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Global situation
 Growth in the global economy is sluggish. There is still no particular region likely to drive the global
economy on a sustainably higher trajectory.
 The major concern is that the economic cycle is extending, but without causing nominal tensions.
Neither salaries nor the price of goods and services are coming under pressure. Core consumer prices
excluding energy & food products have increased by 1% in the eurozone and by just over 1% in the US
and in the UK. These figures fall far short of the 2% target set by the central banks.
 This dilemma forms the underlying theme for global economic activity: low growth and low inflation.
Certain observers have referred to the onset of a form of secular stagnation.
 A savings glut, combined with low productivity growth, means that the conditions are not being created
for the return of strong sustainable demand. Hence the need for a budgetary policy which should
benefit from very low interest rates to feed demand, in order to set economic activity onto a higher
trajectory.
 Low productivity fails to generate a surplus and weighs on capital yields. To promote and facilitate
investment, lower interest rates are necessary, calibrated to productivity. If rates are too high, they will
weigh on capital expenditure and any future productivity gains
 The fall in real long-term interest rates has resulted from the savings glut and insufficient productivity
gains. Rate cuts by central banks simply accompany this trend. Central banks adjusting interest rates
too rapidly is no longer in phase with these fundamental factors.
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US, China, Japan and the UK
 The US economy is growing at a moderate rate, probably below 2% in 2016. Domestic demand is
progressing at a moderate pace with investment falling and with a less vigorous consumer profile than
in the past. There are no spontaneous reasons to anticipate an acceleration in economic activity in the
next few months. For this reason the Fed will be in no hurry to intervene.
 Growth in the Chinese economy remains muted by the same persistent problems: transition towards a
service economy, overcapacity and excessive gearing in a number of industrial sectors.
The authorities have adopted a supple approach in order to facilitate the reallocation of resources. The
idea was mooted of adopting a policy to stimulate growth via the budget and by the central bank. This
remains the case, but policies must not prevent the required reforms. The growth trend in China is
slowing down.
 in Japan, the economy has been on a flat trend since the beginning of 2014. Consumers remain
disadvantaged by the impact of the VAT hike in April 2014, which significantly reduced spending power
and there has been no rapid recovery. The announcement of a further VAT hike in April 2017 is
therefore disconcerting.

 The UK economy is plagued by doubts concerning a potential “leave” vote leading to a Brexit, as
reflected by increased incertitude, particularly among business manager surveys.
 Emerging economies are still in difficulty. Among the BRIC countries, Russia and Brazil are in a deep
recession. The Russian recession could be alleviated if the oil price remains steady. Brazil on the other
hand is gripped by political incertitude following the impeachment of Dilma Rousseff, which will create
the conditions for a deeper economic recession. Although the Indian economy is growing at a moderate
pace, it is not likely to create the required conditions to support global growth in the short term.
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The eurozone
 The eurozone economy is recovering and has resumed a stronger growth rate.
 This results from the implementation of a highly accommodating strategy by the ECB, combined with
less rigorous budgetary constraints and favourable external factors such as the fall in the oil price.
 It has led to an increase in consumer spending and investment. The ensuing momentum has provided
the eurozone with autonomous growth, which will probably be slightly higher than 1.5% in 2016 and
2017.
 These figures are much higher than potential eurozone growth, which is around 1% or slightly lower.
This means that as long as productivity gains remain limited by a lack of investment, it will be
impossible to go far beyond these forecasts this year and next.
Public investment will therefore have to serve as a driver in order to offset constraints imposed by
insufficient potential growth.
 In the eurozone, the German and Spanish economies appear healthy. Domestic demand is robust in
Germany, while Spain is efficiently managing its public deficit far beyond EU requirements.
Italy is in a challenging situation, as productivity gains have remained very weak for too long now and
the country must secure a degree of latitude to be able to invest, while the Italian banks are in partial
difficulty. There is no further nominal drift in Italy, as inflation is too low and this factor limits the
country’s adjustment capacity.
 Meanwhile, the French economy is recovering, having come out of a long period of reduced growth.
France will benefit from the same supports as the other eurozone countries and 2016 should be a
slightly better year than 2015, which should continue to create jobs.
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Global economic dynamics
 Growth in global economic activity is sluggish, as illustrated
by the two charts.

 The first chart demonstrates that growth in global trade is

low. This has been the case since the autumn of 2011 and
reflects the absence of a driver within the global economy.
There is no single economy with sufficiently strong growth to
act as a locomotive to drive the other economies. In the
past, the US and more recently China have played this role.

 Global industrial production is also growing at a modest rate.
In February, annual growth was limited to 1%. Although
emerging economies are contributing timidly, developed
countries are weighing on the trend as industrial production
has fallen by 0.6%.

