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INFOGRAPHIC: THE GLOBAL ECONOMY

Global growth upgraded as the economic cycle extends Read more (O)

Global growth forecasts improve as tensions
between the US and China begin to settle

We expect to see:

& We are in the final throes ~ Anegotiated. deal rather
of a : = ) than the previously assumed
very important 2506 tariff
deal...it's going very well %
Acceleration in global trade
@ and investment Howgver, .the us .
presidential election
C\D Lower US interest rates, could bring new
2%/ boosting economic growth sources of uncertainty

2020: A better year in store for most emerging economies Visit our Insights page here (&)

We expect to see emerging markets
improve next year

Reasons why: | \. - .i ‘\

Inflation is still soft, allowing even
1
greater easing from central banks

trade deal boosting Chinese investment

n . - <2> A better outlook on the US and China
and production

These factors, affecting supply
and demand, will boost
Some emerging markets remain well economic growth over many
5 ) below full potential meaning current emerging markets such as Brazil,
interest rate cuts should boost Chi Indi d Russis
confidence and investments Jp AUk o



https://www.schroders.com/en/insights/economics/outlook-2020-global-economy/
https://www.schroders.com/en/insights/

Views at a glance: Schroders’ GDP forecast Visit our Insights page here (&)
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2019 2020 2021

2.3% | 1.8% | 1.7%

2019 2020

0.8% | 0.2%

BRICs (Brazil, Russia, India, China)

2019 2020 2021 2019
5.2% 5.5% 5.1% Source: Schroders, Thomson Datastream, 6.2%

Consensus Econarmics, Decernber 2019

2020

6.0%

Source: Schroders as at December 2019.

Eurozone
2021
1.4%

Germany
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1.7%

Japan
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China
2021

5.5%



https://www.schroders.com/en/insights/topic-landing-page/?categoryId=858753
https://www.schroders.com/en/uk/private-investor/insights/economics/infographic-a-view-of-the-world-economy-in-december-2019/

MULTI-ASSET INVESTMENT

VIEWS

Main Asset Classes

Equities

Government Bonds

Category

Equities

Government Bonds

Commodities

Credit

us

UK

Europe

Japan

Pacific ex-dJapan

Emerging Markets

us

UK

Germany

Japan

US Inflation Linked

Emerging Markets Local

View

KEY A Up fromlast month ¥ Down from last month
[ o o o
Positive  Positive/  Neutral ~ Neutral/  Negative
Neutral Negative

Comments

The recently announced phase one US-China trade deal is likely to support corporate profit margins, or at least push
back some of the downward forecast revisions in coming weeks.

We remain neutral for now as duration still has a hedging role in a portfolio context. The cyclical models continue
to point to a slowdown;, however, the global economy has shown signs of stabilisation in recent months which has
resulted in yields moving higher off their recent lows.

We retain our positive view as cyclical indicators continue to fall and global liquidity conditions remain abundant.

We remain positive in the absence of material changes over the month. The backdrop for credit remains strong and
appears likely to continue, given the broadly dovish orientation of the Federal Reserve (Fed), European Central Bank
(ECB) and emerging market monetary policy.

The phase one US-China trade deal included some rollbacks of existing tariffs. This could significantly reduce the
risk of earnings downgrades as we enter 2020.

We expect muted growth in 2020 as uncertainties slowly dissipate - the Conservative majority should help
encourage new investment but we have seen business confidence decline.

Recent economic indicators in Europe continue to suggest some stabilisation. The US-China trade deal may buoy
equity markets going into 2020, or at the very least delay downward trending earnings forecasts.

Typical headwinds affecting the market continue to fade, while valuations remain attractive.

Growth momentum in the region continues to be weak and expectations of further accommodative monetary
policies are priced in.

We remain positive as we see attractive valuations versus developed markets, as well as continued improvement in
earnings revision momentum.

Downgrading as stronger outlook and ongoing stimulus is starting to impact domestic activity. We are already
witnessing impacts from the Fed's current low rates through the housing sector.

The Conservative majority should remove uncertainty around getting an EU withdrawal bill though parliament and
encourage more spending, which is negative for gilts.

We retain our negative view as we expect real yields to rise on the expectation of a turnaround in economic data.
We continue to see some encouraging signs in exports and manufacturing activity.

Remain positive due to improvements in the cyclical outlook and the Fed's ongoing commitment to boost inflation.

Remain neutral, but acknowledge spreads have pushed back out to historically average levels. Higher carry should
offset the pressure from higher global yields.



