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Relation of yields to macro trends stable, before

and after QE
4 - - 18

Model residual —UST 10y (RHS)—Model Fitted (RHS)
3 - 16
- 14
2 -
- 12
L - 10
0 - 8
- 6
1 -
- 4
2 |
The model fits the 10-year UST yield to
_3 J trend growth and trend inflation 0

1956 1986 2016

Source : Oxford Economics, Bloomberg, Haver Analytics
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Global output and growth accounting and projections

Output  Capital stock Employment Labour

productivity
G7
1993-2000 2.7 24 1.1 1.6
2000-07 2.0 1.9 0.7 1.3
2008-15 0.8 1.1 0.3 0.5
2016-25 14 0.9 0.5 0.9
OECD 2016-25 1.8 2.3 0.2 1.9
Consensus 2016-25 1.4 - - -
BRIC
1993-2000 4.4 5.9 1.3 3.1
2000-07 7.8 7.3 1.2 6.6
2008-15 6.1 74 0.9 5.2
2016-25 4.7 4.5 0.7 4.0
OECD 2016-25 4.8 4.3 0.7 4.2
Consensus 2016-25 4.9 - - -

Sources: Oxford Economics, OECD long-term projections, Consensus Forecasts
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A world without outliers:
cross-country macro-variation at record lows

% on year earlier

8 1 —Standard deviation, GDP growth

7 —Standard deviation, inflation

-Standard deviation, fiscal balance

6 _

5 -

4

3 i

2 -

1 B
O|II|III\III\IIl\III\IIIIIIIIIIIIII\II
1980 1984 1988 1992 1996 2000 2004 2008 2012 2016

Source : Oxford Economics/IMF World Economic Outlook
5

World GDP growth forecasterrors

Percentage point absolute error in Consensus 1-year ahead forecasts

2.5

2.0 -

15 -

1.0 -

0.5 1

0.0 A

Pre-cnisis average

0.9 percentage points
Post-cnisis average

0.2 percentage
points

1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

Source : Oxford Economics/Haver Analytics/Consensus Economics
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Safe-asset shortage related to excess savings

6.0 - —UST 10y real - 20
—EXxcess global saving % GDP (RHS, inverted)

5.0 - -1.5

4.0 - -1.0

3.0 - -0.5

2.0 - 0.0

1.0 - 0.5

0.0 1.0

1.0 - - 1.5
1986 1992 1998 2004 2010 2016

Source : Oxford Economics, IMF, Haver Analytics
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. Interest rates
US: Headline and core PCE prices US r

% == 10-year Treasury yield

o e :

%o year Headline F‘?E _ 40. = Federal funds rate
3.0 —— Core PCE (i.e, excluding food and energy) Forecast

Forecast 3.5-
2.5
- ﬁ“" 30
15 2.9-
1.0- 2.0-
0.5 1.9-
0.0 1.0~
-05- 0.5
-1.0- ' ' ' ' ' 0.0—— : : :
2010 212 201 2016 201 2010 2012 2014 2016 2018

Source; Oxford Economics Source: Oxford Ecoriomics
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Phillips curve~ngZE%# 52 TLW\5HER

Factors affecting slope:
Increased flexibility Global economy could face an uber-like wage “surge”

once labour market tightens

» Inflation expectations Firmly anchored

Factors affecting position

« Labour supply

Erosion of bargaining power Decline in labour share reduces production costs
Offshoring/automatisation Labour faces relentless increase in competition
Weak public wages Bigger pool of potential applicants for private jobs
Greater immigration Increasing competition

Hysteresis unwind Improved participation

Aging workforce . Structural decline in participation ...

Increased participation ... iIncreased participation of > 65s (e.g. Japan)

* Supply shocks

Supply chain globalisation Inflation sensitive to global forces

Decline in zombie firms

& OXFORD
10 i £CoNOMICS



MBEDZELEF=TYRITLITLIIRTE

Stable low inflation points to depressed term

premia
6 - —UST 10y term premium (ACM) - 50
5 —CPI inflation volatility (RHS)
K10FFEEF | 4,
4 - -
JROTULET L
3 - - 3.0
A
2 N vy
1 - M ‘ 2.0
o o T B Ny
1 - 4 :57_-’“)7_-’{ |
-2 0.0

