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Big picture still dominated by fiscal challenges

¢ Despite the turmoil in financial markets, the near-term outlook for the world economy is brighter than

a few months ago. Nonetheless, a seemingly impressive rebound in 2010 is likely to give way to
om 2011 as the reversal of fiscal stimulus again exposes the underlying fragilities
left b ion. For those thinking beyond the next few quarters, this is still the big issue.

26" May 2010

kets is much e latest economic data and surveys
WW?L Earlier this month we raised our GDP forecasts for
the US and Japan. As a result of these and other changes we now expect global GDP to grow by around

4.5% this year (using PPP weights), compared to a previous estimate of 4.0%.

¢ But recent developments in Europe illustrate wwmwﬁnr
2011. For a start, ‘WWOWS how the global
anking crisis has only been partially resolved by transferring the problem to the public finances.
- Indeed, the stronger recoveries in the US and Japan have been flattered by the relatively large fiscal
stimulus there. (See Chart 1.) It is not necessary for policy to be tightened for the boost to growth to fade.
Instead it is enough that the previous stimulus is not repeated. (This point applies to emerging economies
too, notably China where the quarter-on-quarter data suggest growth and inflation are already cooling.)

e In fact wh|Ie the degree and timing will vary from country to country,

vel. As Chart 2 shows, the fiscal stance will still be stimulatory in the
advanced economies this year, but much less so than before, and it will be progressively tightened in
2011 and beyond. (Note however that the tightening will be smaller and shorter-lived in emerging
economies. Thig supports our view that the prospects for Emerging Asia in particular remain relatively
jeht, although countries in Emerging Europe relying an foreign capital and those in Latin America

depending on commodity exports, as well as Russia, are more likely to struggle.)
¢ Secondly, the crisjs in i i way. Casualties from the recession are still
emerging, as the latest problems in the Spanish banking sector have shown. The regulatory backlash is
also building. Germany may have broken ranks with its assault on short-selling, but there is more pain to
come almost everywhere in the form of higher banking taxes, stricter capital requirements, and so on.
* The financial scctor aswhole is in much better shape now than it wag ighteen months ago. But it will

not be able to contribute as much to sustainins the economic recovery as it would normallx do.
e We therefore continue to expect global GDP growth to SIOWW“&E%‘ In
contrast, the consensus sees the recovery holding strong. (For example the OECD’s just-published
forecasts are 4.6% for 2010 and 4.5% for 2011.) What's more, 3.5% would fall well short of the average

of nearly 5. 0% between 2004 and_2007. The
notably commodltles - where many seem to assume that the world
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Chart 1: Crisis-Related Discretionary Fiscal Stimulus (% GDP) Chart 2: Change in Structural Budget Balance (% GDP)
3

M\%m 45 2009 w2010 i 45 f Fiscal tightening 3
40 ! 4.0 2 2

35 G7 Exdl. ! 35 T 1

3.0 ltaly i 3.0 0 0

25 H 25

20 ! 20 -1 G20 Total -1
15 ! 1.5 -2 = G20 Advanced Economies [ -2
1.0 : 10 3 G20 Emerging Economies 3
05 ! 05 4 4
w A ) p 0.0 0.0 s ¢ Fiscal stimulus 5
& ‘0 6 RSN s & PN -6 -

Source — IMF. Italy excluded as net stimulus negligible in both years. Source — IMF. Structural balance = cyclically-adjusted primary balance.
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Les renseignements contenus aux présentes orntétéus de sources que nous croyons fiables masnigas garantis par nous et pourraient étre iptais Les opinions expr MEMBRE
mées sont basées sur notre analyse et interpré@ices renseignements et ne doivent pas étrpriétites comme une sollicitation d'offre d’achatd=ivente des valeurs
mentionnées. La Firme peut agir a titre de coreefithancier, d’agent fiscal ou de souscripteurrpzartaines des compagnies mentionnées aux préserpeut recevoir une rém
nération pour ses services. La Firme et/ou sesi@ffi, ses administrateurs, représentants, asgmeiggnt étre détenteurs des valeurs mentionnéegrésentes et peuvent exé
ter des achats et/ou des ventes de ces valeuesnge & autre sur le marché ou autrement.