Category View Comments

oz US [ ) We continue to favour the US in light of strong technical data and a dovish Fed.
cT
[T
ES Eurone European investment grade increasingly suffers from negative yields and high levels of supply by foreign issuers
23 P looking to capitalize on cheaper financing costs.
>
) Ermerging Markets USD o In emerging markets, we favour quality and we keep our positive view given the strong backdrop for demand and the
broadly dovish orientation of EM monetary policy.
E = US () Remain positive due to the Fed's dovish stance, better-than-expected earnings and supply not growing year to date.
ST
(]
5O Fundamentals are weak and there is more “call risk” (the risk that a bond issuer will redeem its bonds before they
= Europe ) .
T mature) than the market is currently pricing.
Energy Energy remains volatile, with no overall strong directional momentum.
3
% Gold (] The slowdown phase and ongoing central bank liquidity should support gold prices.
<)
£ . Price upside continues to be restrained by growth headwinds, with industrial metals giving up recent gains, though
£ Industrial Metals S X
8 downside is limited by central bank dovishness.
Agriculture We have retained our neutral view. Prices largely reflect the lacklustre outlook.
uss$ V¥ Downgraded as its positive carry characteristics are, to some extent, offset by its expensive valuation.
Following the post-election rally, we have downgraded as UK business confidence has been declining across the
UK £ ov , !
2 board, in contrast to the recovery in Europe.
S EU € Lower tensions in Italy and in the trade war between the US and China should improve risk sentiment towards
g Europe.
3
o JAP Y A slightly more stable global economy with reduced recession and geopolitical risk, combined with a stable Fed,
warrants a neutral score on this safe haven currency.
Swiss F Inflation numbers were worse than expected in October, with even core inflation falling. Switzerland is at risk of

relapsing into deflation.
Past performance is not a guide to future performance and may not be repeated. The value of investments and the income from them may go down as well as up and
investors may not get back the amounts originally invested.

Source: Schroders, December 2019. The views for equities, government bonds and commodities are based on return relative to cash in local currency. The views for
corporate bonds and high yield are based on credit spreads (i.e. duration-hedged). The views for currencies are relative to US dollar, apart from US dollar which is relative to
a trade-weighted basket.



https://www.schroders.com/en/uk/tp/markets2/markets/our-multi-asset-investment-views---december-2019/

MARKETS REVIEW

A look back at markets in Q4 2019 when shares
were supported by optimism over the prospects
for a US-China trade deal.

HIGHLIGHTS

+  The geopolitical risks that dominated markets for much
of 2019 faded in Q4, helping global equity markets to post
gains. In fixed income, corporate bonds outperformed amid
the improved investor sentiment.
US equities made robust gains in Q4 as trade uncertainty
faded with the US and China’s “phase one” trade deal
announcement. The Federal Reserve cut interest rates once
in the quarter before indicating that “the current stance of
monetary policy is appropriate”.
Eurozone shares advanced, supported by signs of better
economic data from Germany as well as optimism
surrounding the US and China trade deal. Christine Lagarde
took over as president of the European Central Bank.
UK shares lagged global equities given a very strong rebound
in the value of sterling. The landslide general election
victory for the Conservative Party eased near-term political
uncertainty.
Japanese shares ended higher and the yen weakened
slightly against the US dollar. Economic data continued
to show a significant divergence between the strength in
service sectors and the weakness in manufacturing.
Emerging market equities posted a strong gain. The easing
trade tensions benefitted China, South Korea and Taiwan. A
pick-up in crude oil prices was supportive of the Russian and
Colombian markets.
Bond markets reflected the better mood as government
bond yields rose (i.e. prices fell) and corporate bonds
outperformed.

THE US

US equities made robust gains in Q4 as trade uncertainty faded
with the US and China’s phase one trade deal announcement,
while economic data remained stable. The trade deal, which is
due to be signed in mid-January, means the planned new tariffs
will not be imposed, while US tariffs imposed in September on
$120 billion Chinese goods will be reduced by half. The US' 25%
tariffs on $250 billion of Chinese goods will remain. China has
also agreed to increase purchases of US goods, with agricultural
produce highlighted.

The Federal Reserve cut interest rates once in the quarter
before indicating that “the current stance of monetary policy is
appropriate”. The US economy expanded by 2.1% (annualised) in
Q83; this was better than expected and stronger than in Q2. While
we await the Q4 growth data, the unemployment release in early
December showed that joblessness declined to 3.5% - its lowest
point since 1969 - with better-than-expected wage inflation.
Forward-looking data such as the purchasing managers’ indices,
which survey the manufacturing and services sectors, continues
to indicate modest expansion.

