Outlook for
the World Economy




Overview

e Whereisthe World Economy No
— United States
— Europe
— Japan
— Non Japan Asia

e Whereisthe World Economy Heading?
— Key Issues
— Nature of recent shocks

e Conclusions
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Where Is the World Economy
Heading?

FOCus on scen
forecasts



Key Issues

e Comparing this business cycl
previous cyclesis probably not v
helpful In understanding the outloo

e The adjustment over the next few years
depends on what has caused the downtur
aswell as likely new shocks and policy
responses



Key Issues

e Nature of Shocks

e Existing Policy Regimes
e Underlying drivers of growth
e Inflation outlook




Key Issues

e Shocks
— Risein equity risk premiain US/Europ
— Fall in expected US productivity growth
— Reassessment of recent US productivity perfor
e Policy Responses
— USfiscal/monetary expansion
— Europe fiscal/monetary tightening
— Japan muddling along



Scenarios

e Based on

WWW.EconomicScenarios.c



Key Issues

e United States

— Adjusting to excess investment
e Bursting of High tech bubble
e Revision of risk

e Downward reassessment of future productivit
growth

e Implies weak investment and slower growth for
several years



Key Issues

e United States

— flexible fiscal and monetary respon
e Policy mix implies

— Little change in $US then continued depreciatio
stronger growth, CA deficit

— Productivity growth has remained strong
during this downturn



Key Issues

e Europe

— Reassessment of risk
e Slowdown in growth

— Growth and Stability Pact
e Fiscal tightening

— ECB establishing “in” credibility
e Tight monetary policy

— Structurd rigidities




Key Issues

e Japan
— Coordination failure between mon
fiscal authorities

— large Y en depreciation needed to kick-st
economy and enable structural reforms

— Will this happen?
e Might already be



Key Issues

e Non Japan Asia
— Strong growth particularly in China orea

— Underlying continued strong producti
growth (falling pricesin China)

— Flexible fiscal policy

— Undervalued exchange rates
e Substantial accumulation of reserves



Issues

e US productivity growth remal

— Strong policy response but investm
overhang

— Falling $US over time
e Will Japan stimulate the economy?
e Will Europe change fiscal/ monetary mix
e War with Irag?

rong



Conclusion

e Global recovery likely to continu

e But would be morelikely if regimec
Europe and Japan could occur sooner r
|ater

e Strong case for policy coordination across
US/Europe/Japan and Asia

— Coordinated temporary fiscal and monetary expan
( with yen depreciation, Rest of Asia appreciation)

— Structural reforms

— Doha Trade Round
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