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It has been a challenging year for the global economy in 2019, and 2020 is not shaping up to be much, 
if any, easier. We project global GDP growth will be 3.0% this year, which would be the slowest pace of 
growth since the global recession of 2008 and 2009. For 2020, we do not expect any firming in 
activity, but rather expect global GDP growth to hold steady at 3.0%. Several factors—by sector, 
industry and geography—are combining to restrain the performance of the global economy. 

The most pronounced area of weakness has been the industrial sector, with industrial output in 
contraction territory for many key economies during recent months, including the Eurozone, Japan, 
the United Kingdom and Canada. In fact, growth in industrial activity has also edged into negative 
territory in the United States, and remains only marginally positive for the world as a whole (Figure 1). 
Forward-looking confidence surveys are not especially encouraging at present and, for the time being, 
point to a continuing contraction in manufacturing across the major economies. One of the key factors 
contributing to the industrial downturn has been the extended and persistent escalation of trade 
tensions between China and the United States, with a series of tit-for-tat tariffs having been 
implemented by both countries over the past several quarters. Not only have tariff increases had a 
direct effect on global trading activity—global export volumes fell 1.4% year-over-year in September, 
compared to a 5.5% gain as recently as October 2018—but elevated uncertainty surrounding trade 
developments has had a restraining influence on investment spending (Figure 2). 

Cautious Companies 
These trade-related uncertainties are adding to a business environment that has already been looking 
less favorable in many countries. With unemployment falling in several countries, there has been a 
widespread pickup in wage growth across many regions, such that unit labor costs are rising more 
quickly than underlying CPI inflation trends, hinting at potential pressure on margins (Figure 3). 
Indeed, various measures of growth in corporate profitability have weakened in recent quarters in the 
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United States, Japan, the United Kingdom and the Eurozone (Figure 4)1. Absent a pickup in 
productivity that would help restore margins or a positive demand shock that leads to an increase in 
sales, waning corporate profitability could see investment growth slow further (even given low interest 
rates) and keep the manufacturing sector in recessionary territory.  

For countries and regions with reasonably sizable industrial sectors as a proportion of their overall 
economy (these include, among others, Japan and the Eurozone at 22% and 20% of GDP, respectively), 
weak investment growth should remain a continued headwind to the overall economic growth outlook. 
As an example, we see Eurozone GDP growth at 1.0% in 2020, down slightly from 1.1% in 2019. For 
Japan, we forecast GDP growth of only 0.4% in 2020 compared 0.9% in 2019, with the consumption 
tax increase that went into effect in October also a negative for the outlook. Finally, the longer the 
industrial sector remains under pressure, the greater we believe the risk of a spillover of weakness into 
the consumer and services sectors, especially in major foreign economies but even in the United States, 
a topic to which we will return subsequently. 

Calm Consumers 
Although the industrial sector has been a source of concern, the consumer and services sector have, so 
far, generally been a source of comfort. Job growth has been relatively solid and, with unemployment 
rates low by recent standards, wage growth has picked up across many countries and regions. 
Moreover, the modest rate of CPI inflation across many economies has added to the real purchasing 
power of consumer incomes. For the past few years, real household disposable incomes have grown 
more quickly than in the early years of this decade, and also generally exceeded growth in real 
consumer spending, which, we would argue, should be supportive of ongoing household spending 
(Figure 5). As a result, service sector activity (as reflected in the hard data as well as most confidence 
surveys) has until recently been quite resilient and, even though our forecast for 2019 and 2020 is for 
the slowest global GDP growth since 2008-09, is likely helping to prevent an even sharper economic 
downturn. 

That said, the transition of income growth from the business sector to the household sector does carry 
some risks for our growth outlook. With corporate profits under pressure, and investment spending as 
well as industrial output likely to remain or become further subdued, the next shoe to drop could be 
some retrenchment in employment growth. This is probably most relevant for economies with 
relatively large industrial sectors (for example, we highlighted Japan and the Eurozone earlier), but 
even economies like the United States are unlikely to be completely immune. In fact, there are some 
indications that job growth has already begun to slow, with employment for the OECD economies up 
just 0.9% year-over-year in Q2.  