The tech sector was among the principal beneficiaries of the
easing trade tensions. Energy stocks, which had lagged the
broader S&P index materially in 2019, rallied as the oil price rose
on lower-than-expected supply. Real estate — which is typically
less exposed to economic growth — lagged, although industrials
were also flatter over the month.

EUROZONE

Eurozone equities notched up a strong advance in the final
quarter of the year, with the region's MSCI EMU index returning
5.1%. Stocks were supported by some better economic data
from Germany as well as the phase one trade deal agreed by the
US and China.



Gains were led by sectors that generally fare well when the
economy is strengthening; top performing sectors included
information technology, consumer discretionary and materials.
By contrast, the communication services and consumer staples
sectors registered a negative return, while utilities were also
weak. In the consumer staples sector, Unilever warned that its
2019 sales growth would be slightly below its previous forecast.
In the car sector, Fiat Chrysler and PSA Peugeot signed an
agreement to merge in a €40 billion deal. Meanwhile, France’s
luxury goods group LVMH bought US jeweller Tiffany & Co for
$16.6 billion.

The Ifo business climate indicator, which measures confidence
among German executives, improved to 96.3 in December
from 95.7 in November. The eurozone composite purchasing
managers’ index was unchanged at 50.6 in December — a

level that indicates weak growth. (50 is the level that separates
expansion from contraction. The survey is based on responses
from companies in the manufacturing and services sectors).

Annual inflation was 1.0% in November, up from 0.7% in October
but still well below the European Central Bank's target of close
to 2%. Christine Lagarde took over as president of the European
Central Bank on T November. In her first major speech she urged
governments to boost public investment in order to increase
domestic demand in Europe.

UK

Domestic politics drove UK asset prices following a landslide
general election victory for the incumbent Conservative Party in
December. The new government is set to use its large majority
to take the UK out of the EU by 31 January 2020, entering a
transition period when the next stage of negotiations will begin.
UK equities performed relatively well and, within the market,

domestically focused areas significantly outperformed as they
responded very favourably to the reduction in near-term political
uncertainty.

These trends were further reflected in a very strong performance
by small and mid cap shares and a sharp recovery in sterling
from the lows struck in the summer. Latest GDP figures
confirmed the UK economy had avoided entering a technical
recession in the third quarter after contracting in the previous
quarter. GDP growth was 0.4% quarter-on-quarter in Q3
compared to -0.2% in Q2. Overall, the data suggests that the
economy is coping with the uncertainty from Brexit.

More widely, many economically sensitive areas of the market
outperformed, in line with the trend across global markets amid
a return of risk appetite. However, the oil & gas sector was the
notable exception and performed poorly over Q4 despite the
recovery in crude oil prices. HSBC also performed poorly as
sentiment was negatively impacted by a combination of factors,
including social unrest in Hong Kong, lower-for-longer US interest
rates and company-specific factors.

JAPAN

The Japanese market rose in each month of the quarter to
record a total return of 8.6%, but underperformed other major
markets in December. Across the quarter as a whole the yen
weakened slightly against the US dollar but generally remained in
a range which is comfortable for both the US and Japan.

Sentiment towards Japanese equities fluctuated in line with
geopolitical tensions but was ultimately helped by signs of
easing in relations between the US and China and expectations
for the signing of a phase one trade agreement. Foreigners
generally remained net buyers of Japanese equities for most




of the quarter. The most recent quarterly reporting season for
Japanese companies ended in November and was largely in line
with expectations.

Japan's economic data continued to show a significant
divergence between the strength in service sectors and the
weakness in manufacturing. There were also signs that the
long-running trend towards an ever-tighter labour market had
finally reached its natural limit. The main economic event for the
quarter was the consumption tax increase on 1 October. Some
evidence of front-loading demand ahead of the tax increase was
visible, but it is now clear that the subsequent downturn has
been greater than consensus expectations, even if allowance is
made for the devastating typhoon which hit central Japan in the
same month.

In response, the government has announced a significant
supplementary budget, with a particular focus on reconstruction.
Investors have generally responded positively to this planned
fiscal stimulus, while the Bank of Japan governor, Mr Kuroda, has
welcomed the change in emphasis away from monetary policy
alone. The Bank of Japan made no change in policy this quarter.

