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Notes

The World Economic Survey (WES) assesses worldwide economic trends by polling transnational
as well as national organizations worldwide about current economic developments in the respec-
tive country. This allows for a rapid up-to-date assessment of the economic situation prevailing aro-
und the world. In October 2003 some 1,078 economic experts in 91 countries were polled.

WES is conducted in co-operation with the International Chamber of Commerce (ICC) in Paris
and receives financial support from the European Commission.

Methodology and Evaluation Technique

The questionnaire focuses on qualitative information: on assessment of a country’s general eco-
nomic situation and expectations regarding important economic indicators. It has proved to be a
useful tool since economic changes are revealed earlier than by traditional business statistics.

The individual replies are combined for each country without weighting. The “grading” procedu-
re consists in giving a grade of 9 to positive replies (+), a grade of 5 to indifferent replies (=) and
a grade of 1 to negative (-) replies. Grades within the range of 5 to 9 indicate that positive answers
prevail or that a majority expects trends to increase, whereas grades within the range of 1 to 5 re-
veal predominantly negative replies or expectations of decreasing trends.

The survey results are published as aggregated data. The aggregation procedure is based on coun-
try classifications. Within each country group or region, the country results are weighted accor-
ding to the share of the specific country’s exports and imports in total world trade.

Center for Economic Studies is an institute within the department of economics of Ludwig-Maxi-
milians-University. Its research concentrates on public finance aspects of the economy, but also
includes many diverging fields of economics.

Ifo Institute for Economic Research ist one of the largest economic research institutes in Ger-
many with a three-fold orientation: to conduct economic research, to offer advice to economic
policy-makers and to provide services for the research and business communities. The Ifo Insti-
tute is internationally renowned for its business surveys.

CESifo is the name under which the international service products and research results of both
organizations are published.



WOoORLD EcONOMY:
WORLD EcoNoMIC CLIMATE IMPROVED
CONSIDERABLE

In October 2003 the World Economic Climate
has improved strongly. The overall climate indicator
surpassed its long-term average (1982-2002: 94.1)
and is now at 100.2 compared to 91.3 in the July sur-
vey. This strong improvement resulted from both
more favourable assessment of the current econom-
ic situation as well as from highly positive expecta-
tions for the coming six months (see Figure 1).

World economy: Onset of a global
economic recovery

The improvement of the economic climate index
set in already by the end of April! this year after the
end of the Saddam regime in Iraq. In July the posi-
tive trend of economic expectations gained more
momentum, and finally in the October 2003 poll,
the upward movement of the indicator became
clearly pronounced (see Figure 2 and Box 1).

After three consecutive, positive survey results and
now that the assessments of the current economic
situation are beginning to follow positive econom-
ic expectations in almost all regions, the latest sur-
vey results can be interpreted as the onset of a
global economic recovery.

Western Europe: Better economic climate

According to the recent survey

results, both the assessment of Figure 1
the current economic situation
and the expectations for eco- 13y 19957100

Although the economic climate improved, on aver-
age, in Western Europe in October, the vast major-
ity of WES experts surveyed in this region judged
the present economic situation of their countries to
be below a “satisfactory” level. In particular, in
Belgium, Austria, Germany, Italy, Portugal, the
Netherlands and Switzerland the assessments of the
present economic situation — though slightly more
favourable than in the previous survey — remained
in the negative territory. However, in all these
countries the outlook for the first half of 2004 is
very optimistic.

In Northern European countries, that is in
Denmark, Finland, Norway and Sweden, and also
in the United Kingdom and Ireland, the present
economic situation was assessed as satisfactory.
The panel’s forecast for the coming six months
reflects a stabilization of the current positive state.
But also in two Southern European countries — in
Greece and Spain — the downturn of economic cli-
mate index that set in by the end of 2000 reversed
before reaching negative territory in line with the
general business sentiments in Europe (see Figure
7a/b and Box 2). The only exception to this positive
trend was France, the second large economy of the
region. The present economic performance wors-
ened in October, according to French WES experts.
But the prospects for the coming six months are
very positive.

IFO WORLD ECONOMIC CLIMATE*

nomic development in the next
six months point to an im-
provement of the economic cli-
mate in Western Europe (see
Figures 3 and 4).

I A separate analysis of survey data that
came before and after 15 April 2003
showed striking differences. In the first

group, world economic climate was signif- 60 |

long-term average 1982-2002

icantly lower than in the January survey

(79.6 compared to 85.9). In the second
group, i.e. responses submitted after April
15, the overall indicator stood at 86.8 and
thus slightly higher than in January 2003
(85.9).

50 .

82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03
* Arithmetic mean of judgement about present and expected economic situation.
Source: Ifo World Economic Survey (WES) QIV/2003 in corporation with ICC, Paris.
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Box 1:
World Economic Survey (WES) and Growth in the World Economy

The World Economic Climate indicator closely tracks the growth of the
world economy (see Figure). In October 2003 the indicator clearly improved
again. Unlike the previous survey, the strengthening of the index was due
both to more favourable expectations for the next six months as well as to
assessments of the current economic situation. This lends weight to
expectations that the economic upturn of the world economy will gain
momentum.

The economic climate improved significantly in Asia and North America; the
climate index in these areas is now above its long-term average. In North
America this is entirely due to better assessments of the current situation
while in Asia, particularly in Japan, India and South Korea, both components
of the climate index are pointed upwards. Also in Western Europe the
economic climate brightened noticeably, boosted by more favourable expec-
tations, but the long-term average has not yet been reached.