 Business surveys in the manufacturing sector were not

particularly reassuring in April.
The global index reflects stable activity (50.1) whereas the
US is slowing down and emerging economies have slipped
back below the 50 threshold.

 The eurozone is stable and appears to be the most dynamic
region.
In contrast, the situation in the UK is deteriorating (impact
of uncertainty over the Brexit?) and Japan is showing a
marked slowdown.
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Few nominal tensions
 Commodities prices rallied in mid-February, despite limited
business momentum.

 The rally was triggered by hopes of an agreement between

Saudi Arabia, Russia, Qatar and Venezuela limiting oil
supply. The aim of the agreement was to freeze production
at the January 2016 level.

 Iran, which did not agree the freeze, went back into the

market in an attempt to capitalise on the situation, and the
meeting in Doha on 17 April failed to ratify the deal.
However, the possibility of a potential agreement triggered a
durable shift in anticipations and the oil price has remained
stronger despite the huge persistent imbalance between
abundant supply and limited demand.
Nevertheless, the decline in production in the US (-4.5%
year-on-year from April 2015 - April 2016) is expected to
accelerate, which has maintained tension among prices.
Although this scenario is probable, it is unlikely to drive
prices above the current level, given the persistent heavy
imbalance between supply and demand.

 Given the lack of tensions in the global economy and the

central banks’ intentions to maintain rates at durably low
levels, long-term interest rates are unlikely to steepen in the
near term.

6

Moderate growth in the US
 Due to limited growth in economic activity in Q1 (+0.54%

annualised), the US economy will expand at only a modest
rate in 2016, i.e. slightly below 2%.

 The manufacturing sector remains fragile, with industrial

production declining since the beginning of 2015 and
manufacturing production remaining stable over the same
period. This divergence reflects the impact of the drop in oil
and commodities prices.
However, given the healthy situation in the services
industry, economic activity remains robust, although Q2 is
unlikely to see as strong a rally as in the past (see chart 1).

 The employment market continues to improve, even though
new job creations in April dipped slightly, as illustrated by
chart 2. The employment rate is trending higher.

 Domestic momentum nonetheless remains fragile.

Consumers have adopted more of a wait-and-see attitude
and companies are more reluctant to invest.
For consumers, revenue growth is insufficient to trigger high
consumer spending. The impact of lower investments in the
oil sector has weighed on companies. These factors will not
change spontaneously due to the revenue distribution bias
and as the oil price will not suddenly rally to 60.
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China - Capital outflow stabilisation
 Net capital flows in China, which reflected heavy outflow
since mid-2014, stabilised in March / April.
Capital outflow resulted in a significant drop in currency
reserves as illustrated by chart 1.

 Capital outflow is attributable to the reimbursement of loans
in foreign currencies by Chinese investors, the purchase of
overseas assets and by a lower level of foreign investment
into the Chinese economy.

 These factors reflect the prevailing incertitude regarding the
future trend of the renminbi and also the slower pace of
growth than in the past in the Chinese economy.

 The Chinese currency hit an all-time high against the dollar

in January 2014 but has since depreciated by almost 8% in
progressive steps.

 Chinese growth remains fragile. The economy is undergoing
structural change, focusing on domestic demand, but
without any strong external drivers and in the absence of a
sufficiently resolute economic policy.

 Although the situation is returning to normal, there are still

risks of overcapacity and excessive gearing in certain sectors
of the economy.
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Lack of direction in Japan
 The Japanese economy is fragile.

Macroeconomic indicators are not benefitting from strong
domestic demand and international trade is handicapped by
the lack of momentum in the global trade. The low level of
Chinese growth is also weighing on exports.

 Since April 2014, the situation in Japan has been weakened

after the 3-point hike in VAT rate. It has weighed on
consumer sentiment and curbed momentum in the domestic
market. Corporate investment has become more volatile.

 A rally in economic activity stemming from a more robust

and more dynamic domestic market appears unlikely.
Purchasing power has diminished since the VAT measures.
Either a strong external recovery, which is unlikely, or a an
even more accommodating monetary policy would be
required to recover.

 A highly accommodating monetary policy (one of the 3

arrows of Shinzo Abe’s Abenomics) was adopted via a
massive asset repurchase programme, essentially buying up
Japanese government bonds and equity ETFs.
Recently, more was expected from the BoJ, as the two other
arrows within Abenomics will not suffice to boost economic
activity. Monetary policy was perceived as the last resort.
However, the BoJ refused to play a role which implied that it
would probably not ease its monetary strategy further,
which triggered a rally in the yen.
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Brexit incertitude
 Momentum has dwindled progressively in the UK economy
following a relatively rapid recovery over the past 2 years.
New growth relays are now required.
Domestic demand is strong, with retail sales on a steady
upward trend. However the external aspect of the UK
economy is unfavourable and is failing to take over as a
growth relay.
The cycle is no longer accelerating.

