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1 Global Outlook 

Global Growth Suffering from the Slowdown in Emerging Economies 

World growth slowed in the first quarter of 2015 to an annualized rate of around 3.0%, nearly half a point below 

our estimate for the second half of 2014. This deceleration is consistent with the moderation in activity in the 

U.S., the firmer recovery in the Eurozone, and slower growth in the bulk of emerging economies (EMs), 

particularly China and South America. In any case, our outlook is for moderate global growth, more or less in line 

with the average of the last two years, without inflationary tensions at a global level and uneven in the various 

geographical areas. Such differentiation between geographies also affects the performance of the financial 

markets, in particular amongst the EMs.  

The fact that global activity has performed slightly worse than expected in 1Q15, on top of the impact from weak 

domestic demand, the stabilization of commodity prices at low levels, and the Fed rate hike on key emerging 

economies, lead us to revise our world growth forecast for 2015 to 3.5%, 0.1pp less than forecast in January and 

only 0.1pp more than the 2014 figure.
1
 In 2016, world GDP should record an average growth of 3.9%, partly as a 

result of the expansive monetary policies in developed countries, which ought to achieve their best registered 

figure since 2010. Emerging economies should, assuming a gradual slowdown in China, manage to reverse the 

current decline thanks to the positive spillovers from developed economies, the steady increase of commodity 

prices, and a cycle of interest rate hikes by the Fed that will be more gradual than in previous episodes. 

Figure 1 

World GDP: forecast annual growth 2015-16 (%)  

Figure 2 

Exchange rates against the dollar, Dec 14=100 
A rise in the index denotes dollar appreciation 

 

 

 
Source: BBVA Research  Source: BBVA Research and Bloomberg 

The progressive rise in commodity prices, in line with BBVA Research forecasts, and the reinforcement of loose 

monetary policies have been two of the most remarkable elements in the global economic picture in recent 

months. The base effect of the former has helped to contain the fall in inflation rates in certain geographical 

                                                
1
 The impact on the world GDP estimate of the revision of India’s National Accounts should be particularly noted. Indian econom ic growth 

moved from 5.0% to 7.2% in 2013-14, which raises world GDP growth by between 0.1 and 0.2pp, an upward change which is also included 
in the forecasts. 
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regions, mainly in developed countries, which, together with the change in the tone of monetary policies, has 

anchored inflation expectations discounted by markets. Both of these, however, have failed to inhibit financial 

volatility indicators from continuing to tick upwards, although from very low levels and only gradually. This 

appears consistent with a context of uncertainty about the strength of economic recovery, the timing and the 

intensity of the Fed’s normalization, and the distortions caused by ECB balance sheet expansion on the price 

levels of those financial assets with the greatest weight in the portfolios of economic agents.  

The other side of the coin is the strengthening of the USD at a global level and the almost across-the-board 

depreciation of emerging economy currencies, which is more pronounced in those countries that have a greater 

reliance on foreign funding, a larger share of revenue from commodity exports, or a higher reaction to the global 

liquidity scenario. Moreover, those which decided to implement expansive monetary policies given such 

“fundamentals” have come off the worse for it. In the short term, the depreciation of emerging currencies can 

promote the external competitiveness of those countries and kick-start economic growth. That said, this can end 

up giving rise to adverse effects which are uneven among economies and institutional segments, by making it 

harder to refinance the debt taken on in foreign currency (in most cases dollars), thereby making the servicing of 

this more costly. 

In China, the economic slowdown has accelerated in the last few months, with GDP moving ahead by 7.0% YoY 

in 1Q15. Balance of activity indicators place the adjustment focus on the industrial sector (production is growing 

at under 7.0% YoY, a historical low) and fixed asset investment (almost 14.0% YoY, two points below the 2014 

average), while it reveals a better relative performance from private consumption, buoyed by the vigor of the 

labor market and the fall in inflation (1.3% in March). 

