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The US remains the main engine of growth for the world economy, but most emerging countries —
including China, India and Russia, are showing buoyant activity, the International Monetary Fund said
yesterday.

The twice-yearly World Economic Outlook contrasted the state of the world’s two most important
regional laggards — Japan and the eurozone. While the Japanese expansion was now well-established,
domestic demand growth in the eurozone remained subdued.

The IMF raised sharply its forecasts for growth in Japan, by 0.8 percentage points from September to
2.8 per cent this year and by 0.5 points to 2.1 per cent in 2007. And, although it raised its growth
forecast for the eurozone to 2 per cent this year, it trimmed its forecast for next year to 1.9 per cent.

The main reason for the downgrade to next year’s figures came from a more pessimistic view of growth
in the Eurozone’s major economies of Germany, France and Italy. *
. o .

!

Although it believed that the expansion in the euro area “seems to be gaining some traction” it said
consumption was still weak leaving the area vulnerable to shocks.

Household consumption was particularly weak in Germany and was expected to remain subdued until
employment picked up and the effect of rising oil prices on incomes wore off.

The IMF listed a number of risks to its 2 per cent growth forecast for the eurozone, including a sharp
rise in the euro and a renewed spike in oil prices. It also said the large rise in house prices in Spain and
Ireland “could pose downside risks to consumption.”

Its assessment of prospects for the eurozone contrast with the more optimistic pronouncements of the
European Central Bank which started raising interest rates in December amid signs that eurozone
economic activity was finally gaining momentum.

While cautioning that there were upside risks fo growth and urging against interest rates being raised too
quickly, it regarded the expansion as increasingly driven by domestic demand and “underpinned by

ast, the IMF regarded the upturn in Japan as “well-grounded” and remained “solidly on track.” .
rising employment, buoyant corporate profits, and a turnaround in bank credit growth.” (7)

Solid domestic demand would propel growth to 2.8 per cent this year, falling back to 2.1 per cent in
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2007.
“Arguably, it would be better for the Chinese economy to avoid this higher inflation route to restoring

external balance since inflation tends to distort markets,” the WTO said. “A more flexible exchange rate
regime could enable China to operate a more independent monetary policy.”

While the IMF upgraded its forecast for global growth this year by more than half a percentage point to
4.9 per cent, it said the giobal economy needed a large fall in the dollar to correct imbalances.

> —_ g
> - —_—
>

Find this article at:
http://news.ft.com/cms/s/d6a0c57a-cfe2-11da-80fb-0000779e2340,s01=1.htm!

™ Check the box to include the list of links referenced in the article.

FT Mob:ie Commumcatzons Conference

8 B ¢ May 2004, The Langham Motel London

et com/mobile 2006

While the global economic outlook is reasonably strong,
the IMF sees dollar depreciation as necessary to correct
large trade and budget deficits.
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The European Central Bank is
widely expected to raise interest
rates by 25 basis points to 275
per cent on Thursday as growth
in industrial output strengthens,”
while the Bank of England will
keep rates on hold at 4.5 per cent -
as recovery in the UK’s manufac-.
turing’ sector remajns more ten- .
tative. . ..
A 50 basis pomts increase this
week by the ECB is a real possi-
.bility according to the Royal
Bank of Scotland, which- high-:
lights upward pressure on core
inflation, a significant increase in "
consumers’ inflation expectations .
and a clear lmprovement in man-
ufacturing and serviceés activity
_in the second quarter. . . .
“Core inflation rates are set to

- rise further in' the immediate

future,” said’ ‘Kevin Gaynor of '
RBS. “Compames are attempting,
to pa.ss on, supply, chain prtoe

and households seem

resigned to: higher inflation -

' ahead.”

Inﬂatlonary- pressures will be”
evident in service sector purchas:
ing. ‘managers’, reports, due out,

 this week, The prices charged by

eurozone companies are rising at ..

" their fastest level for five years,

while the new business measure

" continues to’ stiengthen, pointing

to a further improvement in
activity levels. The employment
measure has risen for six consec-
utive month.s .and. is at the high-
:i‘:e level sincé March 2001, This
in: with:thé European Com-
mission survey that reported the
largest monthly fall in unemploy-
“ment concerns on record. X
a“ Labour market improvemeuts

-15_

* <F
ECB to raise interest rates
as industrial output firms |,

but are expected to pick up.