ASIA (EX JAPAN)

Asia ex Japan equities delivered a strong return in Q4, supported
by easing geopolitical risk as the US and China reached a phase
one trade deal, to be signed on 15 January. US dollar weakness
also provided support to returns.

Against this backdrop China, South Korea and Taiwan all
outperformed. In Taiwan, strong performance from technology
sector companies boosted returns, as earnings expectations
were revised upwards following solid Q3 sales figures. In South
Korea, the central bank cut interest rates by 25bps to 1.25%.

Pakistan was the best-performing index market, led higher by
banking stocks.

By contrast, Thailand recorded a negative return and was the
weakest index market as Q3 GDP growth remained subdued

at 2.4% year-on-year. The Philippines and Malaysia finished in
positive territory but lagged the index. India also underperformed,
negatively impacted by higher crude oil prices, rising fiscal
pressure and concerns over slowing growth. Hong Kong posted
a solid gain but lagged the wider index.

EMERGING MARKETS

Emerging market (EM) equities posted a strong gain in Q4,
benefiting from an easing in geopolitical concerns. The MSCI
Emerging Markets Index increased in value and outperformed
the MSCI World.

China posted a strong gain and outperformed. Under the outline
phase one trade agreement, the US will indefinitely suspend
tariffs on close to $160 billion of Chinese imports that were
previously scheduled to take effect on 15 December. Existing
tariffs on $120 billion of Chinese imports are expected to

be reduced to 7.5% from 15%, 30 days post the signing. In
exchange, China would increase purchases of US agricultural
goods. Against this backdrop, Taiwan and South Korea also
outperformed. In Taiwan, strong performance from technology
sector stocks boosted returns, as earnings expectations were
revised upwards following solid Q3 sales figures.

Russia and Colombia generated strong returns, benefiting from
crude oil price strength as oil producing nations announced
further production cuts for the first quarter of 2020. A number
of EM markets sensitive to US dollar strength outperformed,
including South Africa. Brazil also finished ahead of the index,



aided by currency strength. In October the senate passed the
long-awaited pension reform bill while Q3 GDP growth ticked up
to 1.2% year-on-year and was ahead of expectations.

By contrast, Chile registered a negative return as mass protests
erupted amid wider concerns over inequality. Turkey, where
military incursions into Northern Syria led to tensions with the
US, and India lagged. Qil price strength was a headwind for
Indian equities, in addition to concerns over slowing growth.

GLOBAL BONDS

Rising expectations of a phase one US-China trade deal, with

an agreement announced in December, and moderately better
economic data supported robust risk sentiment over the quarter.
Government bond yields rose (meaning prices fell) and corporate
bonds outperformed.

The US 10-year yield rose from 1.66% to 1.92%, while the two-
year yield dropped from 1.62% to 1.57%, steepening the yield
curve as investors took a more optimistic view on the economy.
Economic data saw some improvement, relative to expectations,
over the period.

The German 10-year yield increased from -0.57% 10 -0.19%,
while France's rose from -0.27% to 0.12%. The Italian 10-year
yield rose from 0.82% to 1.41%, as political risk resurfaced.
Spain’s increased from 0.15% to 0.47%. The UK 10-year yield
rose from 0.49% to 0.82% amid a decisive election victory for the
incumbent Conservative party and optimism around Brexit.

Corporate bonds performed well to cap a strong year. High
yield outperformed, but US investment grade was also notably
buoyant relative to government bonds, across various sectors.
(Investment grade bonds are the highest quality bonds as

determined by a credit ratings agency. High yield bonds are more
speculative, with a credit rating below investment grade.)

Emerging market bonds saw good returns. Local currency bonds
did particularly well as EM currencies performed strongly in
December. Lower rated issuers led in hard currency sovereigns
and corporates, partly reflecting a rebound in Argentina.

Convertible bonds benefited from the upward trend in
stockmarkets. The Thomson Reuters Global Focus index
gained 5.0% in US dollar terms in Q4. In this positive market
environment, convertibles were sought after and valuations
became richer, especially in US names. At the end of December,
European and US convertibles were trading slightly above fair
value while Asian and to a lesser extent Japanese convertibles
remained cheap.

