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Global financial assets have been showing strong performance since late 2018, despite the still feeble
economic data. Such contrast between asset prices and the real side of the economy is common and typically
related to the different time it takes for some economic policies to come into play. Financial assets inherently
carry agent expectations regarding future economic behavior, corporate profits, interest rates, supply and
demand of goods, among other factors that affect prices.

At the same time, global stock markets increased, corporate profit expectations improved, prices of several
commodities climbed, and business loan spreads narrowed down. Many of these assets are used as proxies
for international financial conditions and serve as explanatory variables when forecasting economic activity and
recession risks, or even more adverse scenarios. Therefore, it is important to assess how the intensity of such
improvement in asset prices will affect economic activity over the next few quarters, and whether there is a
possibility of a washout in these markets.

Table 1 shows the quarterly behavior of some assets since 2018, illustrating the strong and continuous
growth trend seen in the first quarter this year, amidst an economic downturn. The most comprehensive
commodity index rose 8.2%, while metals rose 2.5% and oil rose 23.4% since the end of last year. Among
variable income assets, global stock markets grew by 13.0% and anticipated profits rose 2.7%. Finally, high-yield
business loan spreads narrowed down by 115 base points, reaching the same level seen in mid-2018.

Statistical analyses indicate that these financial variables anticipate the global economy’s behavior for the
next 0 to 4 months. This behavior in financial assets preceding economic data is quite natural, leading to
several empirical conclusions of this phenomenon: a good example is the recent debate on the relationship
between the slope of the U.S. interest rate curve and the probability of a recession in the country (subject
covered in another Depec report¹). The most assertive financial variables when it comes to predicting global
growth are the global stock index, high-yield business spread and metal commodity prices, as seen in Table 2
(stronger shades of blue indicate a higher relationship to the global GDP within each asset class). So far, these
variables point to a potentially stronger recovery as of the second quarter.
________________________________
¹ Report published on August 29, 2018. Available at http://www.economiaemdia.com.br/EconomiaEmDia/pdf/Destaque_Depec_29_ago_18.pdf
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Financial assets point to upturn in global economy, but a washout can still happen

Table 1. Quarterly variation of asset prices and global GDP (annual rate)

Source: Bloomberg, Bradesco

(*) 10-year and 2-year interest rate spread.
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CRB  (general) CRB (industrial) Oil Global Stocks Anticipated Profit
Slope of the US Yield 

Curve (in base points)*

High-Yield Spread 

(in base points)

Global GDP p.a. (in base 

points)

1 tri 2018 0.8% 1.6% 5.1% -1.7% 14.3% -4.96 54.05 -0.01

2 tri 2018 2.6% -1.5% 13.0% 1.1% 0.1% -14.09 0.71 -0.08

3 tri 2018 -2.6% -6.5% 4.1% 4.5% 0.9% -8.96 -30.13 -0.06

4 tri 2018 -13.0% -0.2% -35.0% -13.7% -0.6% -4.60 118.15 -0.50

1 tri 2019 8.2% 2.5% 23.4% 13.0% 2.7% -7.23 -115.35 -0.22

http://www.economiaemdia.com.br/EconomiaEmDia/pdf/Destaque_Depec_29_ago_18.pdf
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Once lags are incorporated and current levels of the most relevant supporting variables are considered, the
models suggest global growth at around 3.5% by late 2019 (Chart 1). However, the current scenario seems to
indicate a lower pace in the next few months. Despite the positive surprises in March with the PMIs (Purchasing
Manager’s Indexes) of the manufacturing industry in the U.S., China and some emerging economies, our base
scenario considers a GDP slowdown in the first quarter. The data released between January and March this
year are compatible with an annual growth rate of 2.9%, compared to the fourth quarter of 2018, slightly below
initial estimates (3.0%) and the results seen between October and December (also 3.0%). In other words, the
year’s starting point is generally lower than expected.

Chart 1: Global GDP trend based on financial variables
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Table 2. Correlation between asset prices and global GDP (annual rate)

Source: Bloomberg, Bradesco

Source: Bloomberg, Bradesco

GDP forecast
+/- 2 standard deviations

Moreover, there are still lingering uncertainties as to how some tail risks will play out, such as Brexit,
elections in emerging countries, and the unfolding trade war between the U.S., China and Europe. We believe
that these risk factors will fade out throughout this year, prompting the global economy to show some GDP
improvement in the second quarter. However, we recognize that such uncertainties linger on in the short term
and have affected the economy more than expected in late 2018.

CRB (general) CRB (industrial) Oil Global Stocks Anticipated Profit
Slope of the US Yield 

Curve 
High-Yield Spread 

t-4 52% 75% 48% 80% 75% -26% -76%

t-3 56% 73% 52% 77% 80% -28% -76%

t-2 59% 69% 54% 73% 85% -31% -74%

t-1 58% 62% 53% 66% 86% -32% -69%

Contemporary 56% 54% 50% 57% 85% -35% -63%
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Considering a global GDP growth forecast of 2.9% in the first quarter, the index must rise over the next few
quarters in order to reach our 3.3% estimate for 2019. And considering more moderate alternative trends in
economic growth, this year’s expansion estimates varies between 2.8% and 3.2% compared to our base
scenario (Table 3). It is important to note that, despite the significant differences in exposed trends, the annual
growth gap is quite narrow, due to the carry-over of 1.2% of the GDP between 2018 and 2019. Considering how
the world’s main economies reacted to financial and tax stimuli, which have so far been very weak and slow, a
more conservative economic growth trend compared to historical global economy reactions seems likely.

The lack of clarity regarding the pipeline of solutions to trade and geopolitical issues could mitigate the
impact of cyclic stimuli in the short term. Even without any foreseeable negative shocks on the horizon, more
favorable consumption and investment decisions tend to occur only as the risks become less impending, which
could prompt an upswing in market volatility in the short term.

Although we expect global activity to stabilize, with new stimuli from central banks and a fiscal impulse in
countries that can afford such move, there is a risk that this stabilization only occurs later and at a lower
expansion rate than suggested by current financial conditions. Therefore, it is important to draw attention to
the risk over the next few months of a potential setback in the strong asset price dynamics seen since late 2018,
dropping down to levels that are closer to a global growth rate around 3.0%.

Table 3. Global GDP trends – annualized quarterly change
Alternative scenarios defined by different recovery rate trends

Source: FMI, Bradesco 

Base
Alternative 

1

Alternative 

2

Alternative 

3

Mar-18 3.6% 3.6% 3.6% 3.6%

Jun-18 4.1% 4.1% 4.1% 4.1%

Sep-18 3.0% 3.0% 3.0% 3.0%

Dec-18 3.0% 3.0% 3.0% 3.0%

Mar-19 2.9% 2.8% 3.0% 2.9%

Jun-19 3.5% 2.7% 3.0% 3.2%

Sep-19 3.6% 2.4% 3.0% 3.4%

Dec-19 3.8% 2.3% 3.0% 3.6%

2019 3.3% 2.8% 3.1% 3.2%
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DEPEC – BRADESCO is not responsible for any acts/decisions taken on the basis of the information available through its publications and
projections. All data or opinions contained in the information herein is carefully checked and prepared by fully qualified professionals, but should
not be taken, under any circumstances, as a basis, support, guidance or standard for any document, assessment, judgment or decision-making, of a
formal or informal nature. Thus, we emphasize that all consequences and responsibility for the use of any data or analysis of this publication are
assumed solely by the user, exempting BRADESCO from all actions resulting from the use of this material. We also point out that access to this
information implies acceptance of this term of responsibility and usage. The total or partial reproduction of this publication is strictly prohibited,
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