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First signs of improvement…•	

…point to the end of the recession in the autumn•	

The effects of the current crisis will be felt nevertheless for a long time afterwards•	

Threat of deflation continues to take precedence over inflationary risks•	

Spring is here, and with it the first signs 
of renewed optimism in the economic 
and financial world have appeared in 
recent weeks. Many leading indicators – 
primarily in the US, but also in countries 
such as China – have seen a reversal of 
the steep downward trend in the last few 
months. For instance, the US ISM indi-
cator has improved slightly every month 
since the beginning of the year. The finan-
cial markets have also seen some signs 
of improvement. The US stock market 
indices rose by just under 30% between 
mid-March and mid-April. However, it 
would be premature to celebrate the end 
of the recession on the basis of today's 
positive signals. Despite the somewhat 
better data, virtually all indicators are 
still pointing towards a severe economic 
slump. Primarily, the slight improvement 
in the leading indicators means that the 
free fall affecting the global economy in 
the second half of 2008 has come to an 
end. An end to the recession depends on 
confirmation of this positive trend in the 

months ahead. There will be no return to 
positive economic growth figures before 
the autumn at the earliest. And there are 
bucket-loads of bad economic news to 
come before then. There are still sig-
nificant downside risks for the months to 
come, and further disappointments can-
not be ruled out. 

Correction goes on

The current crisis began in the US, so the 
US economy is the furthest advanced in 
the downward phase of the cycle. And 
the most positive signals have come 
from the US in the last few weeks. There 
are, however, still many problems in store 
in the months to come. On the housing 
market, the stock of unsold houses is still 
close to historical highs. This will con-
tinue to depress the market, and hence 
house prices, for some time to come. In 
addition, the labour market is in the full 
throes of a correction. As many as two 
million jobs were lost in the first quarter, 

and there is the prospect of a further 
three million job cuts in the months 
ahead. In turn, the difficult labour-market 
situation could prompt fresh difficulties in 
the housing market and financial sector 
due to people having difficulties in meet-
ing mortgage payments. On top of this 
comes the recent collapse in the com-
mercial property market. The economic 
reality of increasing bankruptcies and 
payment default could mean fresh prob-
lems in the financial sector. It does not 
look as if the US Treasury's current initia-
tives – including the stress test for banks 
– will be enough to help the entire sector 
recover quickly. In the meantime, house-
holds are under pressure because of the 
worsening labour-market situation, their 
rapidly diminishing wealth and still heavy 
debt burden. Against the backdrop of 
very modest income growth, the required 
efforts of households to bolster up their 
financial position again will depress con-
sumer spending for some time yet. 
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Economic downturn generates 
severe downward pressure on inflation (US)

ISM bottoms out
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There is still a long way to go, but there 
are signs that the worst of the correc-
tion may be over. An average house has 
never been so affordable for an American 
family as it is today, theoretically at 
least, which tends to suggest that the 
exaggerated price rises of the previous 
upturn have been corrected. In addition, 
households have already increased their 
savings rate from 0% a year ago to more 
than 4% of their income. The correction 
will continue for a while yet, but cannot 
go on indefinitely. Moreover, the raft of 
monetary and budgetary stimuli in the 
US, and in many other countries too, 
should start to have an impact in the 
next six months or so. The recent mod-
est improvement in the leading indicators 
confirms that the economy could level 
off in the second half of the year, after a 
very weak first half. As a result, we may 
see the return to positive growth figures 
in the autumn, although any subsequent 
recovery will be very modest. The past 
has provided ample evidence that the 
effects of international economic crises 
that are combined with a financial crisis 
continue to be felt for a long time after-
wards. It could be years before we see 
a return to normality. But every recovery 
starts with signs of a halt to the down-
turn, and the recent signs give grounds 
for hope in that respect at least. 

In the meantime, it has become abun-

dantly clear that the European economy 
has suffered just as badly as the US. 
There has not been a property bubble 
in Germany, but the German economy's 
very high dependence on exports is 
having a negative impact on Europe. 
Although the European governments 
have already launched some rescue 
packages, they fall well short of the 
measures in the US. It looks as if Europe 
is waiting for an external recovery. 

