view that it is overpriced and vulnerable. Hence, we are negative on 
this market.  
While corporate fundamentals in Europe remain generally stable, valuations remain 
stretched historically despite recent spread widening. Moreover, European HY 
spreads are vulnerable to the normalisation of monetary policy by the ECB.  

0  EMD USD-
denominated 

We have maintained our neutral positioning on emerging market debt 
denominated in USD. We believe that the regional mix and fundamentals marginally 
favour investment grade emerging market corporate bonds over their high yield 
counterparts. Consequently, we are overall neutral on this EMD segment. 
Meanwhile, we remain neutral on EMD local currency as cyclical headwinds prevent 
us from taking advantage of the improvement in local market valuations. 

0  EMD local currency-
denominated 

0 (+) Index-linked We have downgraded US index-linked bonds to neutral as the lower oil price weighs 
against the late cycle effects of tighter capacity in the economy. 

Note: The views for government bonds are based on return relative to cash in local currency. The views for corporate bonds and high yield 
are based on credit spreads (i.e. duration-hedged). Key: +/- market expected to outperform/underperform (maximum ++ minimum - -) 0 
indicates a neutral position. 
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Alternatives views 

Key points 

0 (+)  Alternatives  

0 (+)  Commodities We have downgraded commodities to neutral given the deterioration in both price 
momentum and carry behind the market. At the same time, we have become less 
positive on two key sectors of the market. We have reduced our stance on the energy 
sector to neutral. Lower structural demand and low-cost non-OPEC supply growth 
should put a cap on oil prices in the absence of any large scale geopolitical disruption. 
Overall, global oil supply and demand looks well balanced.  
Meanwhile, our positioning on industrial metals has turned neutral. While the Chinese 
authorities have started to ease monetary and fiscal policies, investor sentiment 
remains cautious awaiting concrete evidence for trade details, and of infrastructure 
stimulus and growth stabilisation. 
In comparison, we have turned positive on gold as this asset class continues to show 
safe-haven characteristics as equity volatility rises and bond yields fall, but any further 
strength in the US dollar remains a headwind. 
On agriculture, we have remained positive driven by favourable supply dynamics. 
Drought conditions in the key grain exporting markets, across central and northern 
Europe, should tighten sector supply. Weather conditions point to a greater chance of 
an El Niño phenomenon (a period of above-average sea surface temperatures) in the 
Pacific, which is also supportive. 

- UK property The industrial sector was the standout performer in 2018 but we expect rental growth 
to slow to 1 to 2% over the next couple of years, as developers build more big 
distribution warehouses and second-hand space from failed retailers comes back to 
the market. Meanwhile, office demand held up well last year with a number of high 
profile lettings due to expansion and upgrading of office space. However, we expect 
office rents in central London to fall by 5 to 7% this year, while rents outside will 
probably be flat. The difference will mainly be due to the higher level of building in 
London and rapid growth of serviced offices in recent years. For retail real estate, we 
expect rents will continue to fall over the next few years as the internet’s share of total 
sales climbs and as traditional retailers either cut their store networks, or fail.  
In terms of the investment market, it appears to have gone quiet in the final months 
of 2018. To a large extent this can be explained by uncertainty over Brexit and by the 
structural challenges facing the retail sector. In addition, the further fall in the 
industrial initial yield to a record low of 4.5% at the end of 2018 means that investor 
appetite towards the sector has cooled, despite good prospects for rental growth over 
the medium term. Local authorities also appear to have scaled back their purchases, 
following public criticism about the sharp increase in borrowing.  

+ European 
property 

Assuming that the eurozone continues to grow and prospects for rental growth remain 
favourable, we think that the increase in office and logistics yields between end-2019 
and end-2022 will be limited to 0.25 to 0.4%. The exception could be the retail sector 
where investors’ concerns about on-line diversion and future rental growth could lead 
to an earlier and sharper increase in yields.  
We forecast total returns of 4 to 5% per annum on average for investment grade 
European real estate between end-2018 and end-2022. We expect that certain cities, 
such as Amsterdam, Berlin, Hamburg, Frankfurt, Madrid, Munich, Paris, Stockholm and 
Stuttgart, which have diverse economies, a large pool of skilled labour, good 
infrastructure and are attractive places to live, will outperform the wider market.  

Note: Property views based on comments from the Schroders Real Estate Research team. The views for commodities are based on return 
relative to cash in local currency. The views for corporate bonds and high yield are based on credit spreads (i.e. duration-hedged). 
Key: +/- market expected to outperform/underperform (maximum ++ minimum - -) 0 indicates a neutral position. 
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Economic views

Global growth slowdown brings a peak in US interest rates  

For 2018, we expect global growth to come in at 3.3%, which is unchanged from 
our previous forecast and the same as in 2017. The forecast for this year, 2.9%, 
is slightly weaker than our previous estimate and reflects downgrades to the 
eurozone and emerging markets. Our global forecast is below the consensus 
which largely captures our more pessimistic view on the US at 2.4%. Additional 
stimulus from President Trump now appears less likely with a Democrat 
majority in the House of Representatives. 

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. US inflation is 
forecast to remain elevated at 2.7%, due to the stagflationary effects from an 
escalation in US-China trade tensions.  

For 2020, we expect global growth to slow further, driven by the US economy 
softening to 1.3% and China decelerating to 6%. The widespread slowdown this 
year should reduce inflationary pressures in 2020, as we forecast global 
inflation to moderate to 2.7%. If correct, our forecast implies the weakest year 
for global growth since 2008, resulting from a prolonged US-China trade war 
and tighter monetary policy in the US.  

Meanwhile, we expect the Fed to hike rates once in 2019 with rates peaking at 
2.75%. As the economy cools further in 2020 we would expect rate cuts, with 
rates falling to 2.25% by the end of the year. Elsewhere, having ended its asset 
purchase programme, the ECB is expected to raise rates in September 2019. 
Although eurozone growth is expected to be weaker this year, it will still be 
above trend and sufficient for a central bank which is keen to start normalising 
interest rates.  

For the BoE, we look for two rate hikes this year, although this is dependent on 
a smooth exit from the EU with a transition period for the economy. In Japan, 
we assume the BoJ will make a further adjustment to its yield curve control 
policy by allowing more flexibility around the 10-year government bond target. 

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. While 
further escalation of the trade wars and the prospect of slower global growth 
does not bode well, the turn in the dollar could be the silver lining in the forecast 
for emerging markets.  

Chart 1: Global growth and forecast for 2019 and 2020 

 
Source: Thomson Reuters Datastream, Schroders Economics Group. 29 November 2018. 

Central view 
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Macro risks: US 2020 recession? 

Full details of the scenarios can be found on page 12.  

For this quarter, we are making two changes on the scenario side. First, to 
reflect the risk that the Fed over-tightens monetary policy, a US 2020 recession 
scenario has been introduced, where lowering inflation is prioritised over 
maintaining higher growth. Here, the Fed funds rate reaches 3.75% by the end 
of 2019 and, combined with fading fiscal stimulus, there is a definitive end to 
the cycle. Softer US growth hurts global trade and the world economy, 
prompting central banks to wind down their hiking cycles. 

Secondly, we are bringing back a higher inflation scenario, Global inflation 
surge, to capture the uncertainty surrounding wage responsiveness 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. The Fed will have to respond more aggressively to inflation, hiking 
rates to 4.5% by 2020. Overall, global growth is slightly weaker and inflation 
considerably higher.  

