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Synthesis

I. World trade is growing at a slow pace since summer 2011.
• This reflects the absence of a real growth driver at the global scale.
• Neither the US, nor China or Europe are potential drivers of global growth. 
• Their momentum is not strong enough to push the world expansion on a higher trajectory

II. This means that each country or zone will have to focus on its own internal demand to grow 
rapidly. The possibility of waiting an impulse from outside, as it was done in the past, is no 
longer available

III.Therefore, economic policies will have to remain very accommodative . 

IV. That's why I don't think that a Fed's lift off of its interest rates could be a good idea

V. The ECB will have to maintain its QE at least until September 2016 and fiscal policies will not 
constrain private behaviors. There is a need for more coordination in economic policies.

VI. In China, the situation is still complicated. The change in the growth model leads to balance of 
strength between those who currently have the power (regional governments and State Owned 
Enterprises) and  those who will be the future of China (services) – China will follow the same 
pace than Japan and South Korea before it.

VII. One main consequence will be a low oil price for long. It will be a catalyst for a stronger 
dynamics in industrialized countries  (remember the end of the 90's)

VIII. This is not a good moment for emerging countries – China is no longer a key driver for than 
and commodity prices are low. 



What about monetary policies?
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The current growth momentum is low, inflation rates are close to zero and core inflation rates are 
below central banks' target of 2%.

The business cycle is not back to normal even with very accommodative monetary policies.

Central banks in the USA and in the Euro Area said that they prefer to act a bit too late than too 
early. In the current context, they do not want to take any risks as they think that a negative shock 
could have a persistent effect on the business cycle.

As far as inflation is muted, central banks will not act in a hurry.

That's why the ECB quantitative operation will be extended after September 2016.

At the last Fed's meeting it was clear that
The US central bankers were afraid of the long lasting effect that an external shock could 
have on the business cycle profile. This shock could come from China and the Fed 
doesn't want to add a interest rate shock
The US central bank is expecting a slow convergence to its 2% inflation rate (2018)
Therefore, the Fed has decided not to move in September and will probably not move in 
December. 
The Fed think that the monitoring of its policy is asymmetric. If it is too accommodative, 
the convergence to the 2% target will be more rapid and it's not an issue. If it is too 
tight, the risk is on growth and on the postpone convergence to the inflation target.

They will continue with this in mind: it's better to act later than too early



Global Economic Momentum
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• The global economy can be characterized by two 
elements:
The first is the low dynamics seen in world trade
The second is the rapid drop in the oil price

• On the first graph, the world trade yearly change lacks 
of momentum as it is below the blue band which is its 
pre-crisis growth rate +/- a standard error. 

• This reflects the absence of strong growth driver for the 
world economy. In the past, the USA and more recently 
China played this role. 

• Growth is these two countries are not strong enough to 
put the world economy on a higher trajectory.

• This means that there is no strong impulse from world 
trade to push growth on the upside. Therefore, growth 
momentum will depend mainly on internal demand 
dynamics. That's why economic policies must remain 
accommodative

• One consequence of this sluggish growth is lower 
commodity prices. This can be seen on oil price. This 
will be positive for oil consumer countries as the 
transfer from producers to consumers will be 2 trillion 
dollars. This will be a source of stronger consumer 
expenditures in developed countries



USA and China follow a new model
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• The USA follow a weak trajectory during this business 
cycle. That's what is seen on the first graph. 
It shows GDP profile during and after each recession 
since WWII. The current profile is the lowest for the last 
60 years.

• The US economic model has changed. It can support its 
internal demand but has no longer the ability to create 
an impulse that will drive the world economy on the 
upside. 

• At the same time the US economy is more dependent 
on the global dynamics. That can explain the Fed's 
behavior. The monetary policy determinants are no 
longer linked to the internal situation only.

• In China, the transition between an industrial led 
growth economy to a service led growth economy 
implies lower growth profile. This dynamics will 
converge to a 2 to 5% GDP growth in 5 to 10 years 
from now.

• The Chinese situation can be compared to Japan from 
the 1960's and South Korea from the 1970's. Both have 
had a transition that is of the same kind than China. 
The Chinese economic structure will change 
dramatically in the years ahead.



The Euro Area economic trend
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• The challenge in the Euro Area is to converge to a 
stronger growth profile. The first graph shows that 
since the first quarter of 2011 the average growth rate 
has been close to 0+.

• One explicit reason of the situation is the austerity 
policy that has been put in place in 2011/2012. This 
has lowered demand addressed to companies leading to 
a GDP decline. The trough of the recession was during 
the first quarter of 2013. Since then the recovery 
follows a slow pace.

• This means that the Eurozone has not the capacity to 
create an impulse for the world economy. But as the 
impulse from outside will be limited due to the low 
world trade momentum, expansion will only come from 
the internal demand and from more accommodative 
economic policies. 

• The ECB monetary policy wants to improve the current 
business cycle. It wants to reduce the financial 
fragmentation to create a more homogenous financial 
environment. The ECB also wants to create a 
competitiveness shock with low interest rates and a low 
euro. 
On the second chart GDP trajectories are still too 
heterogeneous.



Short-term prospects in the Euro Area
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• To converge to a more homogenous business cycle, the 
ECB has provoked a competitiveness shock for every 
country of the Euro Area with low interest rates for an 
extended period.
Every country trades a lot with of others countries of 
the region. Then an impulse due to a competitive shock 
can generate a contagion effect. At this moment, the 
stronger demand momentum will lead to a stronger 
investment dynamics. This will induce a more robust 
business cycle. 
A low oil price will also be very helpful at this stage. We 
expect it to stay low for an extended period.

