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Outline of the Presentation

• Global Economic Environment Is Still Benign
• Some Risks Loom Large
• U.S. – Mid-Cycle Correction or Something Worse?
• Europe – Can the Rebound Be Sustained?
• Japan – Is the “Great Stagnation” Finally Over?
• China – Can the Government Engineer a Cooling 

Down Without Triggering a Hard Landing?
• A Review of Australian Trade
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OECD Leading Indicators Signal a Slowdown
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The Global Economic Environment Is Still Benign

• Inflation is still tame, despite high oil 
prices

• Monetary policy has become more 
restrictive, but interest rates are still low

• Fiscal policy is also fairly loose
• Exchange rate volatility has been 

remarkably low – and is likely to remain 
muted

• Developed economies have been able to 
shrug off terrorist attacks – thanks to 
large diversified economies

• Perhaps the most notable trend of the 
last few years has been the resilience of 
the world economy in the face of multiple 
shocks
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Most Policy Interest Rates Are Rising
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Some Risks Loom Large

• Global downturn triggered by the 
U.S.

• Higher oil prices
• Housing crashes in the U.S.,               

U.K., Australia, Spain, Sweden, 
France, Ireland, Belgium, and 
Denmark

• A hard landing of the U.S. dollar
• “False dawns” in Europe & Japan
• Hard landing in China
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Cumulative percent change, 1997-2006

Home Prices Have Soared in Many Countries
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Household Savings in 2005
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World Real GDP Growth Contributions
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U.S. – Mid-Cycle Correction or Something Worse?

• Growth is slowing towards 2%                                    
- A recession is unlikely

• Consumption momentum is weakening,                              
but household balance sheets are 
strong

• Housing is headed for a bumpy landing
• Core inflation is still edging higher;                          

the Fed may not yet be done raising 
rates

• U.S. dollar will fall further, boost 
exports

• Capital spending will remain strong –
the corporate sector is in excellent 
heath

….but soft landings are rare.

Short-term risks
Inflation & interest rates 

continue to rise
Hard landing for housing

Higher oil prices
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U.S. Economic Growth Has Slowed
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Eurozone – Can the Rebound Be Sustained?
• Good news: Capital spending and 

exports have strengthened
• Business confidence remains much 

stronger than consumer confidence
• Good news: Inflation remains tame 

and unemployment has fallen
• Key uncertainty: When will 

consumer spending recover?
• Key uncertainty: How much will 

growth decelerate this year and 
next year?

• Long-term structural challenges 
remain enormous 

Poor productivity growth
Aging populations
High unemployment rates
Labor/product market rigidities

Short-term headwinds
Rising interest rates

A stronger Euro
Tighter fiscal policy

Higher oil prices
U.S. downturn – will Europe 

be able to de-couple?
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Western Europe’s Economic Growth
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Japan – Is the “Great Stagnation” Finally Over?

• Corporate and financial 
restructuring has come a long 
way – but the adjustment is 
still incomplete

• A more pro-active monetary 
policy is bringing an end to the 
era of deflation

• The growth rebound has been 
broad-based, but growth is 
decelerating

• The yen is still weak –
especially against the euro

Short-term challenges
A stronger yen

Higher interest rates
Tighter fiscal policy

Higher oil prices
U.S./China downturns

Long-term challenges
Rapidly aging population

High debt levels
Inefficient service sector
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Asia is Supporting World Growth

• Asia will remain a powerhouse of global growth
• Momentum is shifting from exports to domestic 

demand, resulting in more balanced growth
• Central banks are gradually raising interest rates 

to counter price pressures, fiscal policies will stay 
conservative

• CPI inflation in Asia (excluding Japan) is in the 3.0-
3.5% range but varies widely across countries

• High saving rates mean that these economies will 
continue to be capital exporters

• Exchange rates across Asia will rise as part of a 
global trade adjustment

• However, the region remains very vulnerable to 
hard landings in the U.S. and China
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Real GDP Growth in Asia/Pacific Economies
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China

• Second quarter growth (11.3%) 
was the fastest in a decade

• The ratio of fixed investment as 
a share of GDP has risen from 
36.1% in 2002 to 48.6% in 2005

• The trade surplus is ballooning
• Credit growth has been largely 

out of control
• The government is trying to cool 

down the economy with modest 
interest rate hikes and 
administrative credit controls –
so far with little success

• The renminbi will be                
allowed to appreciate                  
about 3% annually through 2009

• There is a growing risk that 
China’s blunt macro policy 
instruments will trigger a 
pronounced downturn

• A China hard landing would hurt 
most Asian economies , along 
with commodity exporters such 
as Australia, South Africa, Brazil 
and Canada

Can the Government Engineer a Cool Down 
Without Triggering a Recession?
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Bottom Line

• World economic growth will slow in 2007
• A U.S. (and possibly Chinese) “soft landing” is unlikely to be 

offset by faster growth in Europe and Japan
• Good news: inflation and interest rates will remain low
• Good news: fiscal and monetary policies are not excessively 

tight
• The most likely adjustment to global imbalances will continue 

to be further dollar depreciation
• Risks

A disruption of energy supplies and much higher oil prices
Higher inflation and interest rates
Housing crashes
Hard landings in the U.S. and China

Growth will slow, but no recession is likely in 2007



Australian Trade: 
Asia & The World
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Global Volume of Containerized Trade

Source: Global Insight World Service and World Trade Service
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Shifting Change in Source of Imports by Value
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Source of Containerized Imports
China & rest of Far East = China & rest of Far East = 48% 48% in 2007in 2007

-

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

2000 2001 2002 2003 2004 2005 2006 2007 2008

Th
ou

sa
nd

s
To

ns

China/Hong Kong
Far East (ex. China/ Hong Kong)
Indian SubContinent
EU 25
North America



Copyright © 2006 Global Insight, Inc. 32

Value / Volume Growth Relationships
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The Value / Volume Relationship…

51%52%
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…another perspective.
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Australia’s Raw Materials Exports Dominate by Value

5,416,546

6,606,500

7,751,937

15,365,263

22,517,665

55%60%
Sugar

Paper, Paperboard & Products

Cotton

Beverages

Non-Ferrous Metals

Vegetables & Fruits: 
Non-Refrigerated

Tobacco

Meat, Dairy, & Fish 
Requiring Refrigeration

Commodity / Year

Container Tonnes

541,246

576,385

577,886

694,759

729,931

759,229

1,306,959

1,389,389

2006

4%

5%

5%

6%

6%

6%

11%

12%

6%Non-Ferrous Metals

7%
Meat, Dairy, & Fish 
Requiring Refrigeration

8%Crude Petroleum

16%Coal

23%Ores & Scrap

2006Commodity / Year

Exports by Value $ ‘000



Copyright © 2006 Global Insight, Inc. 35

Australasia Export Trade: 2007
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Import Trade Outlook
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That’s a Wrap….Questions?
Ben Hackett

Executive Managing Director, Global 
Trade & Transportation
Advisory Services Division 
TEL: (202) 481-9218 
FAX: (202) 481-9301 
EMAIL: ben.hackett@globalinsight.com