Deflation threat prevails over 
inflationary risks

Inflation fell to -0.4% in the US in March, 
and slowed to 0.6% in the euro area 
(down from 5.4% in the US and 4.1% 
in the euro area at the beginning of last 
summer). The dramatic fall in inflation in 
recent months was mainly due to the fall 
in energy prices. Underlying economic 
activity will have an increasing impact 
in the months ahead. As a result of the 
downturn, all economies are running 
well below their normal capacity. In this 
climate, there is inevitably downward 
pressure on inflation. For instance, the 
problems on the labour market mean a 
sharp tail-off in wage growth. The com-
bination of significant downward pres-
sure on inflation, overly high debt in 
certain economies and the problems in 
the financial sector means there is a real 
threat of harmful deflation (as in the US in 

the thirties and Japan in the nineties). The 
recent actions by the monetary authori-
ties have focused primarily on combat-
ing the threat of deflation. These actions 
will fuel inflation in the long run, but we 
will probably have to wait until there is a 
decent economic recovery before that 
happens. If the monetary authorities do 
not claw back the current stimuli in time 
once recovery begins, that could result in 
significant upside inflationary risks. The 
transition from the threat of deflation to 
upside inflationary risks will be a tricky 
balancing act for central banks, and one 
that is bound to go with hitches. Higher 
inflation within a few years is almost 
inevitable. However, deflation will remain 
the major threat in the next year or two.
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Exchange rate

21-04-09 +3m +6m +12m

USD per EUR 1.29 1.24 1.24 1.24

GBP per EUR 0.89 0.89 0.89 0.91
DKK per EUR 7.45 7.45 7.45 7.45
SEK per EUR 11.27 10.95 10.75 10.00
NOK per EUR 8.82 8.50 8.30 8.10
CHF per EUR 1.51 1.51 1.51 1.52
PLN per EUR 4.45 4.41 4.18 4.00
CZK per EUR 27.22 27.20 26.45 25.60
HUF per EUR 301.71 297.00 296.00 287.00
RON per EUR 4.25 4.54 4.54 4.46
BGN per EUR 1.96 1.96 1.96 1.96
RUB per EUR 43.83 42.99 42.43 41.40
TRY per EUR 2.16 2.20 2.16 2.07
JPY per EUR 126.37 126.67 130.39 147.50
CNY per USD 6.83 6.82 6.79 6.70
USD per AUD 0.70 0.71 0.73 0.76
USD per NZD 0.55 0.55 0.55 0.58
CAD per USD 1.24 1.24 1.24 1.20

Real GDP growth Inflation

2009 2010 2009 2010

US -2.8 0.8 -0.8 0.9
EMU -3.1 0.5 0.4 0.9
UK -3.4 0.1 0.2 0.5
Denmark -2.5 0.5 1.0 1.3
Sweden -3.5 0.8 0.3 1.0
Norway -1.0 1.0 1.5 1.5
Switzerland -2.0 0.6 0.0 0.8
Poland -0.6 2.1 3.1 1.9
Czech Republic -1.8 1.7 1.8 2.2
Hungary -5.3 0.2 2.4 2.9
Roumania -2.7 0.4 6.0 4.1
Bulgaria -2.5 0.1 5.7 4.5
Russia -2.4 1.8 12.0 9.6
Turkey -2.3 1.4 6.0 0.0
Japan -5.6 0.6 -0.8 0.1
China 6.5 8.0 0.2 1.8
Australia -0.5 2.0 2.0 1.8
New Zealand -2.0 1.5 2.2 1.6
Canada -1.8 1.1 0.2 1.3

Policy rate  

21-04-09 +3m +6m +12m

US 0.25 0.25 0.25 0.25
EMU 1.25 0.50 0.50 0.50
UK 0.50 0.25 0.25 0.25
Denmark 2.00 1.50 1.00 1.00
Sweden 0.50 0.25 0.25 0.25
Norway 2.00 1.50 1.50 1.50
Switzerland 0.38 0.25 0.25 0.25
Poland 3.75 3.25 3.00 3.00
Czech Republic 1.75 1.25 1.25 1.25
Hungary 9.50 9.00 8.00 7.50
Roumania 10.14 11.00 11.00 11.00
Bulgaria - - - -
Russia - - - -
Turkey 9.75 11.00 10.50 10.50
Japan 0.10 0.10 0.10 0.10
China 5.31 5.04 4.77 4.77
Australia 3.00 2.75 2.50 2.50
New Zealand 3.00 2.25 2.25 2.50
Canada 0.25 0.25 0.25 0.25

10-year rate

21-04-09 +3m +6m +12m

US 2.81 2.40 2.80 3.15
EMU 3.12 2.60 2.90 3.15
UK 3.19 2.70 3.00 3.35
Denmark 3.63 3.15 3.30 3.45
Sweden 3.06 2.60 2.80 3.00
Norway 3.96 3.45 3.65 3.85
Switzerland 2.07 1.55 1.85 1.90
Poland 6.20 5.60 5.60 5.25
Czech Republic 5.41 4.80 4.90 4.65
Hungary 10.98 10.35 10.30 9.60
Roumania - - - -
Bulgaria - - - -
Russia 11.59 10.97 10.46 9.99
Turkey (1-year rate) 13.14 13.10 12.65 15.00
Japan 1.46 1.35 1.45 1.55
China 4.26 4.11 4.03 3.92
Australia 4.36 3.95 4.45 4.75
New Zealand 5.11 4.60 5.10 5.00
Canada 2.89 2.50 2.90 3.20
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DISCLAIMER : 29 09 2008

