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In the 1990s, and to an extent in the 2000s, productivity growth was high.
This was largely driven by the mass adoption of transformative
technologies (i.e. the internet and mobile communication) and large-scale
technology transfers to emerging economies, supported by booming
commodity markets in the 2000s. Conversely, productivity growth in recent
years has been strikingly low. This trend is consistent with healthy
improvements seen in a number of labor markets (e.g. USA, U.K.), despite
muted economic growth.

While the financial sector is now certainly more strictly regulated than
before the financial crisis, we do not find enough evidence to blame slow
productivity gains on a generally more demanding regulatory environment.
Although there may be reasons for productivity shortfalls in certain regions
(depressed labor markets in the eurozone, nationalistic policies in Brazil or
Russia), these are insufficient to explain the global shortfall. More
compelling is the argument, that slow growth reduces the need to grow
production capacity and to replace aged equipment with newer,
productivity-enhancing plant and machinery.

For the world economy as a whole, the most probable scenario remains
that a lack of break-through innovation and transformative technologies will
contribute to a comparatively low potential rate of growth at least well into
the next decade.

Not enough transformational innovations

Labor productivity (growth p.a., %)
1991-
2000

2001-
2010

2011-
2020

2021-
2030

Western Europe 2.1   1.4   0.7   0.7   
Germany 2.8   1.6   1.1   1.1   
France 1.8   1.3   0.7   0.7   
Italy 1.6   0.3   0.2   0.2   
Spain 1.2   0.7   1.1   1.1   
United Kingdom 2.6   1.8   0.4   0.4   
Switzerland 1.0   1.8   0.2   0.2   

Emerging Europe 0.7   4.9   2.0   2.0   
United States 1.8   2.2   0.5   0.5   
Latin America 1.5   1.5   0.8   0.8   
Brazil 1.8   1.8   0.2   0.2   

Japan 2.0   1.6   1.0   1.0   
Asia (excl. Japan) 4.4   6.0   8.0   8.0   
China 5.1   8.1   10.7   10.7   
India 4.1   6.0   5.1   5.1   
Indonesia 2.7   2.7   4.1   4.1   

World 2.1   2.4   2.8   2.8   
Period averages (data exclude severe recession years 2008-
2009). Forecasts from 2011 onw ards based on available data 
starting in 2011. China data based on Conference Board 
estimates. Source: Conference Board, ow n calculations
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Even in a slow-growth environment, business cycles, in many aspects, do
not differ much from those in the past. Both in the euro area and the USA,
the unemployment rate has fallen at a fairly normal pace in recent years (in
the euro area since at least 2013, when the debt crisis ceased to be a
drag).

Given these labor market trends, it is fairly obvious, that any further
stimulus measures, whether central bank easing or more government
spending, are currently not required.

With respect to inflation, we do not see lower growth potential materially
altering the dynamics. We therefore expect inflation to rise, albeit modestly,
once full employment is established. While the U.S. economy is nearly
there, full employment in the eurozone is still a number of years away.

Labor markets: A normal business cycle
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Interest rates: Structurally lower

While there is no obvious link between
the cyclical behavior of an economy
and its growth potential, the latter is a
key driver of interest rates.

Our analysis suggests (the San
Francisco Fed has reached similar
conclusions), that the level of real
short-term interest rates compatible
with current economic growth potential
is close to zero, both in the eurozone
and the USA. Before the 2008 financial
crisis this rate was 2% or higher in the
USA and around 1.5% the eurozone.

If growth potential remains at the
current level in the long run, which is
our baseline scenario, interest rates will
remain at a structurally lower level for
an extended period.

0.00

0.50

1.00

1.50

2.00

2.50

3.00

1982 1988 1994 2000 2006 2012 2018

USA: Equilibrium real rate

Estimate based on potential growth

Source: Conf erence Board, own calc.

0

3

6

9

12

15

18

1968 1978 1988 1998 2008 2018

USA: Growth and interest rates (%)

GDP growth, nominal (10y.-avg.)
Yield 10-year governm. bond

Source: Index prov ider, own calc.

-2

0

2

4

6

8

10

12

1968 1978 1988 1998 2008 2018

Germany

GDP growth, nominal* (10y.-avg., %)
Yield 10-year governm. bond (%)

*Eurozone af ter 1998. Source: Index prov ider, own calc.

-2

-1

0

1

2

3

4

5

2000 2003 2006 2009 2012 2015 2018

Real bond yield (10 years, %)

USA
Germany

Source: Index prov ider

page -4-



Total returns for shareholders are comprised of dividends and capital gains,
with the latter generated by retained (i.e. not paid out as dividends)
earnings and their growth over time. Over long periods of time, dividends
and capital gains each account for about half of total returns.

Free cash flow yields – the basis for sustainable dividends – are currently
around 4%-5% in Europe and the USA. When adding 3% growth p.a. over
the medium term (a conservative estimate for real economic growth plus
inflation) we get to a total return of about 7%-8% p.a. This constitutes an
attractive value proposition, particularly when compared to still low bonds
yields.

Attractive equity yields
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R & A Group is an independent investment research and asset management company. R & A Group has a comprehensive 
investment research offering with a focus on investment strategies and global stock selection. 

Founded in 2001, R A & Group is a joint stock company domiciled in Zurich and a member of the leading independent asset 
manager organization VSV (Swiss Association of Asset Managers). 

Investment-
Research at Work TM

Disclaimer: We do not make any guaranties for the validity of the information herein even though the information is based on public sources believed to be reliable. We are independent and do
not have business relationships with any company possibly mentioned in this report. Opinions, estimates and projections in this report reflect our judgment at the date of writing and are subject
to change without notice. We have no obligation to update, modify or amend this report or to notify a reader hereof if any matter, opinion, estimate or projection subsequently changes or
becomes inaccurate. This report is provided for information purposes only and does not constitute an offer to buy or sell company stock or related securities or take any other investment
decision. This report must not be made available to US or UK residents or to any other person to whom governing law may prohibit distribution of this report.

Data sources in charts or tables that are not specifically mentioned are either companies or index provider.
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