EcoNOMIC GROWTH AND [FO ECONOMIC CLIMATE

FOR THE WORLD
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sent economic condition, as
well as the forecasts for corpo-
rate investment and export vol-
ume, were upgraded in October
compared to the July results.
However, since government
spending helped boost the US
economy, the public deficit is
seen to be the main source of
instability.

In Canada the overall economy
slipped from a highly favour-
able to a satisfactory level,
according to July results, which
reflected a weakening of the
US economy. In October, how-
ever, the economic climate
index improved slightly, indi-
cating that the previous eco-
nomic dip is not expected to
the

continue, according to

panel experts.

Eastern Europe: Business
prospects point to further
growth

North America: Economic upswing takes shape

In North America, in both Canada and the United
States, the economic upswing gained momentum in
the second half of 2003 (see Figures 3 and 4). In the
US the impetus derived from private consumption,
which is expected to grow further in the course of
the coming months. Also the assessment of the pre-

Figure 2

WORLD ECONOMY

According to the panel’s responses, the current
economic situation in Eastern Europe remained
stable also in October. On average, the forecasts
for the coming six months point to an economic
stabilization in almost all countries of the region
(see Figure 4 and 8).

The economic climate index of the ten EU acces-
sion countries — Czech Repub-
lic, Cyprus, Estonia, Hungary,
Latvia, Lithuania, Malta, Po-
land, Slovenia and Slovakia —
rated above the satisfactory

good/
better

satisfactory/ ﬂ_‘ H

by the end of the
next 6 months

level in October, on average. In
particular, in the Baltic States
(Estonia, Latvia and Lithuania)
the assessments of the present

Ll

economic situation remained at

VWF@FW{W}WWM\@%
WA

at present

bad/
worse

0

a highly satisfactory level,

demonstrating  considerable
robustness over the past two

years. WES experts are very

optimistic concerning the fur-
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Source: Ifo World Economic Survey (WES) QIV/2003.
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Figure 3
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Also in Poland the recovery
process is proceeding only slug-
gishly. However, to a stronger
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degree than in Hungary, WES
experts here expect exports to
grow in the coming months. In
both countries public deficits,
and probably related to this
lack of confidence in govern-
ment’s economic policy, are
regarded the most important

impediments to economic re-
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*) Arithmetic mean of judgement about present and expected economic situation.
Source: Ifo World Economic Survey (WES) QIV/2003.
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In Croatia the overall economic
trend points to an upswing.
Since the end of 1999 the
assessments of the present eco-

60

long-term average 1989-2002

50

nomic situation have steadily
improved, and, in the October
survey, almost reached the sat-
isfactory level. The outlook for
the next six months points to a
continuation of the economic
revival. Also in Bulgaria, WES
experts expect a stabilization of
the economy at the current sat-

isfactory level. In Romania and
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*) Arithmetic mean of judgement about present and expected economic situation. Serbia and Montenegro, the
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Source: Ifo World Economic Survey (WES) QIV/2003.

new EU members recent data suggest the stabi-
lization of these economies at the current “good”
level for the coming six months. The only exception
is Hungary, where WES experts are less optimistic
concerning the recovery of the economy in the
coming months. In particular, a strong slump in pri-
vate consumption is forecast for the next half year.

In Russia, the largest economy

of the CIS region, the economic
climate continued its stabilization course, in
October. For already three years the economic situ-
ation is rated by WES experts to be on the satisfac-
tory level. The economic outlook promises moder-
ate improvement of the overall economic perfor-
mance of the country. The export volume should
remain stable in the coming six months. But in this
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Box 2:
Ifo World Economic Survey (WES) and GDP Growth in the Euro Area.

The Ifo World Economic Climate for the 12 member countries of the euro
area is the arithmetic mean of the assessments of the general economic
situation and the expectations for the economic situation in the coming six
months. The October results are based on the responses of 267 experts. As a
rule, the trend of the Ifo Economic Climate indicator correlates well with the
actual business-cycle trend for the euro area — measured in annual growth
rates of real GDP (see Figure).

The Ifo indicator for the economic climate in the euro area rose in October
2003 for the fourth time in succession. The improvement is again based on
more optimistic expectations for the next six months. The worsening of the
current situation has been halted. That the current situation was not judged
more favourably than in the last survey was due to the downward trend in
France and Finland that offset the slight increase in the other countries. In
Finland, however, the expectations improved so much that the climate index
rose here too. The overall positive trend fuels expectations for economic
recovery in the euro area next year.

The economic climate was above the euro area average in Belgium, Austria,
Finland, Greece and Spain and below average in Italy, the Netherlands and
France. In Germany and Portugal, the climate index matched the euro area
average.

EcoNOMIC GROWTH AND [FO ECONOMIC CLIMATE

FOR THE EURO AREA
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context WES experts in Russia also emphasized the
lack of international competitiveness of the domes-
tic industry, which may prevent the export sector
from depending less on the raw material market

itively regarded as a new crack-
down on corruption.

Georgia again showed consid-
erable weakness in economic
performance, as reflected in the
low level of the assessments of
the present economic situation.
In the near-term no significant
change to the better is expect-
ed. As the opposition has
increased its efforts to bring
Eduard
Shevardnadze, who was reelect-

down President
ed on November 2, the overall
economic crisis will probably
last until the political contro-
versies are resolved.

In the Ukraine the present eco-
nomic situation was assessed
above “satisfactory” with pros-
pects for future development
highly
Growth of domestic demand,

becoming positive.
but also corporate investments
and the export sector are
expected to be more dynamic in
the coming months. With regard
to the most important economic
problems in the country, WES
experts gave priority to capital
shortage, public deficits and lack
of international competitiveness.

