





Financial 30 September 2008). The sharp fall in these markets Chart 4: GDP growth forecasts
probably also nally put paid to the hypothesis that the emerging
economies of the world, led by China and India, had decoupled
from the US economy. After all, what does globalisation mean if it
does not mean greater interconnectivity?
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Chart 3: Equity indices since January 2007
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Chart 5 shows projections for consumer price in ation (CPI) in 2008
and 2009. In ation expectations have risen across the G4 during
23)‘?7 2"33; 230‘5”7 ZSO‘BF; 2%32 z“ggrs ZJO‘B% ?ggé the past three months. In the euro area and in the UK, in ation is
expected to come in above target both this year and next. Much
— DJ Euro Stoxx 50 Nikkei 225 === S&P 500 of the recent spike in in ation has re ected past increases in the
e CTSE 100==== MSCI| World ($) prices of energy and food. With the price of crude oil dropping
back from over $140 per barrel to around $100 per barrel, and with
food commaodity prices easing somewhat in recent weeks, it seems
likely that in ation is now at, or close to, a peak in most developed
economies. Policy makers may at least take some comfort from the
fact in ation is expected to fall next year.
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The economic outlook

The past three months has seen a marked deterioration in growth
prospects across the G4. According to Consensus Economics,

growth is expected to be substantially below trend both this year Chart 5: In ation forecasts

and next in the US, the Euro area, Japan and the UK. Although 5
falling house prices in the US effectively kick-started the ongo-
ing credit crunch, the US is nevertheless expected to outperform 41

other G4 economies. Next year, the US is expected to grow by
1.4%, down from a forecast of 1.7% in June (see Chart 4). The
Euro area and Japan are both expected to grow by 0.9%. The UK,
where house prices are now falling faster than in the early 1990s, is
expected to grow by just 0.6%.
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