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“The global economy is in a tough spot, caught between sharply slowing 
demand in many advanced economies and rising inflation 

everywhere, notably in emerging and developing economies. Global 
growth is expected to decelerate significantly in the second half of 
2008, before recovering gradually in 2009. At the same time, rising 
energy and commodity prices have boosted inflationary pressure, 

particularly in emerging and developing economies”. 

International Monetary Fund

Washington, D.C. 20431 USA

World Economic Outlook UPDATE, July 2008.
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Agenda 

INTERNATIONAL ECONOMY: INTERNATIONAL ECONOMY: 
Situation, Perpectives and Outlook.Situation, Perpectives and Outlook. 

• Global Econonomic Growth 
• Global Inflation
• Commodities
• Interest Rates
• Exchange Rates
• Local Economy
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The slowdown in global growth, which started last summer, is 
expected to continue through the second half of 2008, with 

only a gradual recovery during 2009. 

Advanced Economies
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• Growth for the United 
States in 2008 would 
moderate to 1.3 percent on 
an annual-average basis, as 
consumption would be 
dampened by rising oil and 
food prices and tight credit 
conditions. 

• Growth projections for 
the Euro Area and Japan 
also show a slowdown in 
activity in the second half 
of 2008.
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Expansions in emerging and developing 
economies are also expected to lose steam. 

Emerging Markets (BRIC) 
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Accordingly, global growth is projected to moderate 
from 5 percent in 2007 to 4.1 percent in 2008 and 3.9 

percent in 2009.

• Financial risks remain elevated, as rising 
losses in the context of a global slowdown 
could add to strains on capital and 
exacerbate the squeeze on credit 
availability.

• On the positive side, demand in advanced 
and emerging economies might be more 
resilient than projected to recent 
commodity price and financial shocks, as was 
the case during the first quarter of 2008.

•  Growth in these economies is 
projected to ease to around 7 
percent in 2008–09, from 8 percent 
in 2007.

• In China, growth is now projected 
to moderate from near 12 percent 
in 2007 to around 10 percent in 
2008–09.
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“Inflation is a rising concern and will constrain 
the policy response to slower growth. 

Food and Fuel Price Increases Have Pushed Some 

Countries to A Tipping Point” (FMI) INFLATION: Advanced Economies
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• Inflation is mounting in both advanced and 
emerging economies, despite the global 
slowdown. 

• The driving force behind higher inflation is 
higher food and fuel prices.

• In advanced economies, headline inflation 
rose to 3.5 percent in May 2008 (12-month 
change), and, while core inflation remained at 
1.8 percent; central banks have expressed 
growing concerns.

• Emerging and developing economies, 
headline and core inflation have risen to 8.6 
percent and 4.2 percent, respectively, the 
highest rates since around the beginning of the 
current decade.

• In these economies, food and fuel make up a 
larger share of consumption baskets and 
sustained strong growth has tightened capacity 
constraints.

INFLATION: Emerging Economies

-2.0

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

Ja
n
-0
6

A
p
r-
06

Ju
l-
0
6

O
ct
-0
6

Ja
n-
0
7

A
pr
-0
7

Ju
l-
07

O
ct
-0
7

Ja
n
-0
8

A
pr
-0
8

Ju
l-
0
8

A rgentina C PI Y oY Brazil C PI IPC A  Y oY

C hile C PI Y oY  N SA C olom bia C PI Y oY

Ecuador C PI Y oY Peru C PI Y oY

C hina C PI Y oY India C PI U rban N on M anual W or



9

Inflation Is Increasingly a Problem 
• In advanced economies, inflationary pressures are 

likely to be countered by slowing demand.

– And, with commodity prices projected to stabilize, the 
expected increase in inflation for 2008 is forecast to be 
reversed in 2009. 

• In emerging and developing countries, inflationary 
pressures are mounting faster, fueled by soaring 
commodity prices, above-trend growth, and 
accommodative macroeconomic policies. 

– Hence, inflation forecasts for these economies have been 
raised.
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Commodity price increases are having a major 
impact on the global economy. 

CORN FUTURES
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SUGAR FUTURES
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CRUDE OIL FUTURES
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But in recent weeks Oil and other Commodity prices 
have Fallen on Speculation U.S. Consumption Decline 

Will Spread
• Crude oil fell on speculation that 

fuel-consumption declines in the 
U.S. will spread to other countries 
as their economies slow.

• “The market is much more focused 
on demand destruction than on 
supply concerns”. 

• Crude oil for September delivery 
fell 52 cents, or 0.5 percent, to 
$115.48 a barrel at 9:14 a.m. on 
the New York Mercantile Exchange. 
Prices are up 60 percent from a 
year ago.

• “People are trying to parse what's 
happening in Georgia”.

• “There are major pipelines running 
through the region, but it doesn't 
appear that they have been 
damaged during the conflict yet.''
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Oil Forecasts:Oil Forecasts: Oil and food prices are likely to remain high and 
volatile, with the baseline forecast showing only moderate 

declines. Low inventories and capacity margins are expected to 
persist for some time.

• Oil production is expected to remain broadly stagnant, as 
much of the small amount of new capacity coming on 

stream is likely to be offset by further production declines 
in existing fields.
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Policymakers face a difficult 
environment. They need to head 
off rising inflationary pressure, 

while also being mindful of 

downside risks to growth. 
• Many central banks have tightened monetary 

policy stances but interest rates in emerging 
and developing economies generally remain 
negative in real terms.