Asia: Economic climate indicator rises

and becoming more dynamic. Though the major
economic indicators in Russia point to further eco-
nomic growth and stabilization, the recent crisis,
caused by the attack on the Yukos Oil Company
and the arrest of its chief executive Mikhail
Khodorkovsky, created a stir in the Western press.
Economists fear that the achieved dependability of
the economy and a sustained private capital inflow
to the country (only in October, Moody’s con-
firmed the stability of Russia’s investment rating)
are threaten by the Yukos action, also accompanied
by cabinet reshuffle (Prime Minister Mikhail
Kasyanov already resigned from office). Further
developments will show whether the Yukos affair
will led to a significant outflow of capital or be pos-

In the October survey the economic climate indi-
cator in Asia reached the highest level compared to
its long-term average among all WES regions (see
Figure 3). The recovery process from the slowdown
of 2001 began quite strongly already in 2002. The
consecutive growth was interrupted by the geopo-
litical uncertainties relating to the conflict in Iraq,
by the outbreak of SARS in Asia and by the eco-
nomic weakness in Western countries. However, in
July and October 2003, the economic climate index
bounced back considerably, significantly surpass-
ing its long-term average. Whereas the July pick-up
was mostly attributed to the optimistic forecasts
for the coming six months in all WES countries of
the region, the October improvement is due to
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Table 1
Expected Inflation Rate 2003 (based on WES QIV/2003 and QIII/2003) *
Region QIV/2003  QIII/2003| Region QIV/2003 QIII/2003
Average of 91 countries 2.9 2.8 | Central and Latin America 7.8 9.0
World Bank classification: Argentina 9.9 16.9
High-income countries 1.7 1.6 | Bolivia 52 6.0
Middle-income countries 6.3 6.9 | Brazil 10.0 10.4
Upper-middle 4.8 6.5 | Chile 2.9 3.1
Lower-middle 9.1 7.7 | Colombia 7.0 7.1
Low-income countries 53 5.2 | Costa Rica 10.5 10.7
Ecuador 7.5 8.1
EU countries (old members) 2.0 2.0 | El Salvador 2.6 2.8
EU countries (new members)' 33 - | Guatemala 10.0 -
Euro area * 1.9 1.9 | Mexico 43 4.4
Panama 1.2 1.3
Asian Pacific Rim * 1.7 1.5 | Paraguay 8.3 15.0
Arabian OPEC countries * 5.8 5.9 | Peru 2.1 2.6
Uruguay 12.0 18.0
Western Europe 2.0 1.9 | Venezuela 31.9 45.8
Austria 1.4 1.4
Belgium 1.6 1.5 | Asia 1.3 11
Cyprus 4.5 4.8 | Bangladesh 4.0 4.4
Denmark 22 2.3 | China P.R. 1.6 1.0
Finland 1.5 1.6 | Hong Kong -1.6 -1.6
France 1.9 1.7 | India 4.5 4.7
Germany 1.1 1.1 | Indonesia 7.7 8.7
Greece 34 3.6 | Japan -0.4 -0.5
Iceland 22 2.0 | Korea 3.1 34
Ireland 3.6 3.7 | Malaysia 2.1 2.0
Italy 2.7 2.6 | Mongolia 4.5 1.9
Luxembourg 2.0 2.0 | Pakistan 42 44
Netherlands 22 2.4 | Philippines 3.8 4.5
Norway 24 2.1 | Singapore 1.1 1.0
Portugal 32 3.3 | SriLanka 8.3 11.1
Spain 3.0 2.9 | Taiwan 0.7 0.1
Sweden 1.9 1.9 | Thailand 22 2.1
Switzerland 0.7 0.7 | Vietnam 3.8 3.7
United Kingdom 2.7 2.5
Near East 7.8 8.7
Central and Eastern Europe 4.2 4.3 | Bahrain 0.8 2.0
Albania 4.6 52 | Iran 16.5 17.7
Bosnia Herzegovina 4.0 2.5 | Israel 22 1.6
Bulgaria 42 4.3 | Jordan 1.9 2.0
Croatia 22 2.8 | Kuwait - 2.5
Czech Republic 1.3 1.6 | Lebanon 3.0 5.0
Estonia 2.8 3.3 | Saudi Arabia 1.4 22
Hungary 53 54 | Turkey 21.0 25.8
Latvia 2.9 2.4 | United Arab Emirates 34 2.8
Lithuania 0.8 1.1
Poland 1.4 1.6 | Africa 16.9 174
Romania 13.8 14.2 | Algeria 7.0 5.0
Serbia a. Montenegro 9.0 8.9 | Egypt 10.2 4.6
Slovenia 5.6 5.5 | Kenya 7.0 8.5
Slovakia 8.7 8.4 | Mauritius 6.3 6.0
Morocco 1.3 -
CIS 12.0 12.6 | Nigeria 14.5 15.0
Georgia 2.0 - | South Africa 6.3 7.3
Kazakhstan 10.6 - | Tanzania 4.0 4.5
Russia 12.9 13.3 | Tunisia 2.7 2.7
Ukraine 6.2 5.8 | Zimbabwe 500.0 525.0
North America 22 2.1 | Oceania 2.7 2.9
Canada 24 2.7 | Australia 2.9 3.0
USA 22 2.0 | New Zealand 2.1 23

* Compared to average of previous year.

