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While fast-changing investor sentiment relying on the latest confl icting pieces of news has continued to 
drive the short-term market volatility that has rattled the global equity markets thus far in 2016,  many 
investors are trying to look beyond the short-term noise to identify the long-term drivers of global growth 
and investment returns. Over the next decade, what will the impact of secular stagnation on global growth 
be? Will emerging or developed economies experience stronger economic growth? What is the chance of a 
hard landing in China? How eff ective will central-bank actions be over the next fi ve years? Below, William 
Blair economist Olga Bitel weighs in.

Global growth is decelerating broadly. How signifi cant 

will the impact of secular stagnation on global growth 

be over the next decade? What are the main drivers of 

the slower economic growth?

Bitel: The world economy has grown by about 2.5% 
per year on average over the past four and a half years. 
The level of current (remarkably steady) growth is 1.5 
percentage points lower than it was from 2004 to 2007, 
a period characterized by excessive leverage in most 
developed economies. 

Taking a slightly longer perspective, the world economy has 
not had many years in which growth reached as high as 4%, 
and the current period of stability stands out amid volatility 
in the global economy over the past 35 years. 

This picture of meaningfully slower growth is most 
evident in industrial production and global trade, so that 
is where we turn to for an explanation of the current 
conundrum and an indication of likely path of global 
growth over the next decade. 

“Meaningfully slower growth is most evident in industrial 
production and global trade, so that is where we turn to for 
an explanation of the current conundrum.”

The slowdown in global industrial production coincides 
with a pronounced slowdown in China. Specifi cally, 
industrial production growth in China halved over the 
past four and a half years. We estimate that China’s 
industrial production accounts for nearly one-third 
of world industrial production, so China’s industrial 
slowdown has a major impact on the global economy. To 
the extent that international trade is dominated by the 
goods sectors, the same pressures affl  icting industrial 
production are evident here.

In short, we believe the outlook for global growth hinges on 
stabilization of growth in industrial China. (See Figure 1).

Economic growth in emerging economies has outpaced 

growth in developed economies in the last decade, 

although the gap has been narrowing. Will this trend 

continue over the next 10 years, or will developed 

economies become the new growth engine? And does 

this really matter for investment returns? 

Bitel: Indeed, aggregate growth rates matter little for 
fi nancial markets returns, whether in equities, fi xed income, 
or real estate. Instead, changes in market off erings and 
affl  uence drive returns and at the same time imply great 
variability in growth rates across industries and companies.

Fig. 1: World GDP Growth 

Source: William Blair, IMF World Economic Outlook, as of 5/31/16
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“Changes in market off erings and affl  uence drive returns.”

Department stores provide a timely illustration of how 
market off erings drive similar—poor—returns across 
markets with vastly diff erent growth rates, such as the 
United States and China. 

U.S. retail sales have been growing at an annual rate 
of between 2% and 3% for the past two years. Yet U.S. 
department stores continue to report declining top lines and 
shrinking margins, while internet retailing is growing at a 
double-digit pace. 

China’s retailers are affl  icted with exactly the same 
phenomenon. E-commerce in China has been growing at 
45% per year for at least fi ve years. During this time, retail 
sales volume growth at large companies more than halved. 

So we see the two largest economies –one developed, one 
emerging. Retail sales are growing at 2% annually in one, and 
four times faster in the other. 

Yet department stores face similar declining fortunes 
in both countries, as internet retailing changes market 
off erings. Rising affl  uence in China may also radically alter 
consumption patterns.

Staying in China, if we assume that growth slows to 3.5% 
annually by 2025, the number of affl  uent households 
will double to approximately 180 million, fueling rapid 
expansion in sales of SUVs, foreign travel, various forms of 
entertainment, and aff ordable luxuries such as chocolate 
and coff ee. The fl ip side is that lower-income households 
will grow more slowly, bringing down the growth rates of the 
goods this group favors. Sales of key consumer products for 
this income bracket, such as microwave ovens and soft drinks, 
have already slowed markedly.

“Rising affl  uence in China may also radically alter 
consumption patterns.”

With many trade and capital barriers having been dismantled 
already, companies shaping and servicing consumer 
preferences may be domiciled anywhere in the world.

Fig. 2: Nominal GDP Growth in China

Source: William Blair, Datastream, as of 5/31/16. 
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The outlook for China is key to the global growth 

outlook, and the potential risks associated with 

China’s transition from an investment-led economy 

to a consumer-driven one continue to raise concerns 

among investors. What is the chance of a hard landing 

in China? And how likely is a fi nancial crisis given 

the acceleration in the accumulation of debt in the 

fi nancial system?

Bitel: In less than fi ve years, China’s growth rate slowed by 
two-thirds. Perhaps China’s economy has landed already. 

From here, China’s growth trajectory depends on how the 
government addresses broad-based industrial overcapacity 
created during phenomenal growth over the last 15 years and 
the associated buildup of debt. So far, government eff orts to 
buy time with growth and infl ation have avoided a crisis. 

“Government eff orts to buy time with growth and infl ation have 
avoided a crisis.”

At the same time, this approach reinforces a negative 
feedback loop between continued misallocation of capital to 
service unproductive capacity today and the level of growth 
that can be achieved in the future. An alternative approach 
is closure and disposal of assets for a signifi cant number of 
state-owned enterprises, together with orderly disposal of 
nonperforming bank loans. 

As long as China retains a relatively insulated fi nancial 
system with low levels of foreign debt, a fi nancial crisis seems 
unlikely. The bigger concern is that by not pursuing a system 
clean-up, Beijing is locking itself into an unfavorable policy 
bargain that ensures limited economic pain today at the 
expense of years of declining real growth. (See Figure 2).
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Central banks seem to have been playing an 

increasingly important role in the global economy since 

the global fi nancial crisis. Will they continue to be as 

important in the future? How eff ective will central-

bank actions be over the next fi ve years?

Bitel: Central banks try to ensure that an economy grows 
at its potential. They do this by maintaining the cost of 
money—i.e., interest rates—at a level roughly in line with the 
structural growth rate of the economy. 

When the U.S. mortgage crisis struck—and a repeat of 
the 1930s domino bankruptcies presented a real risk—
central banks around the world turned to extraordinarily 
stimulative policies. 

Whatever the merits of negative real rates and quantitative 
easing—even if only to ensure that a very steep yield curve 
helped banks recapitalize their damaged balance—central 
banks’ policies proved eff ective in averting fi nancial system 
meltdown and a multiyear economic depression. 

“Central banks’ policies proved eff ective in averting fi nancial 
system meltdown and a multiyear economic depression.”

More recently, even in Japan, the Bank of Japan managed 
to escape persistent defl ation. Since 2014, core infl ation in 
Japan has hovered around 1%, which is in line with most 
developed economies. 

Central bankers, like all other market participants, may 
make mistakes in interpreting the incoming economic data, 
assessing an economy’s potential growth, or gauging the 
impact of their actions on the broad economy. This explains 
why their actions are the subject of constant scrutiny.

At the same time, in the absence of sustained political 
pressure or other institutional innovations in the current 
arrangement, central banks’ actions are likely to continue to 
be at least as eff ective as they have been in the past. 
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