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A halt to European austerity: progress worth 
extending to the rest of the world  

The major worries at the start of the year are gone 

 An end to euro area austerity policies, recovery from recession by year-end 

 The U.S. pulls back from the fiscal cliff  

How can a shot in the arm be turned into a lasting recovery? 

 Europe out of the woods, but not on the path to growth yet 

 The rest of the world is not in a position to kick-start a genuine improvement in the 
global outlook 

Global forecast revised downward 

 A little better in Europe 

 But worse in the U.S. and the emerging economies  

Implications for the main asset classes 

 Bond market crash? Not in the short run 

 Stock markets more vulnerable to macroeconomic changes 
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U.M.E.: confidence picks up as austerity policies get 
phased out 

The improvement in outlook moves strictly in sync with the process of fiscal and tax 
policy easing 

Change in Consumer Confidence (in points)  
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The domestic environment—the sole driver of 
improved sentiment at this point 

With exports stalled, higher consumer confidence is the only factor contributing to 
an improved outlook 



  
Outlook 2013-2014 : No Spectacular Upswing in Sight, juin 2013 5 

Intra-regional trade should soon kick in as well 

Interconnection in Europe—a powerful 
force for spreading both upward and 
downward shocks 
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The euro area will exit the recession by the end of 
the summer  

The economic slide has stopped in most E.M.U. countries since early spring  
Consumer spending is gradually reviving  
Intra-regional trade is picking up 
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Forecasts revised slightly upward 

Source: RichesFlores Research 

2011 2012 2013 2014
Constant prices, YoY (%)

Private Consumption 0,6% -1,1% -0,4% 0,5%
Germany 1,7% 0,7% 1,1% 1,3%

France 0,5% -0,4% -0,1% 0,2%

Italy 0,1% -4,3% -1,8% 0,1%

Spain -1,0% -2,1% -2,9% -0,3%

Investment 2,0% -3,6% -3,5% 0,1%
Germany 6,4% -1,9% -1,7% 2,6%

France 3,0% -1,2% -2,5% -0,7%

Italy 0,2% -4,8% -5,9% -3,1%

Spain -5,3% -9,1% -6,0% 0,0%

Exports 7,2% 3,5% -0,8% 3,3%
Germany 7,9% 4,5% -1,4% 3,8%

France 5,6% 2,5% 0,0% 2,4%

Italy 6,6% 2,2% -1,4% 2,0%

Spain 7,6% 3,1% 1,5% 4,5%

Imports 4,7% -1,0% -1,9% 3,1%
Germany 7,5% 2,6% -1,2% 4,4%

France 5,3% -0,9% -0,2% 1,4%

Italy 1,1% -7,8% -4,1% 1,2%

Spain -0,9% -5,0% -4,8% 4,0%

Real GDP 1,8% -0,4% -0,6% 0,6%
Germany 3,1% 0,9% 0,2% 1,4%

France 2,0% 0,0% -0,3% 0,5%

Italy 0,5% -2,4% -1,7% 0,0%

Spain 0,4% -1,4% -1,6% 0,0%

Growth Forecasts EMU-4
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Stabilization in Europe gives a welcome boost to 
world trade 

E.M.U.: 20% of GDP, 20% of consumer spending, 30% of imports worldwide. The 
global economy had no chance of returning to a more favorable environment with 
the euro area in a recession. The improved outlook is setting the stage for an 
upswing in international trade. 
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A specific example of global interlinkage 

E.M.U. share of total Chinese 
exports 15% 

E.M.U. imports from 
from China: average mid-cycle 

increase of 30% a year 

Shortfall for China’s exports of 
stagnant E.M.U. imports: 5 

points 

Impact on Chinese imports ≥ 4 
points 

Shortfall for 
world trade 

growth: 0.4 points 

International ripple effect of 
the shock 
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How can a shot in the arm be turned into a lasting 
recovery? 

Europe out of the woods, but not on the path to growth  

 The economic policy shift came too late and is too fainthearted. The crucial questions on the 
euro area’s future have yet to be answered: 

 Rebuild the Southern European economies? Widening gaps between E.M.U. member countries? 

 Bank balance sheets? 

 Employment and investment policy? 

The rest of the world is not in a position to kick-start an upswing 

 Advanced economies: insufficient productivity gains, weak demand for services, too much 
debt 

 New Japanese policy: good for Japan, deflationary for everyone else 

 Emerging economies: structural inadequacies have become an increasing handicap 

 Obstacles to transition in China 

 Endemic inflation in other major emerging markets 

The rest of the world has diminishing leeway for anti-crisis policies 

 Worldwide economic policies now produce considerably less impact 
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What will the future be like for the E.M.U. Southern 
periphery? 

