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Recession looms for 2023 

– The coming year is expected to be one of recession for the advanced economies 
with the eurozone now expected to join the US and UK in recording a fall in 
output for 2023 as a whole. The emerging markets have also been downgraded, 
but we still expect a modest pick-up here in 2023 as China revives. 

– Inflation is expected to decline in 2023 in response to weaker growth and the 
creation of spare capacity in the advanced economies. Stable commodity prices 
and an easing of supply bottlenecks also help ease inflationary pressures. 

– Although inflation is not expected to return to target until 2024 this should not 
prevent central banks from easing policy. The US Federal Reserve (Fed) is likely 
to ease toward the end of next year and we anticipate the European Central Bank 
(ECB) and Bank of England (BoE) to be cutting in 2024.   

– The US is expected to go into recession at the beginning of 2023 as the impact 
of tighter monetary policy weighs on activity. Fed policy reduces demand, 
squeezes prices and profit margins resulting in higher unemployment. Inflation 
and profits fall as a consequence allowing rate cuts toward the end of 2023.  

– Europe’s economy continues to show greater resilience than expected, and while 
Russia has stopped exports of natural gas, forward planning and milder weather 
has limited the spike in wholesale prices and inflation. Yet, the ECB is keen to 
head off a wage-price spiral, and is tightening policy further in coming months. 
The forecast has become more stagflationary, though not withstanding another 
difficult winter, the economy is expected to rebound in the second half of 2023. 

– The UK has endured a self-inflicted crisis, when the now former prime minister 
and chancellor irresponsibly announced huge fiscal stimulus, with little regard 
to how it would be funded. Much of this has now been reversed, but it forced 
the BoE to step in to provide liquidity to pension funds. Growth has been 
downgraded and inflation revised up, as we expect the BoE to raise its base rate 
to 4% in early 2023, and keep it on hold until early 2024. 

– We continue to expect China to recover and grow 5% in 2023. The economy faces 
headwinds from slowing exports, rising Covid cases and problems in housing. 
But with Beijing softening its stance towards the latter two issues and policy 
support starting to take effect, a shallow cyclical recovery remains on the cards. 

Chart: Global growth forecast 

 
Source: Schroders Economics Group. 24 November 2022. 
Please note the forecast warning at the back of the document. 
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Recession looms for 2023 

The coming year is expected to be one of recession for the advanced economies with 
the eurozone now expected to join the US and UK in recording a fall in output for the 
year as a whole. The emerging markets have also been downgraded, but we still 
expect a modest pick-up here in 2023 as China revives. Policy stimulus along with an 
easing in Covid restrictions is expected to bring China’s growth back to 5% after an 
expected 3% this year.  

Overall global growth is expected to come in at 1.3% next year after an expected 2.7% 
in 2022, a modest downgrade on our previous forecast of 1.5%. This puts us slightly 
below consensus with the biggest difference coming from our US view, where we still 
expect GDP growth of -1% compared with consensus of a 0.2% rise.  

Inflation is expected to moderate next year as in our previous forecast, however as a 
result of a significant deterioration in the eurozone, the global forecast is increased 
from 4.3% to 4.9% after 7.6% this year. Inflation in the emerging economies is less of 
a problem as central banks in the region moved earlier than in the advanced 
economies. In the latter, monetary policy is now expected to tighten more 
aggressively than previously expected with the US Federal Reserve (Fed) raising rates 
to 4.75% in Q1 next year and the Bank of England (BoE) and European Central Bank 
(ECB) stepping up the pace of rate rises (chart 1).  

Chart 1: Central banks have more work to do 

 
Source: Refinitiv, Goldman Sachs, Schroders Economics Group. 24 November 2022. 

In the near term our rate forecasts are close to market expectations in the US and 
eurozone, but looking further out we expect the downturn in economic activity to 
cause both central banks to ease by more than is priced in. Although inflation will still 
be above target at this point we believe the onset of recession and increase in 
unemployment will allow rate cuts as central banks anticipate further easing of 
inflationary pressure. The pivot occurs much earlier in the US than in Europe where 
central banks have been slow to address their inflation problems, particularly the 
BoE. 
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Inflation to fall, but at the cost of a recession 

The path of inflation is critical to the outlook. Although there are signs that headline 
consumer price index (CPI) inflation has peaked in the US we are concerned that it 
will prove costly to reduce in terms of the loss of GDP. In the next section we take a 
look at the recent inflation figures and what needs to happen to bring inflation down.  

