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Bumpy recovery and volatile financial 

markets  
At the start of the year prospects were fairly good that global economic growth in 2015 

would be appreciably stronger than in 2014. But following the bumpy start to the year, 

things have changed. Our latest estimates show global output rising by 2.6% in 2015, only 

marginally up on the 2.5% seen in 2014. The US economy, which looked to be returning to 

past strong form, stagnated in the first quarter. Major emerging markets are showing 

signs of weakness – see China – or, like Brazil and Russia, have actually slipped into 

recession. Economic parameters, such as the oil price, have seen a surprisingly strong 

correction. Having bottomed out in January, the oil price has since bounced back sharply. 

The hefty purchasing power gains enjoyed by oil-importing industrial countries and 

emerging markets are melting away again, at least in part. In the eurozone, where overall 

growth accelerated slightly in the first quarter, Germany, the largest economy, recorded 

lower momentum. In addition, eurozone bond markets have been on a roller-coaster ride 

since the beginning of the year. Initially yields on long-term German government bonds 

headed swiftly towards zero, then, in the course of April and early May, despite massive 

ECB bond purchases, prices tumbled and yields shot up by more than half a percentage 

point. The external value of the euro has also been see-sawing. While in March it seemed 

only a question of time until it fell to parity with the dollar, it is now back at about USD 

1.10. All this suggests that economic agents are plagued by uncertainty and unsure what 

the future holds.  

 

Emerging markets: No improvement in sight to date 

On the economic front, 2014 was on the disappointing side for emerging markets. Gross 

domestic product rose by a mere 4.2%, almost two percentage points below the average 

of the past ten years. To date a turn for the better is not in sight. Rather, after the first few 

months of this year, it looks as though growth will slow further to 3.7%. The reasons are as 

mixed as the group of emerging markets itself. In China, the world’s second largest 

economy, the fundamentally healthy trend towards more moderate growth continued in 

the first quarter of 2015. However, the latest indicators, particularly on production and 

foreign trade, prompt concern that the slowdown in growth is gathering momentum. 

Government and central bank are taking corresponding countermeasures. We are now 

penciling in growth of “only” 6.8% this year after 7.4% last year.  

In Latin America Brazil is paying the price for the failings of recent years. The budgetary 

consolidation launched to stabilize government finances is just as necessary as the 

monetary policy tightening to tackle well-above-target inflation. However, in the short-
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term at least, these measures are exacerbating the economic downswing. The Brazilian 

economy looks set to shrink by around 1% this year. In Venezuela the situation is 

substantially worse: years of government mismanagement and the oil price collapse 

have pushed the country to the brink of default. The Venezuelan economy will probably 

contract by around 6% in 2015.  

In Eastern Europe the region’s largest economy, Russia, is in recession. The main reason 

for this are the economic sanctions imposed on the country in connection with the 

Russia-Ukraine conflict, together with the oil price collapse. We expect GDP to slide by 4% 

real this year. In the case of Ukraine the collapse is likely to be even more pronounced, 

with the economy rocking under the consequences of the armed conflict in the east of 

the country. In the first quarter of 2015 alone, Ukrainian economic output tumbled more 

than 17% on a year earlier. 

 

For 2016 we above all see the economic situation stabilizing in the major Latin American 

emerging markets and in Russia. At the same time, the eastern European EU members 

will continue to benefit from the rosier economic situation in the eurozone. Against this 

backdrop, the group of emerging markets is likely to record stronger growth than this 

year. We are expecting an increase of 4.5%. 