! Czech Rep., Cyprus, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovenia, Slovakia (from 1. May 2004)
-2 EU countries without Denmark, Sweden, United Kingdom. —* Australia, China P.R., Hong Kong, Indonesia,
Korea, Malaysia, New Zealand, Philippines, Singapore Taiwan, Thailand, Vietnam. — * Algeria, Iran, Kuwait,

Saudi Arabia, Qatar, United Arab Emirates.

Source: Ifo World Economic Survey (WES), QIV/2003.




Figure 5

ACTUAL SHORT-TERM INTEREST RATES AND EXPECTED TREND
FOR THE NEXT 6 MONTHS (QUATERLY DATA)
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both, positive assessments of the current economic
situation as well as to positive prospects for the
next six months (sees Figure 4).

In India, economic growth strengthened further com-
pared to 2002. The macroeconomic stabilization and
fiscal reforms, trade liberalization, industrial deregu-
lation and privatization have led India to the fore-
front in term of business sentiments among Asian
countries covered by WES. Improved performance
was seen across all sub-sectors: capital expenditure
and private consumption as well as exports. Thus, the
foundations for further growth in the coming six
months are seen to be good, and growth is approach-
ing the Chinese level. However, China retains its cen-
tral position as the driving force of the economic
growth in the region. The economic climate remained
highly favourable, also in October. Apart from further
growth of the export sector, private consumption is
expected to strengthen further. Close to follow con-
cerning the overall economic climate is Thailand,
where the economy posted a solid economic growth
of 5.2 percent in 2002. The current economic situation
was assessed by WES experts to be at a highly satis-
factory level and is expected to improve further in the
beginning of 2004. Also WES experts from Vietnam
and Malaysia reported that the present economic sit-
uation as well as economic expectations remained at
a high level, with capital expenditures, private con-
sumption and the export sector set to grow in the
course of the next six months. Though the assessments
of the current economic situation in Hong Kong and
South Korea have not yet reached a satisfactory level,
the present economic development and thus the over-
all economic climate changed for the better, confirm-
ing the optimistic expectations of the previous sur-
veys (see Figure 9). A similar picture is seen in Japan,
where the recovery process from
the recession gained momentum
in the second half of 2003. The
economic expectations for the

Figure 6

satisfied with the present overall economic perfor-
mance. The prospects for further development are
moderately positive.

Among Asian countries polled by WES, only
experts in Mongolia assessed the current economic
performance to be weak with no prospects for bet-
terment in the coming six months.

Oceania: Boom continues

In 2003 the panel’s responses for Australia and
New Zealand suggested a slow-down of economic
performance, starting from a relatively high level.
In the July survey the economic climate index
slipped marginally, probably reflecting the nega-
tive impact of global economic weakness on
demand, exports and the capital expenditure sector
of these countries. However, in the October poll
the assessments of the current economic situation
are notably positive in both countries of this
region.

The business outlook in Australia for the fist half
of 2004 is optimistic. In particular the export sector
is expected to recover, though the Australian dollar
will probably continue to appreciate against the
US dollar.

In New Zealand the economic expectations are still
cautious. The export volume here is seen as
decreasing in the course of the next six months. In
this context WES experts stated that trade barriers
to exports and lack of international competitiveness
are the most important economic problems in New
Zealand at present.

EVALUATION OF CURRENCIES

Assessment points

next six months point to further
improvement of the overall econ- Crenslnes
omy in the country, in particular
in capital investment, private con-

sumption and exports. The pre-
propertly

situation 1n valued

sent economic
Indonesia is now judged as satis-
factory, but the outlook for the

next six months is still cautious,

indicating that economic recov- undervalued
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USD
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Figure 7a
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Figure 7b
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Figure 8

EASTERN EUROPE
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Figure 10
LATIN AMERICA
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Figure 11

NEAR EAST AND AFRICA
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Table 2
Expected Growth Rate of GDP in the next 3 to 5 years
(based on WES QIV/2003 and QIV/2002)
Region QIV/03 QIV/02| Region QIV/03 QIV/02
Average of 91 countries 29 2.7 | Asia 3.8 3.5
Bangladesh 5.5 3.8
Western Europe 2.0 2.0 | China P.R. 6.8 6.8
Austria 1.5 2.0 | Hong Kong 33 2.5
Belgium 1.5 2.1 | India 5.9 53
Cyprus 3.8 3.8 | Indonesia 3.7 3.4
Denmark 1.9 2.1 | Japan 1.3 0.9
Finland 2.9 3.2 | Korea 3.8 4.6
France 1.9 2.3 | Malaysia 43 4.5
Germany 1.6 1.5 | Mongolia 2.8 -
Greece 3.8 3.4 | Pakistan 4.0 3.8
Iceland 43 1.5 | Philippines 34 3.8
Ireland 3.4 3.5 | Singapore 3.0 43
Italy 1.6 1.9 | SriLanka 4.6 3.0
Luxembourg 1.5 1.5 | Taiwan 2.9 24
Netherlands 1.5 1.9 | Thailand 52 35
Norway 2.6 2.8 | Vietnam 6.7 6.2
Portugal 1.2 1.7
Spain 3.1 2.9 | Central a. Latin America 2.5 2.3
Sweden 2.3 2.0 | Argentina 33 0.2
Switzerland 1.3 1.5 | Bolivia 1.6 2.1
United Kingdom 2.6 2.1 | Brazil 32 2.9
Chile 42 3.5
Central a. Eastern Europe 34 3.5 | Colombia 2.9 2.0
Albania 42 - | Costa Rica 3.7 2.6
Bosnia Herzegovina 3.8 3.8 | Ecuador 3.0 35
Bulgaria 3.7 3.5 | El Salvador 2.6 2.6
Croatia 42 4.0 | Mexico 24 2.7
Czech Republic 2.9 3.0 | Panama 1.5 2.1
Estonia 43 5.6 | Paraguay 3.0 1.0
Hungary 3.4 3.6 | Peru 35 3.0
Latvia 59 4.7 | Uruguay 3.8 0
Lithuania 53 43 | Venezuela -1.9 -0.8
Poland 2.8 3.4
Romania 35 3.9 | Near East 4.1 3.1
Serbia a. Montenegro 2.5 3.4 | Bahrain 3.8 3.8
Slovakia 39 3.8 | Iran 6.8 3.7
Slovenia 3.8 3.4 | Israel 1.5 1.9
Jordan 3.8 49
CIS 49 3.8 | Saudi Arabia 43 1.5
Georgia 3.8 - | Turkey 4.5 42
Kazakhstan 5.0 4.5 | United Arab Emirates 4.1 42
Russia 4.8 4.0
Ukraine 6.2 3.3 | Africa 3.6 33
Uzbekistan 3.8 1.5 | Algeria 4.9 3.8
Egypt 3.1 35
North America 31 2.7 | Kenya 0.8 0.9
Canada 2.8 3.3 | Mauritius 3.8 3.8
USA 3.1 2.5 | Morocco 1.9 3.8
Nigeria 3.8 43
Oceania 34 3.5 | South Africa 35 3.4
Australia 3.6 3.5 | Tanzania 7.0 -
New Zealand 2.9 3.3 | Tunisia 6.0 2.6
Zimbabwe -3.0 -4.5

