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World Economic Forum names the global risk in 2016

Shadow of
immigration
and climate
change on
global

economy

orced migration and climate change are
the biggest risks facing the global economy this
decade, according to 750 experts surveyed by the
World Economic Forum.
The warning was published in the 11th edition of
WEF’s Global Risks Report and in advance of
the annual gathering of global leaders at Davos .
More than 60m people are displaced worldwide,
compared with 40m at the end of the second
world war. Last year 1m migrated to Europe.
The majority of the world’s forced migrants are
internally displaced within Africa and the Middle
East.
“The world’s risks are becoming increasingly
interconnected,” says Margareta Drzeniek-Ha-
nouz, head of global competitiveness and risk at
the WEF, pointing to the links between climate
change, forced migration and political instability.
Drought and famine caused by climate change
can lead to political conflict and forced migra-
tion, says Cecilia Reyes, chief risk officer at
Zurich Insurance Group, a partner of the Global
Risk Report.
Ms Reyes referenced a paper published last year

in the Proceedings of the National
Academy of the Sciences, an Amer-
ican journal, which argued that the
Syrian drought of 2007-10increased
internal migration and political unrest,
contributing to the outbreak of civil
war in 2011. A report commissioned
by the G7 industrialised countries in
2015 found that climate change over-
burdens fragile governments through
local resource competition, economic
insecurity and forced migration.

Last year was the warmest year on
record, and saw the start of one of

the strongest El Nifios yet leading to
unseasonably warm temperatures in
the northern hemisphere winter. Other
features of the weather phenomenon
included rising rainfall levels in Bra-
zil, while Southeast Asia faced severe
droughts. However, Ms Reyes saw

a silver lining of opportunities. “The
world now needs green technology
and infrastructure. Private investors
and governments have a role to play
in financing green investments. $40bn

New Horizon - Bilingual Economic Monthly

of green bonds were issued in 2015,
and we project this will double in
2016.”

Climate change was identified as a big
risk in previous editions of the Global
Risks Report but this year it has risen
to the top of the list. John Drzik,
president of Marsh Global Risk and
Specialties, an insurance broker, said
this was due to the emergence of new
data, and the consensus in government
and academia that climate change is
largely driven by human activity.
China’s slowdown and rising vola-
tility in emerging markets are two of
the top global economic risks Interna-
tional Monetary Fund chief economist
Maury Obstfeld is watching out for

in 2016.Global stocks took a hit on
the first trading day of the new year
following a rout in Chinese markets,
fueled by another bout of disappoint-
ing data in the world’s second-largest
economy.Growth challenges in China
and other emerging markets are ex-
pected to force the IMF to downgrade
its global economic forecast for the
year when the fund posts its latest out-
look in January. Global growth will
be “disappointing and uneven,” IMF
Managing Director Christine Lagarde
said recently. Beijing is facing critical
decisions in the coming months on
how to overhaul the economy. Lead-
ers are trying to wean the economy
off of credit-driven, export-reliant
policies and foster more domestic
demand. Aside from shifting the
country from an industrializing nation
into a middle-income economy, that
restructuring is required to ensure sus-
tainable long-term growth and avoid a
financial maelstrom amid overinvest-
ment and meager global demand.

But it is a massive political and eco-
nomic undertaking. And any missteps
are likely to send shockwaves around

the globe.

The spill overs of China’s fast-
er-than-expected slowdown—largely
through falling demand for commod-
ities and other imports—have been
larger than the IMF expected.
“Serious challenges to restructur-

ing remain in terms of state-owned
enterprise balance sheet weaknesses,
the financial markets, and the general
flexibility and rationality of resource
allocation,” Mr. Obstfeld said in an
IMEF blog post .

Growth below the authorities’ official
targets could again spook global
financial markets, he said. At the same
time, if China relies too heavily on
“time-honored methods of enforcing
growth targets” such as credit-stim-
ulate growth, Beijing “could simply
extend economic imbalances, spelling
possible trouble down the road.”
Among the IMF’s recommendations
are tax cuts or more state benefits

for the poor to drive consumption.
China’s growth problems are just one
of many headwinds buffeting other
emerging-market economies around
the world. Weak commodity prices,
high debt levels and rising borrowing
costs are also taking their toll, helping
to push some of the largest economies
into sharp slowdowns or contractions.
Mr. Obstfeld warns their troubles are
likely not yet over. “The year will
offer an abundance of challenges....
Emerging markets will be at center
stage,” he said. Investors have grown
increasingly wary of emerging mar-
kets.Further sharp falls in commodity
prices could lead to even more prob-
lems for exporters, “including sharper
currency depreciations that potentially
trigger still-hidden balance sheet
vulnerabilities or spark inflation,”

Mr. Obstfeld said.Sources :Financial
Times, WSJ
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Iran heads toward economic boom

International
firms rush to Iran

market

The United Nations Security Council
and Western sanctions on Iran are set
to be lifted. Not only Asian, Europe-
an and Russian firms are lining up,
but also American giant corporations
including Apple, Dutch Shell , General
Electric are waiting behind the door to
reap significant economic and finan-
cial benefits from the nuclear deal. If
smaller firms know the process, where
to start, how to connect and communi-
cate, they can potentially have a better
shot at achieving the benefits of the
Iranian economy.

