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What is wrong with the global economy? The Four Hor semen

1. The global economy has slowed in recent months, rec ession risk has risen

2. A range of secular growth headwinds were already a  challenge - deleveraging

3. Conventional policy responses are increasingly limi ted

4. Europe – significant recent progress but still much to be done

Four Horsemen of Apocalypse, by Viktor Vasnetsov. P ainted in 1887.
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Macro-Economic Stresses Will Not Be Resolved Quickl y

Global Purchasing Managers Index OECD Leading Indicators Composite

• The global economy has slowed sharply;  recession risks highest in Europe, lowest in emerging 
economies, middling in US

• Slowdown reflects some temporary shocks but Corporate caution rather than aggressive 
consumer deleveraging the key issue

• Even if recession is avoided it is hard to see an environment of sustainable strength in 
economic activity for some time 
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BlackRock Phase of Cycle Indicator has recently mov ed into recession risk
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Outlook for Global Rates

Difficult to see the forces that will drive yields higher

• BlackRock’s Global Growth leading indicator has been pointing to slowing economic activity 
since March 

• Growth in Q4 will be boosted by recent falls in commodity prices and a recovery in Japan 
but the outlook remains lacklustre

• Sentiment & Momentum indicators still support case for lower bond yields 

Growth Pulse Signal

Source: BlackRock
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Official rates expected to stay low for the next tw o years

EONIA Swap Rates by Number of Months Forward

• Economic conditions have weakened since the start of the year

• The global recovery is slowing and this is adding pressure to Eurozone sovereigns trying to enact 
austerity measures 

• The market now expects the ECB to reverse previous tightening and rate cuts are priced in over the 
next year
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Lower underlying global yields, but higher sovereig n spreads in the Euro Zone

Global Government 10-yr Bond Yields Euro Sovereign 10-yr Bond Spreads to Germany

*Local currency terms      Source: JP Morgan Source: Bloomberg

• US and German government bond yields have moved sharply lower as investors 
reacted to the slowing macro-economy

• Peripheral European spreads have continued to trend wider

• Despite the crisis situation, the European Central Bank has increased official rates, by 
0.25% to 1.5% in July



What about Corporate Bond Markets?
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Source: BlackRock/BofA Merrill Lynch  As of 30 September 2011
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The Euro Zone Banking Sector:  Capital needs and EC B activity

ECB Refinancing Operations 1999-2011 YTD
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A risk Averse Environment in Financials

€ Denominated Financials Debt Issuance Merrill Lynch Broad Corporates Index Spreads
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• Banks have faced increasing funding costs as investors worry over exposure to 
peripheral sovereigns

• This has prompted action from the ECB
− Buying bonds of troubled sovereigns
− Restarting the covered bond buying program with an initial target of €40 billion
− Making available two 1 year Long-term refinancing operations 



Insight into the Default Cycle aids our Credit Risk  Premium Valuation

High Yield Default Forecast
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• In terms of Fundamental indicators, risky Corporate Credit looks attractive

• Low actual and forecast defaults over the next 12 months

• Spread widening mostly reflects increased risk aversion and a lack of liquidity



Risk Appetite has been falling sharply, indicating an environment ruled by fear
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• Risk appetite has collapsed in the current environment
• Approaching levels seen in 2008
• Whilst liquidity in markets remains low



What can we expect from the emerging economies?

• As the engine of growth for the world economy…helping to pull the world out of recession
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• 2009 GDP growth:

• -3.7% Advanced economies

• +2.4% Emerging and 
Developing economies
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• 2010 GDP Growth

• 3.0% Advanced economies

• +7.3% Emerging and 
Developing economies

Source: IMF



What can we expect from the emerging economies?

• As the producer of last resort to keep Developed Economy inflation low

Inflation Rates and Advanced Economy Trade Openness  
1995-2011

• World inflation has fallen 
structurally since the early 
1990s

• Advanced Economies have 
become more open to trade become more open to trade 
over the same period

• Emerging economies have 
played a role in keeping 
Advanced Economy inflation 
low and stable

Source: IMF



In China, long term growth is likely to be slower a nd inflation higher

• Emerging 
economies face 
their own capacity 
constraints

• China may grow 
above capacity for 15%
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China:  Growth, inflation and Money Growth (annual %)

above capacity for 
the next 5 years

• And may act as a 
source of inflation, 
not deflation, in the 
world
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Emerging Market spreads look relatively attractive,  but we should proceed with 
caution

Emerging Market Spreads

• Spreads have widened in 
response to lower risk 
appetite and illiquidity

• Inflation risks are 
significant in some 
emerging markets – a 
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emerging markets – a 
test of their macro policy 
frameworks

• The long term case for a 
strategic allocation to 
emerging market debt is 
as strong as ever



Conclusions

• Global growth most likely to remain positive, but below potential, especially in the 
Euro Zone

• The latest Euro Zone proposals are as step in the right direction – more needs to 
be done quickly

• Long term structural weaknesses in the Euro Zone remain

• Non-core markets have been driven by lower risk appetite and poor liquidity

• Investment Grade credit offers value compared to fundamental indicators, as does 
emerging market debt

Source: BlackRock
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PRIMA DELL’ADESIONE LEGGERE IL PROSPETTO

Informativa di Legge

BlackRock Advisors (UK) Limited, società autorizzata e disciplinata dalla Financial Services Authority ('FSA'), rilascia il presente documento esclusivamente in 
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strumento menzionato nel presente documento e acquistare o vendere titoli sia in qualità di mandanti che di agenti sui mercati trattando i titoli menzionati nel 
presente documento per conto proprio. Inoltre, BlackRock Advisors (UK) Limited e/o le consociate e/o i rispettivi dipendenti possono, di volta in volta, detenere 
azioni o partecipazioni nei titoli sottostanti o opzioni su qualsiasi strumento menzionato nel presente documento e acquistare o vendere titoli sia in qualità di 
mandanti che di agenti.

Per gli investitori in Italia

Le domande di acquisto di azioni dei fondi vanno presentate come previsto dalle condizioni riportate nella versione completa e semplificata del Prospetto 
informativo delle Società. Le azioni di alcuni comparti delle Società sono state ammesse a quotazione in Italia e sono attualmente quotate sul Mercato 
Telematico Fondi di Borsa Italiana S.p.A. L’elenco dei comparti quotati in Italia, la versione completa e semplificata del Prospetto informativo delle Società, il 
Documento di quotazione dei fondi iShares, l’ultimo bilancio d’esercizio e bilancio semestrale delle Società sono pubblicati (i) sul sito web delle Società 
all’indirizzo www.iShares.com (ii) sul sito web della Borsa irlandese all’indirizzo www.ise.ie e (iii) sul sito web di Borsa Italiana S.p.A all’indirizzo 
www.borsaitaliana.it. Tali documenti sono a disposizione del pubblico nella traduzione italiana certificata conforme all’originale. Gli investitori possono ricevere 
gratuitamente copia dei suddetti documenti a domicilio previa richiesta scritta alle Società. Si raccomanda di leggere la versione completa e semplificata del 
Prospetto informativo prima di effettuare qualsiasi investimento. Per informazioni dettagliate sugli oneri a carico dei fondi e sulle commissioni applicabili agli 
investitori si rimanda al Documento di quotazione e alla versione completa e semplificata del Prospetto informativo.