One possible factor that could cushion any slowdown in household incomes would be an easing of 
fiscal policy among the world’s major economies. More expansionary fiscal policy could take the form 

                                                             
1 Profit measures are Corporate Profits for the United States, Net Entrepreneurial Income for the 
Eurozone and United Kingdom and Ordinary Profits for Japan. 
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Source: OECD, Datastream and Wells Fargo Securities  
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of tax cuts or transfer payments that offer a direct boost to household incomes, infrastructure spending 
or corporate income tax cuts that could offer indirect support by boosting job growth. With 
accommodative monetary policy having led the way for the past several years as the key policy channel 
that has underpinned the growth outlook, some central bankers have become more vocal in their calls 
for governments to step up and ease fiscal policy as a means of boosting growth, where budget 
positions allow.  

This is particularly the case for the Eurozone, with Germany’s substantial budget surplus offering 
scope for expansionary fiscal policy, even within the constraints of Germany’s own fiscal rules. 
However, German policymakers have suggested that the ongoing domestic slowdown is not dire 
enough at this time to warrant substantial fiscal easing, suggesting any loosening in the budget  
purse-strings is still some way away. Looking at the International Monetary Fund’s latest economic 
outlook, the fiscal policy stance for the Eurozone should be broadly steady in 2020 after a moderate 
easing in 2019, while in Japan, the tightening from the recent consumption tax increase should partly 
or fully be offset by a recently announced package of fiscal stimulus measures (Figure 6). Overall, 
easier fiscal policy is not expected—at least for now—to provide a trigger for a meaningful rebound in 
global GDP growth in 2020 and 2021. 

Figure 5 

 

 

Figure 6 

 

Source: OECD, Datastream and Wells Fargo Securities  

With monetary policy settings in most major economies already aggressively easy and fiscal policy 
seemingly unlikely to loosen much, the outlook remains for steady and subdued economic growth 
(Figure 7). This is not only the case for major advanced economies, but also for China—a critical 
barometer of growth from a global perspective. China’s export and industrial sectors have been hard 
hit by trade tensions between China and the United States, with growth of industrial output registering 
its slowest gains since the early 1990s. While we expect adjustments to monetary and liquidity policy in 
response to China’s subdued economic performance (for example, through further reductions in the 
central bank’s reserve requirement ratio), we believe that policy adjustments will be calibrated with the 
aim of achieving an orderly growth slowdown, rather than generating a sharp upswing in growth. As a 
result, we see China’s GDP growth slowing to 5.8% in 2020 and to 5.6% in 2021, from 6.1% in 2019.  

For major advanced economies, we also expect only moderate monetary policy easing in 2020. The 
Federal Reserve has signaled that a pause in rate cuts could be imminent. In countries where policy 
interest rates are already low or negative, central bank balance sheets are already large, and where 
there is some policymaker hesitation surrounding additional easing measures, we see only limited 
scope for further monetary policy adjustments (Figure 8). For example, we currently expect that the 
European Central Bank will cut its deposit rate only 10 additional bps (i.e., to -0.60% in Q1-2020 from  
-0.50% at present). 
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Figure 7 

 

 

Figure 8 

 

Source: Datastream, IMF and Wells Fargo Securities  

Economic Growth Trends Could Mean a Gentle Dollar Slide 
After a strong gain through 2018, the trade-weighted U.S. dollar has steadied in 2019, with only a 
moderate gain of 0.2% against the currencies of advanced foreign economies so far this year.  
One factor that we believe has at least partly contributed to a more subdued U.S. dollar performance is 
Federal Reserve monetary easing. While admittedly beginning from a higher starting point, the 
cumulative 75 bps of rate cuts this year from the Fed has outpaced monetary easing delivered by the 
world’s other major central banks. At times, global factors have also weighed on the greenback—for 
example, as trade tensions between the United States and China ratcheted higher during 2019, the U.S. 
dollar softened at times versus the major currencies on expectations those tensions would result in 
more accommodative Fed policy. At the same time, those tensions also supported the U.S. dollar 
against growth-sensitive and China-sensitive currencies, including many emerging currencies as well 
as the Australian and New Zealand dollars. 