Inflation continues to run well above central bank targets of 2% around the world. 
Recent data in the US has been softer than expected and the headline CPI rate 
appears to have peaked in June at 9.1%. Nonetheless, at 7.7% year-on-year (y/y) 
inflation is at its highest for 40 years and elsewhere the trend is still upward. UK 
inflation rose to 11.1% and eurozone CPI came in at 10.7% last month, whilst Japanese 
inflation is running at 3.5% (chart 2). 

The fall in inflation has been largely due to an easing in oil prices. Core inflation (CPI 
ex.food and energy) is running at 6.5% in the US, UK and eurozone and just under 2% 
in Japan. Lower than headline, but still well above target. Again, there are tentative 
signs that core may have peaked in the US, but it remains on an upward trajectory 
elsewhere.  

Chart 2: CPI inflation        Chart 3: Core CPI inflation 

Source: Refinitiv, Schroders Economics Group. 24 November 2022. 

We continue to believe that inflation will come down in coming months, but 
unfortunately this will require a recession in the advanced economies (AE).  

Our analysis of US economic cycles going back to the 1960s here showed that to 
reduce inflation from current levels has always required a fall in GDP of up to 4%. No 
two cycles are the same, but even with improvements in policymaking and more 
flexible labour markets this could still amount to 2% of GDP which is the assumption 
built into our forecast. Such a reduction is needed to create the slack or spare capacity 
necessary to tame wages and prices. 

Despite a slowdown in economic growth in 2022 the world economy is still operating 
at a high level of capacity with tight labour markets. Unemployment rates are at 
cyclical lows in the AEs and capacity utilisation rates are above average.  
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One of the challenging features of this cycle is that labour supply has been affected 
in the US and UK. Participation rates have fallen such that in the UK, for example, 
nearly 600,000 people have left the labour market. The figure for the US is nearly two 
million. Consequently the slowdown in growth has not been accompanied by an 
increase in unemployment and surveys still find shortages of workers.  

Instead, we have seen a sharp slowdown in productivity growth which is running at 
its weakest level on record in the US (chart 4). Such an outcome implies a significant 
rise in unit labour costs which, under normal circumstances, would trigger a 
corporate reaction in terms of increased layoffs and redundancies. Our view on this 
is that companies have been reluctant to shed labour as they are concerned it will be 
hard to recruit when growth revives. So far they have been able to pass on higher 
costs (energy, materials and labour) in higher prices (chart 5). 

Chart 4: US productivity growth      Chart 5: US business prices and costs 

Source: Refinitiv, Schroders Economics Group. 24 November 2022. 

The central banks are aiming to change this by bearing down on demand, making it 
more difficult for firms to pass on costs and forcing them to restructure. So far the 
effect has been limited to the tech sector which expanded massively during the 
pandemic and is now adjusting to a weaker level of activity.  

However, in the economy as a whole, the level of lay-offs remains low, albeit rising 
(chart 6). Firms are still in expansion mode in terms of hiring and employment as can 
be seen in the payrolls and jobs reports. On the worker side, surveys show that jobs 
are still “not hard to get” (chart 7). 

  

Inflation has 
allowed firms to 
pass on the 
consequences of 
weak productivity 

-4
-2
0
2
4
6
8

10

Unit prices Unit wage costs

% y/y

-4

-2

0

2

4

6

8

50 60 70 80 90 00 10 20

Business productivity 5 yr trend

Output per hour (% y/y)

-6
-2
2
6

1990 2000 2010 2020

margin proxy



 

 Economic and Strategy Viewpoint Q4 2022 6 

 

Chart 6: US layoffs        Chart 7: US unemployment 

Source: Refinitiv, Schroders Economics Group. 24 November 2022. 