Trade remains a focus as the baseline continues to incorporate a full-scale trade 
war between the US and China. On the negative side we still see a risk that the 
EU weighs in alongside the US to impose tariffs on China (Trade wars: China 
versus rest of the world (RoW)), pushing global inflation higher. By contrast, 
our Global trade liberalisation scenario cites an easing of trade tensions, 
where the US and EU strike a deal to remove tariffs thus prompting China to 
follow suit. The resulting opening up of markets leads to a boost to trade, 
productivity and growth.  

To reflect the sustained political risk seen in Europe, we kept our Italian debt 
crisis scenario where the populist Italian government decides to escalate the 
argument by doubling its fiscal target for 2019 to a 5% of GDP deficit. This 
results in a widening of spreads and a sharp fall in the euro.  

Otherwise, we continue with our scenario for a Trump growth boom where 
growth momentum continues to build in the US on the back of rising business 
confidence which spurs capex and employment. Finally, Global fiscal 
expansion sees a loosening of fiscal policy across G7 and BRIC economics as 
governments try to boost growth and quell populist unrest.  

Scenario analysis 
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Chart 2: Scenario analysis – global growth and inflation impact  

Source: Schroders Economics Group, 29 November 2018. 

Chart 2 summarises the impact each scenario has on global growth and 
inflation relative to the baseline. In terms of probabilities, a stagflationary 
outcome remains the highest collective risk with three scenarios falling into this 
quadrant. The second highest outcome would be reflation with two scenarios. 
Higher inflation remains a concern, but this is more likely to be combined with 
weaker rather than stronger growth. That said, the individual scenario with the 
highest risk is ‘US 2020 recession’, a deflationary outcome. 

Chart 3: Scenario probabilities  

 

 
Source: Schroders Economics Group, 29 November 2018.
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Table 2: Scenario summary 

  Summary Macro impact 
1

. 
Italy  
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. 

Stagflationary: 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. 

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. 

3.  Trade war: 
China versus 
rest of  
the world 

The EU and US declare a trade ceasefire and ally against 
China, with the EU joining 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 tariffs on its 
exports but at a cost to global activity and domestic 
price levels. 

Stagflationary: Tariffs drive costs higher in Europe 
and 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. 

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. 

Stagflationary: US inflation rises to 3.5% by the end 
of 2019 on the headline measure, but core inflation 
reaches 4.2% in 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.  

5.  Global trade 
liberalisation 

Talks between the US and EU herald 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 see 
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. 

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 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 
of a wider global recession. 

Deflationary: 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. 

7.  Trump’s 
growth boom 

After a strong Q2, 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 H2 2019. 

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

Source: Schroders Economics Group, 29 November 2018. 
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2018 review: A tough year for investors

"If you can look into the seeds of time, and say which grain will grow and 
which will not, speak then unto me." 

Banquo in Macbeth by William Shakespeare, 1606. 

At this time of year, we like to take a step back and review the performance of 
markets and the lessons we can learn for the coming year. 2018 began much as 
2017 had ended. Risk assets continued their march upwards, while government 
bonds continued to see selling and rising yields. Though there had been plenty 
of political noise in 2017, investors managed to navigate the Twitter minefield 
and continue to push equities higher.  

However, by February of last year, investors started to lose their nerve. Political 
noise was turning into action, notably with the introduction of tariffs which 
marked the start of the US-China trade war. It was a poor year for investors who 
held almost anything other than cash. Both equities and bonds generated 
negative returns, which has only previously happened twice before since 1900. 

Green shoots withered in spring  

The year began with the US federal government shutdown for two days as a 
result of a dispute over Deferred Action for Childhood Arrivals. A risk that is still 
live today for early 2019, and still linked to migration though this time through 
the infamous wall.  

A pugnacious US appeared willing to take on all comers, with trade tariffs 
applied to steel, aluminium, solar panels and washing machines early on. The 
EU, Canada and China responded in kind. This would, however, prove only a 
taste of things to come, with Washington releasing its first list of proposed 
China specific tariffs in April. 

Elsewhere in the world, after months of negotiations, Angela Merkel's CDU/CSU 
coalition agreed to re-establish their previous coalition government with the 
Socialist party (SPD) following a failure to agree terms with the Green party and 
the centre right Free Democrats (FDP). However, the reformation of the 
previous government, which had performed so poorly in the 2017 election, led 
to a further deterioration in poll ratings.  

In emerging markets (EM), Jacob Zuma resigned as president of South Africa 
after nine years in power after intense pressure from his own ANC party over 
corruption allegations. His deputy, Cyril Ramaphosa, took over and helped to 
boost optimism, supporting South African equities and the rand. However, it did 
not take long before populist rhetoric about land expropriation started to hurt 
sentiment. 

Hopes that a Trump presidency might ease pressure on Russia were dealt a 
blow as the country saw fresh sanctions. The botched assassination attempt of 
former Russian double agent Sergei Skripal and his daughter Yulia led to chaos 
in the small English city of Salisbury, and later, the tragic death of a member of 
the public.  

Finally, the ominous beginnings of crises in Argentina and Turkey were 
apparent by April, with currency weakness building as concerns mounted over 
government policy. 
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Summer sizzled with political heat 

In May, after 88 days of negotiations, a new populist coalition government took 
power in Italy. The right wing League party joined forces with the far left Five 
Star Movement under an agreement to reverse recently introduced pension 
reforms, to reduce migration, and to dramatically expand fiscal policy. Investors 
took fright, causing Italian bond yields to rise sharply and Italian equities to fall 
in value. 

June saw the first ever meeting between the leaders of the US and North Korea, 
at a summit in Singapore. The summit resulted in a statement agreeing to the 
denuclearisation of the Korean peninsula, new peaceful relations, and follow up 
talks. Talk of the Nobel Peace Prize followed, though President Trump would 
ultimately be disappointed.  

Over the summer, Japan was struck by a series of natural weather disasters. A 
combination of earthquakes, heavy flooding, extreme heat and typhoons 
caused hundreds of casualties and economic activity to contract in the third 
quarter.  

Mexico's election saw left wing populist Andres Manuel Lopez Obrador (AMLO) 
emerge victorious. Earlier in the year concerns over an AMLO victory had 
weighed somewhat on Mexican assets, but these worries seemed to have been 
set aside by election day, with the stock market rallying on the back of the result. 
It was possibly, optimism that AMLO would be more pragmatic than originally 
feared that drove the rally, though events since then would suggest this was 
misplaced. 

Autumn sees mixed trading and news  

The UK government finally decided on what it wanted from the EU as part of its 
Brexit negotiations. Dubbed the Chequers Agreement, Prime Minister Theresa 
May's plan was meant to be a compromise between a soft and hard Brexit. 
However, few people liked the plan (including the EU), leading to several high 
profile resignations from her cabinet.  

Australia’s former prime minister Malcolm Turnbull resigned from parliament 
at the end of August, having lost support in the Liberal party. A week later, Scott 
Morrison, the treasurer, won a close internal ballot and became the new prime 
minister. 

In Europe, new emissions standards were introduced following the diesel 
emissions scandal, applying to all new cars sold in September. This caused a 
huge backlog of supply for manufacturers, with anecdotal evidence suggesting 
testing times taking twice as long. European industrial production and retail 
sales slumped as a result, causing more concerns over the state of the economy. 

In Japan, Prime Minster Abe won his ruling party leadership election, keeping 
him on track to become the longest serving PM in Japanese history. He 
reaffirmed his plan to hike VAT to 10% in 2019, alongside announcing several 
measures to soften the blow. 