COMMODITIES

The S&P GSCI Spot Index delivered a strong return in Q4, led

by energy. Crude oil prices rallied as OPEC+ announced further
production cuts to ease oversupply concerns. (OPEC is the
T4-strong Organisation of the Petroleum Exporting Countries;
OPEC+ includes a further 10 oil producing nations). News of the
US-China trade deal also supported the demand outlook for oil.
In agriculture, coffee (24.8%) and wheat (12.2%) were notably
strong. In precious metals, both gold (3.3%) and silver (5.0%)
advanced. Industrial metals posted a more modest gain. Copper
gained 7.9% but nickel (-17.8%) was firmly down. Spot nickel
prices fell as the world's largest producer, Indonesia, lifted export
restrictions for some companies.




TOTAL RETURNS (NET) % - TO END Q4 2019

3 MONTHS 12 MONTHS
Equities UsD EUR GBP UsD EUR GBP
MSCI World 8.6 54 1.0 27.7 30.0 22.7
MSCI World Value 7.3 42 -0.2 21.7 24.0 17.0
MSCI World Growth 9.8 6.6 2.1 337 36.1 28.5
MSCI World Smaller Companies 9.8 6.6 2.1 26.2 28.5 21.3
MSCI Emerging Markets 11.8 8.6 4.0 18.4 20.6 13.8
MSCI AC Asia ex Japan 11.8 8.6 40 182 20.3 13.6
S&P500 9.1 59 1.5 31.5 33.9 26.4
MSCI EMU 8.2 5.1 0.6 232 25.5 184
FTSE Europe ex UK 8.5 54 0.9 253 27.6 20.5
FTSE All-Share 12.0 8.8 42 24.0 26.2 19.2
TOPIX* 8.0 49 0.5 19.3 21.4 14.6
3 MONTHS 12 MONTHS

Government Bonds USD EUR GBP uUsD EUR GBP
JPM GBI US All Mats -09 -3.8 -7.8 7.1 9.1 3.0
JPM GBI UK All Mats 29 -0.0 -4.3 11.6 13.7 7.3
JPM GBI Japan All Mats** -1.7 -4.6 -8.6 3.1 50 -09
JPM GBI Germany All Traded -0.2 -3.1 -7.1 E3 3.2 -2.6
Corporate Bonds usD EUR GBP usD EUR GBP
BofA ML Global Broad Market Corporate 1.8 -1.2 $5.8 11.4 13.5 7.1

BofA ML US Corporate Master 1.1 -1.8 -59 142 16.3 9.8
BofA ML EMU Corporate ex T1 (5-10Y) 2.4 -0.6 -4.8 7.2 9.2 3.1

BofA ML £ Non-Gilts 6.8 3.7 -0.7 139 16.0 9.5

Non-investment Grade Bonds UsD EUR GBP usD EUR GBP
BofA ML Global High Yield 34 0.4 -3.8 13.7 15.8 9.3

BofA ML Euro High Yield 50 2.0 2.8 9.3 11.3 5.1

Source: Thomson Reuters DataStream.
Local currency returns in December 2019: *8.6%, **-3.1%.
Past performance is not a guide to future performance and may not be repeated.




Source: Schroders, Q4 2019: The value of investments and the income from them may go down as well as up and investors may
not get back the amounts originally invested. Past performance mentioned is not a guide to future performance and may not be
repeated. The sectors, securities, regions and countries shown are for illustrative purposes only and are not to be considered a
recommendation to buy or sell.

Important Information: This communication is marketing material. The views and opinions contained herein are those of the named
author(s) on this page, and may not necessarily represent views expressed or reflected in other Schroders communications, strategies
or funds. This document is intended to be for information purposes only and it is not intended as promotional material in any respect.
The material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not intended to
provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed
to be reliable but Schroder Investment Management Ltd (Schroders) does not warrant its completeness or accuracy. The data has

been sourced by Schroders and should be independently verified before further publication or use. No responsibility can be accepted

for error of fact or opinion. This does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial
Services and Markets Act 2000 (as amended from time to time) or any other regulatory system. Reliance should not be placed on the
views and information in the document when taking individual investment and/or strategic decisions. Past Performance is not a guide
to future performance. The value of investments and the income from them may go down as well as up and investors may not get back
the amounts originally invested. Exchange rate changes may cause the value of any overseas investments to rise or fall. Any sectors,
securities, regions or countries shown above are for illustrative purposes only and are not to be considered a recommendation to buy or
sell. The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts are
based on our own assumptions which may change. Forecasts and assumptions may be affected by external economic or other factors.
Issued by Schroder Unit Trusts Limited, 31 Gresham Street, London, EC2V 7QA. Registered Number 4191730 England. Authorised and
regulated by the Financial Conduct Authority.
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