• The risk of second-round effects from the 
surge in commodities prices and continued 
stress in financial markets complicates the 
response to the slowdown, particularly in 
advanced economies.

• In these economies inflation expectations and 
labor costs are projected to remain well 
anchored and growth momentum is weak.

• However, inflationary pressures need to be 
monitored closely.

• In many emerging economies, monetary 
policy needs to be tightened combined with 
greater fiscal restraint, and, in some cases, 
with more flexible exchange rate 
management.

CENTRAL BANK RATES: Advanced Economies
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CENTRAL BANK RATES: Emerging Economies
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Fed Keeps Rate at 2% as 
Economic Growth 

Stagnates
•  Aug. 5 (Bloomberg) -- The Federal Reserve kept 

its benchmark interest rate at 2 percent and 
signaled that weak employment and financial 
instability will delay any increase in borrowing 
costs.

• “Tight credit conditions, the ongoing housing 
contraction, and elevated energy prices are likely 
to weigh on economic growth”.

• “This says the Fed is on the hold for the rest of the 
Year”. 

• “The next move may be up, but it won't occur for a 
while”.
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ECB: Trichet Sees 
`Particularly Weak' 
Economic Growth 

• Aug. 7 (Bloomberg) -- European Central Bank 
President Jean-Claude Trichet said economic 
growth will be “particularly weak” through the 
third quarter, suggesting policy makers are wary of 
raising interest rates again to curb inflation. 

• While the ECB's decision to raise borrowing costs 
last month was justified by the inflation threat, 
risks to growth “are materializing”.  

• “Overall, downside risks prevail”. 
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BOE Keeps Rate at 5% as 
Economy Slumps, Prices 

Rise 
•   Aug. 7 (Bloomberg) -- The Bank of England kept 

the main interest rate unchanged for a fourth 
month after inflation accelerated and the economy 
teetered on the brink of a recession. 

•  U.K. services, manufacturing and construction 
shrank in July and house prices dropped the most in 
a quarter-century. 

• Governor Mervyn King predicts inflation will soon 
quicken to more than double the 2 percent target. 

• The U.K.'s main rate is the highest in the Group of 
Seven countries. 
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Currencies: “Dollar Optimists Return as 
Slowdown Spreads to Europe, Japan”

• Aug. 13 (Bloomberg) -- The 
dollar will appreciate 
against the euro, yen, 
pound and Swiss franc in 
the next six months as 
economies in Europe and 
Asia falter, a survey of 
Bloomberg users showed.

• “It's not that people are 
more optimistic about the 
U.S. economy, the rest of 
the world is catching up 
with the U.S.”. 
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EXCHANGE RATE: 
The appreciation 

tendency reversed 
since july
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FCST for COP
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LOCAL ECONOMYLOCAL ECONOMY

Situation, Perpectives and Outlook.Situation, Perpectives and Outlook. 

• Inflation 
• Interest Rates
• Econonomic Growth 
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Despite currency-strengthening, annual inflation reached 
7.5% in July, owing to local food-supply shocks and the 
pass-through from higher global food and fuel prices, as 

well as excess demand after two years of above-potential 
(albeit now decelerating) GDP growth.

Assuming food and fuel prices do not 
rise further and the economy 
decelerates as envisaged, we expect 
annual inflation to peak during the 
third quarter and easing towards year-
end, ending 2008 at 7.6% and 5.7% in 
2009. 
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The central bank ignored President Alvaro 
Uribe's public objection that monetary 
tightening was prompting an economic 

slowdown. 
Tasa REPO E.A.

7/31/08, 10
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• On June 25 Banco de la 
Republica raised the overnight 
interest rate to 10 percent from 
9.75 percent, the highest in almost 
eight years.

• Policy makers are seeking to 
contain annual inflation (7.5%), the 
highest since July 2001. 

• The bank has lifted rates 16 
times since April 2006.
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The GDP growth exhibits a structural change in long 
term tendency, recovering levels above 5.0%.

• Uribe's efforts to make Colombia 
safer from the violence, caused by 
drug-funded guerillas and 
paramilitaries has boosted 
consumer confidence and 
encouraged borrowing for homes 
and durable goods, such as cars 
and washing machines, fueling the 
fastest economic growth last year 
in five decades 8.2%.

• Still, the interest rate increases 
have now helped slow economic 
growth.
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Source: Fondelibertad; Policia Nacional

Improvment In Security Levels, as shown by the drop in 
homicides and kidnaps, explain the progress in Economic 

and sociopolitical Conditions for Invesment. 



25

Producto Interno Bruto Trimestral a Precios Constates. 
Series Desestacionalizadas 2008 I Trimestre. 
Fuente: DANE (* Cifras Provisionales)
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The economy is cooling down

• GDP growth slowed sharply to 
4.1% year on year in the first 
quarter, as private consumption 
and investment decelerated in 
the face of higher interest rates, 
although exports performed 
well, despite a slowing US 
economy.

• GDP growth is forecast to 
decelerate from above potential 
rates in 2006-07 to 4.0% in 2008 
and 3.8% in 2009 (below 
potential). 
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Construction sector has had the greatest slowdown

Producto Interno Bruto Trimestral a Precios Constates por Ramas 
de Actividad Económica.  Series Desestacionalizadas 2008 I 

Trimestre.  Fuente: DANE (* Cifras Provisionales)
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Even though deceleration, the 
economy remains strong enough.

External sector remains 
dynamic, measured by exports 

and FDI. 
** The uncertainty remains on 
the duration and magnitude of 

the USA recession.   
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