The crises in Argentina and Turkey reached their denouement, with the former 
turning to the IMF for assistance and the central bank in the latter capitulating, 
with a return to orthodox, and aggressive, monetary policy. Concerns do 
however remain about the policy intentions of Turkey's President Erdogan.  

In a rare piece of good news, the replacement for NAFTA, called the USMCA, 
was agreed on 1 October, ending months of uncertainty and putting to rest 
fears that trade barriers would be erected between the North American nations. 
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An eventful winter puts risk assets in a deep freeze 

As winter was beginning to set in, Italian politics returned to the fore. The 
coalition government submitted its draft budget to the European Commission 
which included a modest fiscal easing programme. The 2019 deficit target was 
lower than initially thought in the summer, but still above the tolerance levels 
of the budgetary rules. The Commission rejected the budget proposal and 
threatened to begin the process that would eventually lead to penalties for Italy. 
However, just as the year was drawing to a close, the Italian government 
sheepishly backed down and reduced the deficit target to comply with the 
Commission.   

Elsewhere in Europe, President Macron hit a new low in opinion polls as the 
French population fell out of love with the modern centrist reformer. Dubbed 
the “Emperor of Europe”, his critics complained of a leader that was only 
interested in helping the rich. Tensions rose and spilled over into huge national 
protests under the “gilets jaunes” (‘yellow vests”) movement, which were initially 
sparked in reaction to fuel duty increases, but became a symbol of a greater 
populist revolt. Demonstrations and strikes disrupted output and hit tourism in 
the final quarter, but the damage will not be clear until the new year.  

Across the border in Germany, the historic moment came when Chancellor 
Angela Merkel announced that she would step down as CDU party leader, and 
that she would not contest the next federal election. An internal contest 
followed which resulted in the election of Annegret Kramp-Karrenbauer as the 
new leader and default favourite to become the next chancellor. Often referred 
to as “mini-Merkel” due to her close relationship with the current chancellor, she 
is expected to allow Merkel to see out her term, but begin to form a new vision 
for her potential leadership.  

The frost melted away in the Brexit negotiations as the UK and EU agreed on 
the terms of the Brexit divorce. The deal would lead to a transition period until 
the end of 2020, with the future relationship yet to be negotiated. A backstop 
agreement was bolted on to temporarily solve the Irish border issue; however, 
the clause which requires a ‘mutual review mechanism’ to end the backstop met 
a frosty reception in Westminster. So much so that Theresa May faced (and won) 
an internal party leadership challenge, and in the end was forced to delay the 
parliamentary vote on the agreement until the new year. 

Another market positive election in the Americas saw Jair Bolsonaro romping to 
victory in Brazil's October election as the far right candidate defeated the 
establishment parties on an anti-corruption platform. Markets are hopeful he 
will deliver much needed pension reform, but time will tell whether he can build 
the political alliances necessary in a highly fragmented legislature. 

The US mid-term election results were largely as expected. The Democrats took 
control of the House, but the Republicans retained control of the Senate. The 
result meant that future fiscal easing is less likely unless it benefits Democrat 
supporters or policies. A preview of the fight likely in 2019 began with yet 
another federal government shutdown as Trump was denied funding for his 
“border wall”.  

Just after the mid-term elections, President Trump sought a political ‘win’ on the 
international stage at the G20 summit in Argentina, in the form of a temporary 
trade truce with China. This delayed further tariff escalation by 90 days while 
the two sides conduct further talks; existing tariffs remain in place. While a 
positive for market sentiment, it was not immediately clear whether a 
compromise was feasible. 
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Central banks continued to tighten policy gradually 

Monetary policy continued to be tightened over 2018 as the US Federal Reserve 
(Fed) raised its interest rate target range four times to between 2.25-2.50%. 
Appointed in February, new Fed chairman Jerome Powell continued along the 
same path as his predecessor, despite complaints from President Trump in the 
second half of the year. In the last meeting of 2018, although the Fed lowered 
its forecast for future rate increases, investors had been looking for a more 
soothing tone from its chairman. Equity markets sold off sharply as Powell said 
in his press conference that he did not see the central bank changing its 
“autopilot” policy in reducing the size of the Fed's balance sheet.  

Meanwhile, the European Central Bank decided to taper its quantitative easing 
programme through 2018, with an end to purchases in December. Though 
interest rates remained unchanged, the Bank issued forward guidance that it 
expects interest rates to remain unchanged at least through the summer of 
2019. Watch this space.  

The Bank of England managed to hike once this year, but uncertainty over Brexit 
clouded the outlook. As for the Bank of Japan, policymakers widened the 
targeted range of the 10-year government bond yield driven by concerns about 
the side effects of prolonged monetary easing. 

The People's Bank of China went against the global trend and eased policy, not 
by cutting rates but through further reductions in the reserve requirement 
ratio, which it cut 250 bps over 2018, and through open market operations.  

Most other emerging market central banks enacted rate hikes during 2018, in 
part as a reaction to the tighter policy emanating from the Federal Reserve. 
Deserving of a special mention though is Turkey, where rates were hiked 1425 
bps to 27% over the course of the year, as the country's crisis escalated. In India, 
rates saw modest hikes but the bigger news was the resignation of the central 
bank governor Urjit Patel in December for “personal reasons” following 
disagreements with the government over the transfer of central bank funds to 
the government's coffers and the central bank's tough stance on asset quality 
issues across the financial sector. 

Finally, there was a late surprise for investors as the Swedish Riksbank 
announced that it would raise its main policy rate from -0.50% to -0.25% in 
January. Most economists had not anticipated the move, but the policy 
committee noted that the global economy is now entering a phase of more 
subdued growth and signalled that it is in no rush to lift the rate into positive 
territory. Clearly it is still waiting for the ECB to make its move. 

Cross-asset performance comparison 

Looking across the major asset classes, only US cash made a positive return (2%) 
in 2018. Yet again, commodities were the worst performing asset class (-11.2%), 
though closely followed by the MSCI World equities index (-8.2%). The best non-
cash asset class was US Treasuries, although they too failed to generate a 
positive return as interest rates rose (-0.1%). 

With sentiment clearly poor, it was strange to see the lower risk investment 
grade credit bonds (-3.5%) underperform their lower quality and riskier 
counterpart – high yield bonds (-3.3%). It seems that reduced issuance by those 
companies that fall into the high yield category helped support the asset class 
relative to investment grade credit.  

Lastly, gold also had a poor year as rising real interest rates sapped demand for 
the precious metal (-1.7%). 
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Chart 4: 2018 Cross-asset performance (USD) 

 
Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 

The usual seasonal patterns failed to materialise in 2018. “Sell in May and go 
away, come again on St. Leger Day” (12 September) has often helped investors 
avoid summer sell-offs, which are often linked to a lack of liquidity during a 
quieter trading environment. However following the old adage would have cost 
investors a further 3.5 percentage points loss on holdings in the MSCI World 
equity index (in addition to the actual 8.2% loss).  

Moreover, many investors were left disappointed in December as the “Santa 
rally” also failed to materialise. In fact, December 2018 was the worst December 
performance for the MSCI World equity index on record (since 1970). Had 
investors simply sold at the end of November, they would have avoided the 7.6% 
loss that followed. The next biggest December decline was in 2002 (-4.8%). 
Paying greater attention to events rather than seasonal patterns would have 
helped greatly last year. 

When comparing the performance of US equities and Treasury bonds against 
their history, the S&P500 posted a negative and below average return (data 
since 1873 – see chart 5) while Treasuries also had a negative and below average 
year (data since 1900 – chart 6).  

