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As in the past, two meetings of the Pacific Economic Outlook group (the PEO) were held in 1996. The first was in San Francisco in the early part of January. The second was in OSAKA on March 18/19. The final report for 1996 was released in July.





The San Francisco meeting is a forum for establishing a common view about factors, such as world commodity prices, which are largely exogenous to each country’s forecasts. There were six sessions in this year’s meeting. The first two covered the outlooks for the US and Japan, the remaining four covered world non-oil commodity prices, oil, Western Europe and the FSU.





Around 40 forecasters attended the meeting in OSAKA. Other than Russia and Thailand, all member economies were represented. The following is a brief summary of the region's outlook over the next two years as given at that meeting. Note, that beginning with this forecast cycle, a new and separate component concerning the political outlook for each of the PECC economies was to be incorporated as part of the final PEO document. However, this had to be shelved due to complaints from the PRC and Taiwan. 





Following a significant slowdown in growth in 1995, faster economic growth was forecast for the region in 1996. Based on number presented at the meeting, the weighted average growth of real GDP was forecast to be nearly 4.0 per cent in 1996, compared with 3.5 per cent in 1995. The region's average growth rate was forecast to rise further in 1997 to 4.2 per cent. This is a less robust recovery than is usual from a low point, but it comes after a soft landing, not a full blown recession. 





Three forces were seen as responsible for the recovery in the region: expansion of private plant and equipment investment; rapid growth in trade; and implementation of economic reforms. Growing business investment is particularly important to the fast-growing economies of China, Korea, Peru and the Philippines. Many economies such as Mexico and Chile are finding that trade is their most important driver, while implementation of reforms have been particularly important to economies such as New Zealand and Vietnam.





As for inflation, the average for the region was forest to fall sharply in 1996 to 4.7 per cent, compared with 8.5 per cent in 1995. A further slight fall was expected in 1997. Most of the improvement in the region's average comes from expected improvements in Mexico and Russia. 





The region as a whole remained in deficit in 1995, but at a reduced level compared with 1994. The forecasts suggest a further improvement in 1996, with regional balance expected to be attained in 1997. The US current account deficit was forecast to be cut by $32 billion in 1996 and by a further $15 billion in 1997. At the same time the Japanese surplus was forecast to decline by $22 billion in 1996 and by a further small amount in 1997. 





Two broad classes of risk to the forecasts were identified: political uncertainty and the possibility of inflation/deflation shocks. There seemed to be more than the usual amount of political uncertainty in 1996 (and in 1997), involving relations between economies as well as within individual economies. Regarding relations between economies, the tension around the Taiwan Straits was discussed at length, with a clear consensus that capital movements and investment plans had being impacted significantly. Sino-American relations were also seen as an area of current and future concern, as was the relationship between China and the new Hong Kong Special Administrative Region.





The concerns regarding inflation/deflation shocks centred on the possibility of spikes in oil prices and/or severe grains shortages (which were noted in the meeting). While inflation is a fact of life, it has supposedly been tamed in a number of the member economies. If it should reappear, then the psychological impact could be out proportion to its inherent importance.