To be sure, while these monetary policy and global factors have put some downward pressure on the 
greenback at times during 2019, they have not weighed on the U.S. dollar excessively or on a prolonged 
basis. Foreign exchange market volatility has generally remained remarkably low, both for major and 
emerging currencies, while the correlation (or closeness of the relationship) between the U.S. dollar 
and interest rates or equity markets has also weakened noticeably. Thus, while this year’s Federal 
Reserve easing was arguably a fundamental negative for the U.S. currency, the overall impact of that 
easing has been limited by historical standards. For 2020, it is possible that monetary policy and 
interest rate factors will continue to be a less important influence than usual in driving currency 
market trends. In particular, we expect that major central banks will become less active on the 
monetary policy front, reinforcing the recent diminished influence of interest rates on currency 
markets. We look for the Federal Reserve to ease only an additional 25 bps and for the ECB to be ease 
policy only 10 bps, during the first quarter of 2020. 

If monetary policy is providing less guidance than usual for currencies, market participants may well 
be looking elsewhere or seeking different perspectives for FX market direction. If the world of 
relatively calm currencies persists, it may be that currencies with relatively higher interest rates could 
perform reasonably well, a factor that could limit the extent of any U.S. dollar slide. In addition, in the 
absence of any significant monetary policy moves, it may be that market participants turn toward 
economic growth differentials for insight into currency market moves. Over the past several years, 
there has been a broad and general relationship between the GDP growth spread of the United States 
versus other major countries, and the trade-weighted U.S. dollar (Figure 9). Acknowledging that this 
growth relationship is not quite as tight as the more typical historical interest rate relationship, we 
believe the global growth outlook points to moderate U.S. dollar weakness during 2020. For the United 
States, we expect some further slowing in GDP growth into early 2020 and, while we do not expect 
global GDP growth to strengthen much from its current subpar pace, we expect global growth to at 
least be broadly steady. As a result we forecast gradual weakness in the U.S. dollar over the course of 
the next year (Figure 10). 
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Finally, we would point out that U.S.-China trade tensions are a key input into our forecast. We expect 
some of the optimism around trade talks in recent weeks to wane, which should lead to renewed 
softness in the Chinese renminbi as well as contributing to a mixed performance among emerging 
currencies. We believe emerging currencies with strong fundamentals and relatively stable politics 
(e.g., Thailand, Colombia, Brazil) will likely strengthen over our forecast horizon, while currencies 
associated with weaker fundamentals and elevated political risks (e.g., Argentina, Turkey, Chile, 
Mexico) could see additional downside. 

Uncertainties Could Push growth and Currencies in Either Direction 
While our base-case forecast for the global economy in 2020 is one that sees most economies 
“muddling through” with lackluster growth, we acknowledge that there are clearly prominent risks that 
could push the actual outcomes in either direction. We have already discussed the potential for 
weakness in the business sector to spill over into consumption, either through higher consumer price 
inflation as companies try to protect margins or through cutbacks in employment. Another prominent 
downside risk, and one that is more exogenous in nature, would be a deterioration in the Brexit 
situation, which has clearly been extremely fluid over the past year in particular. Optimism around 
Brexit has increased in recent weeks, but remains guarded, given uncertainty over the U.K. election 
outcome and the possible implications for the next steps in the process. Our base case is that the Brexit 
deal reached by the United Kingdom and the European Union a few months ago will be ratified by U.K. 
Parliament in the early part of next year, allowing the two sides to begin longer-term trade 
negotiations.  

However, if the election results in further gridlock and disagreement over the best path forward, we 
could easily be facing the renewed risk of a no-deal Brexit heading into the next deadline on  
January 31. Even in the scenario in which Prime Minister Johnson’s Brexit deal is passed and trade 
talks begin, the uncertainty over the future EU-U.K. relationship and the realization that trade barriers 
are likely to increase may be enough to dent growth in both economies more than we expect. Still, 
barring a catastrophic no-deal Brexit that leads to a deep U.K. recession, we doubt there will be much 
impact from the Brexit process on the U.S. economy.  