Though there were both optimists and pessimists at the start of 2018, we doubt 
anybody predicted that both equities and government bonds would have 
generated negative returns. In fact, 2018 was only the third year since 1900 
where both equities and bonds underperformed cash. The previous two 
occasions were in 1931, towards the start of the Great Depression, and in 1969, 
the year of the start of the Vietnam war and the last time there was a big fiscal 
stimulus during a period of expansion. 
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Chart 5: Equity returns distribution     Chart 6: Bond returns distribution 

 
Note: Equity total returns using S&P500 from 1873, and bond total returns taken from US 10-year 
Treasuries from 1900. Source: Thomson Datastream, Global Financial Data, Schroders Economics 
Group, 2 January 2019. 

Comparing equity market performance 

2018 was a poor year for equity investors, with all major indices netting a loss 
when cast in both local currency and US dollar terms. The best performer was 
the US NASDAQ index (-2.8%). This came despite a strong start to the year 
thanks to what seemed to be the unsinkable FAANG stocks (Facebook, Apple, 
Amazon, Netflix, Google – now Alphabet). A simple average price index of the 
five tech giants was up 43.4% on 30 August, but ended the year only up 6.9%. 
Data breaches and flagging sales hit the five, which were trading on gravity 
defying multiples to begin with.  

The worst performer of all was the German DAX30 index, down -18.3% in local 
currency and -23.1% in US dollars (USD). The German index suffered from being 
both a cyclical index, but also by having a relatively high level of exposure to 
Asia, which was suffering from the trade war. 

The less cyclical European indices fared better, including the French CAC40 (-8% 
in local currency and -12.8% in USD) and the UK FTSE All-Share (-9.5% in local 
currency and -15.3% in USD). 

 

 

 

2012

2015 2004
2011 2016 Positive years : 108 (73%) 2001 Positive years : 100 (85%)
2007 2014 Negative years : 40 (27%) 2017 1983 Negative years : 18 (15%)
2005 2012 2016 1974
1994 2010 2015 1973
1992 2006 2006 1964
1987 2004 2005 1954
1984 1993 2017 2003 1949
1978 1988 2009 1996 1948
1970 1986 2003 1980 1939
1960 1979 1999 1979 1938

2018 1956 1972 1998 1977 1935
2000 1948 1971 1996 1972 1930 2010
1990 1947 1968 1983 1968 1929 2007
1981 1923 1965 1982 1965 1923 1992
1977 1916 1964 1976 2013 1963 1920 1990
1969 1912 1959 1967 1997 1961 1918 1988
1962 1911 1952 1963 1995 1953 1917 1981
1953 1906 1949 1961 1991 2018 1952 1916 1975

2001 1946 1902 1944 1951 1989 1987 1946 1915 1966
1973 1939 1899 1926 1943 1985 1978 1944 1914 1957
1966 1934 1896 1921 1942 1980 1967 1943 1913 1945 2014
1957 1932 1895 1909 1925 1975 1959 1942 1912 1940 2002
1941 1929 1894 1905 1924 1955 1958 1941 1911 1936 2000
1940 1914 1892 1901 1922 1950 1956 1937 1910 1934 1998
1920 1913 1889 1900 1919 1945 1955 1933 1908 1932 1997

2002 1903 1910 1888 1897 1918 1938 1958 2013 1951 1928 1906 1927 1993 2011
1974 1893 1887 1882 1886 1898 1936 1935 2009 1950 1909 1905 1926 1984 1991
1930 1890 1883 1881 1878 1891 1927 1928 1999 1947 1907 1903 1925 1971 1989 2008

2008 1917 1884 1877 1875 1872 1885 1915 1908 1954 1994 1931 1904 1901 1924 1960 1976 1995
1931 1937 1907 1876 1873 1874 1871 1880 1904 1879 1933 1969 1919 1902 1900 1922 1921 1970 1986 1985 1982

-50 to -40 -40 to -30 -30 to -20 -20 to -10 -10 to 0 0 to 10 10 to 20 20 to 30 30 to 40 40 to 50 50 to 60 -10 to -5 -5 to 0 0 to 2.5 2.5 to 5 5 to 10 10 to 15 15 to 20 20 to 25 25 to 30 30 to 35

Total Return, % Total returns, %

In equity markets, the 
US NASDAQ was the 
best of a poor bunch, 
but the German DAX 
was the worst 
performer 



 or For professional investors and advisers only 
 

 

 Global Market Perspective 19 

 

Chart 7: Equity markets performance (total returns in USD) 

 
Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 

In emerging markets (EM), while the overall index was down 14.3%, this masked 
considerable dispersion, particularly in dollar terms. Turkey was the year's 
worst performer, thanks to a collapse in the lira, with equities losing investors 
57.6% in dollar terms. The best performing market, Brazil, was still down for the 
year, but only just at a less painful 0.2%.  

The dominant common theme for EM equities in 2018 was trade wars, as 
demonstrated by chart 8 below. Taking April, when the US first mooted China- 
specific tariffs, as a starting point, there is a striking correlation between equity 
performance in EM and a country's exposure to the US-China trade war, as 
measured by value added to China-US trade. Less exposed economies managed 
to eke out small positive price gains, though as discussed currency moves still 
saw a negative overall return in dollar terms. 

Chart 8: Trade war fears came to dominate EM equities 

 

Source: OECD, Thomson Datastream, Schroders Economics Group. 2 January 2019. 

Comparing currency market performance 

Currency markets ended 2018 largely reflecting the anxieties of investors. The 
US dollar started the year weaker, helping to boost risk assets, however by April 
the greenback was on the rise once again, ending the year up on a nominal 
trade weighted basis (+4.9%). The initial rise over the summer reflected the 
stronger US economy, however by the autumn, the strong US dollar started to 
reflect concern in the global economy (chart 9).  

The euro had a reasonably steady year, with a temporary dip coinciding with 
the Italian elections. Overall, the euro finished 2018 slightly up (+0.6%). As for 
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the British pound, it was a volatile year with some upside support from the Bank 
of England raising rates, but sterling ended 2018 with a slump caused by the 
lack of resolution on Brexit (-0.6%). 

Charts 9 and 10: Currency performance in developed markets 

 
Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 

There was a clear trend of investors favouring safe haven currencies, while 
shunning commodity driven currencies (chart 10). The best performing 
currency (including versus the US dollar) was the Japanese yen (+7%), while the 
Swiss franc also performed well (+3.7%). The worst performing major currency 
this year was the Australian dollar (-6.4%) followed by the Canadian dollar (-
6.2%) – both heavily reliant on commodity exports, which suffered in 2018.  

In emerging markets, the strength of the dollar combined with some 
idiosyncratic risks, meant that even after including carry very few currencies 
generated a positive dollar return. Chart 11 shows the three best performing 
currencies, and of those only the Mexican peso ended the year in positive 
territory with a return of nearly 6% against the dollar. Malaysia and Thailand 
were the best of the rest, losing investors only 1% or so. Mexico's good year 
arose chiefly from improving political sentiment as investors took an optimistic 
view of the prospects of an AMLO presidency, and as NAFTA uncertainty was 
reasonably favourably resolved with a new trade deal. 

Charts 11 and 12: Best and worst of EM FX 

 
Source: Bloomberg, Schroders Economics Group. 2 January 2019. 

Turning to the worst performers (chart 12), the Turkish lira had a particularly 
painful year, though it managed to erase much of the losses with a year end 
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rally. The currency's rollercoaster ride was heavily linked to central bank action 
(and lack of it) amidst fears of political interference. Comments from President 
Erdogan proved as catalytic for Turkish assets as those of his American 
counterpart did for US investments. 

