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NOTES

TheWorld Economic Survey (WES) assesses worldwide economictrends by pollingtransnational as well as national
organisations worldwide on current economic developments in their respective countries. Its results offer a rapid,
up-to-date assessment of the economic situation prevailing around the world. In October 2017, 1,119 economic
experts in 120 countries were polled.

METHODOLOGY AND EVALUATION TECHNIQUE

The survey questionnaire focuses on qualitative information: assessments of a country’s general economic situa-
tion and expectations regarding key economic indicators. It has proven a useful tool, since it reveals economic
changes earlier than conventional business statistics.

The qualitative questions in the World Economic Survey have three possible categories: “good / better /
higher” (+) for a positive assessment resp. improvement, “satisfactory / about the same / no change” (=) for a
neutral assessment, and “bad / worse / lower” (-) for a negative assessment resp. deterioration; The individual
replies are combined for each country without weighting as an arithmetic mean of all survey responses in the
respective country. Thus, for the time t for each qualitative question and for each country the respective percent-
age shares (+), (=) and (=) are calculated. The balance is the difference between (+)- and (-)-shares. As a result, the
balance ranges from -100 points and +100 points. The mid-range lies at 0 points and is reached if the share of
positive and negative answers is equal.

The survey results are published as aggregated data. For aggregating the country results to country groups
orregions, the weighting factors are calculated using the gross domestic product based on purchasing-power-par-
ity of each country.



ifo World Economic Climate Indicator
Reaches Highest Level Since 2011

The ifo World Economic Climate improved this quarter,
with the indicator reaching its highest level since the sec-
ond quarter of 2011 (see Figure 1). Experts assessed the
current economic situation as more positive than last
quarter and their expectations were also more optimis-
tic. The climate improved in nearly all regions of the
world. With the exception of the Middle East and North-
ern Africa, experts across the globe assessed the current
economic situation more positively. Developments in
their expectations were mixed. Optimism waned in
advanced economies. Experts from emerging and devel-
oping economies, by contrast, expect the world economy
to pick up; with Latin America contributing strongly to the
improvement in expectations.
Based on exports, the price
increase in the world economy

Figure 1

countries in the euro area assessed their current busi-
ness situation as better. In France positive and nega-
tive assessments climbed above zero for the first time
since the third quarter of 2007. Experts in the Nether-
lands almost unanimously assessed their current busi-
ness situation as good. Germany was the only country
in which very strong sentiment weakened slightly. In
terms of expectations, the minor decline was primar-
ily due to Spain and Austria. In Italy, by contrast, the
economic outlook brightened considerably. Experts’
forecasts of this year’s inflation rate in the euro area
as a whole remain unchanged at 1.5 percent. In the
mid-term (in 2021) experts expect the inflation rate to

ifo World Economic Climate

will accelerate. Slightly fewer
Balances

== Economic climate

survey participants expectworld 100

= Assessment of economic situation

trade to grow. The US dollar will 30

- Economic expectations

appreciate  against  other 60
currencies.
w0 /™
ADVANCED ECONOMIES 2
STABILISE AT 0
A FAVOURABLE LEVEL 20
-40
The economic climate in /
e -60 A4
advanced economies improved "
further (see Figure 8). Economic
sentiment was assessed far 100 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘
. 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
more favourablythan the previ- Source: ifo World Economic Survey (WES) IV/2017. © ifo Institute
ous quarter for the fourth time
inarow, buteconomicexpecta-  Ffigure2
tions did not improve further ¢, gusiness Cycle Clock: Snapshot of selected Aggregates
(see Figure 2). Balances
The ifo Economic Climate . )
. . 100 _Economic expectations
Indicator for the Euro Area hit ) ‘
X Upswing Boom
a new high. It rose from 35.2 80 - )
. K . MENA | atin America Emerging Market and
points to 37.0 points in the 60 ° Developing Economies
fourth quarter of 2017, reaching 40 Sub-Saharan Africa Euro.Area
its higheSt level since autumn 20 ¢ ° L4 ﬁo.rld @ Other Advanced Economies
2000. Experts assessed the cur- 0 “s A o 7 & Advanced Economies
rent economic situation as sig- 20 Emerging and
ope . - B Developing Europe
nificantly better, but their eco- ping Furop
. . 40 )
nomic expectations clouded DEmel'g'f‘ga”‘?
X . 60 | eveloping Asia
over slightly. The upturn in the
euro area will continue in the ~ 80 . Downswing
months ahead, but is expected  -100 : : : : : : : : :
-100 80 -60 -40 20 0 20 40 60 80 100

to lose impetus somewhat.
Expertsinnearly all ofthe major

Source: ifo World Economic Survey (WES) IV/2017.

Assessment of economic situation
© ifo Institute

ifo World Economic Survey 04/2017 November Volume 16



Box1

IFO BUSINESS CYCLE CLOCK FOR THE WORLD ECONOMY

A glance at the ifo Business Cycle Clock, showing the development
of the two components of the economic climate in recent years, can
provide a useful overview of the global medium-term forecast. The
business cycle typically proceeds clockwise in a circular fashion, with
expectations leading assessments of the present situation.

