


this change in the inflation environment, but there are two that are
probably of most significance. The first is the widespread adoption
of inflation targeting across the globe, where the explicit policy
aim is keep retail price inflation low and stable. For example, in

the UK the Bank of England’s Monetary Policy Committee (MPC)
sets interest rates to maintain CPI inflation at 2.0%. A second
important factor behind the lower inflation environment today is
China’s participation in the global economy. With an abundance of
relatively cheap labour, Chinese manufacturers have been able to
supply the world with a range of manufactured goods that would
be much more costly to produce in developed economies.

Exhibit 2: UK RPI inflation since 1960
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Economics and asset allocation

As Exhibits 1 and 2 show, the last 15 years has been a remarkable
period for the UK economy. Economic growth has been strong and
stable, while inflation has remained relatively subdued. In macro
economic terms, the 1970s and 1980s were far more volatile.

This change in the macroeconomic environment, which has been
experienced in other developed economies too, has had important
implications for asset class performance. This robust and stable
growth coupled with low inflation has generally created a positive
background for both bonds and equities over the last fifteen years
or so.

When coming to a view about the appropriate asset classes to hold
for the future, it is vital that Trustees come to some view about
whether this economic environment is here to stay, or whether we
might experience more turbulent economic times in the future.

A good understanding of macro economics can help all investors
form this view.
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