 

US economy: The confounded first quarter 

In the USA the upward trend in the economy stalled in early 2015. As in early 2014, 

extremely adverse weather conditions hampered economic activity. On top of this came 

strikes in the west coast ports, wreaking erratic swings in imports and causing net 

exports to drag down growth substantially. Finally, with investment spending in the oil 

sector being cut back sharply, the negative effects of lower oil prices stole the show,. The 

stimulating impact via rising private household real incomes has yet to feed through in 

full. Rather, the savings rate rose appreciably. Regardless of the special factors, given the 

frequently disappointing growth data at the start of the year in recent years, concerns 

have been expressed that purely seasonal factors in the data are not being adequately 

filtered out. The Bureau of Economic Analysis is currently examining i.a. the possibility of 
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“residual seasonality” in the data. However, potentially improved seasonally adjusted 

estimates will not be incorporated until the annual revision of the national accounts in 

July.  

We see the US economy getting back into stride. However, at the start of the second 

quarter economic indicators were still very mixed. The sharp rebound in housing starts – 

up in April by 16.5% on their average first-quarter level – already points to catch-up 

effects as the weather returns to normal. Above all, however, the ongoing improvement 

on the labor market indicates that upward trend in the US economy is still intact. The 

number of job vacancies in March was almost 19% up on a year earlier.  

Against the backcloth of mixed economic signals to date and the subdue d core inflation 

rate of the price index for private consumer spending, the  US central bank is likely to 

remain on hold for the time being. However, the unemployment rate has already fallen to 

5.4% of late, pretty close to the figures the Fed deems normal (5.0%-5.2%). If the labor 

market picture continues to improve, the Fed is likely to launch the initial key-rate 

corrections in September.  

Eurozone: Private consumption buoys economy 

The eurozone economy is finally gathering momentum. With quarter-on-quarter growth 

of 0.4% in the first quarter, the economy recorded the strongest increase for almost two 

years. The acceleration is being buoyed primarily by external factors: the ongoing 

weakness of the euro, the still low oil price and the ECB’s ultra-loose monetary policy. We 

expect positive thrusts above all on the domestic front. Private consumption is  likely to 

grow strongly on the back of rising real household earnings and we are also upbeat about 

the outlook for fixed capital formation. By contrast, external trade is likely to make a 

negative contribution to growth, with dynamic private consumption stoking import 

demand, causing imports to grow more strongly than exports. In 2015 average growth in 

the eurozone is set to come in at 1.5% . In 2016 it will be difficult to step up the pace of 

growth. The positive backdrop comprising oil price, exchange rate and low interest rates 

will continue to have a positive impact on the eurozone economy next year – but to a 

substantially diminishing degree. We are assuming that the euro will not close in on the 

1.15 mark until the end of next year, while the oil price will average 75 USD/barrel. As 

inflation picks up again, households are likely to be slightly less willing to splash out. For 

2016 we are penciling in GDP growth of 1.6% . Given the shift in growth forces in the 

eurozone, the periphery (ex Greece) will increasingly emerge as the pillar of the 

economy: Spain and Ireland will continue their economic catch-up process and 

maintain their position at the top of the eurozone growth league, while Italy and France 

will enjoy only a moderate pickup in the economy and core countries like Finland and 

Austria will falter.  
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The positive economic outlook and the pickup in inflation we are expecting suggest that 

the ECB’s government bond purchasing program, scheduled to last until September 

2016, will be wound down or ended ahead of time . Moreover, given the growing risks 

emanating from the low interest rate policy, we see the possibility of a rate hike as early 

as 2016. 

German economy: Upswing with blemishes  

Following the slightly disappointing first quarter 2015 with growth of only 0.3%, the 

German economy is likely to expand appreciably more strongly over the rest of the year. 

