The Global Economy Development during the First Half
of 2002 and the Outlook for the Second Half

The world economy recovered during the first half of 2002 as a whole. The
U.S. economy played a pivotal role in economic rebound; the Euro region
and the Asian economies got back on track, boosted by the improvement in
exports; and the Japanese economy hit the bottom. The world trade, which
had dampened in the aftermath of the September 11 terrorist attacks,
showed signs of recovery with a large scale increase in volume of imports
and exports during the first half of 2002.
International interest rates rose in response to the expectations of the
global economic recovery earlier in the year. Since April, however, they
shifted to a decline with the growing concerns about the delayed economic
recovery in the U.S. and the expectations of delay of interest rate rise by the
Federal Reserve Board.
Currencies in major industrialized countries showed strength against the
U.S. dollar. The Japanese yen weakened due to the growing financial
instability in the wake of the implementation of the partial deposit insurance
system. From April onwards, however, it regained its strength on the back of
the U.S. corporate accounting irregularities and the accumulation of current
account deficit. The euro also showed its strength, bolstered by the
expectations of economic recovery in the Euro region and the public
perception of U.S. dollar as over-valued. Crude oil prices exhibited rising
trend up until the mid-May due to the production reduction by oil producers,
political unease in the Middle East and suspension of oil exports by Iraq
before turning to decline after the announcements of oil production increase
by Russia, Norway and other non-OPEC member countries. Recently the
prices are moving around the 25-dollar level. Prices of grains and raw

materials for industrial use edged up since the end of the previous year.
This was attributable to the expectations of demand increase amid
economic recovery and poor harvest following the worsened weather
conditions.
During the second half of the year 2002, the world economy as a
whole is expected to continue to recover although the uncertainties
remain due to the drastic sharp in the U.S. stock prices and the value of
the dollar. The U.S. economy will continue to rebound as consumption
maintains its briskness and production activities turns around for the
better. The rising pace, however, will be very gradual as the
uncertainties, including the impact of corporate accounting irregularities
and the concerns about the expansion of current account deficit, are
consistently present. The economies of the Euro region and emerging
markets will continue to grow during the second half. Japan, however, is
forecast to register negative growth due to its slow recovery pace, unless
the nation’s structural vulnerabilities are fully resolved.
International interest rates are projected to rise thanks to the
economic rebound during the second half. Unless the global economy
gets back on track, however, there is a slim possibility that the central
banks in major industrialized countries will cut their interest rates.
This will result in the limited scale of rise.
The U.S. dollar may weaken for the time being owing to excessive
accumulation of current account deficit and the dampened investor
confidence in the wake of the corporate accounting fraud in the nation.
Many view, however, the dollar will show strength thanks to the
improved corporate performance in the future and acceleration of
recovery pace. In the case of the Japanese yen, in particular,
intervention of the Bank of Japan to block the strong yen and structural
vulnerabilities of the Japanese economy may serve as factors to restrict
the yen’s strength.

Crude oil prices are expected to remain stable, helped by the nonOPEC member countries’ increase in production although the demand will
increase in response to the world economic recovery. The prices of other
raw materials, such as grains and non-ferrous metals, are forecast to rise
at a gradual pace.
In conclusion, the world economy in the second half of 2002 is
projected to continue to recover. However, some risk factors, including
the deepening of the declines in stock prices and value of the dollar,
possibility of widespread market unease in Latin America is still present.
These uncertainties surrounding the global economy could slow down the
pace of the economic recovery; but they are not expected to put the
economy into recession. This is because the U.S. economy will maintain
its recovery trend, gradually, though once the financial market restores
its stability by strengthening the corporate account transparency, and
corporate profitability improves and the recovery of facilities investment
becomes evident, based on high productivity.