Source: Ifo World Economic Survey (WES), QI'V/2003.

Latin America: Disparity of economic trends

The assessments of the current economic situation
of Latin American economies deteriorated slightly,
on average. In contrast, the near-term expectations
improved somewhat. Nevertheless, diverging eco-
nomic trends were observed in the countries of the
region polled by WES in October.

In Brazil the panel’s responses in October reflect a
continuation of economic stabilization. The
prospects for the first half of 2004 are very positive.
Forecasts for the private sector as well as capital
expenditures and exports have risen further.
During the first nine months of the administration
of President Lula da Silva, the Brazilian economy
has demonstrated a remarkable robustness. How-
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ever, unemployment and insufficient demand re-
main the main problems the country is facing at
present, whereas inflation, which was the second
most important economic problem at the begin-
ning of 2003, seems to have been brought under
control by the government’s stringent economic
policy. Also for Chile and Peru, WES experts
reported a moderate economic climate. Expecta-
tions point to further stabilization at the current
“satisfactory” level, with higher forecasts for pri-
vate consumption, capital expenditure and exports.
To a lesser degree this holds true for the economic
climate in El Salvador. In all these three countries,
unemployment is listed as the major economic
problem.

In Argentina, the recovery process continues,
according to the recent survey results. The assess-
ments of the current economic situation, though
not having reached a satisfactory level, steadily
improved during 2003. The prospects point to a
continuation of this positive trend. A similar pic-
ture can be observed in Colombia. In Costa Rica
WES experts generally expect the overall economy
to stabilize at the current satisfactory level, though
the expectations concerning the further develop-
ment of private consumption and capital expendi-
tures are cautious. Less favourable assessments
concerning the present economic situation were
given by WES experts in Mexico, Paraguay,
Panama and Uruguay. However, the near term
prospects are positive here too. In all these coun-
tries the private as well as corporate expenditures
are expected to pick up strongly in the coming
months. Also the export sector is forecast to
strengthen, except in Panama, where WES experts
expect a strong deterioration of export volumes in
the coming months.

In the other countries of the region the overall eco-
nomic situation is less encouraging. In Ecuador,
the current economic situation was rated very
poorly in October and is expected to worsen fur-
ther in the course of the next months. Venezuela is
recovering only sluggishly from the recent political
crisis with a protracted general strike that has
affected several industrial sectors. The assessments
of the current economic situation are still rated
very low, but for the first time in over two years the
near-term expectations entered positive territory.
The worst marks concerning the overall economic
climate were given by WES experts in Bolivia. The
political crisis was triggered by a controversy sur-

rounding the Bolivian petroleum industry, second
largest in Latin America after Venezuela’s. The vio-
lent conflict is expected to ease somewhat now that
after Bolivia’s new president, Carlos Mesa, has suc-
ceeded Gonzalo Sanchez de Lozada. However,
since a lack of confidence in government’s econom-
ic policy is ranked by the panel as the foremost
economic problem the political and economic situ-
ation are far from stable at the present.

Near East: Economic climate improves further

The economic climate continues to be highly
favourable, for countries covered by WES in the
Near East region, on average. Both the assessments
of the current economic situation as well as the
near-term expectations are positive (see Figure 11).

The most noticeable change in business senti-
ments in October was recorded in Turkey.
Economic activity strengthened considerable
since the July poll, according to the panel’s
responses. The prospects for the next half year
continue to be very bright. According to WES
indicators, the economy has overcome the reces-
sion period and has been on a continuous recovery
course for almost two years. Also in Saudi Arabia
and in the United Arab Emirates the economic cli-
mate continues to be highly favourable. Similarly
in Iran and Bahrain, WES participants reported
that the prospects for the stabilization of econom-
ic conditions at the current satisfactory level will
remain. Forecasts for capital expenditures, private
consumption and exports are optimistic in both
countries. A less favourable economic climate
seems to prevail in Jordan, as the present econom-
ic situation is rated below satisfactory, though the
expectations are positive. Not so in Israel, where
experts see no reversal to the better in the short-
run, except for the export sector. Lack of confi-
dence in government’s economic policy and unem-
ployment were named as the biggest constraints to
the country’s economic development.

