








Chart 6: GDP Growth torecasts
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But as Chart 7 shows, despite the fairly sharp acceleration in growth
expected over the next two years, particularly in the US, the
respondents to the Consensus Economics survey expect only a mild
pickup in inflation in the US and the Eurozone and for inflation in
Japan to be less negative. And in the UK CPI inflation (the MPC's
target) and RPIX (the MPC’s old target) are both expected to fall.
How can we square the circle of accelerating growth and broadly
stable or receding inflationary pressures? The answer could be the
considerable amount of spare capacity created by the worst global
recession for decades. Once this capacity has been used up then
further growth, without offsetting monetary policy action, could see
inflation rise more significantly.

Chart 7: Inflation forecasts
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One of the problems for policy makers is determining how much
spare capacity exists at any one time. One measure of spare capacity
is unemployment. High levels of unemployment are consistent with
the view that there may be significant spare capacity in an economy
for strong growth not to put upward pressure on wages and prices.
This quarter we have presented the Consensus survey expectations
for unemployment across the G4. These forecasts are presented in
Chart 8. This chart suggests that although growth is expected to be
relatively strong, unemployment levels are expected to remain
largely unaffected by the recovery this year and next.

In the past unemployment has typically tended to fall once
economic growth is well established, it seems that there is a general

expectation that this recovery will be no exception.

Chart 8: Unemployment forecasts
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