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About the Economist Intelligence Unit  (EIU)

Research arm of The Economist Group 
for business executives
Analysts and industry specialists worldwide covering

• Analysis and forecasting for over 200 countries 
and territories

• Risk assessment

• Industry data and trends: 
automotive, consumer goods, energy, 
financial services, healthcare, technology

• Market sizing

• Custom client research

Visit www.eiu.com to register for free 
macroeconomic information on 187 countries
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Key points

• A serious deficit-reduction debate is underway
Despite wide policy differences, this is encouraging and long overdue

• Agreement on some basic steps may happen soon
A serious, long-term deal won’t happen until after the election

• A credible plan will require revenue increases
These won’t come quickly or easily, but they are unavoidable

• The debt ceiling will be raised, amidst much drama
The US will not default on its debt 

• The US economy is still recovering…
… but higher energy and food prices are 

creating headwinds
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Recession fallout: debt shifts from private to public sector
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Remember the surplus?
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US public debt: Better than Europe, but not by much
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Serious deficit reduction will require at least some new revenue
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• Government will likely need revenue averaging close to 20% of GDP

• Above long-term average, but now with retiring Baby Boomers and 
much higher health spending person, revenue will need to rise

• Still assumes very large spending cuts; Simpson-Bowles plan of 70% 
reduction from cuts, 30% from revenue is sensible approach 

Source: Congressional Budget Office
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Playing with fire: The debt ceiling as political football

• Republicans will insist on budget cuts before raising debt ceiling
Obama is insisting on a “clean” bill, but that will change
As with the current-year budget deal, compromises will be made
No alternative: the government CAN’T and WON’T default on its debt
◦ Consequences would be catastrophic
◦ Interest rates would soar; dollar would crash
◦ Liquidity would dry up; banks stop lending
◦ Far worse than the 2008-09 financial crisis
◦ Global economy would enter a recession

• Lawmakers only gradually learning that this is nothing like a government 
shutdown

Brinksmanship not a wise course at such a delicate time for the global 
economy; markets are easily frightened



US economic outlook
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US economy has been on a more sustainable footing
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Oil and food prices have been shocks to the economy

• Consumer sentiment, spending softened 
in the first quarter

Gasoline prices approaching $4/gallon 
nationally; already there in many places

• We raised our average 2011 oil price to 
US$101/barrel

Up around $US10/b since the start of the 
year

• 10% increase in the oil price, if sustained 
for a year, cuts growth by 0.2 percentage 
points

• We expect oil price to fall later in the 
year, easing the pressure on consumers
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Commodity prices are helping to drive inflation…
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Better job creation, but a very slow recovery
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Despite the tentative recovery, the economy is finding its footing
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Questions and Answers
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Latest special reports from the EIU

Triggerpoints:  The world’s 
emerging car markets
Forecasting demand in emerging 
car markets
http://www.eiu.com/triggerpoints

Download free executive summaries or purchase the full report

State of the union:  Can the 
eurozone survive its debt crisis?
An in-depth look at Europe’s economic crisis and 
scanarios for its evolution over the coming years 
http://www.eiu.com/eurodebt

Building Rome in a day:  The 
sustainability of China’s housing boom
How sustainable is China’s booming housing market and 
what effect will it have on the global economy?
http://www.eiu.com/ChinaHousing
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Thank you.

Contact for more information:

Holly Donahue
Senior Marketing Manager
Economist Intelligence Unit
hollydonahue@economist.com
+1 212 541 0596