Africa: Economic outlook brightens

In almost all African countries covered by the sur-
vey the economic outlook for the coming months
was brightened. The assessments of the current
economic situation, however, remain mostly below
the satisfactory level (see Figure 11).




In South Africa the economic climate became more
favourable, as the current economic situation
remains at the satisfactory level and the outlook
for the next six months has become brighter. In
particular the export sector is expected to strength-
en, but also private spending is seen as increasing
in the course of the next months. However, both
unemployment and the lack of skilled labor rank as
the most important economic problems in the
country. Economic experts polled by WES addi-
tionally emphasized that AIDS is a great constraint
to the economic development in the country and in
Africa in general.

In Egypt the economic climate index continues to
show signs of economic recovery. Though the cur-
rent economic situation was still assessed far below
the satisfactory level, the overall trend during 2003
points upward. Particularly positive expectations
were expressed by WES experts concerning the
development of the export sector. Among the most
important economic problems priority was given to
the lack of confidence in government’s economic
policy, unemployment and inflation. In Morocco,
the current moderate economic climate is expected
to continue in the coming months. A similarly good
picture was drawn by WES experts in Mauritius,
Tanzania and Tunisia. In contrast, in Algeria and
Nigeria the current economic situation was rated
as “poor”, but in both countries experts are opti-
mistic concerning the near-term prospects, in par-
ticular private consumption and corporate expen-
ditures may provide more impetus to the economy.
The economic climate in Kenya become rougher in
October, as the assessments of the current eco-
nomic situation remained unsatisfactory and the
near-term expectations also turned negative.
Catastrophic economic conditions still prevail in
Zimbabwe. For more than six years WES experts
have unanimously assessed the current economic
situation to be at the lowest level. For the same
time period, the economists surveyed by WES
expect further deterioration. Lack of confidence in
President’s Mugabe government economic policy
ranks as the foremost problem for the country;
hyperinflation ranked second.

Inflation remains moderate

An average 2.9 percent increase in consumer

prices is expected for the world economy in 2003,
which is only insignificantly higher than in July

(2.8 percent) and much lower than the estimates at
the beginning of the year and in Spring 2003 (in
each case 3.2 percent). In the euro area inflation
for 2003 is seen to be under the 2 percent mark
(1.9 percent). The range of inflation estimates
remains large, extending from 1.1 percent in
Germany to 3.6 percent in Ireland. In Western
Europe the lowest inflation rate will be in
Switzerland at 0.7 percent, according to the WES
experts.

In the United States a slightly higher inflation rate
is expected than in the July survey (2.2 percent
after 2.0 percent). Contributing factors are in par-
ticular the reviving economic activity in the US as
well as the weakening of the dollar vis-a-vis impor-
tant currencies such as the Japanese yen and the
euro, which will lead to higher import prices. On
the whole, however, the expected inflation rate in
the US is clearly under the 2.5 percent mark that
the Federal Reserve would still consider accept-
able. Of all the surveyed country blocs, Asia dis-
plays the highest price stability. In comparison with
the July survey an insignificantly higher inflation
rate is expected now (1.3 percent instead of
1.1 percent). This slight increase of the Asian aver-
age in the October survey is largely because infla-
tion in China is expected to stand at 1.6 percent
instead of only at 1.0 percent in July. In Japan and
Hong Kong a deflationary price trend continues
but is weakening, particularly in Japan.

The inflation outlook for Central and Eastern
Europe remained virtually unchanged (4.2 percent
after 4.3 percent in July). The strongest price
increases by far will be in Romania (13.8 percent),
Serbia-Montenegro (9 percent) and Slovakia
(8.7 percent).

In Central and Latin America the inflation trend
continues to decrease, with an average of 7.8 per-
cent now expected for 2003, after 9.0 percent in the
July survey. The highest inflation rate persists in
Venezuela, but the curve is flattening here too
(31.9 percent after an expected 45.8 percent in
July). In Africa — starting from a still high inflation
level — a weakening in the rate of price increases is
recognisable (16.9 percent after 17.4 percent in the
July survey). However, the average for Africa is
distorted by the persisting hyperinflation in
Zimbabwe (300 percent); without Zimbabwe the
average inflation rate for Africa would be ca. 7 per-
cent. In South Africa, the inflation estimate for
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2003 has declined from 7.3 percent in July to
6.3 percent.

Expected turnaround in interest rates

The present cycle of interest rate cuts has come to
an end, according to the WES survey participants.
In the course of the next six months, increasing
short-term interest rates are expected for the first
time since the July 2002 survey. Central-bank inter-
est-rate hikes are seen as more likely in the US
than in the euro area, where the majority of the
experts anticipate that the European Central Bank
will leave interest rates unchanged or only slightly
increase them. In the United Kingdom and in
Australia the interest-rate hikes expected by the
WES participants have already occurred recently.
In Western Europe outside the euro area, increas-
ing interest rates are expected in Denmark and
Switzerland. In Sweden the WES participants
assume that interest rates will fall slightly and in
Norway the central back is expected to leave inter-
est rates unchanged. In Eastern Europe most sur-
vey participants indicated that interest rates will
continue to fall. Only in the Czech Republic
Estonia, Bulgaria and Croatia are slight interest-
rake hikes expected in the coming months.

