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1  Estimate based on the BBVA Research GAIN indicator; for details of the methodology, see: http://bit.ly/1nl5RIn

2. Moderate global growth with increasing 
divergence among economic areas

The world economy will have finished 2014 growing a similar pace to that in 3Q14,1 close to 0.8% QoQ, according to 

our estimates, and slightly stronger than in the first half of the year. A dynamic economic performance in the US has 

been offset by the weakness of the recovery in Japan and the euro area, and the progressive deceleration of China 

and other emerging economies.

In the EM block, the divergence between industrial activity and services indicators continues. The gradual impro-

vement in private consumption, on the back of the stabilisation or increase in employment, has continued to feed 

through into the figures for retail sales and the confidence indices in the services sector. Meanwhile, the relative im-

provement in world trade in the first two months of 4Q14 has not yet translated into a substantial increase in industrial 

production. In general, the EMs are seeing the fall in commodity prices in a scenario where there is already a trend 

towards more moderate growth in China. Altogether, we estimate that global GDP will have grown 3.3% in 2014, 10bp 

more than in 2013, with a slight increase in the DMs’ contribution vs. the three previous years, and the EMs continuing 

to decelerate. 

One of the novelties in the global economic scenario in recent months is the very sharp fall in the oil price and its 

uneven impact on different countries, depending on whether they are net importers or exporters. Overall, we think 

the global impact of cheaper oil should be positive in terms of growth, inasmuch as the reduced burden on house-

hold and corporate income in oil-importing countries (such as the US, the euro area and China) offsets the reduced 

activity in the principal producer countries. However, even lower prices or levels like those at present for Brent, around 

USD50/bbl, for an extended period could generate geopolitical and/or financial tensions that might compromise 

global stability. 
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In fact, the increased volatility in financial markets, which has now reached the same level as in mid-2013 according to 

the BBVA Financial Tensions Index, is another of the highlights of the quarter, and one the EMs and the DMs have in 

common as a consequence of two factors. First, the combination of the geopolitical crisis between Russia and Ukrai-

ne with the fall in commodity prices, which has raised doubts on the economic preformance of many EMs. Second, 
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the uncertainty around the Fed’s rate-hiking cycle, especially when the ECB is introducing QE measures and there is 

an increasing political debate on the most appropriate balance of policies to strengthen the region’s recovery. 

The correction in the oil price also accentuates the risks of a global scenario of too low inflation, at least until the 

second half of 2015. In addition to the recent general decrease in inflation, common to all the principal geographies 

(the average for the US, the euro area, Japan and China was 1% in 2014), there has been the steep fall in industrial 

production and import prices. Although so far the translation of the fall in energy prices to core inflation and salaries 

appears to be contained, the sharp adjustment in medium-term inflation expectations and the all-time lows in long-

term interest rates reveal the degree of uncertainty that exists about the rate of recovery of the global cycle and the 

capacity of the central banks to restore inflation to levels compatible with their objectives.  

In this context of low inflation and moderate economic growth, monetary policies remain accommodative in tone, 

although the biases differ (with the Fed and the Bank of England on the one side, and the ECB and the PBoC on the 

other). 

The new oil-price scenario gives the most important central banks room for manoeuvre to delay or reduce the inten-

sity of the upward path of benchmark interest rates. In the case of the ECB, negative inflation prints have been the ca-

talyst prompting the decision made in January to announce an expansion of the bank’s asset purchase programme, 

this time to include purchases of public debt. The PBoC could introduce further cuts in the discount rates to cushion 

the deceleration of activity while tightening controls over private and local authority borrowings. In the EMs, those 

countries that are benefiting from cheaper commodity prices, reflected inter alia in an improvement in their external 

balances (for example India or Turkey), are also opting for more lax monetary policies in spite of the Fed’s potential 

interest-rate hike in 2015.

The convergence of US growth towards 3% over the course of 2015, together with the progressive normalisation of 

the Fed’s monetary policy, should translate into a gradual increase in the yield on the long bond. We expect yields 

on German public debt to rise more slowly, as a reflection of our expectation of slower nominal growth in the euro 

area and the impact of the ECB’s above-mentioned purchases of sovereign assets. The different rates of growth anti-

cipated for the US and the euro area and, above all, the change in expectations of monetary policy in the two areas, 

have been reflected in the evolution of EURUSD, with a significant appreciation of the dollar in recent months. This 

has sent the pair back to around 1.15, and we think it could continue to trade around this level for the rest of this year, 

on average. 
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Altogether, and in spite of the support offered by economic policies and lower oil prices, the risks to world growth in 

2015 remain to the downside. The risks presented by geopolitical tensions have been joined by risks associated with 

the effectiveness of the monetary policies introduced to increase inflation expectations and – in the case of the Fed in 

particular - to establish a strategy for withdrawing stimulus that does not erode the EMs’ financing conditions to such 

an extent that this restricts their growth. 