Even after emerging from recession, the Southern European countries have yet to 
make up for lost growth potential. The widening structural gap between Germany 
and the rest of the E.M.U. is unsustainable in the long run. 

Asset hemorrhaging increases existing  
imbalances 
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Plummeting employment and skyrocketing 
unemployment rates represent a persistent threat 

In and of itself, a return to growth will not lift the employment rate in Italy and Spain 
by the end of 2014, when the situation will have barely stabilized in France.  

Persistently high unemployment erodes growth potential. 
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Financing the economy: still at square one 
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Diminishing ability of worldwide monetary 
policy to shape outcomes  

Lack of coordination has limited the impact of monetary policy moves. Only the Fed 
has been maintaining liquidity in recent months. Curtailment of its asset buying 
program would probably lead to a premature liquidity crunch despite injections by 
the BoJ ($500 billion).  
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The U.S. economy: after the Fed comes the Fed 

GOOD NEWS 

 Growth has withstood the fiscal cliff 

 The housing market recovery is no 
longer in doubt 

 Household net worth is at a historic 
high, while debt service has hit an all-
time low 

 The jobless rate is declining, and 
consumer sentiment is rising 

 Corporations are awash in cash 

 Shale gas has given the country a big 
competitive boost … 

 … just when the dollar is at a historic 
low. 

 

 

NOT SUCH GOOD NEWS 

 Real GDP growth is hovering below the 
2% mark, and industrial production has 
yet to recover to its pre-crisis level 

 Job creations haven’t exceeded 190,000 
a month since January, while the 
duration of unemployment is close to a 
record high 

 The labor force participation rate is in 
free fall 

 Mortgage lending is stalled, and very 
little lending of any kind is going on 

 Productivity gains are below 0.5% a year  
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U.S. growth still in the danger zone 
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The wealth effect paradox 

U.S. household wealth has reached an all-time high and is increasing annually by over 
$6 billion, but with household savings at an inadequate level, there is very little 
potential for a wealth effect to gain traction. 
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The missing link between wealth and “wealth 
effect”: the savings rate 

“Wealth effect”: household 
savings patterns shift in 
response to changes in 
household net worth. When net 
worth goes up, the personal 
savings rate tends to go down, 
leaving more money for 
consumer spending (from 2000 
to the onset of the crisis in 
2008). 

But with a savings rate of just 
2.5% today, there is very little 
room, if any, for a further 
decrease, even though house 
prices and the financial markets 
are heading upward. 
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The low interest-rate period is largely behind us, making consumer 
spending more dependent on employment trends 

With no leeway left for further interest-rate cuts, disposable income will be the key factor 
determining household consumption. Disposable income has been boosted by falling debt service 
payments over the last several quarters (due to foreclosures, lower lending rates, and mortgage 
refinancing). But that trend is largely behind us. 

The job market has recovered its status as key determinant of consumer spending trends. 
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Corporate balance sheets: the other paradox 

With profits at a historic high, U.S. corporate balance sheets are overflowing with 
cash. However, earnings momentum is too weak for investment and jobs to be able 
to recover at a decent pace. The culprit: insufficient productivity gains. 
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No short-term improvement on the investment 
or employment fronts 
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Constant prices, YoY (%) 2011 2012 2013 2014
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Private Consumption 2,1 2,2 2,3 2,5 2,3 2,5 2,6 2,6 2,5% 1,9% 2,3% 2,5%

Public Expenditure -2,3 -2,4 -3,6 -2,0 -1,0 -0,9 -0,8 -0,8 -3,1% -1,7% -2,6% -0,9%

Total fixed investment 5,8 6,0 6,5 4,1 4,6 5,2 6,6 7,6 6,6% 8,7% 5,6% 6,0%

Residential fixed investment 12,8 12,8 11,4 9,2 8,2 8,8 9,3 9,8 -1,4% 12,1% 11,5% 9,1%

Non-residential fixed investment4,1 4,2 5,1 2,7 3,4 4,3 5,8 7,0 8,6% 8,0% 4,0% 5,1%

Exports 1,2 0,5 1,0 3,0 4,2 5,0 5,3 5,5 6,7% 3,4% 1,4% 5,0%

Imports -0,1 0,3 0,6 2,7 3,7 5,1 7,2 8,2 4,8% 2,4% 0,8% 6,1%

Real GDP 1,8 1,8 1,5 2,0 2,0 2,3 2,3 2,3 1,8% 2,2% 1,7% 2,2%

Employment 1,0 1,0 1,2 1,0 1,4 1,6 1,8 1,9 0,6% 1,8% 1,1% 1,7%

Real GDI 0,7 0,1 0,6 -0,8 2,5 3,0 2,9 2,8 1,3% 1,7% 0,1% 2,8%

Savings Rate 2,3% 1,8% 2,0% 2,1% 2,5% 2,3% 2,3% 2,4% 2,3% 2,4% 2,3% 2,3%

CPI 1,3 0,5 0,5 0,6 0,8 0,1 0,2 0,3 3,1% 2,1% 1,5% 1,7%

2013 2014

A mixed-bag scenario for the U.S. 

