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Annual Economic
Outlook

“The overall picture is one in which both growth and inflation will remain subdued.”

With the U.S. Federal Reserve Board (“Fed”) having raised interest 

rates by 0.25% on December 16, 2015 and embarking on a series of 

“gradual” Federal funds target rate hikes in 2016, U.S. money and 

credit markets will be on the path towards normalization after seven  

years of abnormally low rates. This is a sign that, despite the 

weakness in other developed and emerging economies, the U.S. is 

back on the road to normal growth.

However, the key indicator to watch will be the rate of growth of bank 

credit. The U.S. is the only major economy where bank credit growth 

has returned to normal (6%–8% p.a.) and it is critical that, in the 

aftermath of interest rate hikes, credit continues to grow at roughly 

the same rate. If this happens, then equity and property markets can 

shrug off the early phase of interest rate hikes.

Assuming no tightening of credit conditions, I expect U.S. real GDP 

growth in 2016 of 2.6%, and CPI inflation of 1.4%.

By contrast, the eurozone and Japan are still in the midst of extended 

programs of quantitative easing (QE) intended mainly to keep interest 
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rates low along the length of the yield curve (rather than directly to 

boost the rates of growth of money and credit), and hence to 

stimulate the two economies.

With the eurozone likely to grow at only 1.5% in 2016 and Japan at 

1.3% and with inflation in both economies well below 2%, the 

European Central Bank (ECB) and the Bank of Japan (BoJ) are at least 

a year, if not more, from hiking interest rates. In both cases there are

faults in the design of their QE programs that need to be rectified in 

order to make them more effective.

The upswings in both the eurozone and Japan have slowed somewhat 

in recent months, demonstrating that the underlying recoveries in the 

U.S. and the U.K. are inherently more sustainable than the – as yet – 

fragile upturns in the eurozone and Japan.

The divergent monetary policies of the Fed and possibly the Bank of 

England (BoE), on the one hand, and the ECB and BoJ, on the other, 

implies some further volatility in the currency, fixed-income and equity 

markets.

2016

John Greenwood
Chief Economist,
Invesco Ltd.

Figure 1: Trade-weighted value on the U.S. dollar
Trade-weighted value of the U.S. dollar against major currencies

2002 2004 2006 2008 2010 2012 2014

80

70

110

100

90

Source: Macrobond

120



 

......................................................................................................................................................................................................................................................................
 2

In particular, the U.S. dollar will probably appreciate further while the 

euro and the yen might depreciate more. This may weaken the 

earnings of large U.S. companies with substantial overseas sales, but 

medium- and smaller-size companies should benefit from the 

broadening domestic recovery.

The overall picture is one in which both growth and inflation will 

remain subdued against a background of several years of very low 

money and credit growth.

The U.K. is faced with a similar situation to that of the U.S. – 

reasonably buoyant economic activity (I forecast 2.4% growth in 

2016) but accompanied by inflation well below target. This implies 

that the BoE will not follow the Fed in raising interest rates until 

February or May 2016 at the earliest.

In the emerging economies, the slowdowns in China, Brazil and 

Russia are continuing to impact commodity markets, numerous basic 

industries and global trade volumes. Beyond that, the struggle among 

emerging market (EM) producers more generally to regain competi-

tiveness threatens several EM currencies with the need for further 

currency depreciation.

The emerging economies face three key problems. First, many of 

them allowed excessive rates of growth of money and credit in 

2009–13; second, most are still overly dependent on an export-led 

growth model; and third, many of them are very dependent on 

commodity exports at a time when commodity prices have slumped.

Following the temporary recovery in the price of oil between March 

and May 2015 to US$60–$65 per barrel, prices fell again in Q3 2015 
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and Q4 2015, with the West Texas Intermediate oil price falling below

US$40 per barrel in December. I believe that oil prices will remain weak 

(below US$60) in 2016.

Inflation rates have continued to remain very low in most developed 

economies. The widespread inflation undershoot reflects not only the 

direct effect of weak commodity prices but also the persistent 

background of slow money and credit growth that has characterized the 

postcrisis period. Only in the U.S. have money and credit growth rates 

returned to normal rates.

In spite of these short- to medium-term setbacks in the recovery 

process, my long-standing view has been that the current global 

business cycle expansion will be an extended one. The main reason

is that sub-par growth and low inflation would avoid the need for the 

kind of tightening policies that would bring an early end to the expan-

sion.