Figure 3 

China: economic growth, % annual  

Figure 4 

China: Industrial production and retail sales 
(% YoY) 

 

 

 
Source: BBVA Research  Source: BBVA Research and BIS 

There are several factors behind the slowdown in the Chinese economy. Firstly, there is a correction underway 

in the real estate market, with an impact on construction investment and activity in auxiliary sectors. Secondly, 

political uncertainty ahead of the National People’s Congress in March has left decisions by companies about 

expanding productive capacity or putting new contracts on hold. Thirdly, there has been a decline in global 
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competitiveness implied by the worldwide appreciation of the yuan (in terms of the real effective exchange rate). 

Last but not least, the effects of fiscal consolidation of local authorities which began in 2H14.  

The structural nature of the factors mentioned above supports our assessment that China should grow more 

slowly in the medium term and with greater volatility. The target annual growth rate of 7.0% for 2015 (which was 

set by the Chinese authorities) relies on implementation of new stimulus measures, both monetary and fiscal, to 

allow a soft landing for the economy without compromising the process of internal adjustments in progress and 

the development of structural reforms to raise growth potential. Further cuts to the reference rate (to 5.1% at the 

end of this year) and the minimum reserves held by banks are likely to be made, and greater fiscal expansion 

will probably be applied by the central government. This will lead to a depreciation of the yuan, which limits the 

minor impact of external demand on aggregate activity. 

Of the developed economies, the Eurozone is the one which has put in the best relative performance as 2015 

gets underway. GDP could have grown by 0.4-0.5% QoQ in the first three months of the year, which would imply 

the quickest pace since mid-2011. Private consumption and exports should be offsetting continued weakness in 

investment, with Germany and Spain heading up growth for the area as a whole. The easing of financing 

conditions and the Euro depreciation triggered by the ECB’s quantitative easing program, together with the drop 

in the oil price, are proving crucial to the recent recovery. The less restrictive nature of fiscal policy and 

containment of falling nominal wages in the countries on the periphery are also helping to promote growth.  

Maintaining these supporting factors over the rest of the year could lead to GDP rising to 1.6%, 0.3pp above the 

forecast we made in January. So far the steady improvement in domestic demand is not feeding through into an 

increase in core inflation, which is stable at 0.6%. This is an element which, together with the rise in the oil price, 

will keep inflation at close to 0.0% in 2015 and below 1.5% in 2016. 

Figure 5 

Eurozone: economic growth, % annual  

Figure 6 

Real effective exchange rate, Jan 2007=100 
An increase in the index implies appreciation 

 

 

 
Source: BBVA Research  Source: BBVA Research and BIS 
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With respect to the recent ECB asset-purchase program (the volume of purchases of private and public stock 

was around EUR134bn in mid-April), the transmission channels that are showing the biggest reaction are Euro 

depreciation (its real effective exchange rate stands at lowest since 2002) and the trimming of long-term interest 

rates and risk premiums. It remains to be seen how this transfers through to spreads and to new banking credit 

business, as well as to long-term inflation expectations. The latter have been anchored since the announcement 

of quantitative easing of government bonds, but they are still under the ECB’s 2.0% reference rate.  

A more accentuated slowdown than expected for the Chinese economy and increasingly fraught political and 

institutional tensions in Greece comprise the main risks to the Eurozone in the short term. In the former case, 

slower Chinese demand would weigh on export growth, which is vital for sustained improvement in GDP, and in 

the latter case because it would re-open the debate over the current make-up of the monetary zone and could 

give rise to a substantial increase in financial volatility. The liquidity restrictions Greece faces in repaying the 

official financial assistance forthcoming under the different bailout programs and the reluctance of the 

organizations involved to renew or inject flexibility into their terms will add to uncertainty over resolving the Greek 

crisis until at least the end of 2Q15. 