Our US interest rate forecasts are predicated on the view that after two more rate 
hikes the cumulative impact of tighter policy will be sufficient to trigger this change. 
Firms will see their margins squeezed, lay-offs will rise and the labour market cool. In 
the forecast the unemployment rate will rise above the non-accelerating inflation rate 
of unemployment, NAIRU (estimated at 4.5%) in Q2 next year to reach 7% at the end 
of 2023. Although headline inflation will still be above target at this point we expect 
that this will be sufficient evidence for the Fed to pause. Interest rates are then 
expected to be cut later in the year as the recession deepens.  

For the US we expect the cost will be a decline in real GDP of 1%, while profits are 
forecast to fall by 14% in 2023.  

One risk to this forecast is that the labour market takes longer to weaken, firms 
continue to hoard labour and inflation and interest rates move higher. Another would 
be that the Fed proves to be more hawkish and requires a greater fall in inflation 
before pivoting. Fed chair Powell has been clear that he does not wish to repeat the 
mistakes of the past. These occurred when the Fed stood back and interest rates were 
cut, only for the central bank to have to start hiking again as inflation returned. 

Eurozone – downside energy risks materialise 

Since the last forecast update in August, some of the downside risks to the eurozone 
economy have materialised. Russia’s decision to restrict the exports of natural gas 
caused wholesale prices to spike aggressively, bringing into play our previous 
“European energy crisis scenario”. However, forward planning by EU governments 
has meant that gas reserves have been built up significantly ahead of this winter. 
Additionally, restrictions on use, campaigns to improve energy efficiency, and the 
luck of a milder autumn have all been helpful.  

Wholesale energy prices have fallen back since the peaks in September, with forward 
contracts now trading below levels from August. This should help lower inflation over 
the course of 2023, as long as European governments manage to find sufficient 
alternative sources of energy, which remains to be seen. 
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Otherwise, domestic underlying growth has proven to be more resilient than 
previously thought. Initial estimates of GDP growth in Germany showed a contraction 
in the second quarter, setting up a technical recession with another contraction in 
the third quarter in line with consensus expectations. However, the latest GDP release 
not only showed the German economy growing by 0.3% in the third quarter, but the 
second quarter was also revised up to positive growth. The forecast for eurozone 
GDP growth has been revised up from 3% to 3.2% on the back of historic revisions 
and base effects.  

For 2023, although more active fiscal policy helps ease the pain of higher energy 
inflation, it does not fully shield households. Higher inflation and interest rates are 
expected to intensify the expected recession at the start of the year. Harmonised 
index of consumer prices (HICP) inflation is forecast to fall from 8.3% in 2022 to 
average 5.1% next year. In response, the ECB is expected to keep raising rates, albeit 
at a slower pace. The main refinancing rate is forecast to rise to 3% by February, with 
the deposit rate reaching 2.5%. Both then remain on hold for the remainder of the 
year. 

Households are likely to cut spending over the next few quarters as disposable 
income is eroded by higher inflation. The impact of rising interest rates is more 
acutely felt in southern Europe, where mortgages are driven by short-term rates, 
compared to long-dated rates in the north. Eurozone GDP growth has been revised 
down by half a percentage point to -0.1%. Germany has also seen growth 
downgraded, but by less – down by 0.3 percentage points to -0.4%.  

As energy inflation fades and domestic price pressures ease, HICP inflation falls back 
close to the ECB’s target by the end of 2024 (averaging 2.5% for the year). Growth 
remains sluggish, but starts to rebound more meaningfully in the second half of the 
year. Yet, GDP growth is only forecast to reach 0.8% for 2024, highlighting the tepid 
nature of the recovery. 

With inflation forecast to fall back over 2024, the ECB cuts rates to aid the recovery. 
The main refinancing rate is lowered gradually to 1.5% by the end of the year, with 
the deposit rate falling to 1%. 

UK – fiscal chaos has been damaging 

UK markets have endured one of the most volatile quarters in their history, largely 
due to the government’s actions. Since the last forecast update in August, the main 
change for the economic outlook has, mostly, been driven by fiscal policy. The 
previous Truss administration’s gamble of large unfunded fiscal stimulus was quickly 
undone with a series of policy U-turns, before the prime minister herself was ousted 
and replaced with the former chancellor Rishi Sunak.  

However, some of the measures that were announced in the disastrous “mini-
budget” survived, including the energy price guarantee and the cut in national 
insurance contributions (a form of income tax). 

