Figure 1.12. Recession and Deflation Risks

The IMF staff’s Global Projection Model suggests that one-year-ahead recession
risks have increased compared with the April 2014 WEO in the euro area, Japan,
Latin America, and the Rest of the World group. The increase is largely due to
lower growth starting points, which imply that a smaller negative shock is more
likely to trigger a recession, everything else equal. Deflation risks have increased
for the euro area compared with the April 2014 WEOQ, again mostly on account of
an even lower starting point for inflation given that euro area inflation declined to
about ¥2 percent in the second quarter of 2014.
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Source: IMF staff estimates.

Note: Emerging Asia = China, Hong Kong SAR, India, Indonesia, Korea, Malaysia,
Philippines, Singapore, Taiwan Province of China, Thailand; Latin America = Brazil,
Chile, Colombia, Mexico, Peru; Rest of the world = Argentina, Australia, Bulgaria,
Canada, Czech Republic, Denmark, Estonia, Israel, New Zealand, Norway, Russia,
South Africa, Sweden, Switzerland, Turkey, United Kingdom, Venezuela.

"Deflation is defined as two consecutive quarters of falling consumer prices within
a four-quarter window.

2For details on the construction of this indicator, see Kumar 2003 and Decressin
and Laxton 2009. The indicator is expanded to include house prices.