According to the October survey, the ifo Indicator for the world
economy remained in the boom quadrant for the third quarter in
a row. Experts assessed the current economic situation as eco-
nomic expectations slightly more positive as in the previous sur-
vey. As a result, the indicator climbed slightly upward. The world

economic climate is expected to stay on track for further recovery.
Figure 3
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The ifo World Economic Climate is the arithmetic mean of the assessments of the cur-
rent situation and economic expectations for the next six months. The correlation of
the two components can beillustrated in a four-quadrant diagram (“ifo Business Cycle
Clock”). The assessments on the present economic situation are positioned along the
abscissa, the responses on the economic expectations on the ordinate. The diagram is
divided into four quadrants, defining the four phases of the world business cycle. For
example, should the current economic situation be assessed as negative but expecta-
tions as positive, the world business cycle is in an upswing phase (top left quadrant).

remain firm at 2.1 percent. In Finland, the economic
climate improved further to 65.8 points as economic
expectations were very favourably assessed.

With the economic outlook brightening, survey
participants expressed greater confidence in their gov-
ernments. Far fewer experts cited political instability
and corruption as an economic problem. This, how-
ever, did not apply to Spain, where nearly all experts
see the political situation as problematic. A decreasing
number of experts in the euro area described demand
as weak, but they cited a lack of innovation, a shortage
of qualified staff and rising income inequality as a
problem.

Developments in the remaining G7 countries were
heterogeneous (see Figure 7.1). Japan and Canada saw
their economic climates cool down slightly due to less
positive expectations, but the climate remained at
around 20 points. Both the United Kingdom and the
United States saw their climate improve due to better
assessments of both the present economic situation
and the six-month economic outlook. In the United
Kingdom both components of the economic climate
improved, butremained negative, resultingin a climate
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of -31.8 points (see Figure 8.3). This represents an
improvement of 14.5 compared to the previous survey.
84.2% of experts agreed that a lack of confidence in the
government’s economic policy was among the biggest
problems facing the UK at the moment. The other eco-
nomic problems identified by WES experts included
inadequate infrastructure (78.9%), and political insta-
bility (75.5%). Experts updated their inflation expecta-
tions only marginally, to 2.7 for 2017 and to 2.8 for 2022
(see table 1). Survey participants in the UK now
assessed the dollar as undervalued compared to the
British pound. The Japanese yen and the euro are
assessed as slightly overvalued vis-a-vis the pound. In
the United States the current economic situation was
assessed more favourably than in the last survey. Eco-
nomic expectations recovered from the slight dip in the
previous survey, and are now balanced out at zero. This
suggests that economic recovery will continue in the
months ahead. The euro and the British pound is seen
as slightly undervalued compared to the dollar. The
Japanese yen however, was assessed as very slightly
overvalued vis-a-vis the dollar. Compared to results of
thesecond quartersurvey, agrowingnumber of experts
signalled political instability as an economic problem
(54.8%). In line with the survey results of the second
quarter this year, the biggest problems remain a lack of
confidence in the government’s economic policy
(77.4%) and inadequate infrastructure (80.6%). The
economic climate in Japan remained favourable, but
cooled down slightly. This was due to less positive
assessments of the next six months. The current situa-
tion was again reported to be more favourable than in
last quarter. Assessments of private consumption
improved and balanced out at zero. This is the best
assessment of private consumption since the second
quarter of 2014. However, experts still mentioned insuf-
ficient demand, along with a lack of confidence in the
government’s economic policy and lack of innovation
as the biggest economic problems faced by Japan at
the moment. In Canada, the climate cooled somewhat
dueto adeclinein economic expectations. The present
economic situation was assessed as favourably as last
month at 55.6 points on the balance scale. The majority
of experts cited a lack of international competitive-
ness, a shortfall of skilled labour and income inequality
as the most prominent economic problems.

Among the Other Advanced Economies, the best eco-
nomic climates prevailed in the Czech Republic, New
Zealand and Sweden. In the Czech Republic assess-
ments of the present economic situation received the
highest possible score on the balance scale for the sec-
ond quarter in a row. Expectations for the next six
months remained very positive. Skilled labour short-
ages, a lack of innovation and corruption were identi-
fied as the main economic problems. However, com-
pared to the second quarter this year, an increasing
number of experts cited a lack of trust in the economic
policy of the Czech government as an economic con-
straint. Inflation rates were upwardly revised to 2.4 in



Table 1
Inflation Rate Expectations for 2017 and in 5 Years (2022)