It is also the case that recessions or growth weakness in the EM 

economies are unlikely to derail the modest-paced recovery in the 

developed economies. While some companies or sectors cannot avoid 

being affected by the problems of the EMs, the transmission of key 

fundamental forces – like monetary policy and balance sheet repair – 

still goes primarily from developed markets to EMs, not vice versa.

In addition, the recovery in the U.S., although already six and a half 

years old, is only now starting to take on the typical characteristics of a 

normal recovery: banks have started to provide credit instead of the Fed, 

business investment is recovering and consumer spending is regaining 

its normal momentum.

Figure 2: Inflation and growth forecasts

2015 estimate
Real GDP (%) CPI inflation (%)

U.S
Eurozone
U.K.
Japan
Australia
Canada
China
India

2.4
1.5
2.5
0.6
2.3
1.1
6.9
7.5

0.1
0.1
0.1
0.8
1.6
1.1
1.5
5.0

2016 consensus forecast
Real GDP (%) CPI inflation (%)

2.6
1.7
2.4
1.3
2.6
2.0
6.5
7.8

2.6
1.5
2.4
1.3
2.4
2.0
6.6
7.3

1.7
1.1
1.3
0.8
2.4
1.9
1.9
5.3

1.4
1.0
1.2
0.8
2.4
1.6
1.6
5.0

Source: Consensus Economics, survey date: Nov. 9, 2015. Eurozone became 19 members on Jan. 1, 2015.
Invesco forecast in blue.
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Tax & Estate

We all look forward to our later years being marked with a comfortable 

level of accomplishment, pride and contentment. Reality is that these 

feelings will be tempered with a variety of challenges that come with 

aging.

Just as your parents cared for you in your vulnerable years, you may, in 

time, be called upon as an adult to lend support as your parents age. 

Whether this is prompted by an open invitation or forced by a sudden 

medical event or erosion in mental faculties, everyone will benefit from 

some foreknowledge of novel and unique challenges ahead.

The guiding principle for assisting any person is to have respect, and in 

the case of aging in particular, every person should be enabled to live as 

independently as his or her desire, capabilities and resources will allow. 

And if a time comes that decisions must be made on behalf of an aging 

person, appropriate efforts should be made to involve the individual and 

share information, whether or not mandated by law.

Bear these guideposts in mind when reviewing this InfoPage, which 

outlines broad age-related issues and, where relevant, spotlights tax, 

financial and estate considerations.

State of mind

The quality of a person’s life is primarily in how that person experiences it, 

and there are overlapping ways the non-physical may be viewed, variously 

under the categories of mental, psychological and spiritual health.

A practical expectation as we age is that our physical and mental facilities 

will eventually decline. This can place constraints on how we manage in 

existing surroundings and may concurrently affect perceptions about self 

and self-worth. While the impact of such changes will vary by individual, a 

sensible approach is to begin with a framework for understanding 

forthcoming challenges, which in turn will focus later actions as guided by 

personal factors.

Memory loss

In terms of mental capacity, memory loss is common from middle age 

onward, ranging from occasional minor gaps or gaffes to debilitating 

permanent deterioration. As one moves along the spectrum of serious-

ness, harmful financial repercussions can result from misplaced money, 

cheques and credit cards, late bill payments and tax filings, and generally 

mishandled property.

In the most severe circumstances, formal legal steps may be 

required to take full control of a person’s property and financial matters.

Loneliness and depression

Within the psychological/emotional realm, loneliness and depression may 

loom ever larger in later years, particularly as friends pass away and social 

circles contract. Attentiveness and care of one’s person and property may 

suffer during periods of “feeling blue” and worse. It is important to be 

consciously aware of changes in an aging parent’s psychological condition, 

whether apparently positive or negative. These can be clues to what may be 

happening behind closed doors, figuratively in terms of emotional state and 

literally with respect to property maintenance and financial oversight.

Spirituality

Spiritual issues can be especially prominent and important for those in 

older generations, whether or not attached to formal religion. Whichever 

form spirituality may take, it affects views on financial and non-financial 

matters from spending to housing to health care priorities to socializing, 

and the list may continue almost indefinitely.

A renewed and deeper appreciation of spiritual beliefs will help in 

understanding a parent’s perspectives so you may work together more 

cohesively now, and enable later fulfillment of wishes when that parent may 

not be able to express them aloud.

