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or stagflation? 
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ωLooking ahead: Where are the opportunities and 

threats? 

2 



Economics Research 

 
Quick recovery in 2010 but global economy still 
structurally weak and vulnerable 

I. Global economy: Hitting a soft patch, quicksand or stagflation? 
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Dual-speed global economy with developing countries forecast to maintain over 
6% real growth annually over the next 5 years 

Source: IMF 
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Strong growth fuelled by consumption, cheap credit and property boom in 

advanced economies between 2002-2007 giving way to a more normal growth 

cycle over the next 5 years, but vulnerabilities exist. 
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Short term outlook: Soft patch evident in 1H2011 
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Weakening PMI (composite indicator 

of production, new orders, delivery 

speed, inventories, employment, 

exports, input prices, etc) 

 

I. Global economy: Hitting a soft patch, quicksand or stagflation? 
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2008/09 global 
financial crisis 

Purchasing managers index (PMI) easing off in 
2Q2011 but remains above 50 (still expanding) 
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Japan in technical recession while US and EU 
registered weak growth in the first quarter 

G3 economies (US, Japan and EU) 

recorded weaker-than-expected growth 

in the first quarter while the Japanese 

economy contracted for 2 consecutive 

quarters (4Q2010 and 1Q2011) 
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Short term outlook: Double-dip (óhard landingô) 
concerns not overwhelming 
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Why óquicksandô or double-dip fears are not too worrisome: 
üPost-Japan earthquake-tsunami supply chain disruption a temporary phenomenon as 

reconstruction will spur demand in the second half. 

üWeaker demand in advanced economies attributed to higher energy prices which have eased 
recently. 

üAusterity measures by governments in crisis-hit advanced economies dampened demand 
temporarily. 

üFirms and financial institutions have rebuilt balance sheets and inventory restocking, and they 
are beginning to invest and hire, though at a slow pace. 

üMonetary policies in advanced economies remain loose ï ample liquidity to spur growth.  

I. Global economy: Hitting a soft patch, quicksand or stagflation? 
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Short term outlook: Stagflation fears have eased 
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I. Global economy: Hitting a soft patch, quicksand or stagflation? 
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Consumer inflation stabilizing as deflation fears in 
advanced economies receded 
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CPI rising above trend in the US and EU while 
Japan's CPI turned marginally positive 

Japan 

US 

EU 

Consumer price inflation remains high 

in developing economies while 

deflation fears have disappeared in 

advanced economies, particularly in 

Japan. 

Headline inflation in the US and EU 

has risen above trend but growth, 

though weak, remains positive. Japan 

recovering from deflation with positive 

CPI in May 2011.  

Baseline scenario: Weak growth with above trend CPI inflation. 
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Short term outlook: Stagflation fears have eased 
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I. Global economy: Hitting a soft patch, quicksand or stagflation? 
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Rising inflation has slowly eroded the price 
competitiveness of large emerging economies 
Real effective exchange rate, 2005 = 100 
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Inflation expected to be remain relatively high in 
emerging economies 
CPI annual change (%) 
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Commodity prices have begun easing in recent 
months 

(contôd) 