Aggregate*/Country 2017 2022 Country 2017 2022
Average of countries 3.4 3.5 Bosnia and Herzegovina 0.9 3.2
EU 28 countries 1.7 2.3 Brazil 33 4.8
Euro area a) 1.5 2.1 Bulgaria 1.8 2.8
Cabo Verde 15 2.6
Advanced Economies 1.7 2.3 Chile 2.4 2.9
Australia 2.1 2.7 China 1.8 2.9
Austria 1.9 2.1 Colombia 4.2 33
Belgium 1.9 1.8 Croatia 1.5 2.2
Canada 1.9 2.2 Ecuador 1.2 2.5
Czech Republic 2.4 2.5 Egypt 28.0 10.3
Denmark 1.2 1.8 El Salvador 2.8 3.7
Estonia 3.4 2.6 Georgia 5.7 4.9
Finland 1.0 1.8 Guatemala 4.6 4.0
France 1.2 2.0 Hungary 2.2 3.2
Germany 1.7 2.1 India 4.8 4.2
Greece 1.3 2.0 Kazakhstan 7.8 6.1
Hong Kong 1.5 2.0 Kenya 8.8 8.3
Ireland 11 2.2 Kosovo 2.0 2.0
Israel 1.8 2.7 Lesotho 57 58
Italy 1.4 2.1 Malaysia 3.5 3.2
Japan 0.8 1.6 Mexico 5.9 4.0
Latvia 2.7 3.5 Morocco 1.7 1.9
Lithuania 35 25 Namibia 6.6 7.4
Netherlands 1.3 1.9 Nigeria 13.0 9.4
New Zealand 2.0 2.2 Pakistan 6.7 7.5
Norway 1.9 2.3 Paraguay 4.4 4.3
Portugal 15 2.1 Peru 3.0 2.8
Republic of Korea 1.8 2.2 Poland 2.2 2.7
Slovakia 1.4 2.4 Romania 2.3 3.2
Slovenia 1.8 2.9 Russian Federation 4.7 5.5
Spain 1.9 2.4 South Africa 5.5 5.7
Sweden 1.8 2.3 Sri Lanka 7.5 6.0
Switzerland 0.6 1.3 Thailand 1.0 2.5
Taiwan 1.0 1.3 Togo 1.5 3.2
United Kingdom 2.6 2.8 Tunisia 2.1 6.0
United States 2.0 2.6 Turkey 10.3 6.8
Ukraine 13.8 7.2
Emerging market and developing economies 4.9 4.3 Uruguay 6.4 7.2
Argentina 22.6 6.3 Zambia 7.0 6.2
Bolivia 4.8 8.0 Zimbabwe 4.8 14.4

* To calculate aggregates, country weights are based on gross domestic product based on purchasing-power-parity (PPP) in international dollars (database IMF’s
World Economic Outlook). - a) Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands,

Portugal, Spain, Slovenia, Slovakia.

Source: ifo World Economic Survey (WES) 1VI/2017.

2017 and 2.5 in 2022 (see Table 1). In New Zealand the
current economic situation was deemed considerably
better than in the previous survey, soaring by 28.4
pointsto 90.9 on the balance scale. Expertsin New Zea-
land are also positive about the six months ahead. In
Sweden, the present economic situation was also given
the best possible score on the balance scale. In Swit-
zerland, by contrast, the present economic situation
was assessed as less favourable than in the previous
survey; but remains favourable with 35.0 points on the
balance scale. Experts’ short-term economic expecta-
tions brightened somewhat. The expected inflation
rate for 2017 is being assessed at 0.6, while the inflation
rate for 2022 remained unchanged at 1.3 (see Table 1).
63.2% of experts indicated a shortage of skilled labour
as an economic problem. Australia’s economic cli-
mate continued to brighten this quarter. Both the pres-
ent economic situation and economic expectations
were assessed more favourably than in the previous

survey. This resulted in a climate of 27.3 on the balance
scale, the highest value since the last quarter of 2011.
Only 36.4% of experts cited growing income inequality
as an economic problem, compared to 92.9% in the
previous survey. A lack of trust in the economic policy
designed by the Australian government, as well as lack
of innovation and inadequate infrastructure remained
a concern for many experts. The Asian Tigers' saw a
considerable deterioration in their expectations for the
next sixmonths, reflected in a 4.8 point slide in the eco-
nomic climate to 19.1 points. Although the economic
climate nevertheless remains very favourable; growth
isexpectedtoslowdown. Foreigntradewill also decline
somewhat, but assessments remain very good. Infla-
tion expectations were scaled back: for 2017 experts
now expect an inflation rate of 1.4%, which is 0.2%
lower than the previous survey. They predict an infla-

! HongKong, Singapore, Korea and Taiwan.
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tion rate of 1.8% for 2022 (see Table 1). Over half of the
experts in the Asian Tiger countries cited widening
income inequality, a shortage of skilled labour and a
lack of confidence in government economic policy as
the main problems hindering their economy at the
moment.

EMERGING AND DEVELOPING ECONOMIES EXPECT
RECOVERY TO REMAIN ON TRACK

The climate for emerging and developing economies
stayed positive for the third quarter in a row. The cur-
rent situation was judged to have improved compared
to the previous survey, but remains negative. The eco-
nomic outlook increased by 6.9 points to 22.1 on the
balance scale (see Figure 2). Trade is still expected to
pick up in these countries, albeit to a lesser extent than
in the previous survey (see Box 1). Growing income ine-
quality, corruption, and legal and administrative barri-
ersforbusiness are the top 3 economic problems facing
these countries (see Table 3).