The government then held yet another fiscal event in the form of the “Autumn 
Statement” on 17 November, where the chancellor essentially provided near-term 
support for the economy. The economy is expected to already be in recession, but at 
the same time commit to significant tax rises and spending cuts, to lower the public 
deficit from 2024/25 onwards.  

Over recent months, the wild gyrations in fiscal policy have left the economy with 
additional fiscal support in the near term. And while some of these measures lower 
inflation at the margin (energy price caps), they also support demand and reduce the 
depth of the recession forecast. This in turn means that core inflation (excluding 
energy, food, alcohol and tobacco) is likely to be higher, with headline inflation being 
more sticky that would otherwise would have been.  

Rising rates 
disproportionately 
impact southern 
European states 

Wild gyrations in 
fiscal policy mean 
core inflation is set 
to be higher… 

https://www.schroders.com/en/insights/economics/three-challenges-new-pm-sunak-faces-to-steady-uk-ship/
https://www.schroders.com/en/insights/economics/uk-government-bows-to-market-demands-by-cancelling--its-fiscal-giveaways/
https://www.schroders.com/en/insights/economics/markets-reassured-as-truss-leadership-ends/
https://www.schroders.com/en/insights/economics/three-challenges-new-pm-sunak-faces-to-steady-uk-ship/
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For 2022, UK GDP growth has been revised up from 3.4% to 4.4%, mostly due to 
historic revisions and base effects. The annual blue book revisions had lowered the 
level of GDP through the pandemic, meaning that growth more recently is judged to 
have been higher. However, the actual level of GDP is now estimated to be below the 
pre-Pandemic peak, whereas previously, that level had been surpassed.  

Like the eurozone, recent activity data in the UK suggests underlying growth is more 
robust than previously thought. Despite the extra bank holiday to celebrate HM 
Queen’s platinum jubilee, the economy generated positive growth in the second 
quarter. Then the additional bank holiday to mark her majesty’s state funeral in the 
third quarter only led to a small decline of -0.2% (far higher than consensus 
estimates). The stronger momentum has led to upward revisions for the next couple 
of quarters in the forecast, but also higher inflation.  

Despite dovish signals from the Bank of England, interest rates are forecast to reach 
4% by early 2023. CPI inflation is forecast to average 9.3% in 2023, and ends the year 
at 6.3%. Although food and energy inflation dissipate, core inflation is forecast to 
average 6.9% and will be the main source of inflation by the end of next year. This 
forces the BoE to keep rates on hold for the rest of the year, as inflation disappoints 
its forecast. 

The economy naturally struggles with higher inflation, and the forecast includes a six-
quarter recession, where GDP falls by 1.4% peak-to-trough. For the year as a whole, 
GDP is forecast to contract by 0.8%, which is slightly above consensus estimates (-
0.9%), but significantly higher than the BoE’s forecast (-1.9%). Although, it is worth 
mentioning that the BoE’s forecast is conditioned on interest rates peaking at 5.25%, 
compared to the Schroders peak of just 4%.  

The UK economy returns to growth in 2024, but only manages to average 0.3% for 
the year. The spare capacity generated helps lower inflation further, but headline CPI 
ends the year at 3.3%, averaging 4.1% for the year. Nevertheless, with the knowledge 
of interest rates working with a lag, and progress made in lowering inflation, the BoE 
is forecast to cut rates to 2% by the end of 2024.  

We continue to expect China’s economy to stage a recovery in 2023 

Admittedly, the outlook for exports, which have been the key driver of growth over 
the past couple of years, is challenging. Our expectation that many developed market 
economies will fall into recession as high inflation and interest rates choke off 
demand means that exports are likely to contract in 2023. 

The expected slump in exports puts the onus on domestic demand to drive any 
recovery and there are clearly still vulnerabilities here. A combination of the 
government’s zero covid policy and collapse in activity in the real estate sector have 
weighed on domestic output and hit consumer confidence hard.  

However, there are reasons to think there will be some improvement. Infrastructure 
spending has been buoyant in 2022 and should support growth for a while longer as 
policy remains supportive. Meanwhile, housing indicators may have started to find a 
floor and could stage some recovery in 2023 from a very low base. And the service 
sector would clearly benefit from any loosening of Covid restrictions that may emerge 
during the course of the year. This would help to unleash the cyclical recovery that 
leading indicators have been suggesting for a while will get underway in earnest as 
we head into 2023. 

