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News Release 
 
Schroders spearheads the inflation or 
deflation debate 
 

18 July 2013, London 

The opposing threats of inflation and deflation around the globe were the subject of Schroders’ Multi 

Asset Strategic Partners Roundtable debate last month.  The debate was led by Schroders’ Nico 

Marais, Head of Multi Asset Investment and Portfolio Solutions, and attended by leading industry 

figures, investors and senior strategists including Kurt Winkelmann, Managing Director, Head of Risk 

and Analytical Research, MSCI Inc; Schroders newly appointed Senior Adviser Kevin Kneafsey, Chief 

Economist and Strategist, Keith Wade, Azad Zangana, Schroders European Economist and Phil 

Chandler, Fund Manager, Multi Asset. 

 

There were several significant debates on topics from Inflation or deflation which is the greater threat? 

And What does history tell us about the relationship between asset prices and inflation? To What are 

the risks to our portfolios and how should we protect again these? 

 

They key conclusions were: 

- Investors remain divided on whether inflation is an imminent threat but there is greater agreement 

that it remains a medium term threat and one for which we are ill prepared; 

- Inflation is hard to forecast and as such investors need to be prepared for a variety of different 

scenarios; 

- Building an inflation or stagflation sensitive portfolio needs to address only the inflation beta 

properties of asset classes but also the opportunity cost of holding these assets 

 

Inflation or deflation: which is the greater threat? 

Azad Zangana highlighted the actions of the central banks in recent years and how these could lead 

to inflation.  Azad commented: “The value of assets on the balance sheets of central banks in the US, 

Japan, Switzerland, China the UK and the eurozone has risen by $8 trillion since 2008 to more than 

$14trilion in total.  A further $2.7 trillion could be added by 2015. 
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“Thus far the QE measures have not caused inflation as the money has not been fed through the real 

economy.  Different countries are at different stages, however.  In the US, lending has started to pick 

up and that is why the US economy has been strengthening.  In the UK the QE stimulus is still stuck 

with the banks but when it leaves this could increase inflationary pressures.” 

 

Keith Wade put the deflationary argument to the table and focused largely on the concept of the 

‘output gap’, which is the difference between the actual GDP of an economy and its potential GDP.  

The gap between the two shows the spare capacity of an economy.  Keith commented:  “The weak 

demand in the global economy combined with the excess supply available is similar to the situation in 

Japan a decade ago, which led to deflation.  QE is sowing the seeds of deflation by creating a zombie 

economy.  Unnaturally low interest rates caused by QE are keeping a number of weak companies on 

life support as their borrowing costs are being kept artificially low.   

 

“We believe the eurozone is already closer to deflation than many believe and that tax increases 

(particularly duty and VAT) have been disguising underlying deflationary pressures.” 

 

What does history tell us about the relationship between asset prices and inflation? 

Phil Chandler looked at some of the challenges of understanding and forecasting inflation (or 

deflation), and how it can impact portfolios.  Phil commented: “Investors are increasingly thinking 

about the types of assets that can protect their portfolios against inflation: commodities, infrastructure, 

inflation-linked bonds, gold, foreign currencies and agricultural land for example.  However, inflation is 

very hard to forecast and central banks consistently get their forecasts wrong.   

 

“There are historically few inflationary episodes in major Western economies in the past 50 years that  

we can learn from.  Furthermore, many inflation –sensitive asset classes do not have a long history 

over which they can be assessed.  We believe inflation is hard to forecast and as such investors need 

to be prepared in advance for a variety of different scenarios.” 

 

 

 

 

 

What are the risks to our portfolios and how should we protect again these?  Kevin Kneafsey 

examined some of the points raised and looked at the implications of having to buy protection against 
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inflation.  Kevin commented that “If you buy something to protect against inflation and it blows up 

before inflation hits, it has not helped anybody.  So whatever you buy to prepare for inflation, it has to 

be something you are willing to hold until inflation actually occurs. 

 

“To put these theories into practice, it is worth considering the stagflation scenarios.  Within stagflation 

there are different sub-scenarios: endogenous (domestically driven), exogenous (externally driven) or 

stagflation driven by sovereign credit concerns and dollar devaluation.  In each of these sub-scenarios, 

the returns of assets such as gold, TIPS (treasury inflation protected securities) or emerging market 

foreign exchange differ significantly.  So weighing up the utility of each asset and the opportunity costs 

of holding it, we would suggest that to prepare for stagflation an investor should allocate around 33% 

to emerging market FX, 25% gold, 15% TIPS and around 25% in resources commodities.” 

 

For further information, please contact: 

Grupo Albión  +34 91 531 23 88 
Teresa Vicent  tvicent@grupoalbion.net 
Itziar Iturrarte  iiturrarte@grupoalbion.net 
Belén Carballeda bcarballeda@grupoalbion.net 
 
Notes to Editors 

For trade press only.  To view the latest press releases from Schroders visit: 
http://ir.schroders.com/media 

Schroders plc 

Schroders is a global asset management company with £236.5 billion (EUR279.7 billion/$359.2 billion) 
under management as at 31 March 2013.  Our clients are major financial institutions including pension 
funds, banks and insurance companies, local and public authorities, governments, charities, high net 
worth individuals and retail investors.     

With one of the largest networks of offices of any dedicated asset management company, we operate 
from 34 offices in 27 countries across Europe, the Americas, Asia and the Middle East.  Schroders 
has developed under stable ownership for over 200 years and long-term thinking governs our 
approach to investing, building client relationships and growing our business. 

Further information about Schroders can be found at www.schroders.com. 

Issued by Schroder Investment Management Ltd, which is authorised and regulated by the Financial 
Conduct Authority.  For regular updates by e-mail please register online at www.schroders.com for our 
alerting service. 

 