The balance of risks to this scenario remains to the downside. First, geopolitical conflicts could result in 

disruptions to activity in the Middle East and Eastern Europe (Ukraine and Russia), and could have a global 

impact via financial channels and expectations. Second, the slowdown in China if it proves even more acute than 

expected and leads to stimuli that delay the necessary adjustment process in highly leveraged sectors or with 

high dependence on the real estate market. Third, but nonetheless important, are the ongoing uncertainties in 

the Eurozone. The positive valuation of the progress made in the banking union and the strengthening of the 

economic cycle is offset by the risk that no agreement will be reached between Greece and the European 

authorities that will guarantee the financing for the former without compromising the reform agenda aimed at 

enhancing the country’s capacity for growth and ensuring that it is financially self-sufficient. If any lack of 

agreement were to result in Greece defaulting on its debt servicing, this would open up a scenario that could end 

in the extreme event of a Greek exit, testing the ECB’s ability to avoid financial contagion and the authorities’ 

commitment to additional strengthening of the monetary union. 

(Note: for a more in-depth analysis of Europe and the emerging markets, see our latest Global Outlook).  

http://www.bbvaresearch.com/
https://www.bbvaresearch.com/en/public-compuesta/global-economic-outlook-second-quarter-2015/
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2 U.S. Outlook 

U.S. Economy Struggling to Turn the Corner 

The slow start to 2015 has put a wrinkle in an otherwise strengthening economy. Only a few months ago we 

were more convinced of evidence pointing to a solid and sustainable expansion, but now it seems that we have 

taken a step backward after a small step forward. The latest data are all too familiar (reminiscent of the 

significant contraction in 1Q14), although bad weather is only one piece of the puzzle holding back growth in 

1Q15. Downward pressures from a stronger dollar, weak global growth, and a retrenchment in capital investment 

in the energy sector seemed to intensify in the first quarter, and it is uncertain how long these influences will 

linger. Despite these concerns, we maintain our annual forecast for 2015 at 2.9%, assuming that stronger 

consumption and private investment translate into higher growth in 2Q-4Q (averaging around 3.8% QoQ SAAR), 

helping to offset a weak first quarter of only 0.2% growth (or even lower if upcoming data are revised weaker 

than originally reported). 

Figure 7 

Real GDP Contributions (QoQ SAAR % Change & Percentage Points) 

 
Source: BEA & BBVA Research 

Domestic consumption is expected to continue offsetting slow global demand, pending further appreciation of the 

USD. Real personal consumption expenditures will remain the strongest and most stable contributor to growth in 

the coming years as household balance sheets continue to improve while most other GDP components struggle to 

gain momentum for more than a quarter at a time. The weakness in 1Q15 has resulted in a lot of pent-up demand 

(for autos, household equipment, etc.) that should make its way back onto the books throughout the coming 

quarters, particularly as we approach the summer vacation months. 
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Figure 8 

Real GDP Growth, Quarterly Averages 
(QoQ SAAR % Change)  

Figure 9 

Wage Growth 
(YoY % Change) 

 

 

 
Source: BEA & BBVA Research  Source: BLS & BBVA Research 

Employment and wage growth will continue to support stronger consumption, even if it comes at a gradual pace. 

Worries of a downturn in employment growth eased significantly in April as nonfarm payrolls jumped back up 

above 200K. March’s discouraging report was revised even lower (from 126K to 85K), but April’s 223K helps to 

leave that disappointment where it belongs in a weak 1Q15. These gains, while low from a historical perspective, 

remain supportive of labor market improvement in the current environment of lower-than-average labor force 

participation and slower labor force growth. When it comes to wage growth, average hourly earnings for the 

private sector are holding steady near 2.0% on a YoY basis, still well-below the historical average (since 1983) 

at just above 3.0%. This is also the case for other wage indicators, including the Employment Cost Index (ECI). 

Despite the latest report noting another strong increase for the ECI (up 0.7% in 1Q15), wages and salaries 

remain below average. Still, any upward movement in wages will be a welcome sign for workers and will help 

fuel consumer spending in the months to come, particularly in a low inflation environment as this helps to 

maintain real wage gains. 

