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2 Fragile global growth, dependent on China 

The data available for the first quarter of 2016 confirm our forecasts of stabilising growth in the global 

economy, with low rates albeit slightly higher than in late 2015. The BBVA-GAIN
1
 indicator puts the qoq 

increase in global GDP at 0.6% (2.6% annualised rate), although below the average registered between 

2010 and 2015 (Chart 2.1). This rate of growth may pick up slightly in the second quarter if the signs of less 

deterioration apparent in production, trade and business confidence indicators are consolidated, but it is still 

not enough to bring annual growth in the world economy to around 3.2% (which is our forecast for 2016 as a 

whole).  

The sharp spike in financial volatility seen between December 2015 and February 2016 was not only a 

reaction to slowing global activity, but it also threatened to compound the situation if it continued on such a 

scale and led to a reduction in expenditure decisions. The better than expected pattern of economic 

indicators in China, and lower downward pressures on the yuan, the recovery in commodity prices and 

cooling of expectations for interest rate hikes by the Fed, have proved crucial in playing down financial 

turbulence from then on and in turn, in reducing the likelihood of a short term global stress scenario 

occurring.  

Figure 2.1 

Global GDP, % qoq 1Q and 2Q forecasts for 2016 
based on BBVA-GAIN   

Figure 2.2 

BBVA financial stress index  
(normalized values) 

 

 

 

Source: BBVA Research   Source: BBVA Research and Haver  

China: fewer short-term risks, but more long-term doubts  

The fact that Chinese authorities have bolstered both monetary and fiscal stimulation policies has helped to 

cool the effects of the reshaping the of the manufacturing sector on aggregated production, and, thus on the 

country's trade flows with respect to the rest of the world. In the short term, deploying countercyclical 

measures may help to allow a more gradual economic slowdown (softer landing) than is expected; however, 

if it entails putting off the correction of fundamental imbalances such as the high leverage in the corporate 

sector or excess supply in certain branches of industry and construction, then China's economy would 

become more vulnerable to shocks such as that observed in summer 2015, and this would also heighten its 

destabilising effects for the rest of the world. Taking these factors into account, we have revised our growth 

estimates for China in 2016 upwards to 6.4% and maintained growth of 5.8% in 2017.  

                                                                                                                                                            
1: See https://www.bbvaresearch.com/en/publicaciones/global-gdp-growth-remains-stuck-at-2-6-yoy-in-q1-less-cloudy-outlook-but-the-same-risks/ 
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 The Fed's decisions are shaped by the international backdrop, which helps to 
allay pressures on emerging markets 

The delay in expectations regarding the forthcoming interest rate hike is due to the importance given to the 

deterioration in the international setting with regard to the Fed's reaction function. While FOMC predicted two 

hikes in 2016, the market has now put off the following increase to early 2017. The dollar's reaction, of 

further devaluation despite the good relative performance still apparent in domestic demand in the US, and 

the easing of the long tranches of the dollar curve, has helped to relieve funding restrictions in the emerging 

block, as shown by: (i) the BBVA financial stress index for this region, which has corrected the entire 

rebound observed in the first months of 2016 (Figure 2.2), and (ii) reactivation of foreign capital inflows, with 

net capital inflows in emerging countries since mid February partly due to the relocation of investment flows 

towards higher-return instruments.  

Furthermore, insofar as central banks maintain the same direction of monetary policy in recent months 

(reinforcing or maintaining stimuli in the case of the ECB or the Bank of Japan; prudent approach in 

normalisation of interest rates by the Fed), emerging countries’ authorities will have greater leeway to give 

priority to economic recovery, amongst their other targets. Aggressive interest rate hikes are less necessary 

because of the gradual approach which the Fed is expected to adopt (which supports capital flows towards 

the region) and the recent recovery in currencies (containing the possible increase in inflation from higher 

prices of imported goods).  

However, the relative improvement in the global economic backdrop in the first quarter remains precarious 

and, in the short term, hinges very much on the performance of the Chinese economy and also on how 

sources of geopolitical instability in Europe will play out. In any event, bouts of financial turbulence such as 

those seen in early 2016 may occur again (with higher or lesser intensity), against a background of great 

uncertainty about emerging countries’ ability to cope with the slowdown and for developed central banks to 

revive growth.  
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DISCLAIMER 

This document has been prepared by BBVA Research Department, it is provided for information purposes only and 

expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or 

based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers 

no warranty, either express or implicit, regarding its accuracy, integrity or correctness. 

Estimations this document may contain have been undertaken according to generally accepted methodologies and 

should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no 

guarantee of future performance. 

This document and its contents are subject to changes without prior notice depending on variables such as the economic 

context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes. 

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any 

interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, 

commitment or decision of any kind.  

In regard to investment in financial assets related to economic variables this document may cover, readers should be 

aware that under no circumstances should they base their investment decisions in the information contained in this 

document. Those persons or entities offering investment products to these potential investors are legally required to 

provide the information needed for them to take an appropriate investment decision. 

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, 

distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or 

process, except in cases where it is legally permitted or expressly authorized by BBVA. 
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