For the main emerging markets (Brazil, Russia,
India and China - the BRICs) the economic climate
remained positive at 7.0 on the scale for the third con-
secutive quarter. Business sentiment improved slightly
to just below the zero-line, while the economic outlook
brightened marginally. The top three economic prob-
lems in these countries are corruption, administrative
and legal barriersto business and wideningincomeine-
quality. The best economic climate prevailed in India at
13.8 points on the balance scale. However this marks a
considerable drop from previous surveys, as both com-
ponents were downwardly revised. Both investment
and consumption were more negatively assessed than
last quarter, and the trade volumes of both imports and
exports are expected to decrease. More experts also
expect inflation to increase in the months ahead. All of
the main currencies are slightly overvalued vis-a-vis
the Indian rupee. Indian experts unanimously agree
that inadequate infrastructure is the biggest problem
currently facing the Indian economy. In China both
components of the economic climate were more
favourably assessed than in the previous survey, result-
ing in a climate that points toward economic stabilisa-
tion. Growingincome inequality and legal and adminis-
trative barriers to business were cited as the most
prominent problems facing the Chinese economy at
present. All four of the main currencies are around their
proper value compared to the Chinese yuan. Inflation
rate expectations did not change compared to the last
survey (see Table 1). In Russia the hesitant recovery
that started at the beginning of 2016 continues this
quarter (see Figure 9.2). The present situation remained
negative; but was assessed as considerably better than
in the previous survey. The economic outlook remains
positive; but experts are slightly more cautious about
the extent of the recovery over the next six months.
Over 90% of experts indicated a lack of innovation,
poor international competitiveness, barriers to busi-
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ness, and corruption as hindering their economy at the
moment. Both investment and consumption saw small
improvements, but remain weak. Trade volumes, on
the other hand, are expected to increase in the months
ahead, imports more so than exports, which would
boost the existing trade deficit. Economic expectations
in Brazil turned very positive this quarter. Combined
with less negative assessments of the present eco-
nomic situation, this resulted in an improvement of
32.6 points to -8.4 on the balance scale. Insufficient
demand, inadequate infrastructure and corruption are
cited by over 90% of respondents as an economic
problem.

OTHER EMERGING MARKETS

Within the other aggregates of emerging and develop-
ing economies, Latin America improved the most, but
economic activity nevertheless remained subdued.
Although the present business situation brightened
somewhat compared to the last survey, it is still
assessed as weak. Improvements, however, are
expected over the next six months. Emerging and
developing Asia continued to signal stable recovery at
13.3 points on the balance scale. The economic recov-
ery thatstarted in previous survey is proving sluggish in
emerging and developing Europe, where the eco-
nomic climate indicator dropped by 10.5 points to 10.0
points (see Figure 7). Experts’ economic outlook in par-
ticular is more negative this survey than in previous
quarters. Emerging and Developing Europe is the
region bordering the downswing quadrant in the ifo
business Cylce Clock (see figure 2). The economic out-
look in the Middle East and North Africa remained
positive on the whole, but assessments of the present
situation deteriorated by 10 points. The economic cli-
mate nevertheless improved, albeit at a low level.

The cool-down in the economic climate of Emerg-
ing and Developing Asia is mainly caused by India,
Pakistan and the Philippines. In all three countries,
expectations and assessments of the present situation
deteriorated. This, however, only resulted in a negative
economic climate in Pakistan. The Asean-5 countries
(see Figure 7) saw a strong improvement in their eco-
nomic climate. Their assessments of the current situa-
tion remained unchanged, but experts are considera-
bly more optimistic about the future. An upturn in
investment was reported and private consumption
remained ataverygood level. Exportsarealsoexpected
to pick up and exceed imports, improving the trade bal-
ance somewhat. Inflation for the current year was
downwardly revised from 4.0 to 3.4; while inflation rate
expectations for the next 5 years remained unchanged
(see Table 1). Corruption was cited as an economic
problem by 93.9% of experts. Other problems men-
tioned included insufficient skilled labour and a lack of
international competitiveness.

2 Indonesia, Malaysia, Singapore, Philippines and Thailand.



Figure 4

Visualisation of WES Results as a Heat Map
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Source: ifo World Economic Survey (WES) IV/2017.

In emerging and developing Europe, Bulgaria
was the only country to see an improvement in its eco-
nomic climate, which is now at 24.4 points. Croatia’s
economic climate remains stable at a very favourable
level (33.7 points). In Hungary and Poland the eco-
nomic climate deteriorated slightly, but remained pos-
itive. In Romania and Turkey both components of the
climate dropped, resulting in a poorer economic cli-
mate in both cases. A lack of innovation and trust in
government economic policies coming remains a big
problem for the countries in this region (see Table 3). In
Romania, the economic problems cited by over 80% of
experts include inadequate infrastructure, a lack of
international competitiveness, a shortage of skilled
labour, growing income inequality, and corruption.
Inflationraterose by 0.7t02.3for2017, but the expected
inflation rate for 2022 was only marginally revised from
3.5t03.2 (see Table 1). Turkey’s economic climate was
more subdued than in the previous survey, as experts’
outlook turned pessimistic. Continued weak invest-
ment along with the weakening domestic consumption
reported by the survey respondents may be one of the
underlying factors. The expected inflation rate for 2017
was revised by 0.7% to 10.3%, while the expected infla-

© ifo Institute

tion rate for 2022 was revised by 0.8% to 6.8% (see
Table 1). According to the respondents, Turkey’s main
economic problem is its lack of innovation, which was
cited by 90.9% of the experts surveyed.

