
Atradius Economic Research

An end to recession?

January 2010



Economic Outlook January 2010 ïSlide 2 of 27

Contents

Â Executive summary

Â The outlook for economic activity

Â Implications for the insolvency environment

Â Risks to the current outlook

All views expressed here are those of Atradius Economic Research and represent ongoing research into the determinants of corporate insolvency and 

the impact of the economic cycle within Atradius. The views do not represent an expression of intent and should not be seen as investment advice.   

Macroeconomic forecasts are subject to considerable judgement and uncertainty and bespoke forecasts contained herein represent our best estimates 

given the current environment.  Not only are these forecasts subject to change given different economic information, materialised outcomes may also 

depart considerably from forecasts.  Atradius cannot be responsible for any decision taken on the basis of these forecasts.
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Executive summary

Â All major developed markets experienced an economic contraction in 2009. The Eurozone economies shrank 

by 3.8% compared to 2008, in what can be characterised as the deepest and most synchronised global recession 

since the Great Depression.

Â Recent evidence suggests that the rate of contraction in output has slowed. The outlook for economic activity 

is now indicative of a modest recovery in developed markets during 2010, although performance will vary markedly. 

Consensus GDP expectations suggest that the United States will rebound quickly in 2010 whereas in Eurozone and 

UK the upturn will remain more muted, displaying below-trend growth of 1.2%.

Â While the consensus opinion is that we have reached the bottom of the negative cycle there is still 

considerable uncertainty around the sustainability of the recent pick-up. The recovery process is fragile and 

we attach significant downside risk to the main scenario.

Â Unprecedented fiscal and monetary policy stimulus is currently supporting economic activity in our major 

markets. These actions have already resulted in a steep increase in public indebtedness and the need to ensure an 

orderly exit from these stimulus programmes in becoming increasingly critical.  Emerging fiscal constraints coupled 

with an unclear path for interest rates and credit conditions translate into an unusually high degree of forecast 

uncertainty. 

Â The main scenario of emergent economic recovery implies that we will see a moderation in insolvency 

growth throughout 2010. Several advanced economies are projected to see slight improvements in the insolvency 

environment, although a few large Eurozone countries are expected to continue witnessing increasing insolvency 

numbers. Despite these expected improvements, a prolonged period of weak corporate credit conditions is 

anticipated.  Economic recovery will not herald an immediate return to the benign insolvency conditions that 

prevailed prior to the onset of the crisis. 
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Advanced economies start to recoveré

Source: Global Insight.

Â Advanced economies succumbed in a remarkably 

concerted fashion to the credit crisis.  Financial losses 

affected collateral values, credit availability and 

confidence, which in turn translated first into moderating 

economic activity and then into outright contraction.

Â The scale of this downturn has been so dramatic that it 

has led to a contraction in global GDP in 2009 ïthe first in 

the post war era. Some major markets saw extreme falls 

in output: e.g. German GDP contracted some 6% (y-o-y) 

in the first quarter of 2009.

Â There was a wide scale disruption of economic activity as 

order books, inventories, investment and exports all fell at 

a record pace. Had it not been for extensive state support 

both to the financial sector and to domestic consumption, 

the recorded contraction would doubtless have been 

steeper.

Â This support has also meant that the annualised pace of 

contraction has slowed as the year has progressed. More 

pertinently, major Eurozone and US economies have 

started to grow again (in quarter-on-quarter terms).

Â The Eurozone, for instance, exited from recession in the 

third quarter with GDP growth of 0.4%, while the 

corresponding figure for the USA was 2.8%.  Of the major 

global economies, Japan and the UK continue to act as a 

drag on this recovery process.
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éas production and sales slowly pick upé

Â Industrial production in several major markets fell extremely 

sharply. Mirroring the contraction in aggregate demand, 

German industrial production fell over 20% in annualised 

terms during the second quarter of the year. However, in 

recent months the pace of decline has slowed, leading to the 

hope that recovery is becoming entrenched.

Â While certainly a positive sign, the modest pace of the pickup 

suggests it will take some time to get back to pre-crisis output 

levels. In several countries, schemes such as ócash for 

clunkersô have had a beneficial impact in terms of supporting 

production and spending, but their ability to create a 

sustained increase in consumption remains debateable. 

Â The magnitude of the fall in industrial production implies that 

many firms have idle capacity, which in turn will make them 

wary of upgrading plant and equipment and/or engaging in 

any expansion. The current recovery should be considered 

incipient at this stage and we require firmer evidence through 

sustained growth in several components of demand.

Â Domestic sales, though depressed, have displayed less 

aggressive contraction compared to the production side. 

Once again it is arguable that measures in specific countries, 

such as the temporary VAT cut in the UK, have provided 

some support. Expectations for a sequential removal of these 

public support measures over time add considerable 

uncertainty to the forecast.

Source: Global Insight.