Comparing debt market performance 

While US Treasuries failed to generate a positive return in 2018, a number of 
other government bonds managed to remain in the black (chart13). 10-year 
Australian government bonds returned +6.2%, thanks to the high yield on offer 
at the start of the year.  

German Bunds were the next best performers (+3.3%), helped by the mini crisis 
in Italy. Speaking of which, Italian BTPs had a wild and volatile year as shown in 
chart 13. Despite ending the year only down 1.9%, at the peak of the crisis in 
October, BTPs were down -9.8%! Regardless of the rebound since, BTPs were 
the worst performing major government bond market of 2018. Chart 13: 
Government debt returns. 

 
Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 

Canadian bonds (+3%), UK gilts (+2%), French OATs (+1.8%) and even Japanese 
government bonds (+0.8%) all managed a positive return. This suggests that 
government bonds broadly still have a place in portfolios as hedges for risk 
assets, although greater care is required in making those investment choices.  

EM dollar denominated sovereign debt as a whole had a bad year, with the EMBI 
index losing 5.3% for investors. The only sovereign offering a positive return 
was Brazil, which rallied after the election to squeeze out a 0.8% gain for 2018. 
For much of the year Turkey was the definite laggard thanks to its economic 
and currency crisis, at one point losing more than 20%, but a strong second half 
rally erased much of the losses to leave returns down 5.3% for the year.
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Chart 14: An uninspiring year for hard currency EM debt 

 

Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 

Lessons from 2018 

Having reviewed events and performance of markets over the past year, we 
have found a few lessons worth considering for 2019: 

– While central banks care about markets, they do not set policy for the sole 
purpose of pleasing investors. Sometimes, markets are too expensive, and 
central bankers will see a correction as normal, rather than a signal that 
something is ‘wrong’ 

– Trade wars have far-reaching effects that will only be fully appreciated many 
years after the fact. Not only is intermediate trade being impacted, but 
eventually we will see trade substitution which will benefit some of the trade 
competitors to the US and China 

– Investors should pay more attention to fundamentals and events rather than 
seasonal patterns for stock markets. Selling in May would have hurt 
portfolios in 2018, while the ‘Santa rally’ turned out to be the worst December 
performance for global equities since 1970 

– Government bonds are still useful for hedging against downside risks. 
However, investors must look beyond US Treasuries to find the best returns, 
particularly in the new political environment. Other safe havens, like the yen, 
Swiss franc, and Bunds, are worth a second look 

– Political risk is still as important as ever for investor sentiment. It can cause 
short-term downside risks such as Italy and Turkey, or longer-term shifts 
such as the US-China trade war. It can also provide upside risk as seen 
in Brazil 

– Finally, Bitcoins still have no place in an investor's portfolio (see our 
comments in last year's edition). The crypto currency is down -72.5% in 2018, 
despite a significant increase in participation from reputable financial 
services institutions 
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Chart 15: Was 2018 the nail in the coffin for Bitcoin? 

 
Source: Thomson Datastream, Schroders Economics Group. 2 January 2019. 
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Global strategy: Three themes for 2019 and some 
black swans 

Our review of the past year makes for sobering reading, with US equity and 
government bond markets both returning less than cash. Such an outcome has 
only been registered on two previous calendar years since 1900 and highlights 
the challenge for investors in the current environment (see charts 5 and 6). Two 
factors have been important in delivering this outcome and will shape market 
performance in 2019. 

Growth concerns 

First, global growth disappointed and remained a concern as trade tensions 
escalated. At the start of 2018 expectations were high as a result of the 
synchronised recovery in global activity in 2017. As we noted at the time though, 
the hurdle for positive macro surprises in 2018 had become greater, making the 
potential for gains more limited for equity markets. Whilst the actual outcome 
for global growth in 2018 is likely to be similar to that in 2017, relative to 
expectations, 2018 was a disappointment (see chart 16). Although the shortfall 
was not great, equity markets had become priced for a continuation of positive 
news judging from the level of market valuations and this stacked the odds 
against equities. 

Chart 16: Global growth expectations and the equity market: 2018 vs. 2017 

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 17 December 2018. 

As we went through the year, the world economy experienced a slowdown in 
export growth in part related to the threat from the trade wars, but also linked 
to the strength of the US dollar in our view. Economists produced a wide range 
of estimates for the impact from the US-China trade dispute and whilst we do 
not agree with the more extreme numbers, there is evidence that the damage 
will extend beyond exports with capital spending also affected by the increased 
uncertainty associated with trade tensions.  

Of course, the disappointment on global growth does not account for the 
underperformance of sovereign bonds for which we would look at the second 
factor: the tightening of global liquidity.  
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Tightening liquidity 

The US Federal Reserve raised interest rates four times in 2018 taking the Fed 
funds target range to 2.25 to 2.50% and, although the yield curve has flattened, 
bond yields are higher as a result of the rise in short-term rates. Furthermore, 
for the first time in ten years, cash yields more than underlying inflation and 
thus holds its value in real terms (chart 17). 

Chart 17: Cash rates rise above inflation and equity yields in the US 

 

Source: Thomson Reuters Datastream, Schroders Economics Group, 2 January 2019. 

Cash is also attractive relative to equity, with the interest rate rising above the 
dividend yield on the S&P 500 for the first time since 2008 (Chart 17). Whilst this 
does not mean that equities are expensive (as dividends can be expected to 
grow in the future), it does reduce the search for income which has been driving 
investors into risk assets since the financial crisis and the collapse in 
interest rates.  

The rise in US rates has had a wider impact through the effect on dollar 
borrowing costs. Recent analysis from the Bank for International Settlements 
(BIS) highlights the increased importance of dollar funding since the global 
financial crisis. Dollar strength has clearly squeezed liquidity in Asia and Latin 
America where dollar rates drive funding costs.  

In addition to the rise in short rates, liquidity has also been withdrawn via the 
Fed's programme of reducing its balance sheet, often referred to as quantitative 
tightening. According to the BIS, the Fed's holdings of US Treasuries decreased 
by more than two percentage points, to 15% of total marketable securities in 
2018, about five percentage points below the 2014 peak.  

We discuss our outlook for equities below, but first highlight some key themes  
for 2019.  

Theme 1. Liquidity ebbs and exposes the over-leveraged 

Going forward, global liquidity is likely to slow further as, alongside a 
continuation of the Fed's QT, the European Central Bank brings its asset 
purchase programme to an end, as confirmed at its last policy meeting. These 
moves mean that the Bank of Japan is the only central bank actively engaged in 
QE in 2019. Intervention by the People's Bank of China and the Swiss National 
Bank in foreign exchange markets may continue, but the net result is that the 
overall level of liquidity is set to ebb in 2019 (see chart 18).  

And liquidity tightened 

Cash has become 
more attractive in  
real terms and relative 
to equity 



 or For professional investors and advisers only 
 

 

 Global Market Perspective 26 

 

Chart 18: Global liquidity set to fall 

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

The question is how much impact will this have on bond yields. We never 
expected bond yields to return to pre-QE levels given the changes in the world 
economy since the policy began. The slowdown in productivity and greater 
regulation of the banking system mean equilibrium real rates will be lower. 
Furthermore, central banks will still have some control over the curve via short-
term policy rates and forward guidance.  

Nonetheless, we had expected a greater impact from Fed QT in 2018 and as US 
Treasury yields rose earlier in the year this appeared to be playing out. However, 
more recently Treasury yields have fallen back and although higher than at the 
start of the year, with 10-year yields currently below 3% the impact has not been 
as great as expected.  