Momentum in the US recovered over the course of 2014, and particularly in 2Q and 3Q, with QoQ GDP growth slightly 

above 1%. The strength of domestic demand and the stabilisation of residential construction are key to the US growth 

model. With net job creation of around 200k a month and an unemployment rate at year-end 2014 of 5.6%, wage 

increases will continue to support household consumption. The lower oil, and eventually, fuel prices are also helping 

to free-up disposable income for spending on other consumer goods. 

As a result of the good performance in previous quarters, and in spite of a more moderate figure for GDP growth in 

the fourth quarter, US growth could reach 2.4% in 2014 and up to 2.9% in 2015, in both cases beating the mid-year 

targets. The combination of stronger growth and lower inflation (the headline rate will be below 2% until 2016) will 

accentuate the Fed’s dilemma when it comes to start its monetary normalisation process, in a context in which the 

global appreciation of the dollar favours more moderate inflation. Our forecast for the first increase in the fed funds 

rate remains in 3Q15. 

Figure 2.5 Figure 2.6
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In China, the slow deceleration in activity continued throughout 2014. The flash GDP estimate for 2014 as a whole 

puts it at 7.4%, which would imply the YoY rate for the fourth quarter at around 7.2%, the slowest since 2009. The 

macroeconomic dynamics in China are explained by the loss of momentum in fixed capital investment and the de-

terioration in external competitiveness which was driving yuan appreciation, together with the correction in the real 

estate sector.

Although we have left our forecast for growth in 2015 unchanged at 7%, the risks are clearly biased to the downside 

as a reflection of the magnitude of accumulated financial imbalances, the uncertainty over the evolution of the real 

estate market and the uncertainties regarding the capacity for policies to achieve a correction in the present imbalan-

ces with economic liberalisation underway. The authorities have started to show more tolerance towards economic 

deceleration, as long as job-creation is consistent with the behaviour of the active population, while simultaneously 

betting on a redirection of the growth model towards less dependence on investment. This will allow them to com-

bine an increase in monetary policy laxity with the adoption of fiscal control measures that contain debt, both at the 

private-sector and public administration levels (in the last decade, non-financial private-sector debt in China increased 

by 67bp of GDP).  
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Of the large economic areas, the eurozone is the one which is most likely to have to deal with a scenario of inflation 

that is too low for too long. In addition to the negative surprises on consumer prices, the area has only a moderate 

economic growth profile, in line with expectations. Assuming GDP growth reaches around +0.2% in 4Q14, supported 

by a similar increase in activity in Germany and France and a better relative performance in Spain, our estimate for 

the eurozone is +0.8% YoY.  

Altogether, we maintain our forecast for growth of 1.3% for 2015, supported by the fall in the price of oil, the accumula-

ted depreciation of the euro in recent months and the relaxation of monetary conditions thanks to ECB actions. The 

less restrictive nature of fiscal policy in the peripheral countries is also an element to take into account, as well as the 

so-called “Juncker Plan”, designed to favour investment, and the first fruits of which are expected in the second half 

of this year.

Figure 2.7 Figure 2.8
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Some threats arise, including the potential impact of increased tensions in Russia’s sphere of influence, both in com-

mercial and (more importantly) financial terms, given the heavy exposure of European banks to those countries. A 

second risk factor is the uncertainty generated by the divergences between some national authorities and the EU 

institutions as to the most appropriate supply-side reform, the pace of fiscal consolidation and the support of the 

ECB to foster growth. Finally, another risk is that medium-term inflation expectations continue to fall, discouraging 

consumption, and leading to a negative feedback loop.

To deal with the latter, the ECB has extended its asset purchase programme to public debt and increased the monthly 

purchases to EUR60bn. However, although a plan has been established for absorbing any losses (a high proportion 

of the risk of losses on the public bonds purchases is assumed by the national central banks), this does not resolve 

the problem of financial fragmentation in the bosom of the eurozone, the size of the programme or, above all, the 

commitment to leave it in place until the path of inflation converges with the ECB’s objectives, it does represent a 

significant step in that direction. 

There are three main transmission channels to the economy of the recently announced QE. First, a reduction of the 

financial burden on both public and private sector, and thus more disposable income for consumption or investment; 

second, euro depreciation and support for exports; and, lastly, reducing risk aversion in a context of very low long-

term interest rates. The eventual impact of all of these on the real economy and the flow of credit will be key to the 

path of inflation expectations in the medium and long term, although not alone: the definition of credible fiscal con-

solidation strategies are also fundamental, given the scenario of low nominal growth and the maintenance of reform 

policies in sectors or markets important for the reactivation of potential growth.
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