The world in recession: How bad do you want it to be?

You could be forgiven for being confused if you were in search of a clear answer concerning the state of the global economy. How bad is it? The answer would seem to be, how bad do you want it to be? The doom mongers and the optimists can be found in equal measure. 

Economists seem unanimous on one issue, that the global slowdown is being felt across all regions of the world, it is a truly global recession, the most marked for the past twenty years. As for the depth of the recession, well that’s another question.

Interestingly, it appears that the most doom-laden predictions for 2002 are coming from official sources such as the IMF and United Nations. The IMF is predicting a modest growth in the global economy of 2.4 per cent, below the threshold that is generally held to be characteristic of a global recession. The UN is far less optimistic than the IMF: it anticipates growth will be no greater than 1.5 per cent in 2002. It predicts that global trade, which grew by just 0.8 per cent in 2001, will improve to a modest 3 per cent in 2002, which would still make it lower than any since 1991. With only a slow recovery in foreign direct investment, and continuing weakness in the US economy (such as a historically low saving rate and historically high level of private-sector debt), the UN is certainly not what you would call ‘up-beat’ about the global economy’s prospects. But some are!

Recent confidence surveys in both Europe and America suggest, that although fragile, a steady recovery of the global economy in 2002 is a real possibility. In the USA, indices have shown improvements in factory activity, growth in the service sector, and continued strength in consumer demand. In the UK, the Engineering Employers Federation Quarterly Survey predicts a significant pick-up in orders. It suggests that inventory levels are recovering, and there are signs of prices becoming more robust. CBI data also point to strong retail sales and buoyant house price, both key indicators of an expanding economy

The questions raised over the depth of the recession are also mirrored in the debate over how long it will take for the global economy to recover. Opinion differs as to whether the recovery will be an optimistic V-shaped, or a pessimistic U-shaped.

V-shaped pundits point to the fact that the economic fundamentals in the USA and Europe are sound. With lower interest rates and some rationalisation by business, output and growth will bounce back, pushing up profitability and share prices.

Some are less convinced by the idea of such a rebound. They point to the fact that the current recession has been led by a drop in business spending. Consumer spending has remained high. Hence the likelihood that additional consumer spending, as traditionally argued, will lead to recovery, is unlikely. With a low saving ratio, high personal debt and low inflation (which is curtailing wage growth), additional boosts to consumer spending are severely limited. Under such conditions, the argument goes that recovery will be slow and unlikely to be significant until the end of 2002 at the earliest. The most pessimistic pessimists go even further and suggest that America and Europe might be entering a period of Japanese-style stagnation, with a protracted period of economic restructuring and depressed business performance.

So who will be shown to be right? Time will tell, or will it!!

Want to find out more? 

The path of recovery depends very much on business and consumer expectations. Sloman Economics (4th ed) Box 16.5, Sloman Essentials of Economics (2nd ed) Box 8.3, and Sloman and Sutcliffe Economics for Business 2nd (ed) Box 28.1, all considers the relationship between economic indicators, business confidence and investment in the European Union. The business cycle is analysed in Sloman Economics (4th ed) Chapters 13, 16 and 21, Sloman Essentials of Economics (2nd ed) Chapter 7, 8 and 10, and Sloman and Sutcliffe Economics for Business 2nd (ed) Chapters 25 and 28.