Also in the other WES regions, the short-term
interest-rate trend is pointed downward, in the
opinion of the WES experts, but not as strongly as
in the July survey. In Latin America stable central-
bank interest rates are expected, on average. This
includes both the expectation of central-bank
interest-rate cuts in Brazil and Uruguay as well as
rising central-bank rates especially in Colombia
and Venezuela. In Asia the WES experts see little
need for rate changes by the central banks.
Deviating from this general trend, interest rates
are expected to increase in India and also in
Indonesia and Thailand while in China for the first
time since mid-1996 it is assumed that the central
bank will raise interest rates slightly. In the Near
East and also in Africa as a whole, especially in
South Africa, the interest-rate trend continues to
point downward (see Figure 5).

Parallel to the expected increase of short-term
interest rates, an increasing trend is also reckoned
with quite clearly for capital market interest rates.
The only exceptions are Eastern Europe, Africa
and the CIS countries including Russia, where a
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further drop in long-term rates is expected. In
Latin America slightly declining capital market
rates are seen and slightly increasing capital mar-
ket rates in Asia.

Euro still seen as overvalued

As already in the July survey the euro was assessed
as overvalued, along with the British pound, on
average for all 91 included countries. The US dol-
lar and the yen were seen by the WES experts as
undervalued. This overall assessment also holds for
Western and Eastern Europe. In the United States
as well, the exchange rates of the euro and the
British pound are seen as overvalued and that of
the yen as slightly undervalued. In Australia and
also in Russia the experts’ own currencies are
regarded as overvalued vis-a-vis not only the dollar
but also the euro, the British pound and the yen.
The WES experts in South Africa see the rand still
as undervalued, in general. In the Asian countries,
on average, the exchange rate of the dollar is seen
as appropriate, that of the euro as slightly overval-
ued and that of the yen as too low (Figure 6).

The responses to the supplementary survey ques-
tion on the development of the US dollar exchange
rate indicates no appreciable change in currency
parities in the course of the next six months. This
conclusion also holds for Western Europe. In
Canada and Australia a further weakening of the
US dollar is expected. In Eastern Europe as well as
in Russia and the Near East, the WES experts see
their own currencies weakening vis-a-vis the dollar
over the next six months. The same applies to Latin
America and Africa, where a lower valuation of
the own currencies to the dollar is expected. In
Asia the WES experts see a weakening dollar pre-
dominate, also in China, Japan, Taiwan and
Thailand.

Medium-term growth outlook a little more
positive

At the same time last year an average annual
growth of GDP of 2.7 percent was expected for the
next three to five years, but now this number has
increased slightly to 2.9 percent. While the WES
experts in Western Europe only expect a 2 percent
expansion, the growth expectations in the CIS area
have increased markedly (from 3.8 percent to




4.9 percent). Also in the United States the growth
estimates increased perceptibly from 2.5 percent to
3.1 percent. In Asia the growth outlook is seen as
generally more favourable than in Western Europe
and also in the US: In Asia the expected average
growth rate increased to 3.8 percent after 3.5 per-
cent in October 2002. In Eastern Europe the
expected growth rate remained at approximately
3.5 percent. In Latin America the growth chances
have been estimated only slightly more positively
than a year ago (2.5 percent after 2.3 percent), but
in Argentina a clear acceleration is of 0.2 percent
to 3.3 percent is foreseen. The expected growth
rates in the Near East (4.1 percent after 3.1 per-
cent) and in Africa (3.6 percent after 3.1 percent)
continue to be relatively high (Table 2).

Special Question: Impact of spam on
business

Spam is flooding the Internet with many copies of
the spam messages. Most spam is commercial
advertising, often for dubious products, get-rich-
quick schemes, or quasi-legal services. In large
numbers Internet users report that they trust e-
mail less because of the growing volume of unso-
licited messages. Increasing numbers fear that they
or their recipients do not receive important e-mails
because spam? filters might screen them out or e-
mails just get lost in the overcrowded inboxes. Two
biggest Internet Service Providers, AOL and MSN,
both report they block about 70 spam e-mails per
inbox per day. However, the figures for spam vol-
ume are difficult to determine. According to some
estimates?, there are 15 billion
spam messages sent out daily
(with special software, spam- Figure 12
mers can generate millions of

e-mails using combinations of

@ifo.de portion of the address, until so many mes-
sages are generated that some match real e-mail
accounts). Thus, Internet users see only “the tip of
the iceberg”, as most spam messages are diverted
and never reach the inboxes of users.

The special question asked in the October poll
focused on the impact of spam on business. The
question was divided into three parts: The first
asked whether spam affects prospects for legitimate
online marketing. The second part dealt with the
question of whether legitimate marketing is likely
to be constrained, as governments seek to legislate
against harmful spam. The third part assessed to
what extent spam is hampering business activities in
general.

1. How severely is spam affecting prospects for
legitimate online marketing over the Internet?
Anti-spam activists argue that unsolicited commer-
cial e-mail sent in bulk is spam, even if it comes
from “legitimate” businesses. Industry fears that
spam affects prospects for legitimate marketing on
the Internet, as advertising messages might be fil-
tered out or tend to be overseen among other
unsolicited contents. Thus, the opinions on how to
combat the problem and even on how spam should
be defined are divided, because the same messages
might be disturbing to some but not to others. On
average of over 1,000 economic experts surveyed
in over 90 countries only 5 percent said that spam
does not affect prospects of legitimate marketing,
44 percent see legitimate marketing opportunities
slightly affected, 40 percent severely and 11 per-
cent very severely (see Figure 12). The figures vary
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Figure 13
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ing. However, the share of
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legitimate online marketing
likely or very likely to be con-
strained by legislation against
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cent, on the world average (see
Figure 13). This opinion is par-
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only marginally between the continents, but the
share of those experts concerned about the detri-
mental effect of spam on online marketing is high-
er in North America (57 percent), Oceania (60 per-
cent) and CIS (60 percent) countries greater than
in the other regions. In Asia, fewer experts (45 per-
cent) see legitimate online advertising severely
threatened by the spam problem.