Thanks to a far brighter economic outlook, the
economic climate for Latin America (see Figure 7.2)
approached zero (which signals cautious economic
growth) for the first time since 2013. The economic cli-
mate in Argentina saw a remarkable increase from 1.6
pointsonthebalancescaleto45.2 points. Assessments
of the current economic situation in particular were
more positive, but the economic outlook also contin-
ued to brighten. Both investment and private con-
sumptionwas assessed as strongerthan last quarter.In
addition, trade volumes in both imports and exports
are expected to increase. The expected inflation rate
for 2017 was slightly downwardly revised, but remains
very high at 22.6%. The expected inflation rate for 2022
was also revised from 8.5% to 6.3% (see Table 1). Mex-
ico saw a slight deterioration in its economic climate
indicator, which now rests at -14.4 points, as the eco-
nomic outlook clouded over somewhat. The present
economic situation did not improve and remained
unchanged at -33.3 balance points. Corruption and a

ifo World Economic Survey 04/2017 November Volume 16
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lack of trust in economic policy were cited as the most
prominent economic problems facing Mexico at pres-
ent. Investment and consumption were assessed as
weak, and foreign trade volume for both imports and
exports is expected to decrease. Both components of
the economic climate in Peru rose considerably, result-
ing in a favourable economic climate of 26.1 points.
This represents an improvement of 54.8 points. Invest-
ment and private consumption picked up somewhat,
butremainweak. All of the main currenciesarereported
to be undervalued vis-a-vis the Peruvian sol. Foreign
trade volumes are expected to increase in the months
ahead.

The climate of the Commonwealth of Independ-
ent States remained close to zero for the third quarter
in a row. This time the present situation was more
favourably assessed, but economic expectations were
downwardly adjusted, although they remain positive.
The economic climate in the Ukraine remained favour-
able, while the economic outlook continued toimprove.
The present economic situation was again assessed as
negative. WES experts for Ukraine decided unani-
mously that corruption was the biggest constraint on
the Ukraine’s economy. Inflation rates for 2017 were
upwardly corrected from 9.0% in previous survey to
13.8% in this survey (see Table 1).Countries from both
the Middle East and North Africa (MENA) and Sub-Sa-
haran Africa saw another improvement in their eco-
nomic climate, albeit at a low level. The economic out-
look forboth aggregates was more favourably assessed
than last quarter. Experts from the MENA countries
indicated that their economy was hindered by a short-
age of capital and lack of skilled labour. In Sub-Saharan
Africa the main economic problems remained growing
income inequality and corruption (see Table 3).

INTERNATIONAL TRADE VOLUME AND ITS
EXPECTATIONS IN SELECTED AGGREGATES

In the previous ifo World Economic Survey (WES Report
111/2017) we presented the ifo World Trade Indicator
(WTI). This indicator represents WES experts’ expecta-
tions regarding exports and imports for their country.
With a cross-correlation analysis we showed that the
WTI has a good correlation to the World Trade Monitor
(WTM) from the CPB Netherlands Bureau for Economic
Policy Analysis (CPB). The WTM is a statistic published
monthly with a time-lag of two months and typically
subsequently revised. Our analysisin last quarter’s WES
Report considered global trade. The results of the
cross-correlation for the same time were 0.70 and 0.76
with adelay of one quarter. Thisindicates that the series
are very well correlated, which means the WTl is a relia-
ble proxy for world trade as measured by the WTM.

Due to increasing trade between countries and
the impact of trade on growth and living standards, it
isimportantto be able to predicttrade. Firms, however,
do not trade with every area in the world to the same
degree. Instead, trade still seems to be regional, either
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because of currency unions like the Euro Area or due to
regional trade agreements. Itis therefore important for
decision makers and economic forecasters working for
governments and companies worldwide to understand
developmentsintradevolumeintheirrelevantregions.
Forthisreasonit’sinterestingto check the synchronous
run between the WES Trade Expectations (the aggre-
gated answers by the WES experts for the expected for-
eigntrade volumein their respective countries) and the
CPB’s statistics for selected economic aggregates like
advanced economies, the Euro area, emerging market
and developing countries and Latin America.

To compare the two time series for every selected
aggregate, we decided to convert the monthly WTM
seriesinto quarterly frequency data, by adding together
the months of the respective quarter and dividing by
three. Given that WES experts are asked for their expec-
tations in the change of foreign trade volume, we cal-
culate the rate of change from quarter to quarter. The
resulting data of the WTM and the WES Trade Expecta-
tions for selected aggregates are presented in Figure 5.

Afirstvisualcomparisonrevealsalink between the
two time series in the selected aggregates. This sug-
geststhat WES experts have a good idea of the develop-
ments in foreign trade volume in their respective coun-
tries. To obtain a more official comparison, we use a
cross-correlation analysis to determine the correlation
between the two time series of the selected aggre-
gates. In general, a cross-correlation is a measure of the
similarity between two time series as a function of the
time lag of one relative to the other. The resulting cor-
relation coefficients are located in an interval between
-1 and +1. A high coefficient stands for a high statistical
link between the two time series. A zero identifies
non-correlation.