The flow of funds data suggests that this reflects increased demand for 
Treasuries from households, private sector pension funds and government 
retirement funds. Overseas buyers have also contributed. Higher yields have no 
doubt helped, but the appetite for Treasuries has proved greater than expected 
particularly from those with long-term liabilities.  

The end of the ECB's asset purchase programme will be another test for the 
bond markets as the central bank has had a significant impact where it was by 
far the largest buyer. We would expect upward pressure on yields; however, it 
would seem that the impact would be felt most by those outside the region, 
who benefited from the original asset purchase programme as investors moved 
out of core European markets. That means peripheral eurozone, some 
emerging markets and also lower grade corporate credit. The riskier areas tend 
to suffer as liquidity tightens as we have seen in emerging markets in 2018: as 
Warren Buffett said ‘It is only when the tide goes out that you discover who's 
been swimming naked’.  

Theme 2. The return of emerging markets 

It may seem odd following on from theme 1, but emerging market assets can 
make a comeback in 2019. Tightening global liquidity and trade wars will not 
help; however, if our forecast is correct and the Fed decides to pause the 
tightening cycle in June 2019, there is a good argument to be made for the dollar 
to weaken. This would relieve the pressure on dollar borrowers and emerging 
markets. Arguably, those markets may already be discounting the worst, with 
both equities and foreign exchange having fallen significantly (chart 19). 

Central bank liquidity 
to peak 
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Chart 19: Emerging market assets are pricing a weaker trade environment 

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 2 January 2019. 

Macro developments will be important though and it may well need another 
bout of monetary and fiscal stimulus from China to be the catalyst for investors 
to return to the region. This would help to alleviate concern over another 
collapse in global trade as seen in 2007-08. However, whilst US-China trade will 
slow, unless the trade war goes global there is no reason to expect an outright 
contraction in trade as activity should be diverted elsewhere.  

Theme 3. Populist pressures means governments turn to fiscal policy 

The past year has reminded us how weak underlying growth in the world 
economy has become. The phrase ‘secular stagnation’ is being heard again. 
Without the engine of US or Chinese demand, global activity tends to slow to a 
pace well below pre-crisis norms. Europe and Japan tend to blow with the global 
trade winds rather than generate their own domestic demand.  

The US outperformed in growth terms in 2018 as a result of President Trump's 
fiscal policy stimulus. Others are taking note. The most striking example has 
been in France, where President Macron caved in to populist demands for lower 
taxes after several days of riots. Italy has been subject to more rigour from the 
European Commission, but has now gained agreement for a more 
expansionary budget in 2019. The UK is planning a fiscal boost in the event of a 
hard exit from the EU. Meanwhile, as mentioned above, look out for more fiscal 
policy stimulus in China. Japan may well be the exception with an increase in the 
consumption tax scheduled for October 2019. However, even here measures 
are being taken to offset the impact and following the announcement of the 
FY19 budget it looks like increased spending will offset the extra revenue.  

The key point is that governments seeking growth are no longer making 
economic reforms to increase competition or make labour markets more 
flexible. The approach today is to deliver a quick fix through a tax cut, increased 
public spending or regulation such as a rise in the minimum wage rate. Some 
of these measures are warranted and overdue, but governments are no longer 
strong enough to withstand populist pressures for a fiscal solution. This will 
mean greater public borrowing as the US is already finding with the budget 
deficit approaching 4% of GDP this year, which is remarkable for an economy 
with its lowest rate of unemployment since 1969. At this stage of the cycle the 
budget should be close to balance if not in surplus. 

Emerging markets are 
discounting a slower 
environment 

Governments looking 
for a quick fix are 
turning to fiscal policy 
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How are these themes likely to shape market performance in 2019?  

Coming back to our review of the factors behind the weakness of markets this 
year: growth concerns and tighter liquidity. Clearly we still have concerns about 
the latter (theme 1), but recognise that governments will look to offset the 
macro effects through fiscal policy (theme 3).  

On the growth front, our base case forecasts for 2019 are slightly below 
consensus and we see trade tensions rumbling on, suggesting that concerns 
over activity will persist. However, markets may already be pricing in much of 
the bad news with historic price earnings multiples now below their rolling 
averages (chart 20). This of course is no guarantee of positive returns in 2019, 
but means that markets are better positioned for disappointment and hence 
potentially more resilient to shocks than this time last year.  

Chart 20: Equity markets have de-rated 
Global equity market PE (MSCI) Emerging Markets PE (MSCI) 

  
Source: Thomson Reuters Datastream, Schroders Economics Group, 2 January 2019. 

Black swans 

This is an opportunity to think the unthinkable. We already use scenario analysis 
to calibrate the known unknowns. Black swans, however, are the unknown 
unknowns. By definition, we cannot anticipate them. However, we can think of 
three events which are plausible, but not being given much weight by markets.  

Eurozone crisis 2  

As argued above, the single currency area will feel the effect of tighter liquidity 
as the ECB ends QE. The worst outcome would be another Greek-style crisis. 
However, it is not clear that Europe has the mechanisms to prevent such an 
occurrence as it is yet to complete the banking union and is not a fiscal union. 
President Macron has proposed a fund to support growth in such 
circumstances, but this has yet to be created.  

Peripheral bond markets have breathed a sigh of relief with the recent 
agreement on the Italian budget for the coming year, but the drama is likely to 
play out again in 2019 given the aims of the populist coalition. Any signs of crisis 
would cause the ECB to delay rate rises and even restart QE, but remember that 
it is often only through a crisis that the EU makes progress by creating the 
necessary support for reform.  

No Brexit  

This seems inconceivable given the time and energy currently being poured into 
sorting a withdrawal agreement. However, ‘no Brexit’ is the only outcome that 

The eurozone does not 
have the mechanisms 
to contain a crisis 
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will not require a vote and with MPs seemingly hell bent on rejecting the current 
deal on offer and the EU refusing to talk further, there must be a possibility that 
the government cancels Article 50 and stays in the EU. It could certainly become 
a bargaining chip if PM May needs to win over the Commons.  

Military action  

There are plenty of hot spots which could ignite in 2019. The proxy war in the 
Middle East could become an actual war between Saudi Arabia and Iran. China 
has ambitions for Taiwan and across the region. The recent departure of 
defence secretary James Mattis indicates a more isolationist US, creating 
opportunities for others to fill the void. If Trump was to fully destabilise the UN, 
then Russian adventurism could return. 

Trump does not run for re-election in 2020  

Although it is often difficult to read the president's intentions, he appears to be 
constantly campaigning and setting himself for a second term. However, he will 
have to see off the Mueller investigation on involvement with Russia in the 2016 
election. Furthermore, he is already the oldest person to be elected president, 
taking office at the age of 70 and would be 78 if he served a whole second term. 
Health may be a factor. Or, he could simply decide to do something else: there 
has been talk of him founding a media empire – Trump TV anyone?  

US profits outlook 

Corporate earnings have become increasingly important in driving equity 
returns as markets have de-rated. Using our top-down forecasts alongside 
views on capacity use, labour costs and margins enables us to produce an 
estimate of corporate profits. The relationship between our margin proxy 
and the share of profits in GDP is shown in chart 21 with the profit share 
closely correlated with movements in margins. In recent years, tight control 
of labour costs has been a key factor supporting the profit share in an 
environment of relatively subdued inflation. Cuts in corporation tax provided 
an extra boost in 2018 such that profits (excluding financials) are expected to 
have risen by 14.5%.  