Eurozone retail sales figures, due
on Wednesday, are ekpec’ted to
show a year-on-year rise from 0.2
per cent in March to 2.4 per cent
in April,

industrial production is forecast
to rise from 3.9 per cent in March
to 4.6 per cent in April, while

Frenchindustrial production’

growth is expected to firm from
1.9 per cent to 2 per cent,
Recovery in the UK’s industrial

sector remains more muted but

survey evidence is pointing to a
gradual improvement as’ global
demand strengthens. HSBC is
forecasting year-on-year growth
to remain unchanged at 0.3 per
cent in April on Thursday. -
The headline measure for UK
service sector PMI is expected to
ease back modestly in May but
attention will focus on the prices

charged measure,’ which” hag’:

risen shm'ply since Jauum'y b

. | ! -k tpnnal
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On Friday, i;rowth in German -
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improvement in May with higher
spending on flat-screen televi-
sions as consumers prepare for |
the football World Cup. - o

Friday brings UK trade data | °

that have been distorted in

‘recent months by valued added 01t

tax fraudsters. The underlying 2000 01 Q2
picture suggests the trade deficit | |

has deteriorated and is acting as [ | | The OECD published composite

a drag on gross domestic product |’

growth and that import prices
are rising, which could push
inflation higher, The consensus
forecast is for the deficit to rise |-

s«mm

based on 5-10 aggregated short-term indicators,
ammdmhh&ﬂ&mhﬂ

Mmlndlem's,

from £5.5bn ($10.4bn, G&bn) in ||| according to OECD composite Expectations

March to £5.9bn in April. - || with last year, come mmmmmmﬁ
The dollar could come under _Mﬁmhﬂmlﬁ!hmnm&ahﬁuhﬂcwmhm

renewed selling pressure with Mdhwmmmﬁhmhm“u

the release of US trade data on teenrarsapre

(€55.4bn, £38bn) in petroleum
imports in the first quarter, up 35
per cent on the same period a
year ago, US oil demand remains
robiist and: the tota] I:rade deﬂcit

Ve
C—

Japan's economy grew. a real
annualised* 8.1 per: “cent in':
the three months to March,’
acoordmg to revised figures
released’ yesterday i
The' data’ gave. further,

reassurancethat Japan is on’

achleve 1ts Iongest
recovery.~ -

compared with a prelim-
inary’. number ‘showing real
annualised growth. in g:ross
domestid product ‘of 1.9 per -
cent! ii’ the March guarter, .
That: number, less than half

the previous quarter’s annu-.

alised; growth, had disap-
pomt.ed some observers:
Quar{er-on ‘quarter gross

cent, compared w1th a pre-
F 9.

tional volatihty and do not -
" reflect Japan's economic fun-
damentals, economists have .
speculated that the Bold
would find it hard to raise

per ‘cent. ; :
.]apanese GDP um
“are’ frequently’ revised and:

" the new set of data is more ',
Gin lme with onglnal fore-_

However economists smd :

_'the Bank of Japan, which is

keen t0 end its zero interest;
“rate policy. within thé next:

few months, Takehlrp Sato,
-ecohomist * - at

encouraging.

Japan's henchmark lekei.-

the new figure would help

‘Morgan
Stan]ey, said: I know ‘the:
BoJ is getting quite ner\rous;_'
at the equity markets, so .
today’s upward revisiou 13'-

domestic- product growth index has lost nearly a fifth

was’ rensed up from 0.5 to of its value since peaking in.

0.8 per cent, Annualised -March. Although falls have
nommal growth grew 1.6 per beeni preclpltated by mtema_

rates while markets were

The lekex index Tose for
the second day running yes-
terday after a straight week,

" of decline, putting on 0.56

per cent to end up 82.17
points at 14,833.01.