To identify the WES Trade Expectations as a lead-
ing indicator to the WTM, the cross-correlation
coefficient from WES in the current quarter to WTM of
next quarter is calculated. Secondly, we calculate the
correlation between the two time series simultane-
ously, without any time adjustment. Thirdly, to check if
the WES Trade Expectations has a delay, the cross-cor-
relation coefficient from WES in the current quarter to
WTM of previous quarter is calculated. The results for
the selected aggregates are presented in Table 4.

The coefficients of cross-correlation are the weak-
estoverallselected aggregatesif we testthe WES Trade
Expectations as a leading indicator of one quarter.
With a value of 0.50, the Euro area performs best in this
ranking (first column of Table 4). The coefficient for the
advanced economies is 0.45 and for other advanced
economies is 0.33. Only a fourth of the development
in the foreign trade volume of Latin America can be
explained by the WES Trade Expectations for Latin
America. In the second column of Table 4 we compare
the correlation in the same quarters of both time series
for the selected aggregates. Here again, the advanced
economies show the highest coefficient of 0.73. The
Euro area also boasts a high correlation (0.72). The



Figure5

Comparison of WES Experts Trade Expections and the CPBs World Trade Monitor in Selected Aggregates
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Table 2

Expected Growth of Real Gross Domestic Product (GDP) in 2017 (based on WES QIV/2017 and QI1/2017)

Aggregate* [ Country QIv/2017 Qllj2017 Country QIv/2017 Qll/2017
Average of countries 3.5 3.3 Bulgaria 3.0 3.1
EU 28 countries 2.2 1.9 Cabo Verde 3.8 3.8
Euro area a) 2.1 1.7 Chile 1.7 1.7

China 6.5 6.0
Advanced Economies 2.1 2.0 Colombia 1.9 2.1
Australia 2.5 2.5 Croatia 2.9 2.8
Austria 2.5 1.8
Belgium 1.7 15 Ecuador 0.9 0.4
Canada 3.0 2.3 Egypt 4.4 3.6
Czech Republic 3.9 2.6 El Salvador 2.4 1.9
Denmark 2.2 1.8 Georgia 4.9 4.2
Estonia 35 1.7 Guatemala 31 3.2
Finland 2.9 1.7 Hungary 3.2 2.7
France 1.7 1.4 India 6.7 7.0
Germany 1.9 1.6 Kazakhstan 3.2 1.9
Greece 1.4 0.7 Kenya 4.3 5.5
Hong Kong 3.5 2.3 Kosovo 3.0 3.9
Ireland 4.1 4.1 Lesotho 2.5 3.2
Israel 2.8 2.8 Malaysia 3.5 2.4
Italy 1.4 1.0 Mexico 1.9 1.7
Japan 1.5 1.1 Morocco 3.6 3.9
Latvia 3.1 2.4 Namibia 1.1 1.8
Lithuania 3.7 2.7 Nigeria 1.5 1.8
Netherlands 2.5 1.9 Pakistan 5.2 4.8
New Zealand 2.7 2.4 Paraguay 4.0 3.9
Norway 2.1 13 Peru 2.8 2.7
Portugal 2.4 1.7 Philippines 6.3 6.6
Republic of Korea 2.7 2.5 Poland 3.9 3.1
Slovakia 35 3.2 Romania 4.8 3.9
Slovenia 4.2 2.9 Russian Federation 1.5 1.0
Spain 2.9 2.8 South Africa 1.0 0.9
Sweden 2.9 2.4 Sri Lanka 4.8 5.2
Switzerland 1.2 1.5
Taiwan 2.2 2.0 Thailand 3.1 3.4
United Kingdom 1.6 1.6 Togo 5.0 5.2
United States 2.2 2.3 Tunisia 1.9 2.4

Turkey 4.8 3.1
Emerging market and developing economies Ukraine 2.6 0.7
Argentina 2.8 2.2 Uruguay 3.0 2.3
Bolivia 3.9 4.2 Venezuela -11.0 -4.9
Bosnia and Herzegovina 2.5 2.7 Zambia 4.0 3.7
Brazil 0.9 0.6 Zimbabwe 0.7 1.9

* To calculate aggregates, country weights are based on gross domestic product based on purchasing-power-parity (PPP) in international dollars (database IMF’s
World Economic Outlook). - a) Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands,

Portugal, Spain, Slovenia, Slovakia.

Source: ifo World Economic Survey (WES) 1V/2017

aggregates of other advanced economies, emerging
market and developing economies, Latin America and
emerging and developing Asia have a correlation coef-
ficient of almost 0.50. In the third column of Table 4 we
compare the WES Trade Expectations with the WTM of
the previous quarter. In this case the emerging market
and developing economies and the Euro area show a
high coefficient with 0.69. The coefficient for the emerg-
ing and developing Europe and the advanced econo-
miesis 0.67. Emerging and developing Asia follows with
0.66 and Latin America with 0.58.

Depending on the aggregate in question, the WES
indicator has good results at the same time (simultane-
ous) orin some cases, it is better to compare the WTI to
the WTM of the previous quarter (with a delay of one

ifo World Economic Survey 04/2017 November Volume 16

quarter). In the case of simultaneous the aggregates of
the advanced economies, the Euro area and other
advanced economies, the WES Trade Expectations
largely explain developments in foreign trade volumes.
With a delay of one quarter, the aggregates of the
emerging market and developing economies, Latin
America, the Middle East and North Africa, emerging
and developing Europe and emerging and developing
Asia have the best correlation for the two time series.
The statistical analysis backs up the insights
gained from plotting the two series for the selected
aggregates. The WES Trade Expectations has a good
degree of synchronism with WTM in the same period
for the aggregates with advanced countries, and with
one quarter delay to the WTM for the aggregates with



Table 3
Economic Problems ranked by World Importance*

Emerging and . . .