 Furthermore, the UK economy is currently weighed down by
the imminent Brexit referendum (23 June), which has led to
a spontaneous rapid depreciation in the currency (see
chart 2).

 This issue more generally concerns the impact that a Brexit

could have on the UK and the European Union.
The main question concerns the future relations between the
two, in terms of trade partnerships and the current and
major role of London in managing euro-denominated
markets.
There are also question marks regarding the way in which
the UK will rebuild its trade partnerships with the rest of the
world, as these are based on agreements signed by the
European Union.
The question of the UK’s political clout, without the European
Union, is also being raised.

 Much incertitude weighs on economic activity as illustrated

by the Markit index which has fallen below the 50 threshold.
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Recovery in the eurozone
 The eurozone economy gained momentum in Q1 2016,

posting an annualised growth rate of 2.2%. The growth
target of over 1.5% in 2016 is easily achievable.

 The chief source of improvement is the strong support from
household consumer spending, as illustrated by Q1 retail
sales, which increased by 3% in volume (annualised).

 Although details are not yet available for the entire

eurozone, data from France shows that economic activity
was underpinned by investment. This is likely to be the case
throughout Europe.

 The growth observed, driven primarily by domestic demand,

results from ECB policy. Its aim was to create more balanced
domestic momentum, in order to render the eurozone
economy less sensitive to shocks from the rest of the world.

 Nevertheless, although the economy has improved, the

growth rate is not satisfactory. The new-order profile is not
strong enough (chart 2). Further intervention will be
necessary, probably involving the adoption of a more
proactive fiscal policy.
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Due to strong domestic demand
 The employment profile within the eurozone remains
positive.

 This is coherent with the economic activity profile, although

countries such as Spain are currently in a rapid catch-up
phase which is contributing strongly to the improvement.
The employment rate fell by more than 18.3% in Spain vs
its pre-crisis peak, before staging a rally. Since the low point
in Q1 2014, the employment rate has recovered and is now
down only 13% compared to the pre-crisis period.

 Other countries such as Germany, Ireland and France are
contributing to the improvement in employment data.

 This factor helps reduce incertitude and therefore improves
household consumer sentiment.

 Furthermore, given the very low inflation rate, particularly
via falling energy prices, household spending power has
increased, which has been a major support for consumer
spending.

 As such, stronger demand incites companies to invest more
heavily. Advantageous financial conditions are required for
investment, but they are not sufficient on their own.
Dynamic demand is also therefore important for economic
activity to improve durably.
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France is recovering but has not yet fully recovered
 Growth in the French economy also accelerated during
Q1 2016.

 It is important to highlight that the profile of the French
economy has exited the long very slow growth trend in
which it was caught from 2011 - 2014.

 Chart 1 shows a gap opening up between GDP and the

observed trend during the period in which economic activity
was growing at only 0.4% par year.

 The growth rate in 2015 was 1.2% i.e. 3 times more rapid.
 This led to an increase in employment, as illustrated by the
second chart on this slide.

 The French economy is now creating jobs since the growth

rate is at least 1%. This represents a major change, which is
important if the growth trend in the French economy
remains sluggish (trending close to 1%).

 If growth accelerates in 2016, gains in terms of employment
will be greater and may trigger more dynamic momentum.
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Seeking inflation
 Inflation is still not the main problem but its low level is
nonetheless complicated to manage.

 Low inflation in a context of sluggish growth leads to

reduced nominal growth (volumes + prices) in economic
activity. Past nominal imbalances cannot be reabsorbed
rapidly. This does not necessarily lead to a situation which
enables a rapid take-off.

 This may be the case regarding non performing loans held

by banks for example, which will not be able to be writtenoff rapidly due to an absence of inflation. This factor
represents a major change, particularly in countries such as
Italy.

 In the eurozone, April statistics were generally negative,

with the underlying indicator coming in lower than during
preceding months. Underlying inflation in the eurozone was
0.7% in April, i.e. contributing 0.5% to inflation compared to
0.7% in March. The slowdown in inflation is not solely the
result of energy price trends.

 Nominal drift has remained limited in the US. The Fed has
therefore not become alarmed.
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Lower expected inflation despite the oil price rally
 Despite the rally in the oil price, inflation forecasts remain at
very low levels in the US and more so in the eurozone

 This factor reflects the prediction that tensions will be
insufficient to create strong enough pressure on the
economy to force the central banks to intervene.

 In addition to market indicators, consumers are clearly

continuing to anticipate low inflation in Europe, the US and
Japan.

 This means that interest rates are expected to remain
durably low.
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Durably low interest rates
 Central banks clearly indicated at their meetings in

March/April that they do not wish to modify their strategy in
the near term.

