








Chart 5: GDP Growth forecasts We end this quarter’s Investment Review with Chart 7 that shows
both the state of government deficits before the 2007 to 2009 crisis

©
< > and the economists’ forecast for fiscal deficits for this year and next.
§ 30 Compared with the pre-crisis fiscal positions, deficits expressed a
S 25 percentage of GDP have deteriorated rapidly, and although some
o 20 [ small improvement is expected in the G4 (with the exception of
S 15 B Japan) these improvements are relatively small. This chart underlines
ﬁ 10 - that the journey from fiscal laxity to fiscal prudence is expected to
E 05 — be a very long one indeed, but it will be longer still if the global
00 economy experiences a double dip.
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Chart 7: Government budget balance

Source: Consensus Economics
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Against this expected growth backdrop, Chart 6 shows that 3
e}
economists remain relatively unconcerned about the inflation £ -0.06
ﬂ)
outlook, although they do expect an increase in US inflation from E -008
around 1% at the end of 2010 to 2% by the end of 2011. The UK g 010
picture appears relatively benign, but this survey was conducted v
-0.12

before the Chancellor’s recent announcement that VAT will increase Us
from 17.5% to 20%. This tax increase will have a significant,
positive effect on headline consumer price indices in the UK, and
has the potential to push the UK inflation rate well above the MPC’s
target range.
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Chart 6: Inflation forecasts
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