





Chart 3: Ten-year government bond yields since January
2008
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The economic outlook

During the quarter the major economies experienced falls in retail
sales, industrial production and exports that when combined
suggest that Q1 GDP probably contracted massively. Full-year GDP
forecasts for 2009 have been revised down significantly over the
quarter. As Chart 4 shows, at the end of Q4 2008 economists
surveyed by Bloomberg believed that the US economy would
contract by 1.25% over 2009. But by the end of this quarter that
expectation had been revised to a contraction of 2.5%. Equally,
the UK economy had previously been expected to contract by
1.5%, but is now pencilled in for a 3.3% full-year contraction.
Economists have also revised their view of the outlook for the
Eurozone. Eurozone GDP growth is now expected to contract by
2.9% over 2009 compared to an expected contraction of 0.9% last
quarter. But the real surprise over the quarter was the change in
the economists’ view of Japan where full-year 2009 GDP estimates
have fallen from -0.9% 3 months ago to -5.8% currently.

Chart 4: 2009 GDP forecasts
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In Chart 5 we present the views of economists gathered in the
Bloomberg survey on the outlook for inflation. With the exception
of the UK, there has been a major rethink with regards to the
outlook for inflation in each economy depicted. The US and Japan
are expected by the economists surveyed to experience deflation
over 2009, while the Eurozone is expected to narrowly avoid the
same fate. Overall though, the inflation backdrop is expected to
remain weak for the G4 over 2009.
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