The information contained in this document does not in any way constitute investment advice. Any portfolio or performance information is historical and is not an indication 
of current or future portfolio characteristics or performance. It should not be assumed that an investment will be profitable or that its performance will equal that of the 
portfolios or any securities mentioned herein. The information does not constitute a recommendation to buy or sell any of the securities mentioned. All publications and data 
in this document are provided for information purposes only. KBC Asset Management undertakes to regularly update the document to the best of its ability.
The information contained herein is current as at the date of publication, but is subject to change without notice. The reader is advised not to rely on the contents of this 
document alone, but rather to conduct his/her own research and/or use his/her own judgement when making investment decisions.
Some of the investment funds mentioned in this document may not be notified for public distribution in your jurisdiction and in such case may not be distributed and no 
information be provided in a way that would constitute public distribution.
For the investment funds notified in your jurisdictions, the latest version of the prospectus, simplified prospectus, articles of incorporation and financial reports of the funds 
may be obtained upon simple request and free of charge from the offices of the local representative and from KBC Asset Management NV, Havenlaan 2, 1080 Brussels. Only 
the latest version of the prospectus, simplified prospectus, articles of incorporation and financial reports of the funds translated into your language contain the information 
and the specifities eventually required by your Regulator. 

Austria: The representative of the funds notified is Erste Bank der Oesterreichischen Sparkassen AG, Graben 21, 1010 Vienna, who is also acting as paying agent.

Belgium: The representative of the funds notified is KBC Asset Management NV, Havenlaan 2, 1080 Bruxelles. KBC Bank NV, Havenlaan 2, 1080 Brussels, is acting as paying 
agent.

Bulgaria: The representative of the funds notified is Elana Fund Management Inc., 49 Bulgaria Blvd., business Center Vitosha, 1404 Sofia. EIBank, 11A Saborna Street, 1000 
Sofia is acting as paying agent.

Czech Republic: The representative of the funds notified is CSOB Investicni Spolecnost, Radlická 333/150, 150 57 Praha 5. CSOB Bank, Radlická 333/150, 150 57 Praha 5, 
is acting as paying agent.

France: The Centralisateur of the funds notified is CM-CIC Securities, 6 Avenue de Provence, 75441, Paris Cedex 09. 

Germany: The representative of the funds notified is KBC Bank Deutschland AG, Wachtstrasse 16, 28195 Bremen, who is also acting as paying agent.

Hungary: The representative of the funds notified is K&H Securities Investment Fund Management Ltd., Vigado Ter 1, 1051 Budapest. K&H Bank, Vigado Ter 1, 1051 Budapest, 
is acting as paying agent.

Luxembourg: The representative of the funds notified is KBC Asset Management SA, 5, place de la Gare, L-1616 Luxembourg. KBL European Bankers SA, is acting as paying 
agent.

Netherlands: The representative of the funds notified is KBC Bank Nederland, Westersingel 88, 3000 Amsterdam, who is also acting as paying agent.

Poland: The representative of the funds notified is KBC Towarzystwo Funduszy Inwestycyjnych SA, Ul. Chmielna 85/87, 00-805 Warszawa. Kredyt Bank SA, ul. Kasprzaka 
2/8, 01-211 Warsaw, is acting as paying agent. 

Slovakia: The representative of the funds notified is CSOB Asset Management, sprav. Spol., a.s., Kolarska 6, 815 63, Bratislava. CSOB Bank Bratislava, Michalska 18, 815 
63 Bratislava, is acting as paying agent.

Slovenia: The representative of the funds notified is NLB Skladi, upravljanje premoženja, d.o.o., Trg republike 3, 1520 Ljubljana. NLB Bank, Trg republike 2, 1520 Ljubljana, 
is acting as paying agent.

Spain: The representatives of the funds notified are Banco Bilbao Vizcaya Argentaria, S.A., Paseo de Recoletos, 10-Ala Sur, Planta Baja, 28001 Madrid and KBC Bank NV Spain, 
Calle Anabel Segura 10, 28108 Alcobendas Madrid. Both are also acting as paying agents.

Taiwan: The General Representative of the funds notified is Concords Capital Management Corp., 9/F, N° 176, Sec 1, Keelung Road, Taipei.


