Post crisis global growth trends
Summary
This paper examines the long term outlook for world growth over the five
years from 2013 to 2017 and contrasts that with experience in two historical
five year periods: the five years preceding the crisis, 2003 – 2007; and the
five years of the crisis 2008 – 2012. A key message is that confidence in world
growth is increasing, but the pattern of regional growth is changing and that is
evident in the data when plotted on the maps used in this paper.
In their latest World Economic Outlook in October 2013, the IMF forecast world growth to
be about 1% per annum higher in 2013-2017 than in the crisis years of 2008-2012, but this is still
about 1% per annum lower than in the five years to 2007. The picture is not uniform and there are
regional and country specific variations. While confidence increased that Europe and Northern
America would see a return to growth, the prospects of some of the largest emerging market
economies deteriorated. 2013 may thus have marked a change not only in the geographic pattern
of economic growth, but also in the factors which have been acting to stimulate or restrain that
growth. Markets have been weighing the implications of the shifting pattern of growth.
Unsurprisingly perhaps, the growth outlook is a mixture both of the continuation of trends
that have been in place for some time and the expected reversal of either accommodative or
restrictive economic policies of one type or another. One such reversal is fiscal policy. While
the UK and the countries in the Eurozone are expected to reduce budget deficits through fiscal
tightening, or “austerity”, by more than 5% of GDP, oil producers are expected to increase their
budget deficits by a comparable amount. For others, most notably India and Russia, expectations
about fiscal deficits reflect wider concerns about those countries’ economies.
A second area where previous trends are changing is investment spending, which is expected to
grow only modestly in the five year period to 2017. Asia continues to stand out for the level of
its investment spending and this is expected to rise further, but in the region’s most populous
countries, India and China, it is expected to decline. Investment is also set to fall in Australia and
it is notable that significant increases in investment are rare in other resource rich countries, even
those with poor or over-stretched infrastructure. One of the more anomalous features is that
expectations of the level of investment spending in regions other than Asia remain modest.
In 2013 confidence that Europe and Northern America would see a return to growth increased,
but the prospects for some of the largest emerging market economies deteriorated affecting
investor sentiment. 2013 may thus be seen to have marked the start of a new pattern of world
economic growth. Economic growth in the current five year period is much more evenly spread
across the world than in the two other five year periods considered. This growth outlook is a
mixture of the continuation of trends which have been in place for some time; recovery in the
crisis affected countries; and expectations of a reversal of either accommodative or restrictive
economic policies of one type or another. Investment markets have been assimilating these
shifting views and weighing their implications.
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The Changing Pattern of World Growth
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South America; and lacklustre growth in Japan, the Eurozone and the UK. What is not so
immediately apparent is that the major emerging market economies are expected to grow
materially less quickly than their recent historical experience. We will look at some of the
reasons for this later in this paper.
Chart 2 – Average annual GDP per capita growth 2013 - 2017
Chart 2: Average annual GDP per capita growth 2013 - 2017
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are expected to achieve modestly more rapid growth in the years to 2017 than they
managed in the five years to 2007. In Africa, the optimism about the continent’s growth
may be seen in the relative buoyant expectations for countries in West Africa around the
Gulf of Guinea and in east Africa in Kenya, Mozambique, Zambia and their neighbours.
Chart 3 – Difference in average growth prior to 2007 and after 2012
Chart 3: Difference in average growth prior to 2007 and after 2012
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Economic growth in the current five year period is much more evenly spread across the world
than in the two earlier periods. Unsurprisingly perhaps, the growth outlook is a mixture both of
the continuation of trends which have been in place for some time and the expected reversal
of either accommodative or restrictive economic policies of one type or another. One such
reversal is fiscal policy, which is changing the trend of government deficits.
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The Changing Influence of Fiscal Policy
Chart 4 shows the IMF’s expectation for government budget deficits in 2017, 2012 and
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If all else is equal, then the effect of the estimated reduction in budget deficits will be to
reduce cumulative growth between 2012 and 2017 by approximately 1.5%, or 0.3% per
annum. On the other hand, the extent of government stimulus, whether through deliberate
action or passive stabilisation through social security systems, in the crisis period is clear
too: budget deficits expanded by almost 4% of world GDP between 2007 and 2012. By that
measure the greatest stimuli were in Northern America (5.5%), Oceania (5%) and Africa (4.2%).
It is noteworthy that Africa is the only region where deficits are expected to widen in the next
five years. This pro-cyclical behaviour may be one reason for caution in what is otherwise a
positive outlook for the continent.
Governments reduce their deficits through the combination of spending restraint, tax increases
and growth. The amount of reliance placed on each of these has been hotly debated by
economists, but it is politicians who make decisions and they have been influenced at least as
much by the political landscape as by economic arguments. This can be seen most clearly in
individual country decisions displayed in Chart 5.
The governments of the UK, Ireland, Spain, Greece and Cyprus are expected to reduce their
budget deficits by more than 5% of GDP between 2012 and 2017 and the other countries
in the Eurozone are expected to reduce their deficits by up to 5%. For these countries the
majority of the deficit reduction is expected to be achieved through fiscal restraint, or
“austerity”, rather than growth. It is commonly argued by US-based economists that this policy
is wrong-headed and is contributing to the slow growth of the region and exacerbating the
problems within the Eurozone. Economists and politicians in Germany and some other northern
members of the Eurozone argue differently.