Iran possesses the worlds largest un-
tapped emerging market in the world,
worth over $1 trillion. There exist
opportunities in almost every sector,
and the economy desperately needs
new capital. After Implementation Day,
Iranys global legitimacy will rise, and
foreign businesses will be permitted to
operate in the country.

Iran will reenter the international com-
munity, rejoin the international bank-
ing and financial system as well as the
open market for oil, affecting global
markets. Tehran plans to increase its
oil sales to 1 million barrels per day,
and the 2016 budget is based on $35 -
$40 per barrel.

More fundamentally, under the terms
of the nuclear deal, the United States

will lift its laws punishing third
parties for doing business with Iran.
Sanctions on dozens other industries
besides oil and gas- such as metal and
gold- will be lifted.

European investors and businesses
have a close eye on Iran in 2016,
attempting to profit from Iran with the
second-largest population in the Mid-
dle East, sizable, educated, and savvy
middle class, as well as the worldys
second- and fourth-largest gas and oil
reserves respectively.

In order not to fall behind European
companies, U.S. firms will either push
the State Department to grant them
licenses to operate in Iran, or they will
utilize subsidiaries to trade indirect-
ly. For example, Apple products are
already present in Iran.

As the country comes out of econom-
ic sanctions, Tehran will attempt to
attract foreign businesses and inves-
tors in full force

While there is some truth to the

idea that U.S. companies will be the
largest losers of the nuclear deal while
European firms rush to benefit, the
State Department will likely begin
granting more licenses to U.S. corpo-
rations to operate in Iran.

Some American corporations, such

as Boeing and Airbus, and some

New Horizon - Bilingual Economic Monthly

academic institutions will likely get
permission to conduct business or
interact with Tehran. More than 190
waivershave already been granted.
The World Bank predicted that the
Iranian economy is expected to
rebound from 1.9% in 2015 to 5.8%
in 2016. ““...The predominant reason
for the improvement is an expected
growth spurt in the Islamic Republic
of Iran, the largest developing econo-
my in the region, from 1.9 percent in
2015 to 5.8 in 2016 and 6.7 percent
in 2017, The WB said in its annual
report titled “Global Economic Pros-
pects: Spillovers and Weak Growth”.
The report added that the potential
increase in Iran’s crude oil production
following the recent nuclear deal be-
tween Iran and six world powers and
the upcoming removal of anti-Tehran
sanctions could help expand exploita-
tion of proven natural gas reserves in
the Islamic Republic, which are the
largest in the world.

The comprehensive nuclear deal
between Iran and the six powers, also
known as the Joint Comprehensive
Plan of Action (JCPOA), would
terminate all nuclear-related sanc-
tions imposed on Iran after coming
into force. Experts believe that Iran’s
economic growth would rise remark-

ably after the final nuclear deal takes
effect.

“The release of frozen Iranian assets
currently overseas will also boost the
economy,” it added.

“A rebounding Iranian economy will
affect neighboring countries within
the Middle East and North Africa

to varying degrees. A rapid rise in
Iranian oil production would dampen
growth prospects in oil-exporting
countries and improve them in oil-im-
porting countries.”

The report by WB also said that the
outlook also reflects slightly higher
growth among other oil exporters,
especially Iraq and Algeria, and a
more modest medium-term improve-
ment among oil importers, from 3.5
percent in 2015 to an average of 4
percent in 2016—18.The forecasts as-
sume stabilization of oil prices and an
improvement in the security situation
in some countries.Iranian President
Hassan Rouhanirecently vowed that
the next Iranian calendar year (starts
on March 21) would be a year of
economic prosperity for the nation
with the upcoming termination of
sanctions based on a nuclear deal with
world powers.The president predicted
positive economic growth for this
year despite all the hardships, vowing
that the next year will be a “Year of
Economic Boom” given the lifting of
anti-Iran sanctions.

He also referred to the inauguration
of new phases of the gas field, and
highlighted the fulfillment of his
government’s promises in the fields
of energy, oil, gas, and petrochemical
industry.