Richard Jerram, economist .

at Macquarie Securities. in
Tokyo, said Japan’s. eco-
nomic recovery had become
much  better .
between exports and domes-
‘tic demand. The latter had
been pushed along by robust
capital spending and gradu-
ally rising consumer confi-

_'- Jesper koll, economist at

_per. cent, compared with an

_ cent. Exports rose 2.7 per
cent but were outstripped by |

balanced .

. rose 0.1 per cent, a good sign

Mernll Lynch, said the
domestic demand story
remained intact, as - profits
gradually fed into better job
security, higher wages and
rising consumer mnﬂdenoe
Amrmng ‘to revised fig-
ures, personal spending,
which accounts for 55 per
cent of GDP, rose a real 0.5

initially reported 0.4 per

imports, which increased 3.5
_per cent.

The fact that gr_owth is
domestically led is “ideal”,
said Mr Sato, “This implies
Japan’s economy is resilient
to external shocks.”. The
domestic demand deflator, a
broad measure of prices,
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deflation is being defeated.




Good News: World’s 2"d largest economy emerges
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JAPAN: THE SUN FINALLY RISES

' It___ftas takenalongtlme,butcorp te and fi
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Japan’s economy has, at last, succeeded in
emerging from its prolonged adjustment phase,
which continued for more than a decade, and has
embarked on a sustainable growth path with price
stability.

Toshihiko Fukui
Governor of the Bank of Japan
March 16, 2006

Iinto The Light?

Japan's economic performance during the past 15
years has been the worst of any major industrial-
ized country since the Great Depression, reflect-
ing a classic case of post-bubble economic and
financial fallout, compounded by disastrous policy
errors. Real GDP increased at an annualized pace
of only 1.5% between end-1989 and end-2005, half

the rate of U.S. growth.” However, the country does

seem to be finally moving from the economic dark-

ness into the light.

The key reason for optimism is the major progress in

unwinding the large excesses and imbalances that

were the legacy of the burst asset bubhble The car-

porate sector is now in good health, the banking sys-

tem is_making good progress in strengthening

balance sheets, and the era of deflation is drawing

to a close. Moreover, policymakers are unlikely to re-

peat the previous mistake of tightening prematurely.

The equity market has already responded to the
improved outiook, with the TOPIX index rising by
more than 40% in the second half of last year. Since
then, the index has consolidated, but has just edged
above a major resistance level where it peaked on

' The contrast is even starker in nominal terms with

annualized growth of 1.1% in Japan and 5.3% in the U.S.
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CHART 1
Breaking To The Upside
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four previous occasions (Chart 1). If this breakout is
sustained, it will cement the view that Japan's fortunes
have indeed changed for the better.

Before bringing out the champagne, itis important
to remember that Japan still faces three serious
structural challenges: a rapidly aging population, a
grim fiscal situation, and a highly inefficient service
sector. These are well-known problems and should
already be at least partly discounted in the mar-
kets. However, they do create the potential for
negative surprises over the medium term.

On balance, we share the positive view of the
outlook for the next year or so. The stock market
still has upside potential, and the currency should
appreciate. Thus, global investors will benefit by
having overweight positions in Japanese equities.
The corollary is that a return to economic health is
bearish for Japanese bonds. The longer-run outlook
is still shrouded in uncertainty. The potential for
sustained growth is certainly there, but much will

depend on whether policymakers take the tough
action necessary to deal with the difficult structural
backdrop.

Working Through The
Post-Bubble Adjustment

During Japan’s boom years of the 1980s, there was
massive investment in unproductive areas (espe-
cially real estate), financed by banks using very lax
lending standards. The subsequent bust left the
economy with a crushing burden of excess labor
and capital, and a wrecked banking system. If that
was not bad enough, a timid and delayed response
by the Bank of Japan (BoJ) allowed the economy
to slip into deflation, and this was exacerbated by
some misguided fiscal restraint.