 

 

 

 

 

 

 

 

 

 

Trump may have other 
plans 



 or For professional investors and advisers only 
 

 

 Global Market Perspective 30 

 

Chart 21: US economic profits and margin proxy 

 
Source: Thomson Reuters Datastream, Schroders Economics Group, 7 January 2019. 

There is a reasonable correlation between the top-down profits and earnings 
per share for the S&P500 large cap US equity index. The latter tends to be 
more volatile reflecting the effects of leverage and write-offs; however 
directionally they are similar and we exploit this relationship to estimate 
market earnings per share.  

Looking ahead, we see a slowdown in the US economy with real GDP growth 
cooling from nearly 3% in 2018 to 2.4% in 2019 and just 1.3% in 2020. 
However, inflation is expected to remain relatively elevated with firms likely 
to be able to maintain pricing power given the late stage of the cycle where 
capacity is constrained. Consequently margins are maintained in 2019 before 
contracting in 2020 as growth falls below trend whilst wages continue to rise. 
The net result is for economic profits to rise by 4% this year whilst S&P500 
operating earnings also rise by 4% and reported EPS by 4.6%. 

In 2020 these gains are reversed as the profit share in GDP is expected to fall. 
Higher wages and slower productivity growth mean labour costs cut into 
margins. Companies will respond, but there is usually a lag before 
restructuring can be implemented and productivity restored. At the market 
level, operating earnings are expected to fall 4% in line with the top-down 
figures, while reported earnings fall slightly faster due to an increase in write-
offs (see table 3). 

Table 3: US economic profits and earnings per share 

  2017 2018 2019f 2020f 
Economic profits 

    

Q4 y/y% -6.7 14.5 4.0 -4.0 
Non-financial share % GDP 7.6 7.2 7.3 7.0 
S&P 500 EPS 

    

Operating $ 124.5 158.9 174.6 172.5 
Q4 y/y% 21.3 25.1 4.0 -4.0 
Reported $ 109.9 140.8 155.4 149.2 
Q4 y/y% 11.6 38.8 4.6 -5.4 

Source: S&P, Schroder Economics Group, 7 January 2019. 
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Research note: Investment implications of riding 
the cycle  

 “History doesn't repeat itself, but it often rhymes”, Mark Twain. 

Introduction 

Over the years, we have written about the US economic cycle and the 
implications for investing across the asset classes. In particular, the 
performance of financial markets varies depending on the different phases of 
the cycle. While there is a limit to the forward-looking property of the cycle given 
the leading nature of markets, the cycle is a useful tool to frame the economic 
regime. 

In this note, we provide an update of our latest cyclical framework, which 
suggests that the US economy remains in the expansion phase. The 
performance of key assets has generally been in keeping with the patterns 
exhibited in previous expansions. The exception has been lacklustre 
performance of commodities where global growth, particularly China, appears 
to matter more than the US compared to history. 

Against a backdrop of fading fiscal stimulus, the impact from the trade war and 
tightening in monetary policy, there is a high likelihood that the US could move 
into the slowdown phase in 2019. From an asset allocation perspective, 
investors should be mindful of investing in this more challenging and volatile 
phase of the cycle.  

Defining the economic cycle framework  

In defining the economic cycle, there are four distinct phases depending on the 
position of the US economy in relation to growth being above or below its long-
run trend and if it is rising or falling (chart 22). Our cyclical framework focuses 
on two cyclical indicators: an output gap model and a business cycle indicator 
(BCI). 

Chart 22: Stylised economic cycle 

 

Source: Schroders. 

 

 

Expansion

Growth rising and 
above trend, inflation 
rising, tightening in 
monetary policy 

Slowdown

Growth falling but above 
trend, inflation rising, 
tight monetary policy

Recession

Growth is falling and 
below trend, inflation 
falling, easing in 
monetary policy 

Recovery

Growth rising but below 
trend, inflation falling, easy 
monetary policy

Tina Fong, CFA 
Strategist 

US cycle remains in 
the expansion phase, 
but a move to 
slowdown is most 
likely this year 
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Output gap model  

Our longest serving indicator to define the US cycle is our output gap model, 
which we have written about in previous Global market perspectives (chart 23).1 
This model is a neat way of encapsulating the behaviour of inflation, activity and 
monetary policy. To estimate the output gap, we use a regression with two key 
inputs: unemployment rate versus the NAIRU rate and the capacity utilisation 
rate compared to its trend. Table 4 shows the rules to define the economic 
phases where the cycle is currently in the expansion phase based on the output 
gap being positive and rising. The slower moving nature of the model means 
the length of the phases tends to be longer.  

Chart 23: Output gap model  

 
Source: Schroders Economics Group, 31 December 2018. 

Table 4: Rules to define the output gap phases 

  Recovery Expansion Slowdown Recession 

Output gap level  Negative Positive Positive Negative 

3 month change in the 
output gap level  Rising Rising Falling Falling 

Source: Schroders. 

In the aftermath of the last global financial crisis and as a consequence of a 
deeply negative output gap, this cycle spent a protracted period of more than 
six years in the recovery phase shown in figure 23. In hindsight, against a 
backdrop of recovering growth but subdued inflation, the output gap model 
may have been right in suggesting that monetary policy was to remain in 
accommodative mode for an extended period (chart 24).  

 

                                                           
1The standard textbook definition of the output gap is the difference between the actual and the 
potential output or GDP. Potential is the maximum level of output which the economy can produce 
without generating inflation. 

Output gap model, our 
longest serving 
indicator, remains in 
the expansion phase… 
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Chart 24: US output gap and Fed funds rate 

 
Source: Schroders Economics Group, 31 December 2018. 

Business cycle indicator (BCI)  

In recent years, we have developed the US business cycle indicator (BCI) which 
provides a more reactive steer on the phase of the cycle. Unlike the output gap 
model, the BCI is also subject to fewer assumptions (such as the Phillips curve 
holds and there is a fundamental link between inflation and the unemployment 
rate). The BCI is an amalgamation of ten macro variables, such as ISM new 
orders and industrial production, to track the four phases of the cycle (chart 25). 
Each factor is equally weighted and standardised to a z-score to come up with 
the final indicator. Table 5 illustrates the rules to define the phases of the cycle.  

Figure 25: Business cycle indicator 

 
Source: Schroders, 31 December 2018. 

Table 5: Rules to define the BCI phases 

  Recovery Expansion Slowdown Recession 
Indicator vs. long-term mean  Below Above Above Below 
3m vs. 12m mav. of the 
indicator  Positive Positive Negative Negative 

Source: Schroders. 

…along with our more 
reactive BCI model  
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Relationship between the output gap model and the BCI 

While the construction methodology differ, both the output gap and BCI models 
are closely linked with a positive correlation of 68% since the late 1970s 
(correlation of 77% over the last 20 years). Chart 26 shows that the output gap 
model is slower moving compared to the US BCI. While the BCI is our main 
economic cycle anchor, the benefit of monitoring both models is it reinforces 
the phase positioning. We found that when both indicators are suggesting the 
slowdown phase, the next move is likely to be recession (chart 27). Moreover, if 
the BCI is in slowdown but the output gap model is not then the BCI has a higher 
likelihood of returning to the expansion phase. 

Chart 26: Comparison of the BCI and output gap models 

 
Source: Schroders, 31 December 2018. 

Chart 27: Overlap between the slowdown phases based on the two cyclical 
indicators 

 

Source: Schroders, 30 November 2018. 