In the next solar year of 1396, all
phases of the South Pars Gas Field
will be completed, he promised.

Two major development phases of
the South Pars gas field in southern
Iran were officially inaugurated on
Monday morning. They are fully
developed and put into operation by
domestic experts. [
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IMF warns over disappointing global growth in 2016
The world watches the coming change

Economic outlook has deteriorated,
with rising US interest rates and
Chinese downturn increasing risk
of instability

The IMF managing director, Chris-
tine Lagarde, said the prospect of
rising interest rates in the US and
an economic slowdown in China
were feeding uncertainty and a
higher risk of economic vulnerabili-
ty worldwide.Added to that, growth
in global trade has slowed consid-
erably and a decline in raw material
prices was posing problems for
economies reliant on commodities,
while many countries still had weak
financial sectors as the financial
risks increase in emerging markets,
she said. Writing in German news-
paper Handelsblatt, Lagarde said
the start of a normalisation of US
monetary policy and China’s shift
towards consumption-led growth
were “necessary and healthy”
changes but needed to be carried
out as efficiently and smoothly as
possible.The US Federal Reserve
hiked interest rates for the first

time in nearly a decade this month
and made clear that was a tentative
beginning to a “gradual” tightening
cycle.There are “potential spill-
over effects”, with the prospect of
increasing interest rates there al-
ready having contributed to higher
financing costs for some borrowers,
including in emerging and develop-
ing markets, Lagarde said.

While countries other than high-

ly developed economies were
generally better prepared for higher
interest rates than previously, she
was concerned about their ability to
absorb shocks, she said.

Emerging market companies

with debt in dollars and revenue

in sinking local currencies could
struggle as the Fed begins what is

in US economy

expected to be a series of interest
rate increases.Lagarde warned that
rising US interest rates and a stron-
ger dollar could lead to companies
defaulting on their payments and
that this could “infect” banks and
states.

But she said the risks associat-

ed with these changes could be
overcome by supporting demand,
maintaining financial stability and
reforming structures. “Most highly
developed economies, except the
USA and possibly Britain, will
continue to need loose monetary
policy, but all countries in this
category should comprehensively
factor spillover effects into their de-
cision-making,” Lagarde said.The
Federal Reserve will raise interest
rates only three times this year as it
faces a more subdued outlook for
both the U.S. and world economies,
a Reuters poll of economists found.
The world’s largest economy is

a bulwark for an increasingly

shaky global one, and has the most
immediate positive prospects for
generating inflation with a very low
unemployment rate and a solid pace
of private hiring.But a storm has
blown through global markets since
the start of this year, hitting stock
markets, commodities and oil prices
based on renewed worries that Chi-
na, the world’s second largest econ-
omy, is struggling. That has already
led some to tone down their opti-
mism over U.S. prospects, under-
scoring the view that the Fed will
be forced to follow up last month’s
interest rate rise, its first in nearly

a decade, at an even more gradual
pace.The poll of over 90 econo-
mists found the U.S. economy will
grow 2.5 percent in 2016, the same
as predicted for 2015 and down
from the 2.8 percent they were

expecting a year ago - a decent pace
but not enough to generate a strong
rebound in inflation.“U.S. econom-
ic growth appears to have shifted
to a lower gear in the final months
of 2015,” noted Northern Trust
economists Carl Tannenbaum and
Asha Bangalore.“It has left many
concerned about the well-being of
the economy and raised questions
about the Federal Reserve’s recent
hike of the policy rate,” they wrote,
stressing that this does not reflect
“a widespread deceleration of eco-
nomic activity.”While growth this
year is unlikely to be spectacular,
respondents only saw a 15 percent
chance of the economy sliding into
a recession. A majority of those
who answered an additional ques-
tion said they expect the current
business cycle to come to an end in
the next two to three years.When

it raised rates last month, the Fed
expressed confidence that inflation
would pick up before long. But
most analysts, even the ones more
optimistic about growth, remain
skeptical that will happen.Core
PCE inflation, the key inflation
indicator monitored by the Federal
Open Market Committee, is likely
to be just 1.6 percent in 2016. It is
expected to pick up to 1.8 percent
in 2017, under the Fed’s goal of 2.0
percent.Economists polled by Re-
uters were more cautious than the
Fed, forecasting only three hikes
this year and a federal funds rate
between 1.00 and 1.25 percent by
end-2016, similar to what they were
expecting last month.

With financial markets having been
in turmoil so far this year, several
Fed officials have spoken out in
recently to express their concerns
over how much they may be able to
raise rates.
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