 Downward revision to our growth forecasts for 2013—1.7% 
instead of 1.8%—and 2014—2.2% instead of 2.7% 

Source : RichesFlores Research Unemployment 
Rate 6,5 % 
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Japan: a long period of “comfortable” deflation 
comes to a close 

Although the Japanese were previously in no big hurry to deal with deflation, since its effect on per 
capita income was offset by population shrinkage, they now have their backs to the wall: 

- Soaring debt, a dwindling capacity to save, and an end to current account surpluses have forced 
economic policy-makers to change course 
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A last-ditch policy scheme 

With their backs to the wall, Japan’s leaders are pursuing the only policy open to them 

It yields short-term benefits for the Japanese economy, but has the effect of a 
deflationary shock on the rest of the world, Asia in particular 
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A short-term winning strategy for Japan … 
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… but a competitive shock to the rest of the world 
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Emerging economies: transition and structural 
shortcomings 

 China’s transition to a will take time. The pace can’t be as rapid as the rate at which exports 
decrease 

 Currency appreciation happening too fast  

 FDI drying up 

 Productivity growth fast running out of steam 

 Shift to higher value manufacturing => increasing over-investment 

 A whole host of constraints are holding back growth  

 Environment 

 Commodity prices 

 A population aging at a high rate 

 A declining trend rate of growth 

 Growth unlikely to exceed 7.5% this year 

 The declining import content of Chinese growth means serious danger for the rest of  

 the world 

 

 



  
Outlook 2013-2014 : No Spectacular Upswing in Sight, juin 2013 28 

China: consumption still catching up … 
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... but industry isn’t making the most of it* 

* See: www. Richesflores.com Changement de paradigme chinois 

http://www.richesflores.com/wp-content/uploads/2013/03/Changement-de-paradigme-chinois_mars-13.pdf
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Decreasing import content of Chinese growth 
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A depressive effect on regional and global growth 
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Brazil: overheating, but not growing 
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A source of increasing imbalance 
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Outlook for 2014: too little improvement to take risk 
off the agenda 

Not much change in our scenario for 2013, but a sharp downward revision 
for 2014 

Global Scenario June 2013

2011 2012
Real GDP Growth (%) June-13 Jan.-13 June-13 Jan.-13

WORLD* 3,8% 3,1% 2,9% 3,1% 3,3% 4,1%

U.S. 1,8% 2,2% 1,7% 1,8% 2,2% 2,7%

EMU 1,8% -0,4% -0,6% -0,7% 0,5% 0,7%

- Ger 3,1% 0,9% 0,2% -0,2% 1,4% 0,9%

- Fr 2,0% 0,0% -0,3% -0,6% 0,5% 0,7%

- It 0,5% -2,4% -1,7% -1,6% 0,0% 0,0%

- Spa 0,4% -1,4% -1,6% -1,5% 0,0% 0,4%

JAPAN -0,5% 1,9% 1,6% - 1,2% -

CHINA 9,3% 7,8% 7,3% 8,1% 7,0% 7,5%

BRAZIL 2,7% 0,9% 2,8% 3,5% 3,0% 4,0%

*At 2010 PPP Exchange Rate

Source: RichesFlores Research

20142013



  
Outlook 2013-2014 : No Spectacular Upswing in Sight, juin 2013 35 

Bond market crash? Not in the short run 

 Flagging U.S. growth in the second half of the year will keep 
the Fed from pulling back too soon 

 Long-term yields in the U.S. will stop rising, settling in 
below the 2.50% mark until year-end 

 Instability will be on the increase next year despite low 
growth, and even with U.S. unemployment falling to around 
6.5% 

 The euro will stand its ground 
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Stock markets more vulnerable to weak 
structural growth 

 If the central banks provide no additional support, stock 
markets will become more vulnerable to an unstable 
economy and the stagnation of corporate profits 
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Few changes to our key scenario assumptions 

  End 2012 End 2013 End 2014 
Fed Funds 0,25 0,25 0,25 

Repo EBC 0,75 0,50 0,50 

10YR T-Bonds 1,70 2,50 3,50 

10YR Bunds 1,50 2,00 2,75 

EURUSD 1,32 1,35 1,25 

Oil (Brent/b) 111 100 130 

Main revisions to our scenario at the start of the year 

Source: RichesFlores Research 

2.25 % 

120 

1,30 + 

1,7 % 

3,0 % 
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