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

Source: Thomson Financial

Overall, the optimism of fi nancial market participants, outside of 
government bond markets, continued to improve over the third 
quarter, and the fi nances of the average DB pension plan certainly 
improved as a result. 

The economic outlook

A number of major economies emerged from technical recession 
during the second quarter. Growth in both France and Germany 
came in at 0.3%, although output fell by 0.1% in the euro area 
as a whole. US GDP fell by 0.2% in the second quarter, but 
Japan, which had seen the largest fall in output among the major 
economies since the global economic downturn got underway, 
enjoyed a modest bounce back, with output rising 0.6%. The UK 
remained fi rmly in the red, with output declining by 0.6%. (Source: 
Datastream).

Survey data pointed to a strengthening of activity during the 
third quarter. Looking across the US, the euro area, Japan and 
the UK, most of the PMIs were close to the 50 mark, a level that 
is usually consistent with positive, if sub-trend growth. In the US, 
the response to the ‘production’ question in the manufacturing 
Institute of Supply Management survey averaged 58.5 in Q3, the 
strongest reading since 2006 Q1 and well above the reading of 
30.6 seen at the end of last year. A note of caution however: the 
ever-popular PMIs failed by some margin to predict the severity of 
the downturn, so we cannot be certain how informative they will 
be on the way up.

Over the past three months, economists, as surveyed by Consensus 
Economics, have tended to revise up their forecasts for growth in 
the major economies, both this year and next, as the real economy 
data have come in a little better than expected. The UK has proved 
to be the exception to the rule. As Chart 4 shows, the mean 
expectation for growth in 2009 in the UK has been revised down 
from -3.7% in the June survey to -4.3% in the latest September 
survey. (Source: Consensus Economics).

Chart 4: Consensus Economics Growth forecasts

Source: Consensus Exonomics

In Chart 5 we show forecasts for CPI infl ation both this year and 
next. Here revisions have generally been modest. Both the US and 
the euro area are expected to emerge from defl ation later this 
year, with CPI infl ation averaging just under 2% throughout 2010 
in the US, and just over 1% in the euro area. Japan is expected 
to continue to see falling prices throughout next year. The UK, by 
contrast, has escaped any period of defl ation on the CPI measure, 
helped by a substantial exchange rate depreciation. UK CPI 
infl ation is expected to average 1.8% next year. (Source: Consensus 
Economics).

Chart 5: Consensus Economics Infl ation forecasts

Source: Consensus Economics
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