 The ECB has committed to its current policy over the long

term, while the US Federal Reserve is in no hurry to modify
its monetary strategy, like the Bank of England ahead of the
Brexit referendum on 23 June. Meanwhile, the Bank of Japan
is maintaining its highly accommodating policy without
increasing its pace.

 Central banks have now done as much as possible for the

time being. They will only intervene further in the event of a
negative shock. Otherwise, they will not modify their
monetary strategies.

 As a result, long-term rates have stopped converging in the
eurozone. Spanish and Italian 10-year rates are no longer
converging and the spread compared to Germany is no
longer narrowing.
This precarious situation has meant that the US and
Germany have become safe-havens.

 These factors suggest that long-term rates will not steepen
rapidly. The global savings glut, combined with low
productivity and intervention by central banks are factors
which are unlikely to be reversed in the near term.
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Massive liquidity facilities
 In addition to their interest-rate strategies, the central banks
are continuing to supply liquidity.

 The ECB is doing so on a large scale, as demonstrated in

chart 1. Total excess liquidity is now higher than in 2012 at
the peak of the first TLTRO operations implemented by the
ECB.

 Asset repurchases under the quantitative easing programme
and the TLTRO announced in March will further increase
excess liquidity and eradicate any suggestion of a rise in
interest rates.

 Central banks have expanded their balance sheets by
supplying liquidity, as seen in the second chart.

 Since Shinzo Abe came to power in Japan and implemented
a policy dedicated to generating nominal drift, the balance
sheet of the Bank of Japan has expanded spectacularly,
resulting in an increase in underlying inflation to just below
1%. Further Japanese monetary policy intervention would
imply that the central bank alone can change the course of
events, which is an exaggerated view.
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A weaker dollar as the euro strengthens
 Shifts in anticipated monetary policy by the Fed and

incertitude over the Chinese authorities’ exchange rate
intentions have radically modified the dollar trend.

 The dollar has fallen sharply since its late-January high.
 Meanwhile, the euro has trended higher, despite the ECB

committing to maintaining very low interest rates over the
long term.

 Chart 2 demonstrates that the change in anticipated Fed
monetary policy weighed heavily on the dollar.

 It is difficult to forecast currency market equilibrium, as all

of the central banks have committed to maintaining an
accommodating policy, to a greater or lesser extent. The
economy lacks vigour and there is no nominal tension, which
determines the attitude adopted by the monetary authorities
as they are unable to predict, for the time being, when the
situation may change.
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Forecasts
USA
Japan
Euro Area
U.Kingdom
China
France

2012
2.2
1.7
-0.8
1.2
7.8
0.6

Year end

2013
1.5
1.4
-0.2
2.2
7.5
0.4

Avergage growth
2014
2015
2.4
2
-0.1
0.5
0.9
1.5
2.9
2.2
7.4
6.8
0.2
1.2

2016
1.8
0.7
1.6
2
6.4
1.4

2017
1.9
0.2
1.6
1.9
6.2
1.4

Monetary Policy
2012

2013

2014

2012
1.9
0.0
2.5
2.8
2.6
2.0

Average Inflation
2013 2014
2015
1.4
1.4
0.3
0.4
2.7
0.8
1.4
0.4
0.0
2.6
1.5
0.0
2.6
2.0
1.4
0.9
0.5
0.0

2016
1.0
0.3
0.2
0.3
1.3
0.2

2017
1.8
2.5
1.1
1.2
1.3
1.0

Long Term Interest Rates (10 year)
2015

2016

2017

USA

0-0.25

0-0.25

1.7

3

2.2

2.27

Japan

0.1

0.1

0.1

0.1

-0.1

-0.1

0.8

0.7

0.3

0.25

2017
2.0-2.50
1.6-2.00
-0.1; 0.3 -0.1; 0.3

Euro Area

0.75

0.25

0.05

0.05

0.05

0

1.2

1.95

0.5

0.63

0.2-0.6

U.Kingdom

0.5

0.5

0.5

0.5

0.5

0.5

1.8

3.1

1.8

1.96

1.3-1.6 1.3-1.60

0-0.25 0.25-0.5 0.50-0.75 1-1.25

2012

2013

2014

2015

2016

0.2-0.6

Source Natixis Asset Management
Economic Research
No acceleration in growth is expected in 2016 and 2017 among the major developed economies.
Chinese growth will continue to decelerate according to the rationale outlined in the text. In
Japan, a further VAT hike in April 2017 will weigh on economic activity and drive inflation higher.
I am assuming that there will be no Brexit.
Inflation rates are lower in 2016 due to the impact of the oil price and the slight increase in 2017
reflects a neutral energy contribution.
The Fed will increase its base rate once this year, at best, and twice next year. Otherwise base
rates will remain unchanged. Long-term rates will remain very low, reflecting a persistent savings
glut.

19

Mentions légales