The remarkable aspect of Japan's post-bubble
experience was how long it took for the authorities
to realize the severity of the situation and take
appropriate action. For example, the BoJ only
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CHART 11
The Fiscal Situation Is Grim

% %

AS A % OF GDP:

—— GOVERNMENT OUTLAYS

=== GOVERNMENT
RECEIPTS

38

34

30 == et N L 4 a0

CYCLICALLY-ADJUSTED GOVERNMENT -
% — BALANCE AS A % OF POTENTIAL GDP — %

GOVERNMENT DEBT AS A % OF GDP:

160 - ™ GROSS
~== NET

120 - 4 120

e © BCA Research 2006
[N N [ A N T N Yy O |

1988 1930 1992 1994 1996 1998 2000 2002 2004 2006 2008
SOURCE: OECD

Structural Challenges

It is well known that Japan faces severe demo-
graphic problems because of its rapidly aging popu-
lation. The ratio of those of working age (15 to 64)

to those over 64 - ~3-nrthe
past 20 years and is projected to fall 1o onlytwe in
ast £U years ang. )

the coming decade. In comparison, inthe U S there

is projected to be 5 people of working age f -
ery retiree by 2015 (Chart 10).

The rolling five-year growth rate of the 15-64 year
age cohort has already dropped below zero in Ja-
pan and will move deeper into negative territory in
the years ahead. Conversely, growth in the U.S. will
slow, but will stay positive.
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CHART 10
A Demographic Nightmare
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Demographic trends in Japan will have powerful
effects. It is clearly very negative for fiscal trends as
fewer taxpayers will be supporting a rising number
of elderly who will require pensions and increasing
amounts of medical care. At the same time, a fall-
ing labor force implies a very low growth rate for
potential GDP — probably in the 1% to 1%2% range
over the medium term. Moreover, an aging popu-

[ation is not likely to be dynamic or conducive to
accelerating productivity growth.

As the population ages, Japan's high saving rate
should come down, as should its trade surplus. For-
tunately for Japan, it is a huge international credi-
tor nation, and it may increasingly become a rentier
nation, living off the income of its overseas assets.

Japan could partially solve its demographic crisis
with more immigration, but that seems unlikely to
occur any time soon. This means that there will not
be any rapid economic grow'th to bail the country
out of its fiscal mess. The authorities face the

Publications Ltd. All Rights Reserved. Refer to last page.



" ulative” m:Pey flowed: not™only into copper and

. maybe some of the speculative mvestments can
. hang on. !

~ the markets, have to-have our hand held by a -

tossing money. at the problem.

" cial markets. Speculators borrowed at tiny inter-

fari oF (nclear éfcef%m Qre j/@/%zﬂ Ceyrived
banks "/’ W&/ﬂ 40 ptuch?

As global growth |mproves central banks increase tlghtenlng

“Ts Easy Money Gomg
Down the Drain?

Anxious Markets Closely Watch
Push by World’s Central Banks
To Cut Oﬁ" a Speculatwe Binge

" By E.S. BROWNING é«b’%

And ‘JUSTIN LAHART -

HEPROBLEMS ROILING the world's finan-
cial markets lately can be summarized in a
simple sentence: Central bankers'are drain-
ing away some of the easy money that has made A A 3 .
_investors’ lives comfortable for years. - ‘ i : - W . s . B
Whether once-hot investments such as Flonda ; / j £
condos clevelopmg—country stocks, gold and cop-
per recover or continue to -
= cool could depend on how se-
ABREA.ST or: rious the central bankers de-' .
THE MARKET . cide to be. If they keep mop- -
ping up the excess liquid. ' &
cash they had helped pour into the markets, they
will eventually slake the world’s thirst for specula-
tive investments, forcing investors toward estab- -
lished stocks, government bonds and other safe
investments. If they decide to go easy, as Japa-.
nese officials recently have been doing, then

“The questlbn of our time is how much do we,

promise from the central banks to always be kind
and gentle,” says Paul McCulley, a fund manager g
and econorhist for bond-fund giant Paclflc Invest~ o
“ 'ment Managemient Co. .
The situation stems from the painful 2000 2002

bear market. Fearing price deflation that would
cause a recession or even depression, central
bankers slashed rates and pumped money into the
world’s financial system by buying bonds, funnel- : |
ing deposits into commercial banks and generally_..