Advanced . Developing Developing Latin SubSaharan
World Economies nggf&z% EU Europe Asia America s Mena Africa
Widening income

inequality 70.7 64.2 76.1 54.8 58.5 82.4 61.1 63.7 79.2 86.3
lLaatfgu"rfSk”'ed 65.0 58.4 70.3 56.2 68.2 70.6 63.3 66.8 90.8 64.1
Lack of confidence in

government’s econ. 58.4 GRS 55.9 52.3 77.0 40.5 75.4 82.9 75.5 81.8
policy

Lack of innovation 58.1 43.2 70.0 55.2 88.6 63.1 78.7 998 54.2 80.5
Legal and adminis-

trative barriers to 57.6 38.1 73.4 39.2 38.7 79.4 62.8 85.2 79.0 50.0
business

Inadequate Infra-

structure 54.6 55.5 53.9 50.1 44.7 38.8 88.2 78.4 70.8 84.5
Corruption 51.0 23.9 73.0 30.3 56.7 70.0 89.3 92.7 48.6 91.6
Lack of international

competitiveness 48.1 33.8 59.6 37.6 66.7 46.2 74.6 91.3 81.7 84.2
Capital shortage 24.6 10.9 35.7 21.9 56.9 16.8 37.5 78.2 86.6 82.8

*Numbers are based on percentages of experts indicicating their countrz is facing this problem at the moment. Highligthet problems are the top 3 most important

economic problems for wach region.
Source: ifo World Economic Survey (WES) VI/2017.

Table 4
Coefficients of Cross-correlation

Lead of one quarter

Simultaneous Delay of one quarter

Advanced Economies 0.45
Emerging Market and Developing Economies 0.06
Euro Area 0.50
Latin America 0.24
Middle East and North Africa 0.18
Emerging and Developing Europe 0.12
Emerging and Developing Asia 0.04
Other Advanced Economies 0.33

0.73 0.67
0.51 0.69
0.72 0.69
0.49 0.58
0.37 0.43
0.43 0.67
0.46 0.66
0.53 0.50

Source: ifo World Economic Survey (WES) IV/2017; CPB Netherlands Bureau for Economic Policy Analysis (CPB); own calculations.

emerging and developing countries. The weakest cor-
relation coefficient is finding when the WES is used as
a predictor for the WTM. This is a good result for the
WES indicator when the publication dates of both time
series are taken into consideration. The current WES,
which takes into account economic developments in
Q4, is published in early November and its survey is
conducted in October. The CPB publishes the WTM data
for October at the end of December. This difference will
be even greater for quarterly data, as the WTM does not
complete its fourth quarter (December) until the end
of February 2018. When compared at the same time,
the WES survey has an advantage of three months. The
advantage goes down to two weeks if the WES indicator
needs a delay of one quarter to correlate better with
the WTM.

Further research could include the same analysis
with the unrevised data from the WTM (we currently use
the most up to date data). A further analysis of why the
results for advanced and emerging economies differ so
much is needed.

AYEARAFTER THE ELECTION - TRUMP’S IMPACT
ON THE ECONOMY

A year after the election of Donald Trump as President
of the US, his popularity ratings are down® and there is
an ongoing debate over whether he will be able to keep
his election pledges. The question is how successfully is
Trump leaving his mark on domestic and international
policy? To gain a better perspective on the influence of
the Trump administration in the eyes of US economic
experts, as well as economic experts around the world,
we asked WES experts to assess the influence of the
Trump administration on both US economic policy and
international politics.

The first question attempted to gauge the eco-
nomic impact of the Trump administration in general
on the US economy, on the economy of different coun-

3 https://www.washingtonpost.com/page/2010-2019/Washington-

Post/2017/11/05/National-Politics/Polling/release_502.xml
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Table 5

Assessments of WES Experts on the Influence of the Trump Administration on International Policy Outcomes in Percentages

United States World
Positive In-effective Negative Positive In-effective Negative
Balancing International Trade 4.1 54.1 41.6 2.6 63.6 33.7
International Cooperation
in multilateral organisations 0.0 18.5 814 L8 38.8 59.2
Peace and Security 0.0 29.6 81.4 2.3 37.0 59.2

Source: ifo World Economic Survey (WES) 1V/2017.

Table 6

Assessments of WES Experts on the Influence of the Trump Administration on Domestic Policy Outcomes in Percentages.

