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2018 has so far been a difficult & volatile year
Most asset classes have underperformed cash
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Source: Thomson Datastream, Schroders Economics Group. 17 July 2018.
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However, returns within equites have been diverse
This suggests that active management will be more important going forward

3

Source: Thomson Datastream, Schroders Economics Group. 17 July 2018.
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The party is over

Risk assets are going to 
struggle

Trade wars are very real

ɈCliff-edgeɉ Brexit risk rising

Source: Schroders Economics Group.
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Is a crisis imminent in Italy?



The economic cycle shifts from Goldilocks to reflation

Risks assets are going to struggle



Higher inflation means rising interest rates
Schroders interest rates forecast
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Source: Thomson Datastream, Bloomberg, Schroders Economics Group. June 2018 forecast. 29 June 2018. Please see the forecast risk warning on the important information slide . 



Thinking about the business cycle
How do we define the different stages of the economic cycle
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Percentages refer to share of time in each stage of the cycle since 1978.   Source: Schroders Economics Group. 

Slowdown / 

Stagflation 

Output above trend and 

falling, growth 

decelerating, inflation 

rising

Expansion
Output above trend 

and rising, growth 

accelerating, inflation

rising 

Recession / 

Disinflation
Output below trend and 

falling, growth
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inflation falling

Recovery
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accelerating, Inflation 

falling
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Global growth has surged since 2016
Leading indicators for the G7 suggest a continued acceleration in growth
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Source: Thomson Datastream, Schroders Economics Group. 17 July 2018.
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Inflation pressures are also building
Producer prices in the G7 and China suggest higher CPI inflation to follow
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Source: Thomson Datastream, Schroders Economics Group. 17 July 2018 .
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Are equities under threat?
US equity PE ratio suggests valuations are stretched
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Data based on MSCI US index. Source:  Thomson Datastream, Schroders Economics Group. 18 July 2018.



Equities appear to be well supported by growth
Earnings growth has been the key driver of returns, but the market is derating 
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Global equities calculated by Datastream (7,048 stocks). Source: Thomson Datastream, Schroders Economics Group. 17 July 2018.
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Source: National Bureau of Economic Research (NBER), Schroders Economics Group. 17 July 2018.

How much longer can the economic cycle run?
US expansions from trough to peak (years) Ʃpost war average of 4.9 years
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Current expansion continues to June 2018

Current expansion continues to June 2019



Impact on the budget deficit Impact on GDP growth

US fiscal stimulus set to boost GDP growth
Impact of Tax Cuts & Jobs Act (2017) and the Bipartisan Budget Act (2018)
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Source: Oxford Economics, Congressional Budget Office, Schroders Economics Group. 2 March 2018.
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A serious risk for the global economy

Trade wars



Trade wars: US vs. China
Limited impact from proposals so far
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Source: Thomson Datastream, Schroders Economics Group. 4 April 2018
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Source: OECD TiVA, Thomson Datastream, Schroders Economics Group. 6 April 2018. *Estimates based on 2011 data

Spill over effects
A trade war between the US and China will impact third parties
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Source: Thomson Datastream, Schroders Economics Group. 6 April 2018

A wider trade war would be a disaster for EM growth
Many EM countries are highly leveraged to global trade