2. As governments seek to legislate against harmful
spam, is legitimate online marketing likely to be
constrained?

As spam is taking advantage of the cooperative
nature of the Net, concerns among officials are
growing. While the costs for the spam sender are
minimal, the recipient pays money, in the form of
disk space charges, connect time to transmit and
receive junk e-mail and newsgroup postings and,
last but not least, loss of time.
This surge has spurred calls for Figure 14
national legislation. There are

two main systems of such legis-

To what extent is spam h

lation — “opt-in” and “opt-out”
system. In an “opt-out” system,

Africa

M not at all

Asia  Near East

tralia and New Zealand, where
22 of 27 economic experts sur-
veyed in the region said that
legislation against spam is like-
ly or very likely to constraint marketing via the
Internet. In the other regions this share varies
between 49 percent (in Latin America) and 64 per-
cent (in North America, the Near East and
Africa).

3. To what extent is spam hampering your own
business?

The annoyance caused by spam is usually greater
in personal e-mail accounts than in work e-mail
accounts, as Internet service providers (AOL,
Yahoo etc.) are most often attacked by spammers
and companies use filters and other controls to
their
Nevertheless, the majority of WES participants

protect systems on a bigger scale.
worldwide see their own business somewhat
(22 percent) or slightly (44 percent) hampered by

unsolicited e-mail messages (see Figure 14). The
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share of experts whose business is slightly or some-
what disturbed by spam is particularly pronounced
in CIS countries (10 percent are severely affected,
23 percent somewhat and 53 percent slightly), in
Oceania (23 percent somewhat and 54 percent
slightly) and the Near East (3 percent are severely
affected, 25 percent somewhat and 58 percent
slightly). However, 32 percent on the world aver-
age see no negative impact from spam on their
business at all. This means that those participants
either do not receive spam or are not bothered by
unsolicited e-mails.

23

WES 4/2003




To the

Ifo Institute for Economic Research
Poschingerstr. 5

D-81679 Munich

Germany

Fax: 0049/89/9224-1267

Subscription Form

I would like to subscribe to
..... copies of Ifo World Economic Survey, a quarterly publication

Regular SUDSCIIDETS ......ooveiiiriiiiiiiiieee et €40 per year
other Ifo survey participants ..........ccccoeeveeveniecieienenicnneneneeeeseenes €30 per year
Ifo Members and Members of the WES panel .........cccoceeiienienee no charge

Mailing address:

Please state status (2 @DOVE) ....c.eoveieirieieirieieieeieeeeie ettt
NAME AN HIEIE c..viiiiieiieieceeeee ettt e et r e e be e ebeeeaae s
INSTIEULION ©eeniiiiiiieieeeeeteee ettt ettt te e st e et e sbeesseessseessnesnsaenanans
Street and NUMDET .....ocviiiiiiecccee et et ebeeeaae s
City, state, POSLAl COAE ..couviriiiiiirieieetee ettt
COUNLITY Lt
Tel., Fax, e-mail address ...ccoueeiieiiiiiieeiiiee et

Please make payment, marking it "WES", to
Ifo Institute

HypoVereinsbank Munich

Bank account no. 4410 1011 28

BLZ 70020270

IBAN DEO02 700 202 70

SWIFT (BIC) HYVEDEMM



The Ifo Institute takes pleasure in announcing

THE 2004 CESIFO INTERNATIONAL SPRING CONFERENCE
"PROSPECTS FOR THE EUROPEAN ECcONOMY”

Thursday and Friday
18-19 March 2004
at the British Embassy in Berlin

This annual event offers macroeconomic forecasts as well as industry analyses. The conference, which will take place
over two half days, is aimed at business and banking representatives, as well as the public at large.

The first section of the Thursday afternoon session will examine the outlook for the world economy, with special
emphasis on the impact of exchange rates followed by an analysis of the state of European economy and its prospects.
The second section will start with a close look at trends in foreign direct investment that are of major importance for
the evolution of the industrializing economies. Then the development in CEE, China and the Asian NIEs will be
examined. Discussion of these issues will be further pursued over dinner at the end of this first day.

On Friday morning the focus will be on sectoral aspects of the European economy. In the first section business experts
will discuss corporate finance and the effects of Basel I1. In the second section, the development in major industries will
be analysed. This second day concludes with a hot buffet lunch.

For further information:
Angelika Six ++49-89-9224-1269 phone
++49-89-9224-2269 fax
six@ifo.de e-mail

Dr. Hans-Giinther Vieweg ++49-89-9224-1362 phone

(Conference Manager) ++49-89-9224-2362 fax
vieweg@ifo.de e-mail

Mark your calendar and register now

Please enter my registration for the 2004 CESifo Spring Conference as follows
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Early registration fees (up to 31 December 2003)

First day only (€ 250) O Second day only (€ 220) O Both days (€ 400) O
Thereafter
First day only (€ 300) | Second day only (€ 270) | Both days (€ 500) O

Method of Payment

Master Card/ American
O Billme O Visa [ Eurocard 1 Diner’s ] Express

Card No. Valid through

Signature
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