





The message that one could derive about the prospects for the
global economy from equity markets was equally bleak by the end
of last quarter 2008. As shown in chart 3, compared with their
start-of-year values, many of the main indices had fallen by more
than 40% in local currency terms: falls which imply expectations

of plummeting pro ts growth and the likelihood of widespread

rm failures. The one positive for sterling-based investors was the
collapse of sterling which continued apace over the fourth quarter
of 2008. This fall helped to reduce the sterling denominated losses
on overseas equity investments.

Chart 3: Equity indices since January 2008
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The economic outlook

In Chart 4 we have presented the latest set of economists’
expectations with regards to economic growth over both 2008

and 2009. The green bars show that once the data are nalised,
economic growth over 2008 will have been sub-trend in all four G4
economies, with Japan expected to record the weakest expansion.
But at least it is expected to have been positive. In 2009 it is
expected to be signi cantly negative in all four economic regions.
The UK is expected to contract by 1.5% over 2009, with the US
economy not far behind, being expected to shrink by 1.3% over

the same period. (Source: Consensus Economics). The smaller
contraction expected in the Eurozone this year probably re ects

the fact that this region is between 6 to 12 months behind the
economic cycle in the UK and the US respectively. It may, therefore,
continue to contract even after the US economy begins to recover —
a recovery which is expected to begin towards the end of 2009.

Chart 4: GDP growth forecasts
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As Chart 5 shows, de ation will be the main concern across the

G4 in 2009. In the US, Japan and the UK, in ation is expected to

irt with the zero in ation bound over the year. Even if outright,
average de ation is avoided, the economists expect in ation
pressures to decline dramatically over the year, and if the average is
very low then there will almost certainly be pockets of de ation in
some sectors of these economies.

Chart 5: In ation forecasts
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Against this background, the average prediction of the economists
who contribute to the Consensus Economics survey is for
unemployment to rise over 2009. Unemployment is expected to
average nearly 8% over 2009 in the US and 8.4% in the Eurozone.
In the UK unemployment average for the year is expected to rise
from 2.9% to 4.3%. And, of course, as unemployment rises this
will put added pressure on governments to act to help reduce the
worst effects of this economic phenomenon.

Chart 6: Unemployment forecasts
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