Meanwhile, both cyclical indicators are currently in the expansion phase but at 
elevated levels. This is unlikely to be maintained in 2019 as the US economy is 
faced with fading fiscal stimulus, impact from the trade wars and the Fed 
tightening interest rates. In recent months, we are already seeing fading 
economic momentum behind the BCI. Hence, there is a strong possibility our 
cyclical indicators could move into the slowdown phase in 2019.  

Asset performance implications based on the cycle  

When both cyclical 
indicators are 
suggesting the 
slowdown phase, the 
next move is likely to 
be recession 

Fading fiscal stimulus, 
impact from the trade 
wars and tightening of 
interest rates suggests 
the next move is the 
slowdown phase 
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In this section, we examine more closely the performance of assets, specifically 
the US market, in the different phases of the cycle. Chart 28 shows the typical 
return profile based on the BCI only while chart 29 combines the phase signals 
from both the output gap model and BCI. Overall, the asset return profiles are 
similar based on the BCI or both models. The distinguishing feature is during 
the slowdown phase, which we discuss in more detail below.  

Chart 28: Annualised returns of US 
assets based on the BCI 
 

Chart 29: Annualised returns of US 
assets based on both models 

  
Note: Analysis based on average monthly data over the last 20 years. Equity is MSCI USA, 
government bonds is US 10-year Treasury, HY is ML US HY, IG is ML US corporate investment grade 
and commodity is S&P GSCI Commodity. Source: Schroders, 31 December 2018. 

During the recovery phase, interest rates tend to be low and monetary policy 
remains accommodative given that inflation is muted and growth is healing 
(Chart 30). This regime is generally a ‘goldilocks’ environment for most assets 
particularly equities. For high yield credit, which is perceived as an early cyclical 
play compared to equities, recession and recovery periods stand out. Credit 
spreads generally tighten significantly as companies repair their balance sheets 
and markets anticipate a rebound in the economy and corporate earnings.  

Chart 30: Fed funds rate and the BCI 

 
Source: Schroders Economics Group, 31 December 2018. 

In the expansion phase, when corporate profits are rising and the Fed is starting 
to tighten interest rates, government bonds underperform while risk assets 
such as equities and commodities generally do well. Looking at this current 
expansion phase, the performance of key assets has generally been in keeping 
with the patterns exhibited in previous expansions (Chart 31). The exception has 
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been the commodity complex as low returns have been driven in part by the 
supply dynamics of this sector along with softer global growth particularly from 
China. Compared to the past, demand from China has become a more 
important driver of the well-being of commodities than solely the US economy.  

Chart 31: Asset performance in the current expansion compared to past 
expansions (based on both cyclical models)  

 
Note: Analysis based on average monthly data over the last 20 years. Returns are annualised. Equity 
is MSCI USA, government bonds is US 10-year Treasury, HY is ML US HY, IG is ML US corporate 
investment grade and commodity is S&P GSCI Commodity. Source: Schroders, November 2018. 

As the economic cycle moves into the slowdown phase, particularly if it is 
followed by a recession, the environment turns more challenging for the more 
cyclical assets such as commodities and equities. On average, volatility rises for 
all assets as we move from the expansion to the slowdown phase (chart 32).  

Chart 32: Annualised volatility of US assets based on both models 

 
Note: Analysis based on average monthly data over the last 20 years. Equity is MSCI USA, government 
bonds is US 10-year Treasury, HY is ML US HY, IG is ML US corporate investment grade and 
commodity is S&P GSCI Commodity. Source: Schroders, December 2018. 

The slowdown phase is a backdrop where inflation and interest rates are 
typically peaking, while economic growth and profits ease. Instead, the assets 
on the safe haven spectrum such as government and investment grade 
corporate bonds outperform. This can be seen in the asset return profile when 
both the BCI and output gap model are signalling the slowdown phase (chart 
29). The slower moving nature of the output gap model means that this 
indicator is capturing the later part of the slowdown phase, which tends to be a 
less positive period for risk assets. Finally, in the recession phase, the weak 
growth and inflation environment means that government bonds and credit 
outperformed equities and commodities.  
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Conclusion  

Our cyclical indicators continue to suggest that the US economy remains in the 
expansion phase. However, both the output gap model and the BCI are at 
elevated levels, which is unlikely to remain in 2019 given the headwinds facing 
the US economy. We are already seeing fading economic momentum behind 
the BCI in recent months. This year there is a high likelihood that the next cycle 
move is the slowdown phase. For asset allocation, the slowdown phase tends to 
be a more volatile backdrop for financial markets. Moreover, there could be a 
reversal in asset leadership with risk assets such as equities and commodities 
struggling to make headway compared to their more defensive peers.  
 

…while risk assets 
struggle compared to 
their more defensive 
peers  
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Market returns 

  Total returns Currency December Q4 2018 

Equity 

US S&P 500 USD -9.0 -13.5 -4.4 

UK FTSE 100 GBP -3.5 -9.6 -8.7 

EURO STOXX 50 EUR -5.2 -11.4 -11.2 

German DAX EUR -6.2 -13.8 -18.3 

Spain IBEX EUR -5.4 -8.0 -11.5 

Italy FTSE MIB EUR -4.5 -11.4 -13.2 

Japan TOPIX JPY -10.2 -17.6 -16.0 

Australia S&P/ ASX 200 AUD -0.1 -8.2 -2.8 

HK HANG SENG HKD -2.5 -6.7 -10.5 

EM equity 

MSCI EM LOCAL -2.5 -7.4 -9.7 

MSCI China CNY -6.0 -10.7 -18.6 

MSCI Russia RUB -0.4 -4.1 17.8 

MSCI India INR 0.0 -1.3 1.4 

MSCI Brazil BRL -1.7 10.2 16.7 

Governments 
(10-year) 

US Treasuries USD 3.3 4.6 -0.1 

UK Gilts GBP 0.9 3.2 2.0 

German Bunds EUR 0.6 2.3 3.3 

Japan JGBs JPY 0.8 1.3 0.8 

Australia bonds AUD 2.6 3.9 6.2 

Canada bonds CAD 2.8 4.6 3.0 

Commodity 

GSCI Commodity USD -7.8 -22.9 -13.8 

GSCI Precious metals USD 5.2 7.1 -3.6 

GSCI Industrial metals USD -4.2 -7.0 -18.0 

GSCI Agriculture USD -2.4 0.5 -8.0 

GSCI Energy USD -11.7 -33.6 -17.1 

Oil (Brent) USD -9.6 -35.8 -20.2 

Gold USD 5.1 7.5 -1.7 

Credit 

Bank of America/ Merrill Lynch US high 
yield master 

USD -2.2 -4.6 -2.3 

Bank of America/ Merrill Lynch US 
corporate master 

USD 1.5 0.0 -2.2 

EMD 

JP Morgan Global EMBI USD 1.5 -1.2 -4.6 

JP Morgan EMBI+ USD 1.6 -0.7 -5.3 

JP Morgan ELMI+ LOCAL 0.4 1.3 4.5 

Currencies 

EUR/ USD   1.1 -1.9 -7.0 

EUR/JPY   -2.2 -4.7 -7.3 

JPY/ USD   3.3 2.9 0.2 

GBP/USD   -0.1 -2.6 -7.1 

AUD/USD   -3.6 -2.6 -9.9 

CAD/USD   -2.6 -5.5 -8.4 

Source: Thomson Reuters Datastream, Bloomberg, 31 December 2018.  
Note: Blue to red shading represents highest to lowest performance in each time period. 
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