Although personal spending recovered from the crisis back in late 2010, it took business investment another few 

years before hitting the pre-crisis peak. In fact, real gross private domestic investment just reached its pre-

recession high in 4Q14. Why has this recovery in private investment been so slow? Businesses continue to 

hoard cash, with little pressure to increase wages or take on added capital expenses. This trend is likely to start 

shifting as firms perceive greater incentives to invest domestically rather than abroad, as was the case for the 

last few years. The significant gap between private savings and investment is finally narrowing, but there is a 

long way to go before we can truly consider being close to an expansion. In 2015, we expect to some forward 

progress in private investment, but monetary policy uncertainty will limit activity until we reach a clearer path for 

interest rate hikes. Furthermore, the lack of investment in the energy sector will continue to be a burden, at least 

for the short-term. Real investment in oil and gas exploration was down nearly 50% QoQ SAAR in the first 

quarter of this year, and we should see additional declines as oil prices remain low throughout the rest of this 

year. In 2002, total capital expenditures in this sector were $58bn. During the shale boom, investment increased 

continuously and reached $358bn in 2014. Therefore, a significant retrenchment is likely to continue even after 

this year. 
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Figure 10 

Gross Private Savings & Investment, Domestic 
Business (SAAR $Bn)  

Figure 11 

Trade-Weighted Exchange Rate & U.S. Exports 
(Jan-97=100 & SA $Mn) 

 

 

 
Source: BEA & BBVA Research  Source: FRB, Census, & BBVA Research 

The faster-than-expected appreciation of the USD has significantly impacted our expectations for net exports in 

the coming years. While there has been solid improvement in export-oriented production in the U.S., the stronger 

dollar in an already vulnerable global economy will be more of a drag on revenues and growth. Demand from 

abroad has dropped substantially, but at the same time domestic demand for imported goods should remain 

strong. Therefore, we expect to see a widening in the trade deficit, particularly in non-petroleum products as 

imports significantly overshadow exports in the next few years, depending of course on further developments in 

the USD exchange rate.  

Figure 12 

Energy & Non-Energy Prices 
(YoY % Change)  

Figure 13 

Average Federal Funds Rate Projections 
(Annual %) 

 

 

 
Source: BLS & BBVA Research  Source: FRB & BBVA Research 
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Last but certainly not least is the increasing focus on monetary policy accommodation in 2015 and 2016. 

Diverging central bank policies across the global economy will continue to impact financial markets, possibly 

even more so once the Federal Reserve kicks off their interest rate hikes. The hiccup in March’s employment 

growth is not likely to steer the Fed far off from its plans, although it has helped to significantly reduce the 

probability of a June rate hike (which was always low in our baseline scenario). Inflation, on the other hand, has 

become more of a concern. The FOMC’s views on inflation were adjusted in the latest statement to reflect that 

prices were no longer declining further but rather “continued to run below” the Fed’s target. The statement also 

clarified that low inflation was only “partly” due to declines in energy prices (not “largely” as was the case in 

March), adding in “decreasing prices of non-energy imports” as further reasoning. The addition of import prices 

reflects the Fed’s increased concerns over the USD appreciation and suggests that they may expect downward 

pressure on core inflation in the coming months. This opens the door for more uncertainty in the future as the 

FOMC remains on edge, taking upcoming economic data day by day. 

Despite the weak first quarter, the Fed’s expectations for future economic activity have not changed. FOMC 

members are still looking for signs that would suggest a “reasonably confident” outlook that inflation is moving 

back towards their target in the mid run, along with indications of further improvement in the labor market. At this 

point, the probability of a June rate hike is close to zero, yet it seems that FOMC members are willing to brush 

off the weak first quarter as long as data improve in the coming months. Therefore, we continue to expect the 

first rate hike in September, with a gradual pace of increases thereafter until the economy proves more 

sustainable.  

