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What is the medium-term view?
1. The medium-term view — Developed Economies
Global growth is our “urgent priority", G7 leaders said

Sure, all these numbers may seem dismal compared to

during their meeting on 27th May.

the 3% growth US experienced in the past, so we do
have to tackle the next question— what is the actual

Everyone seems to be wringing their hands over global potential growth rate, and are we growing at that pogrowth prospects, and we often see headlines such as

tential?

global growth ‘heading lower’ or going to ‘disappoint’.
This made me curious—where is global growth head-

I take reference from DBS Research who had written a

ing, and what is the actual potential growth rate?

very good series on potential GDP growth rates, and I
will summarize it here. When it comes to GDP and its

Trading opportunities arise when the medium term

growth, the arithmetic is quite simple: since GDP is

view is actually decent but market sentiment is at pan- output-per-worker times the number of workers, GDP
ic levels, thus resulting in oversold assets and giving

growth is the sum of output-per-worker growth and

cause to buying. Therefore we want to get a handle on labor force growth. Thus, if output-per-worker –
economic growth prospects, which directly affects the productivity – grows by 1%, and the labor force grows
medium-term view.

by 2%, the economy would have grown by 3%.

Here’s where I think global growth is heading: I believe Most of us are aware that population growth has been
it remains on track. The US looks set for 2% growth

falling. Here is a chat that illustrates this quite well:

this year, virtually unchanged from the 2.1% averaged
for the past 5 years. Japan is to grow by 1.2% over the
next 4 quarters. Europe full year growth is expected to
be around 1.6%. While sub 2% growth does not look

very attractive, they do represent improvement:

Chart 3: Global population growth. Source: DBS research.

Charts 1 & 2: Japan and Eurozone growth. Source: DBS research.
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According to the UN’s latest (2015) population projec- Let’s go through the examples, starting with Japan. If
tions, working age population growth (WAPG)

we add 1.5% productivity growth and –1% working age

throughout much of the world has slowed sharply. Not population growth together, we get a potential growth
only is falling population growth an issue, we have to

of 0.5% per year – exactly what Japan grew by in 2015

contend with older populations too. If population

and just about the 0.6% full-year average growth that

growth is falling and the population is getting older at

consensus expects in 2016.

the same time, it would mean that the growth in working age population is falling even faster than the total. Now let’s look at Europe. Again we add the assumed
A drop in WAPG means potential GDP growth – that

1.5% productivity growth rate and 0% WAPG together

which can be sustained over the medium-term – has

the potential GDP growth comes to 1.5% – 0.1% higher

fallen more sharply than many realize.

what Europe actually did grow by in 2015 and 0.1%
lower than what consensus expects in 2016.

In Japan, total population growth has already fallen
below zero at -0.2% in 2015. Meanwhile the working

Finally, for the US, we add the productivity growth of

age population is shrinking five times more rapidly by

1.5% to the WAPG of 0.4%, giving us potential GDP of

a full 1% per year. A similar situation exists in Europe

1.9%. This is 0.2% slower than the 2.1% growth aver-

where the population growth has been slowing for

aged for the past 5 years and 0.1% slower than what

years and the WAPG there is around zero. In the US,

consensus expects this year.

the baby boomers began retiring 5-6 years ago and the
WAPG is falling rapidly too. Fifteen years ago, it was

Therefore, we see that the developed economies (the

1.4% per year and today it’s 0.4%. This translates to

US, Japan, Europe) already seem to be growing at their

slower potential GDP growth – it is one to 1.5 points

potential rates. This tells me that we have to get used

lower today than it was 10 years ago. If we used to

to the ‘slower’ growth and right now global growth is

think of US potential growth being around 3%, today

as good as it gets.

it’s 2%. We have a similar story for Europe’s potential

where it is 1.5% today instead of 2.5% in the past.
We have discussed about labor force growth and know
that it is at a lower level. Now let’s discuss about
productivity growth. The top range for productivity
growth in a high-income country (like Japan or Europe
or the US) is usually about 1.5% per year, and it’s not
always the case a country reaches that level in any
given year. However, if we assume the G3 is on a 1.5%
productivity growth track and we put this together
with WAPG in the US, Japan and Europe, we can arrive
at the potential GDP growth numbers.
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2. The medium-term view — China
Now let’s turn to China. People have been worried for

before 2017 and cutting annual working days for coal

four years now about a hard landing. Bearish calls on

miners by 16.4%. The government will also curb new

China’s bad banks are mounting. ‘Massive Bailout’

cement capacity until 2020. There is also commitment

needed in China, screams a Bloomberg headline. How- to further lower business cost and cut red tape, for
ever I get very skeptical about China going bust when- example, in the rolling out of the VAT system which is
ever I keep seeing news about big time shorts on Chi-

expected to lower the service sector’s tax bill by RMB

na. The RMB has stabilized, and market valuations look 500bn, or 0.7% of GDP. The government has pledged
cheap now, trading at a valuation of around 10-11x

to continue with stronger fiscal and monetary stimu-

forward PE.

lus, which should be positive for equities.

