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ECONOMIC PREDICTIONS FOR 2010
NARIMAN BEHRAVESH, IHS CHIEF ECONOMIST

The U.S and world economies have emerged from recession, and the recovery process has begun. Unfortunately,

for most developed economies, this recovery will not feel like one in its early stages. Strong tailwinds (policy

stimulus,

improved financial conditions, and pent-up demand) are being partially neutralized by equally strong

headwinds (rising unemployment rates, lingering hangovers from housing bubbles and the financial crisis, and the

likely winding down of fiscal stimulus). Consequently, global GDP will grow only 2.8% in 2010— much better than

the 2.0% drop in 2009, but well below the 3.5-4.0% trend rate of growth for the world economy. Most emerging

markets, particularly Asia, will outpace the developed economies next year. The U.S. economic recovery will begin

the year slowly, but Europe and Japan will rebound even more slowly.

THE U.S. RECOVERY WILL START SLOWLY.

IHS expects U.S. growth to be stuck in a 2.0—-2.5% range for much of 2010. While housing and capital
spending on equipment are expected to show respectable gains, with consumer spending rising just 1.8%,
stronger gross domestic product (GDP) growth will be impossible. One of the bhiggest drags on spending by
households will be the unemployment rate, which should move up to around 10.5% during the first quarter.

EUROPE AND JAPAN WILL REBOUND EVEN MORE SLOWLY THAN THE
UNITED STATES.

Europe and Japan suffered through deeper recessions than the United States and are likely to see more
modest recoveries. The Eurozone and the U.K. economies are expected to grow 0.9% and 0.8%, respectively,
in 2010. Some West European economies—Iceland, Ireland, and Spain—will continue to contract next
year as the aftershocks of the housing bubbles and financial crises take their toll. Japan, on the other hand,
will do better with GDP growth of 1.4%.

MOST EMERGING MARKETS —ESPECIALLY IN ASIA — WILL OUTPACE THE
DEVELOPED ECONOMIES.

Growth in all the emerging regions will recover in 2010 and, with the possible exception of Emerging Europe,
will outpace the United States, Europe, and Japan. Non-Japan Asia will be at the forefront, with GDP
growth of 7.1%. Latin America, the Middle East, and Africa will see gains in the 3—4% range. The laggard
will be Emerging Europe, which will expand only 1.7%.
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%INTEREST RATES IN THE G-8 ECONOMIES WILL REMAIN VERY LOW.
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While some central banks (notably in Australia, Israel, and Norway) have already started to raise interest
rates, the Federal Reserve, European Central Bank, Bank of England, and the Bank of Japan are unlikely to
raise rates before the third quarter of 2010. Nevertheless, some Asian central banks, notably the Reserve
Bank of India and the People’s Bank of China, may pull the trigger sooner—in the first or second quarters.

FISCAL STIMULUS WILL BEGIN TO EASE.

Aggressive fiscal stimulus by some countries (especially the United States and China) helped to cushion the
blow of the financial meltdown a year ago. With that crisis now over, though, most countries have no plans
for further stimulus, and some are set to tighten (e.g., the January boost in the value-added tax in the United
Kingdom). Even in the United States, where there is talk of a second stimulus package, there is no money
for anything more than a symbolic attempt to relieve some of the pain from job losses.

- COMMODITY PRICES WILL MOVE SIDEWAYS.

The extent of the recent rise in commodity prices cannot be justified given the slow pace of the recovery.
Some of the increase can only be attributed to investor activity. As such, IHS believes that oil and other
commodity prices will likely soften in the coming months. Specifically, oil prices are expected to fall from
current levels (in the $75—80/barrel range) to around $65/barrel by next spring, before gradually moving
above $70/barrel by the end of 2010 as the global recovery picks up steam.

INFLATION WILL (MOSTLY) NOT BE A PROBLEM.

In most regions of the world, inflation will remain tame. Rising unemployment rates will put a big damper on
wage increases, and large amounts of excess capacity worldwide will limit the ability of businesses to raise
prices. The only inflationary pressures will be in countries that are growing rapidly (mostly in Asia) and
countries that peg (or closely tie) their currencies to the dollar (principally in the Middle East and Asia).

AFTER IMPROVING FOR A WHILE, GLOBAL IMBALANCES WILL
WORSEN AGAIN.

The deep U.S. recession was a key factor in the current-account deficit plunging from more than
$700 billion in 2008 to near $450 billion in 2009. Nevertheless, IHS expects this deficit to widen by about
$90 billion in 2010. Some of this is because the U.S. economy will be growing faster than most other
developed economies, but continuing dependence on export-led growth in several large economies
(e.g., Germany, China, and the rest of Asia) is also a factor.

THE DOLLAR MAY STRENGTHEN A LITTLE, IT IS ON A DOWNWARD
GLIDE PATH.

Given the slightly better prospects for the U.S. economy, relative to those of Europe and Japan, the dollar
is likely oversold. This means there could be a slight appreciation in the coming months. Nevertheless,
given that the progress on reducing global imbalances has been temporary, the downward pressure on the
dollar will continue. This downward movement is likely to be the greatest against emerging-market currencies
because of stronger growth prospects in those economies.

THE RISK OF A “HARD W” IS STILL UNCOMFORTABLY HIGH.

There is about a one-in-five chance of a double-dip or “hard W” downturn. This could be triggered by any
number of factors, including a premature tightening of fiscal and/or monetary policies, a major retrenchment
of consumer spending in the face of rising unemployment, a sharp and sustained rise in oil prices (either
because of a supply disruption or increased speculative activity), and the failure of a few large financial
institutions. It would probably take some combination of these factors to drag global growth back into
negative territory.
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