• In the past, a more consistent business cycle had 
positive effects on growth momentum.  

• The current recovery can be seen on the first graph at 
the top right of this page. GDP quarterly growth figures 
are positive but the Markit synthetic index doesn't show 
a strong acceleration. It is at almost the same level 
since last February. This reflects a transitory lack of 
homogeneity in the business cycle. 

• In the second graph we see that new orders are feeding 
the recovery. We expect that with the process 
explained the momentum will be stronger in a 
foreseeable future
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The role of Economic Policy

• In the short run, we see on the first graph (top right) 
that in the manufacturing sector there is no strong 
acceleration.

• This is a mix of the low world trade momentum and the 
necessity to have stronger support inside the Euro 
Area.

• This will not come from an already very accommodative 
monetary policy. There is a need for a more proactive 
fiscal policy even if it is associated with a higher public 
debt. 

• Households' debt, as a percentage of disposable 
income, is still very high, at a level comparable to its 
pre crisis level. Fiscal policy must help by transferring 
part of this debt to the future through a higher public 
debt.

• This would imply lower unemployment rates and the 
possibility of a more autonomous business cycle. That's 
what is currently needed as there is an strong 
uncertainty on the moment when world trade will be a 
strong support fro growth in the future.



Inflation rates are close to 0%
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• Another strong characteristic of the current period is 
the absence of inflation (graph on the top right)

• Core inflation rates are close to 1%. The lower oil price 
pulls down the inflation rate but the internal price 
dynamics is not that strong pushing core inflation rates 
below the 2% central banks' target.

• In most countries, the lack of pressures on the labor 
market leads to a low wage momentum that doesn't 
feed internal price dynamics.

• Central bankers want to converge to a 2% inflation 
rate. They consider this target as consistent with stable 
prices.

• As far as inflation rates are way below 2% they will 
maintain accommodative monetary policies, even in the 
USA. 

• The risk with a close to 0% inflation rate is a close to 
0% wage indexation. The absence of nominal illusion 
can then limit households expenditures even if 
purchasing power is stable. In that case it would be a 
drag for the internal demand and for growth.



Accommodative Monetary Policies
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• In the Euro Area, the ECB has decided to maintain low 
interest rates for an extended period.

• The refi rate is currently at 0.05% and is expected to 
remain at this level until at least the end of 2016
The ECB has also put in place a quantitative operation. 
It purchases EUR 60bn of assets every month. It is 
mainly sovereign debt but also agencies, covered bonds 
and ABS.

• We see and the second graph (bottom right) the impact 
the QE has on the ECB balance sheet.

• As the ECB will continue, the ECB's line will cross the 
Fed's line. The difference with the 2012/2013 episode 
of larger balance sheet is that the current purchases 
are definitive. In 2012/2013 it was just a temporary 
operation. That's a huge difference.

• Mario Draghi during his press conference following the 
last monetary policy committee said that the QE could 
be extended. Its characteristics are the amount of 
assets purchased (EUR 60bn every month) and its 
length: it is supposed to stop at the end of September 
2016 if long term inflation expectations converge to 
2%. The QE operation could be extended beyond 
September 2016.



Fragmentation and the Euro exchange rate
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• One important issue for the ECB monetary policy is to 
reduce financial fragmentation. 

• In other words, financial conditions were not 
homogenous within the Euro Area. Interests rates were 
at very different levels between countries. This was a 
drag for a strong recovery on the credit market. 
Companies didn't face the same financial conditions 
even if they had the same characteristics. 

• The ECB monetary policy has helped to reduced these 
distortions and it has been a source of recovery on the 
credit market. This is clearly the case in Spain.

• We see on the second graph (bottom right) that current 
expectations on monetary policies on both side of the 
Atlantic are consistent with a Euro/dollar exchange rate 
between 1 and 1.15. 

• This reflects on one side the ECB accommodative 
monetary policy and on the other side the doubt that 
market operators have on a change of the Fed's 
monetary policy.



Forecasts
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Source Economic Research
Natixis Asset Management

2012 2013 2014 2015 2016 2012 2013 2014 2015 2016

USA 2.3 2.2 2.4 2.5 2.4 2.1 1.5 1.6 0.2 1.5

Japan 1.7 1.6 -0.1 0.8 1.4 0.0 0.4 2.7 0.6 0.6

Euro Area -0.7 -0.4 0.9 1.5 1.9 2.5 1.4 0.4 0.1 0.8

U.Kingdom 0.7 1.7 2.8 2.6 2.5 2.8 2.6 1.5 0.1 1.3

China 7.8 7.5 7.4 6.8 6.4 2.6 2.6 2.0 1.3 1.3

France 0.4 0.4 0.4 1.1 1.6 2.0 0.9 0.5 0.1 0.7

Avergage growth Average Inflation 

Year end                    Monetary Policy                            Long Term Interest Rates (10 year)

2012 2013 2014 2015 2016 2012 2013 2014 2015 2016

USA 0-0.25 0-0.25 0-0.25 0-0.25 0.75-1 1.7 3 2.2 2.2-2.5 2.2-2.6

Japan 0.1 0.1 0.1 0.1 0.1 0.8 0.7 0.3 0.2-0.5 0.3-0.6

Euro Area 0.75 0.25 0.05 0.05 0.05 1.2 1.95 0.5 0.4-0.8 0.7-1.3

U.Kingdom 0.5 0.5 0.5 0.5 0.50-0.75 1.8 3.1 1.8 1.6-2.2 1.8-2.2
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