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Chart 5 - Change in budget deficits between 2012 and 2017
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In contrast, some oil producers most notably the Gulf States, Norway and Angola are expected
to increase their budget deficits by 5% or more of GDP. In part this is a contra-cyclical activity:
spending savings built up over many years as growth slows with the expected weaker real
price of oil, but in some cases, Zambia for example, it may be a more worrying sign of poor
fiscal discipline.
Chart 5 also highlights one of the concerns about India, that its deficit is expected to
deteriorate further, which reflects its signal inability to reform, or exercise fiscal discipline.
Less obviously the behaviour of the Russian deficit illustrates one of the problems with
the structure of that country’s economy. As Russia is a large producer of oil, gas and other
commodities and if one accepts the IMF’s assumption of a weaker real oil price, then the
Russian government might be expected to engage in some counter-cyclical stimulus, which
indeed the chart shows: the budget deficit increases. However, the Russian government is
so dependent on revenues from oil and gas that it has relatively little room to manoeuvre
and has not accumulated large reserves of savings: some analysts estimate that the Russian
government needs USD 100 oil to balance its books. The combination of a weaker real oil
price, a relatively small amount of accumulated savings and a struggling financial sector all
contribute to the relatively disappointing outlook for Russian GDP growth to 2017.
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The Changing Pattern of Investment
The rise in government deficits was one of the features of the period between 2007 and
2012, another was investment spending. The collapse of the US housing market and the
damage done to bank balance sheets by this and by both the more broad based credit
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Chart 6 shows investment as a percentage of GDP for the world and constituent regions at
five yearly intervals – 2007, 2012 and 2017. The high levels of investment in Asia and to a
lesser extent in Oceania stand out, but perhaps the most surprising feature is that investment
spending in Latin America and Africa remains so low. More generally, the chart suggests that
investment spending will not contribute significantly to growth in the current five year period.
However this picture, too, varies from country to country.
Chart 7 shows the change in investment as a percentage of GDP for individual countries and
therefore indicates the contribution to growth from investment over the current five year
period. The countries with unusually strong or unusually weak growth in investment tend to be
those recovering from or undergoing conflict, or a combination of political and economic strife.
More specifically, China, India and Australia, countries that have experienced material
investment in recent years, are expected to see lower investment. In contrast, Japan and much
of Europe are expected to see a modest recovery in investment. However, it is striking to see
that despite a near collapse in investment in Spain and Portugal in the five years to 2012 the
IMF sees investment shrinking still further in the current period. The effect of the Eurozone
crisis on central and Eastern Europe is also evident in their weak investment outlook: the
region’s key lenders are banks based in the Eurozone. The brighter outlook for parts of Africa
– countries around the Gulf of Guinea and some parts of southern and eastern Africa – is also
reflected in the relative optimism for investment spending.
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investment outlook: the region’s key lenders are banks based in the Eurozone. The
brighter outlook for parts of Africa – countries around the Gulf of Guinea and some parts of
southern and eastern Africa – is also reflected in the relative optimism for investment
spending.
Chart 7 - Change in Investment as a Percentage of GDP between 2012 and 2017
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However, looking at chart 7 it is noticeable that significant increases in investment are rare
even in resource rich countries with poor or over-stretched infrastructure: investment in
central and southern America is modest as it is in much of southern Africa and Russia. Why this
should be the case when global growth is good, the crisis countries are recovering and interest
rates are low may be a reflection of the need for further economic reform, or perhaps that the
IMF consensus is excessively pessimistic.
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Conclusion
In 2013 confidence that Europe and Northern America would see a return to growth increased,
but the prospects for some of the largest emerging market economies deteriorated affecting
investor sentiment. 2013 may thus be seen to have marked the start of a new pattern of world
economic growth. In the current five year period, economic growth is much more evenly spread
across the world than in the two earlier five year periods considered. This picture is based on a
mixture of the continuation of trends which have been in place for some time; recovery in the
crisis affected countries; and expectations of a reversal of either accommodative or restrictive
economic policies of one type or another. Investment markets have been assimilating these
shifting views and weighing their implications.
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Disclaimer
Cameron Hume Limited (“Company”) is registered in Scotland (company number SC408024) and
has its registered office at Exchange Place 1, 1 Semple Street, Edinburgh, EH3 8BL. The Company
is authorised and regulated by the Financial Conduct Authority (FCA Register Number 579495).
This document does not in any way constitute advice or recommendations in any jurisdiction,
nor does it form the basis of a contract.
The information in this document does not purport to be comprehensive and it has not been
independently verified as to its accuracy. Whilst the information in this document has been
prepared and compiled in good faith, no representation or warranty, express or implied, is given
by the Company or its officers, employees, agents or advisers in relation to the accuracy or
completeness of the information in this document or any other written or oral information which
has been made available by the Company (or its officers, employees, agents or advisers) to you,
your employees, agents or advisers pursuant to our on-going discussions and any such liability
is expressly excluded. The Company does not give any undertaking to update the information
contained in this document or correct any inaccuracies in it which may become apparent.
The Company accepts no liability for the content, accuracy or completeness of this material
or for the consequences of any actions taken on the basis of the information contained in this
document.
Investment markets can go down as well as up and market conditions can change rapidly. The
value of an investment, and any income from it, can fall as well as rise and investors may not get
back the amount invested. Past performance is not a guide to future returns.
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