The first-quarter slowdown was primarily attributable to a sharp rundown in inventories, 

probably a one-off blip. All major demand components – consumption, equipment, 

construction and exports – look set to remain on an upward path in the course of the 

year. By far the largest contribution to growth in 2015 will come from private 

consumption. Average GDP growth of around 2% in 2015 is still within reach. However, 

there are some blemishes. The impact of the minimum wage on employment – and not 

only on the number of low-wage earners but on employment as a whole – is turning out 

to be more than negligible. In addition, the rebound in inflation on the back of rising oil 

prices and wage cost increases is eroding some of the household purchasing power 

gains. And the recent wave of strikes is unlikely to boost Germany’s attractiveness as an 

investment location. All told therefore, we expect economic momentum to ease off again 

gradually, with the German economy growing by only 1.6% in 2016.  
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Crude oil prices: No further upward potential in the short term 

Having bottomed out in January, crude oil prices have firmed up in recent months amid 

hefty swings. In recent weeks prices have hovered around 65 USD/barrel (Brent), giving 

an average of just under 57 USD/Barrel in the first five months of this year. Like the strong 

rebound seen in February, the recent pickup in prices seems to be driven by 

expectations. Above all, persistent indications of sharp cutbacks in investment activity in 

the North American oil industry are evidently playing a role here. To date, however, oil 

supplies still appear to be plentiful. Crude oil stocks in the US have dipped slightly, but 

they remain at a record level; still some 25% above the average level for the season over 

the past five years. Against this backdrop, a further unhindered rise in oil prices does not 

look very likely in the short term. Rather, prices are more likely to head down again, as 

long as geopolitical developments do not cause disruptions on the supply side.  
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Fluctuations on the financial markets set to continue 

In terms of its scale, the slide in prices on the bond market in April/May can be viewed as 

a normal correction of an excessive price level, but the speed of the adjustment was 

worrying. This points to extreme volatility on the markets, as ECB director Benoit Coeure 

remarked. It is hard to disagree.  

Even after the correction, yields on top-grade eurozone government bonds are in our 

view still distorted by monetary policy. Using a quantitative approach, we have 

established that the ECB’s QE has lowered yields on 10yr German government bonds by 

an estimated 80 basis points. On top of this comes the downward pressure on yields from 

the ECB’s zero interest rate policy. According to our estimates, a 100 basis point change 

in key rates results in a shift in German long-term yields of around 40 basis points in the 

same direction. An end to the bond purchases and an exit from the zero interest rate 

policy could prompt hefty reactions on the bond market. The ECB justifies its bond 

purchases with the aim of stabilizing inflation expectations at close to 2%. For this 

reason the markets are currently keeping a very close eye on every change in the inflation 

outlook as this is evidently the key parameter for the future course of monetary policy. 

Since January the consumer price index in the eurozone has been rising again, in the last 

three months at an annualized rate of no less than around 2.5%. Although this 

development cannot be projected into the future, it does show that a pickup in inflation 

can occur more swiftly and more strongly than expected, removing the ECB’s 

justification for its ultra-loose policy. Against this backdrop market jitters are 

understandable and they could intensify in the second half of 2015 when year-on-year 

inflation rates also start to rise appreciably. Over the rest of this year we see yields on 

10yr German government bonds largely in a range of 0.5 - 1%, with the ongoing ECB bond 

purchases arguing against a really strong pickup in yields. 

The volatility on the bond markets is likely to spill over onto the equity markets. However, 

the key factor for the underlying trend on the equity markets will be how the economy 

develops going forward. And, despite the tussles over Greece, for the eurozone there is 

every reason for optimism. The earnings of European corporations should rise strongly in 

2015. Three effects come into play here: the cyclically-induced expansion in sales 

volumes, higher profit margins thanks to the improvement in the terms of trade 

(relationship of export prices to import prices) and the exchange-rate induced boost to 

profits generated outside the eurozone. The liquidity-driven rally on the European stock 

markets is therefore likely, at least in part, to shift into a cyclically-driven rally. Over the 

course of the year we by all means see upside potential on the leading European stock 

indices of around 10%. But as market swings will tend to increase, year-end forecasts are 

fraught with even more uncertainty than usual. 

 



 

8 

Economic Research Working Paper / No. 187 / June 2, 2015 

 

 

 



 

9 

Economic Research Working Paper / No. 187 / June 2, 2015 

 

 

 

 

 

 

 

 

 

 

 

 

 

These assessments are, as always, subject to the disclaimer provided below.  
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