That said, risks are not only to the downside for the global economy, with trade-related developments 
encompassing both upside and downside risks. One possible upside risk is potentially positive 
spillovers if the recent discussions do in fact lead to a Phase I trade deal, though that is still far from 
assured. Moreover even if a Phase I deal were reached, given doubts over whether the two sides could 
reach a more comprehensive agreement that addresses the structural issues at hand, we are skeptical 
that trade developments will herald a significant strengthening in global GDP growth in 2020. In fact, 
given the ongoing and persistent protest activity in Hong Kong, and U.S. congressional and executive 
support for those protests, complications could still arise in U.S.-China trade negotiations, and a 
further imposition of tit-for-tat tariffs cannot yet be ruled out. 
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Source: Datastream, Board of Governors of the Federal Reserve System and Wells Fargo Securities  
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(Year-over-Year Percent Change)

GDP

2018 2019 2020 2021 2018 2019 2020 2021

Global (PPP Weights) 3.6% 3.0% 3.0% 3.2% 3.6% 3.4% 3.6% 3.4%

Advanced Economies1 2.3% 1.9% 1.6% 2.0% 2.0% 1.5% 1.9% 1.9%

United States 2.9% 2.3% 1.8% 2.2% 2.4% 1.8% 2.3% 2.2%

Eurozone 1.9% 1.1% 1.0% 1.4% 1.8% 1.2% 1.3% 1.5%

United Kingdom 1.4% 1.3% 1.1% 1.6% 2.5% 1.8% 1.8% 2.0%

Japan 0.8% 0.9% 0.4% 1.0% 1.0% 0.5% 1.2% 1.0%

Canada 2.0% 1.6% 1.6% 1.7% 2.3% 1.9% 1.9% 2.0%

Developing Economies1 4.5% 3.7% 4.0% 4.1% 4.8% 4.7% 4.9% 4.4%

China 6.6% 6.1% 5.8% 5.6% 2.1% 2.8% 3.1% 2.2%

India 7.4% 5.2% 6.3% 6.7% 3.9% 3.5% 4.1% 3.9%

Mexico 2.1% 0.1% 1.1% 1.8% 4.9% 3.6% 3.6% 3.5%

Forecast as of: December 11, 2019
1Aggregated Using PPP Weights

CPI

Wells Fargo International Economic Forecast

(End of Quarter Rates)

2019 2021

Q4 Q1 Q2 Q3 Q4 Q1

United States 1.75% 1.50% 1.50% 1.50% 1.50% 1.50%

Eurozone1 -0.50% -0.60% -0.60% -0.60% -0.60% -0.60%

United Kingdom 0.75% 0.75% 0.75% 0.75% 0.75% 0.75%

Japan -0.10% -0.10% -0.10% -0.10% -0.10% -0.10%

Canada 1.75% 1.75% 1.75% 1.75% 1.75% 1.75%

2019 2021

Q4 Q1 Q2 Q3 Q4 Q1

United States 1.55% 1.50% 1.55% 1.60% 1.65% 1.70%

Eurozone2 -0.65% -0.70% -0.65% -0.55% -0.40% -0.30%

United Kingdom 0.55% 0.60% 0.75% 0.80% 0.90% 0.95%

Japan -0.20% -0.15% -0.10% -0.10% -0.05% 0.00%

Canada 1.55% 1.60% 1.70% 1.70% 1.80% 1.80%

2019 2021

Q4 Q1 Q2 Q3 Q4 Q1

United States 1.70% 1.75% 1.85% 1.95% 2.05% 2.10%

Eurozone2 -0.40% -0.40% -0.30% -0.20% 0.00% 0.10%

United Kingdom 0.70% 0.85% 1.05% 1.15% 1.20% 1.25%

Japan -0.10% -0.05% 0.00% 0.05% 0.10% 0.10%

Canada 1.45% 1.55% 1.65% 1.70% 1.80% 1.85%

Forecast as of: December 11, 2019
1 ECB Deposit Rate 2 German Government Bond Yield  

2020

Wells Fargo International Interest Rate Forecast

2020

2020

Central Bank Key Policy Rate

2-Year Note

10-Year Note

 

Source: International Monetary Fund and Wells Fargo Securities 
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