It is sometimes amazing how everyone seems to con-

On equities, recent comments from the new China

demning China when it is the only major economy in

Securities Regulatory Commission chairman signal that

the world today pursuing significant structural re-

IPO registration reform won’t be launched in 2016,

forms. The medium-term view for China, and effective- which should allay investors’ concerns that the market
ly to global growth, would very much depend on how

will be inundated with new share issues. Instead, there

these structural reforms turn out. Can the China gov-

should be positive catalysts to Chinese equities if the

ernment effectively pursue the reforms necessary to

government makes progress on these three new policy

keep long-term growth as strong as it can possibly be? priorities:
I am inclined to think they will come out fine.
China has not been keeping still either and in the past



launching the Shenzhen–Hong Kong Stock Connect



getting A-shares included by MSCI



developing China’s budding OTC exchange, the

two years it has been focused on capital market re-

National Equities Exchange and Quotations

forms, with the internationalization of the RMB and

(NEEQ).

opening up of the capital account. With all the gyrations in the stock market, it is easy to forget that these

reforms have been implemented much more quickly
than most imagined 5 years ago. While capital has indeed flowed out of China over the past year this neither surprises nor makes the reform any less successful, as that is how an open account works. Moreover,
to the extent outflows force officials to pursue consistent, sustainable policies that’s an additional plus.
China’s stimulus has also starting to have an impact on
the ground, lifting property prices and supporting
PMIs. Supply-side reforms have also stepped up, with
measures to reduce capacity in steel and coal by 10%
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Conclusion
Therefore, having discussed about the medium-term
outlook of the major economies, I am pretty sanguine:
the medium-term picture looks fine, with global
growth remaining on track, oil prices stabilizing, and
RMB stabilizing. Thus I will continue to pursue a plan
of diversified portfolio strategy and to add to risky assets only on weakness/ panic levels.
The volatility that we are expecting has not materialized. We continue to see equities trading in a narrow
range, as if waiting for some catalyst to break out of its
range. Volatilities are declining fast across all asset
classes. Fixed income volatility stands close to its lowest level since 2012. Even currencies’ volatility is dropping. Either volatility levels do not reflect current mar-

ket risks, or the market view current the risks as benign risks.
We should also recognize that we are in a low-yielding
environment — government bond yields in many
countries are zero or negative — so if we are getting
any sort of yield in bonds we must surely be taking on
credit risk. Returns in alternative investments (such as
private equity, etc) are expected to be lower too because people are simply chasing yields all over. There-

fore we should be realistic to expect lower returns if
we maintain the same level of risk-taking. We would
also continue to stress the importance of owning uncorrelated assets to withstand global shocks that will
inevitably come.
Notes:
1. Details on global growth rates: DBS research—’What lies north’,
and ‘Global growth: what is potential and where is it headed’
2. Sources: Bloomberg, BCA Research, DBS research, UOB Research, HSBC Research
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Disclosures and Disclaimers

We are making this presentation available to you because we believe that you have sufficient knowledge, experience and/or
professional advice to understand and make your own independent evaluation of the risks and rewards of the investments and/or other
matters discussed herein and your own independent decision whether to implement the same. Each of the illustration in this presentation is up to the date indicated therein, unless otherwise specified.
This presentation has been prepared by ATLAS ASSET MANAGEMENT Pte Ltd. and is provided to you for the purpose of personal use and information only and should not be construed as an offer or a solicitation of an offer to purchase, subscribe, sell or redeem any investments. It is further not intended to provide the sole basis for any evaluation of the investments or any other matter
discussed herein. This presentation is not a prospectus as defined in the Securities and Futures Act, Chapter 289 of Singapore (“SFA”).
Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not apply.
The information contained herein is intended for general circulation. It does not take into account the specific investment
objectives, financial situation or particular needs of any particular person. The investments discussed in this presentation may not be
suitable for all investors. Advice should be sought from a financial adviser regarding the suitability of the investment products mentioned herein, taking into account your specific objectives, financial situation and particular needs before you make any commitment to
purchase any such investment products.
ATLAS ASSET MANAGEMENT Pte Ltd. and its affiliates do not provide tax advice and nothing herein should be construed as
such. Accordingly, you should seek advice based on your particular circumstance from an independent tax advisor. Neither ATLAS ASSET
MANAGEMENT Pte Ltd. nor any affiliate, nor any of its respective officers, directors, partners, or employees accept any liability whatsoever for any direct or consequential loss arising from any use of or reliance upon this presentation or its contents, or for any omission.
Past performance does not guarantee or predict future performance. The information herein is not intended to predict actual result,
which may differ substantially from those reflected. None of the information takes into account the impact of taxation. It assumes that
income is re-invested. Investment products may be subject to investment risks, involving, but not limited to, market and currency exchange risks, fluctuations in value and possible loss of principal invested. Unless expressly stated, products are not guaranteed by ATLAS
ASSET MANAGEMENT Pte Ltd. or its affiliates or any government entity. ATLAS ASSET MANAGEMENT Pte Ltd. and its affiliates, their
officers, directors, partners and/or employees may from time to time have an interest in the investment products mentioned herein
and we may hold long or short positions for our own account or those of our clients.
The information contained herein has been obtained from sources that ATLAS ASSET MANAGEMENT Pte Ltd. believes are
reliable but we do not represent or warrant that it is accurate or complete. The views herein are generally those of ATLAS ASSET MANAGEMENT Pte Ltd. and are subject to change without notice, and ATLAS ASSET MANAGEMENT Pte Ltd. has no obligation to update its
views or the information herein. Some or all the security suggestions contained herein do not represent the views of ATLAS ASSET
MANAGEMENT Pte Ltd. as they are not covered by a member of the ATLAS ASSET MANAGEMENT Pte Ltd. analyst team. Such recommendations are based on the actual view of one or several major brokerage houses. ATLAS ASSET MANAGEMENT Pte Ltd. or its affiliates
may act upon or use material in this presentation prior to publication.
This presentation is confidential and may not be reproduced or disclosed (in whole or in part) to any other person without our
prior written permission. The manner of distribution of this presentation and the availability of the products and services may be restricted by law or regulation in certain countries and persons who come into possession of this presentation are required to inform
themselves of and observe such restrictions. The contents of this presentation have not been reviewed by any regulatory authority in
Singapore or any other jurisdictions. If you have any doubt about any of the contents of this presentation, you should obtain independent professional advice.
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