1961 1968 1975 1982 1989 1996 2003 2010 2017

Source : Haver Analytics, New York Fed

.. OXFORD

%% ECONOMICS



QESZRLERHEF

@i OXFORD
G ECONOMICS



FEDDQE: kEEEBDFHRDZL—EIZBELEI-T-

Fixed Income: demand sources , Demand for Treasuries: shifting sources
Yearly growth, USD , Yf,eld Change in the annual average holdings of Treasuries in USD Billions
mmEy private (%)
3000 == S private [ 1300 |
== ECB&BOE Other domestic
2500 =
| —Ae » ) 1100 - m ROW private
~Average yielas
2000 ey 900 | m ROW official
-4
mFED
1500 700
1000 -3 500 |
500 I - 200 |
\
0 ¥ Illl II N1 ] 100 -
-500 | -100 A
2005 2007 2009 2011 2013 2015 2017
-1000 -0 -300 4 2009-2014 2015-2016 2017H1*
*Six months. Issuance has been temporarily subdued because of debt limit concerns.
Source : Oxford Economics/Haver Anatytics Source : Oxford Economics, Federal Reserve Flow of Funds, Treasury International
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US: private fixed income portfolios
1?T?Mh [_D.-""ﬂ]'

= Rebalancing into fixed income securities

.“] mm Crveral balance sheet asset growth
g —Fixad ncome portfolio growth (privete)
Average DS growth
6
4
2
0 -
-2
-4
.E N
-8

2004 2006 2008 2010 2012 2014 2076

Includes all financial investors excepl unrequlated ones, which
account for less than 10% of demand.
Saurce © Oxford Foconomics/Fiow of Funds! Haver
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Leveraged intermediaries: asset growth
Yearly growth, in

EU MFls

US Broker-Dealers

W Precrisis
m Postcrisis

US Banks

Hedge Funds

5% 0% 5% 10% 15% 20% 25% 30%

Source : Federal Reserve Flow of Funds, EUFIN,
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Crossing fates
Advanced markets securities issuance*, USD billion

25000 - B Financial sector

24000

®m Corporate sector (rhs)

23000
22000
21000
20000
19000
18000
17000

16000

15000
2009 2010 2011 2012 2013 2014 2015 2016

*Includes US (without Agency bonds), Eurozone, UK, Switzerland, and Japan (non-US countries amounts converted at
constant exchange rates)

Source : Oxford Economics, Federal Reserve, ECB, Haver Analytics
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Sources of demand in US/EU fixed income markets
Yearly growth, USD billions

4090 - m EM purchases
m EU private
3000 - m US private

m ECB&BOE
mw Fed
2000

o - - . ‘H ' - - - - ~-

2003 2007 2011 2015

Source : Oxford Economics/Haver Analytics
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EM's foreign fixed income purchases
Rolling years, USD billions

800 - mm Official ™ Private —Stock (rhs) - 8000
600 - IIIII » - 6400
III | L 4800
400 - |
M - 3200
200 1 I I
it
o
- 0
~200 L -1600
-400 - - -3200
2003 2005 2007 2009 2011 2013 2015 2017
Source : Oxford Economics/National Statistic offices/Haver Analytics
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Eurozone and Japanese bond markets are Chart 10: Risk premia on US Treasuries higher
severely distorted by monetary policy than long-end bonds elsewhere
1000 -

bn USD —US —Eurozone —Japan

12m moving /J'/J\
500 4 sum
0 N I T /

-500 -
-1000 -
Difference between QE sovereign \
-1500 - bond purchases and net issuance .
'2 = ' \ . 'f\‘.'
-2000 - Misalignments relative to long-term 10-year yield fair values
2007 2009 2011 2013 2015 2017 3 estimated using trend inflation and trend growth as drivers
Source : Oxford Economics, IMF, Haver Analytics 1990 1993 1996 1999 2002 2005 2008 2011 2014 2017

Source : Oxford Economics/Haver Analytics
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Net debt portfolio flows —United States
Rolling years, USD billions —Euro Area

1000 A
800 -+
600 -
400
200 -

0 —]

-200 -

-400 -

-600 -

-800

-1000 -
2004 2006 2008 2010 2012 2014 2016

Shaded red areas represent the three rounds of the Fed's Quantitative
Easing. Blue area represents ECB's APP.
Source : Oxford Economics/Haver Analytics
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