However, risks to U.S. growth remain slightly tilted toward the downside, depending on possible downward 

revisions to 1Q15 GDP data as well as further depreciation of external factors. Global risks are more threatening 

to the U.S. economy and include a slowdown in emerging markets, deterioration of conditions in Europe, and 

increased financial volatility. Also, global central bank policies may have more of a negative impact as the Fed 

begins to move in the opposite direction as its foreign counterparts. Domestically, we run the risk of further 

declines in inflation, weak residential activity, financial overheating, a disorderly Fed exit, and more regional 

shocks (like in Texas). Political brinkmanship will also be an increasing concern as the 2016 presidential election 

intensifies. On the other hand, upside risks could stem from a rebound in exports if the pace of expansion 

abroad accelerates and the USD weakens. Other upside possibilities include stronger private consumption if real 

household income increases more than expected, higher private investment if business expectations improve 

further, and higher payroll numbers if the real estate market grows at a stronger pace. 
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3 Economic Forecasts 

Table 1 

 

 
Source: BBVA Research & Haver Analytics 

 

 

 

 

 

4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2011 2012 2013 2014 2015 2016 2017 2018

Real GDP (% SAAR) 3.5 -2.1 4.6 5.0 2.2 0.2 1.6 2.3 2.2 2.4 2.9 2.8 2.8 2.9

Real GDP (Contribution, pp)

PCE 2.5 0.8 1.8 2.2 3.0 1.3 1.6 1.3 1.6 1.7 2.0 1.6 1.4 1.5

Gross Investment 0.6 -1.1 2.9 1.2 0.6 0.3 0.7 1.3 0.8 0.9 0.9 1.0 1.1 1.0

Non Residential 1.2 0.2 1.2 1.1 0.6 -0.4 0.9 0.8 0.4 0.8 0.9 0.8 0.7 0.8

Residential -0.3 -0.2 0.3 0.1 0.1 0.0 0.0 0.3 0.3 0.1 0.2 0.3 0.2 0.2

Exports 1.3 -1.3 1.4 0.6 0.6 -1.0 0.9 0.4 0.4 0.4 0.3 0.5 0.6 0.6

Imports -0.2 -0.4 -1.8 0.2 -1.6 -0.3 -0.9 -0.4 -0.2 -0.7 0.5 -0.1 -0.2 -0.3

Government -0.7 -0.2 0.3 0.8 -0.4 -0.2 -0.7 -0.3 -0.4 0.0 0.1 0.2 0.2 0.1

Unemployment Rate (%, average) 7.0 6.6 6.2 6.1 5.7 5.6 8.9 8.1 7.4 6.2 5.3 4.9 4.6 4.5

Average Monthly Nonfarm Payroll (K) 217 193 284 237 324 184 173 188 199 260 224 233 252 255

CPI (YoY %) 1.2 1.4 2.1 1.8 1.2 -0.1 3.1 2.1 1.5 1.6 0.6 1.9 2.2 2.2

Core CPI (YoY %) 1.7 1.6 1.9 1.8 1.7 1.7 1.7 2.1 1.8 1.7 1.6 1.7 1.9 2.1

Fiscal Balance (% GDP) - - - - - - -8.7 -6.8 -4.1 -2.9 -2.8 -2.5 -2.4 -2.5

Current Account (bop, % GDP) -2.1 -2.4 -2.3 -2.3 -2.6 - -3.0 -2.8 -2.4 -2.4 -2.9 -2.7 -2.6 -2.3

Fed Target Rate (%, eop) 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 1.50 2.50 3.25

Core Logic House Price Index (YoY %) 11.84 11.07 7.96 5.97 5.10 5.06 -3.81 3.87 11.09 7.40 6.10 5.70 4.38 3.25

10-Yr Treasury (% Yield, eop) 2.90 2.72 2.60 2.53 2.21 2.04 1.98 1.72 2.90 2.21 2.40 3.00 3.54 3.90

U.S. Dollar / Euro (eop) 1.37 1.38 1.36 1.29 1.23 1.08 1.32 1.31 1.37 1.23 1.02 1.12 1.24 1.32

Brent Oil Prices (dpb, average) 109.2 108.2 109.7 101.8 76.4 53.9 111.3 111.7 108.6 99.0 62.9 88.6 99.5 100.5

http://www.bbvaresearch.com/
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engaged in only with relevant persons. The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria, 

including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results 

generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific 
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