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Five key questions

. How did we get here?

. How bad is 1t?

. How long will it last?

. Policy: an antidote?

. Global trade’s future?




Global economy: restoring balance
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One global cycle in the past 10 years



We expect growth to remain strong through 2006 – there is lots of momentum going into the new year



2007 remains a question mark – many people are expecting a more pronounced downturn in 2007



Risks stemming from the US trade deficit, rising consumer debt burdens, potential downturn in housing markets



But interest rates will have been increased enough by then for central banks to provide some stimulus if need be – by lowering interest rates


(% change g/g, annualized)

US economy: first to go down

06Q1 06Q2 06Q3 06Q4 0/Q1 07/Q2 0/Q3 07Q4 08Q1 08Q2 08Q3 08Q4 09Q1

Source: Bureau of Economic Analysis, Consensus Economics Inc.
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Japan: in even deeper

06Q1 06Q2 06Q3 06Q4 0/Q1 0/Q2 07Q3 07Q4 08Q1 08Q2 08Q3 08Q4 09Q1

Source: Economic Planning Agency, Japan.
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Singapore: Export performance

(non-oil domestic exports, $million, monthly)
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 Canadian dollar has now passed the November 1, 1991 peak of 89.29 cents US.


Baltic Dry Index

(composite cost of shipping bulk goods)
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Sequence of the slowdown: 5 waves -

PAST PRESENT/IN PROGRESS FUTURE

>|

WAVE 1 WAVE 2 WAVE 3 WAVE 4 WAVE 5
US HOUSING FINANCIAL SLOWER EMPLOYMENT 2ND ROUND
MARKET SECTOR DEMAND IMPACT FINANCIAL




Wave 2: financial sector impact

(declared losses and writedowns, banks/insurers/GSES)
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Source: Financial Times, Bloomberg, IMF. 10
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But interest rates will have been increased enough by then for central banks to provide some stimulus if need be – by lowering interest rates


Key policy actions

> Financial sector
recapitalization

» Stimulative monetary
policy
»Huge fiscal stimulus



Interest rates tumble

(official rates, daily, %)
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 Canadian dollar has now passed the November 1, 1991 peak of 89.29 cents US.


Fiscal spending plans
(% of 2008 GDP)
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Global outlook: summary

® Few now expect a quick recovery

® Rate cuts give way to quantitative easing
® Further fiscal stimulus likely

® Modestly stronger US dollar

® Commodity prices: slight rebound

® Competition is fierce

14


Presenter
Presentation Notes
Arguments against decoupling:

Symmetry: The US economy clearly led the global boom; why would it suddenly not be an important influence when it slows?

Absence of other leaders: EU and Japan have already shown signs of slowing; and let’s face it, both of these players have depended on exports, not primarily domestic demand, to lead growth upward; hard to believe that if US demand weakens significantly that it won’t eat into shipments in a big way

Others’ export dependency: Asia is still very dependent on developed economies for sales of finished goods – 85% of their finished goods end up in developed markets, not in the domestic/intra-regional market. Slower US demand would eat into regional sales significantly

Immature domestic markets: Emerging markets’ domestic economies – yes, even in China’s case – are not yet well developed enough to go it on their own; that may occur for the bigger ones 8-10 year down the road, but they are not there yet

Overall global growth is expected to ring in at about 4.9% this year, and slow to 4.5% next year (closer to 4.5 - note that the forecast is still in process, hence the range)


Monthly merchandise trade, net

of price fluctuations, $B
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We have had oil shock recessions in the past, not because of the oil, but because central banks cranked up interest rates at the same time to prevent inflation from surging 



	this time around, inflation remains under control – very little 	of the rise in oil prices is being passed through

	which gives monetary authorities a lot more flexibility when it 	comes to interest rates



Adjusted for inflation, oil prices would have to reach $US 90 per barrel to match 1980 levels



Reasons prices won’t surge

One-off disturbances last fall

Capital discipline

Subsidies in specific markets

Consumer/business behaviour

Inflation pass-thru argument (above)


Impact on Canadian Exports

Canadian Export Forecast

Canadian Export Forecast
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Remaining Issues

» Speed of the recovery
» Financial concerns
» Fiscal concerns

> Inflation concerns

» A return of ‘heyday’ growth?
» Protectionism?

» The future of globalisation



Opportunities

v'Reduced Input costs
v'Lower dollar

\/...but not too low!

\/Emerging markets

\/Infrastructure
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