United States World
Positive In-effective Negative Positive In-effective Negative
Social Justice 7.1 25.0 67.0 2.3 39.2 58.4
Health Care System 3.7 48.1 48.1 1.9 48.1 49.9
Employment 8.0 84.0 8.0 7.6 80.5 11.7
Favourable Business Climate 37.0 51.8 11.1 7.8 64.1 27.9
Beneficial trade deals for the US 0.0 46.1 53.8 3.6 60.9 35.4
Environmental protection 3.4 34.4 62.0 1.2 30.5 68.1
Minimising red tape 28.0 68.0 4.0 3.8 81.2 14.8
Prevention of illegal immigration 11.1 70.3 18.5 9.6 64.3 25.9

Source: ifo World Economic Survey (WES) 1V/2017.

tries and on the global economy.* 73.7% of WES experts
stated that the Trump Administration has had a nega-
tive effect on the world economy. However, only 42.3%
indicated that their own country has been negatively
affected. Expertsin US neighbours Canada and Mexico,
aswellasinlreland, reported that theireconomies have
been negatively affected under the Trump administra-
tion. Canada and Mexico, both part of NAFTA, may feel
more negative influence in the future, as the 23-year
old trade deal is being renegotiated.® Ireland is the only
European country where 75% of experts reported the
Trump presidency having a clearly negative effect on
the economy. Irish economic policy is based on low
taxes and a business-friendly climate to attract for-
eign direct investment from the US amongst others.®
Trump’s economic plans propose tax cuts for US com-
panies with an offshore headquarters like Apple. His tax
reduction plans would move US corporation tax very
close to Irish levels.

To assess Trump’s influence over international
policy outcomes, we asked our survey respondents to
assess how Trump has performed in terms of balancing
international trade, international cooperation in multi-
lateral organisations and peace and security. Figure 5.1
shows the results of how the world assessed Trump’s
influence over these policies, as well as the assess-
ments of US WES-experts. In all three policy areas,
the influence of the Trump Administration has been
assessed as either ineffective or negative. According to
US experts, balancing international trade is one area
where Trump’s policies have done the least harm, with

4 Theexact wording of the question was: The Trump administration in
general has a; highly negative impact, negative impact, no impact, positive
impact, highly positive impact on the US economy, on my country’s economy
and on the global economy.

5 https://www.cnbc.com/2017/10/10/u-s-trade-deal-with-canada-mexico-
on-thin-ice-as-new-round-of-talks-begin.html

¢ https://www.theguardian.com/world/2015/mar/05/ireland-attracts-soa-
ring-level-of-us-investment

ifo World Economic Survey 04/2017 November Volume 16

41.6% stating that his policy has had a negative influ-
ence, versus 81.4% of respondents stating his politics
have harmed international cooperation and peace
and security. Trump’s influence domestically is not
assessed asanybetter. 57.6% of WES experts (excluding
WES experts from the US) stated that the Trump admin-
istration has had a negative effect on the US economy.
However, US experts see the influence of Trump on the
US economy as less detrimental, with only 38% indicat-
ing that Trump has a negative influence domestically.
However, 63.3% of US experts believe that the Trump
administration has had a more negative influence on
the global economy.

During his campaign Donald Trump hit the head-
lineswith bigstatementson taxreform,tradebills, eco-
nomic growth packages and infrastructure spending.
To assess how his effectiveness is judged both inside
the US and globally, experts were asked to indicate
how they assess the influence of Trump and his admin-
istration on different policy outcomes. We also asked
if this outcome was in line with their expectations, or
if Trump had surprised them. It is important to bear in
mind that policy is hard to change, asamendments can
be slowed down due to a lack of political support or
legal roadblocks.” Table 6 shows the percentages of US
experts experts across the world (including in the US)
and their assessment of Trump’s presidency to date. In
general, WES experts assessed the influence of Trump
as negative on domestic policies and this was in line
with the opinions expressed by US experts. The latter,
however, were most positive on employment, business
climate and reducing bureaucracy. With 37% of the US
experts stating that the Trump administration’s influ-
ence has been positive on the business climate, this is
the area in which Trump scores most highly. By con-

7 http://www.npr.org/2017/11/06/561449128/how-trump-has-put-his-
mark-on-policy-slowly



Figure 5.1

Percentage of Experts Stating that the Trump Administration has a Negative Impact on their own Country
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Source: ifo World Economic Survey (WES) IV/2017.

trast, social justice, healthcare, beneficial trade deals
for the US, and environmental protection, are the
policy areas in which its influence is assessed as most
negative. Although Trump has announced tax cuts
and plans to bring back jobs for “normal” Americans,
73.5% of WES experts worldwide and 61.2% of experts
in the USA believe that the poor stand to lose out the
most from the policy measures announced and those
already implemented to date.

What is striking about this analysis is that US
experts are slightly less negative in their assessments
of Trump’s influence than those from the rest of the
world. However, when various aspects of interna-
tional politics and domestic policy outcomes are con-
sidered, the Trump administration is seen in a rather
negative light. The areas in which Trump is least neg-
atively assessed are employment, a favourable busi-
ness climate and reducing bureaucracy.

© ifo Institute
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Figure 6
Expected Trend for the next 6 Months for Short- and Long-term Interest Rates
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Figure7.1
Selected Aggregates
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Figure 7.2

Selected Aggregates
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Figure 8.1
Advanced Economies
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Figure 8.2
Advanced Economies
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Figure 8.3
Advanced Economies
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Figure9.1

Emerging Markets and Developing Economies
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Figure 9.2

Emerging Markets and Developing Economies
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Figure9.3
Emerging Markets and Developing Economies
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