They .avoided economic disaster. But the side -
effect was an eruption of questionable invest-
ments. Companies couldn’t use all that cash to
build businesses, so a lot wound up in'the finan-

est rates in Asia and profited by buying higher-
yielding bonds in the U.S. Americans loaded up on’
cheap mortgages, plasma television sets and real .
estate. Wrth the world economy booming, the spec- -

zine, but also into gold; silver—even timberland:
Many investment pros think those speculative

days are gone. “My brother-in-law is no longer
flipping condos in Miami. His credit line has been .
-+ Please Turn to Page C7, Column . - '

Global tightening may hit smaller emerging markets hardest...



The fear of central bank
tightening is one factor
driving the current
round of global market
turmoil....
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of the power of the free market -
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Eamlngs Sull Solld So Far

But traders fear rate h||<es
meant to curb’ inflation
could 1ngger a slowdown

BY I.AI.IRA HAHDAIO :
INVESTOR s BUSINESS DAIILY

Angst - about growth prospecls

pummeled commodities and glo—

balstocks again Tuesday. = .

Gold and copper futures fell 7%,

_ extending major losses. Oil prices

dropped $1.80 ta $68,56 abarrel a
‘two-month closinglow. -

641,1-point loss was its worst since
Sept. 12, 2001. London’s FTSE 100

Investors. pummeled stocks in
Colombia, Russia and Turkey. In-
dian stocks fell 4.4%, wiping out

their 2006 gains.
" Over the last 25 sessions, emerg-
ing market stocks tracked by Mor-

plunged 21%. That’s the steepest
fallsince1998 during the Asian eri-
* sis, said researcher ISI Group.

S&P 500shed 1%.
cused on fighting | inflation, they’ll

-Richards,a small~ and rmdcap eq-
 uitystrategist. .

mflatlon ‘expectations are reced-
ing and growth risks are nsmg
said David 'Rosenberg, North
‘American economist for Memll
Lynch,inanote. ~ =

Just over a month ago, nsmg
stocks, metals and long-term rates
flashed inflation alarms while the
| Federal Reserve mulled a pause..
Then ‘Chairman Ben Bernanke

and other Fed officials made infla-

tion risks their top priority.

- Japan’s Nikkeiindex fe]]4 1%.1ts

slid18%toa 6-month elosmglow ,_

gan Stanley’s MSCI index have -

Us. stocksfel],butnotashard' :
The Nasdaq lost 09% and the :

; “Themarket'ssaymgwe rewor— '
ried that the Fed will be so fo--

lqll growth, parucularly earnings
growth,” said Citigroup’s Albert .

““The ‘markets ‘are sendmg the
central bankers a message — — that
* sluggish hiring and high gas pric- -
: esmayﬁnallytakethelrtoll _

‘Small business optimism is near -

' -yearlows,saystheNatmnalFed 3
" erationof Independent Business.

_ As Worries Spread
of Coolmg Growth

prices and Tuesday of core pro-'.'-' :
ducer prices failed to ‘boost infla-

tion expectations. TInstead, Iong-_' ¥on

termyields have contmued to fall.
- The10-year Treasuryt rateis :
4.97%, well off early May’s four

‘year high and below ‘two-year r
- yields. Suchyield curveﬂmversmns
. have often preceded recession. .

Nearlyhalf of global fund manag-
ers surveyed last week by Merrill

Lynch expect worldwide growth_ .

to slow over the next year vs, just " .
14% in May. They’ve boosted cash

levels to historically high levels[f' - I"

(See Mutual Funds onA7. )
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Us. growth is expected to coo]"-"
from the first quarter’s ‘blowout
5.3% pace. Some Wall Street firms

- see second-quarfer growth near
2%. But many still see’ growth

near thelong-term trend of 3.4%.
May retail sales rose just 0.1%, -
Commierce said ’I‘uesday 0uts1de

- autos, they climbed asolid 0.5%." l]

But a slowing housing market,

Still, S&P 500 ﬁnnsareexpected- .
to report an 11.2% gain in second- *
quarter profits, the 12th straight
period of double-digit gains. -

Overseas_data also have been
solid. Chinese retail sales jumped
14.2% in May, the fastest yearly

60 Changeslnce Dec 31 20[!4 ol




Fear of Central bank tightening may be overblown as
Commercial banks have not reduced credit availability....

Senior Loan Officer Opinion Survey: Net Percentage of Domestic Resj
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