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The fog lifts — the economic outlook is bhecoming much clearer

making business sense

In December when we produced a forecast we looked at two scenarios. Last week we were happy just to produce a central case forecast. I am sure that
we will edge our numbers up and down for the rest of the year. But at least we can now make a forecast without expecting to revise it within weeks.

In fact there are two reasons why the economic outlook now is clearer. First, what happened at the end of 2008 and the early months of 2009 was a huge
global inventory cycle. Companies slashed stocks of finished goods and raw materials, particularly imported products.. This has pulled down the growth
rates for the current year — world GDP will probably be down 1-2% and UK GDP by 4% or so. But the one certain thing about an inventory cycle is that it
must come to an end. When stocks are low enough, the rate of de-stocking declines and even this is enough to boost GDP. In practice it the worldwide
inventory position will probably be stable by later this year, boosting world GDP by 2-3%. So growth should restart by year end in most countries.

The other reason why the outlook is now clearer is that of those things that could go wrong, some have and some haven’t. Notably, the bank rescue
packages around the world are now starting to work and bank lending in the UK is no longer falling — indeed the supply of mortgages is rising slightly.
The 3 monthly inter bank lending rate has fallen from a peak of 6.3% in early October to 1.58% now. This is a result of both a lower Base Rate and also a
narrowing of the spread.

Of course, we are not out of the woods yet. Job losses and squeezes on pay will almost certainly weaken consumer spending for a while yet.

Our analysis has indicated that, while the depth of the recession will probably be fairly similar in most advanced economies, what will separate the sheep
from the goats will be the pace of the recovery. Here one would be wrong to get too cheerful too quickly. Even globally, the cost of damaged banks, the
increased barriers to risk taking, the impact of increased regulation and the effects of restoring public finances will hold back the recovery. And in the UK
the damage to some of the banks, the knock on effect of the hits to the financial service sector and the long term implications of restoring our
catastrophic public finances mean that growth in the recovery phase is likely to be relatively slow by international standards. World growth of around
3% and UK growth of between 1-2% seem likely for the next few years.

It is a complete coincidence that the G20 should have taken place as a clearer picture of the economic prospects emerges. The so called trillion dollar
boost has a negligible impact in the short term and all the other measures agreed at the meeting will do little to stimulate the economy. The mood of
confidence has probably helped a bit, boosting stock markets around the world. And the cost of the meeting — even allowing for the traffic disruption — is
very small change either way. President Obama deserves good marks for his flexible approach at his first big multi-lateral summit while the Chinese,
who are still in their infancy as economic summit negotiators, deserve plaudits for playing their cards well and incidentally for calling President
Sarkozy’s bluff. Even Gordon Brown deserves applause for his handling of the summit, though he rather spoilt the effect by building up expectations
excessively in advance and by trying to spin the ultimate agreement as being worth much more than it will be in reality.

This report is produced by centre for economics and business research Itd (cebr) as part of our macroeconomic trends, analysis and
forecasting advisory membership service, the prospects service. This report and all associated material shall remain the property of cebr

\A /illi H ; and are only made available to bone fide employees of organisations with a current and fully paid-up membership of the prospects
Dougla’s MC Illlams Ch’ef executive service. Such materials may not be disclosed or transmitted to individuals or organisations outside the member organisation without prior
. . written permission from a director of cebr. cebr is not licensed in the conduct of investment business as defined in the Financial Services
centre fo r economics an d bUSIneSS researCh Itd and Markets Act 2000. Any client considering a specific investment should consult their own broker or other investment adviser. Any
1A views on investments expressed by cebr, or on behalf of cebr, are intended to be generic only. cebr accepts no liability for any specific
dm CWI”IamS@Cebr. com 0207 3 24 2860 investment decision which must be at the investor’s own risk. Whilst every effort has been made to ensure the accuracy of the material in

this report, neither the authors nor cebr will be liable for any loss or damages incurred through the use of this report or associated
materials.

© centre for economics and business research Itd, 2009 the prospects service


mailto:dmcwilliams@cebr.com

	The fog lifts – the economic outlook is becoming much clearer 

