BBVA ‘ RESEARCH Press Article

20 Jun 2016

Emerging mediocrity

Julian Cubero

The world is distancing itself from the recession of 2009 at a slower pace than before the financial crisis of
nearly a decade ago. After the growth of 2010 and 2011, driven by massive fiscal stimulus and liquidity in
developed economies and China, the global GDP growth of the last few years has been 3.3%, compared to
the average of 3.5% between1980 and 2008, or 4.2% in the decade between 1998 and 2007. The
developed half of the world remains below 2%, nearly one point less than its historic average. As for the
emerging half, although it is faster than before, it is slowing down to nearly 4%.

It seems reasonable that the mid-term growth prospects are increasingly lower, although only because the
data registered insist on not disappointing forecast. Are we on the verge of a prolonged stagnation, as we
converge toward the moderate growth of the developed and emerging economies? The short answer is that
we don’t know, which doesn’t exactly make us pessimists in the context of the various theories that try to
explain mediocre emerging growth.

GDP is based on two available production factors and the efficiency with which they are combined. The most
optimistic among us say the current situation will be a transitory phase. History shows that it takes longer to
crawl out of a crisis caused by excessive debt, as was the case with 2007-08, because demand for credit is
constrained by the need to pay back debts and because the supply of credit has to adapt to a more
demanding scenario in terms of risk perception and the regulatory environment. Once debt weighs less than
income, dynamic growth returns, supported by a fresh credit cycle that drives investments and consumption.
At the other extreme of explanations, we have the theory that it will be impossible to escape the impact of a
stagnant and aging population, which comes on top of a secular halt in productivity. The digital revolution
has not turned this around, because none of its improvements is comparable with what was brought about
by running water, electricity or the combustion motor.

Despite everything, there are reasons to be optimistic. Apart from the many places in the world in which
running water and electricity are still considered out of the ordinary, or that we cannot discard disruptive
technological developments a priori that have an impact on living standards, there is room to improve the
efficiency with which production, capital and employment is used. For example, education can be a factor
that offsets a weak labor force, especially in emerging economies. The percentage of its population with
secondary education has doubled to nearly 60% of the total between the 90s and 2015. There is a direct
relationship between education and productivity and, therefore, growth capacity. Policies aimed at improving
education are crucial to preventing the emerging mediocrity from becoming permanent.
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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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