Estate planning

Estate planning is about taking care of yourself now and in later years, and 

addressing the needs of those to whom you have a legal or moral obligation 

throughout your life and after your death. While these are important issues 

at any life point, the effect of plan steps become increasingly more 

imminent as one moves into later life stages.

Beyond that, if estate planning steps are undertaken by an elderly person 

at the suggestion, guidance or even support of another interested person 

(like an adult child), those actions could be open to greater scrutiny down 

the road. Accordingly, if adjusments are to be considered for an aging 

parent’s existing affairs, it is prudent to address this as early as practically 

possible, so that things can reasonably be expected to proceed as planned.



Below are the common tools and procedures used in estate planning.

Wills

The Will is the cornerstone upon which all estate planning is based, and it 

is also the reference point for all other personal planning decisions. It 

states who is to receive a person’s property and who is responsible for 

managing that process. The validity of a Will is dependent on the 

proponent of that Will being able to prove testamentary capacity if called 

upon to do so. Being of an advanced age is not a sufficient ground on its 

own for impugning a Will, but it could potentially shed some light once 

married up with other circumstances.

Lifetime decision making

If one focuses on the welfare of the aging person to the exclusion of 

surrounding family and friends, then the first priority – even ahead of the 

Will – is to assure that substitute decision-making mechanisms have been 

canvassed and implemented. Without these mechanisms in place, it may 

not be possible to access and manage an aging person’s finances and 

property once that person’s mental capacity comes into question.The 

common documents and procedures are summarized below, though 

terminology and procedures vary by province.

Trivia Quiz - General

 

1. What do some historians claim Kirkpatrick Macmillan invented? 

 a. Bicycle     b. Garlic press      c. Zipper     d. Combustion engine 

 2. Who plays the role of President William Harrison Mitchell in the 
    1993 comedy film "Dave"? 

 

 a. Dominic Purcell      b. Robin Williams     c. Daniel Kash     d. Kevin Kline 
 

3. Russia and which other country produce the most potatoes per year?        

 

4. In which city do the (NHL) Devils play? 
 a. New Jersey     b. Chicago    c. Calgary    d. Tampa

6.  Which of these reference books was first published in 1771? 

 

a. The Oxford Dictionary                                    b. The World Atlas  
c. The Guinness World Book of Records       d. Encyclopedia Britannica 

 

7 . 

 

a. Cezanne   b. Monet   c. Gaugin  d. Rembrandt
 

 

(1.a;   2.d;   3.d;   4.a;   5.a;   6.d;   7.a;   8.c; )

Source: triviachamp.com
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5. In what year did the first TV commercial air?
a. 1941    b. 1956    c. 1953    d. 1937

Who painted "The Card Players" and "Mont Sainte-Victoire"? 

8. What is the national language of Peru? 

a. French   b. Italian    c. Spanish    d. Portuguese 

a. India        b. America        c. Canada        d. China    

The information provided is general in nature and may not be relied upon nor considered to be the rendering of tax, legal, accounting or professional advice. Readers should 
consult with their own accountants, lawyers and/or other professionals for advice on their specific circumstances before taking any action. The information contained herein is 
from sources believed to be reliable, but accuracy cannot be guaranteed. Commissions, trailing commissions, management fees and expenses may all be associated with mutual 
fund investments. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Please read the simplified prospectus before 
investing. Copies are available from your advisor or Invesco Canada Ltd.
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Power of attorney for property – This allows a grantor person to 

designate another to manage property concurrently with that grantor 

and/or continue to do so after the grantor loses mental capacity.

Power of attorney for personal care – This allows a grantor person to 

designate another to make health care, housing and other decisions of a 

personal nature. Most often it only becomes legally effective after the 

grantor loses mental capacity.

Health care directive – This allows a grantor person to state what types of 

medical treatment are permitted or disallowed if that grantor is not 

capable of providing that direction personally due to unconsciousness or 

mental incapacity. It does not necessarily state who is to voice ultimate 

instructions, but such a directive is often included (by provincial law or 

drafting practice) in a power of attorney for personal care.

Guardianship and custodianship – These are court procedures whereby a 

judge must make an order with respect to personal and/or property 

management before property and personal care decisions may be 

implemented. The need for this procedure is often avoided if properly 

executed powers of attorney are in place.

For more information on these subjects please contact your financial advisor today.


