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The persistent over-optimism about global growth raises deep questions about the state of the world economy 
and tempers enthusiasm for predicting an improvement in 2016. Based on our analysis, the key question is 
whether demand will strengthen in 2016?  

Looking at three key areas, it is difficult to see much in the way of extra stimulus in 2016:  

 

1. Commodity prices 
Lower energy prices were meant to boost growth in 2016, but as we have seen this has been a mixed bag for 
overall global activity. Nonetheless, at current oil price levels it would seem that energy related capex is 
stabilising in the US and so will not be as big a drag as in 2015. However, the rise in CPI inflation will begin to 
cut into real income growth and slow consumer spending. Unless we see a desire to increase borrowing (and 
push the savings rate lower) consumer spending growth will slow in 2016.  

We have seen how the decline in commodity prices has hit the emerging markets. There may be some stability 
in prices in 2016 allowing growth to recover. However, we may also see second round effects from the 
commodity price collapse as the cash flow problems created by the fall in metals and energy lead to 
restructuring and cut backs. Many producers may be hanging on for a recovery in prices which has not 
materialised, or have been hedged up to this point. Consequently, 2016 could be a year of reckoning for many 
commodity countries.  

Of course, those with strong balance sheets can endure the storm. The likes of Saudi Arabia have dipped into 
their sovereign wealth fund and have issued bonds. Not everyone can do this though and the weaker countries 
may find life difficult in coming months, unless we see a bounce in energy and metals prices. We have 
included a scenario to capture this risk (EM default). On balance we see commodities as more of a neutral 
factor for the world economy in 2016.  

 

2. Monetary policy 
Divergence remains the key theme. For the US and UK monetary policy is set to become more restrictive as 
interest rates rise. We now expect the US Fed to raise rates this month given the recent change in tone from 
the FOMC. US rates are expected to rise slowly to 1.25% by year end 2016, with a pause in the run-up to the 
Presidential election next November.  

Elsewhere though, there have been a series of monetary policy measures which will help growth such as rate 
and reserve requirement cuts by the PBoC. Continued, or increased, QE in the Euro-area and Japan will also 
provide some support, but primarily through the EUR and JPY, so will help their domestic economies rather 
than boost global activity. The USD and Chinese yuan (CNY) will remain strong and so should continue to 
exert a deflationary influence on the US and China as a result.  
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3. Fiscal policy 
Canada has decided to use fiscal policy to boost growth following the election of Justin Trudeau as Prime 
Minister, after frustration with the growth in the economy. It is likely that we get some easing of US fiscal policy 
next year, led by higher defence spending and China is set to provide fiscal stimulus. Policy in the Eurozone 
may also be marginally supportive, largely driven by spending on migrants in Germany. By contrast the UK is 
tightening policy. Overall fiscal policy will be marginally expansionary.  

Overall, this results in a reduction in stimulus as the boost from commodity prices fades. For the US, Fed 
tightening and the strong USD will act as headwinds on activity next year. The UK also faces headwinds from 
higher interest rates, but also from fiscal tightening. Easier monetary policy supports the Eurozone, Japan and 
China, whilst stability in commodity prices helps the EM exporters.  

As such, for our baseline scenario, we have trimmed our forecast for global growth from 2.9% to 2.6% for 2016 
as a result of modest downgrades to the Advanced and Emerging markets. Although global demand has held 
up in the second half of 2015, there is little momentum and still some signs of excess inventory to clear. The 
benefits from lower oil prices will continue to support consumer spending but inflation is set to rise and the oil 
dividend fade in 2016. For the emerging economies, China continues to decelerate in 2016, but signs of 
stability in Russia and Brazil result in a better year for the BRIC's. The global growth forecast for 2017 is 2.8%, 
with growth moderating in the advanced economies in response to monetary tightening in the US whilst EM 
growth is marginally higher. 
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