  

A six-quarter 
recession is 
forecast for 
the UK 

A cyclical recovery 
for China despite 
downturn in the 
global economy 

https://www.schroders.com/en/uk/tp/economics2/economics/uk_interest_rates_rise_to_a_14_year_high/
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Chart 8: Real M1 money supply points to a general acceleration in growth 

 
*Railway freight, seaport cargo, parcel volumes, vehicle production & sales, electricity production, 
railways & airline passengers, new housing starts, cement production, excavator & truck sales, 
industrial metals import volumes. 
 
Source: Refinitiv, Schroders Economics Group. 24 November 2022. 

The upshot is that our base case remains for GDP growth to pick-up, from an 
expected 3% in 2022 to around 5% in 2023. That would be a bit better than is generally 
expected given how downtrodden expectations have become. The problem for 
markets is that, following the party congress in October, politics rather than 
economics have been in the driving seat for sentiment. And even though we expect 
the economy to stage a cyclical recovery in the near term, the long term structural 
outlook is challenging. 

 

Scenarios analysis: Stagflationary risks continue to dominate 

In thinking about risk scenarios, there are still considerable uncertainties around 
inflation and we have retained the Supply-side inflation scenario, despite recent 
signs of bottlenecks in global supply chains easing. Concern stems from evidence 
that labour markets remain in rude health running the risk of higher-than-expected 
wage settlements, driving up inflation further through second round effects. This 
requires even more aggressive monetary tightening to reverse inflation pressures. 

Our second highest risk is a new scenario: Geo-political decoupling. Although 
Russia’s war on Ukraine may be heading toward a period of stalemate, the wider 
consequences could still be felt should the conflict lead to sanctions on China. The US 
has already increased restrictions on China this year through limiting the export of 
tech goods. In this scenario we see the EU join the US and, following retaliation from 
China, this results in a contraction in global trade with consequences for higher 
inflation.   

-2
0
2
4
6
8
10
12
14
16
18
20
22

0

5

10

15

20

25

30

2000 2003 2006 2009 2012 2015 2018 2021

Real M1 advanced 10m, lhs GDP estimate based on low-level data*, rhs

% y/y % y/y
Pick-up in money 
supply should 
support Chinese 
activity in 2023 

Uncertainties 
around inflation 
dominate given 
supply side issues 



 

 Economic and Strategy Viewpoint Q4 2022 10 

 

Chart 9: Scenario grid – growth and inflation deviations from baseline 

 
Source: Schroders Economics Group. 24 November 2022. Please note the forecast warning at the 
back of the document.  

The China rolling lockdowns scenario has been replaced by a more optimistic China 
rapid re-opening scenario. At this stage, Covid case numbers are rising significantly 
again, but should the authorities get to grips with the situation it creates the scope 
for a stronger recovery more in line with the rest of the world later next year. 

The Consumer depression scenario remains. The deflationary scenario continues to 
focus on household savings rates, which in the baseline, are expected to remain low 
despite the collapse in consumer confidence. In this scenario, households retrench 
meaningfully in reaction to high inflation and rising interest rates. As households 
choose to save more of their dwindling incomes, they worsen the slump in demand 
and growth, but also help lower inflation faster than in the baseline.  

We also retain the Supply-side recovery scenario. The productivity boosting scenario 
highlights the risk that depressed labour participation rates could recover if the 
squeeze on households is severe enough. The rise in the availability of labour helps 
reduce supply bottlenecks, and not only lowers wage inflation, but prices in general. 
Growth is therefore stronger, but inflation is lower compared to the baseline. 

Despite the move of the forecast in a stagflationary direction, risks are still skewed 
towards lower growth and higher inflation. The Supply-side inflation scenario has 
the highest probability at 19%, followed by the Geo-political decoupling scenario at 
8% (charts 10 and 11). 
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Chart 10: Scenario probabilities Chart 11: Growth and inflation skews 

Source: Schroders Economics Group. 24 November 2022. Probabilities are mutually exclusive. Please 
note the forecast warning at the back of the document.  
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Schroders Economics Group: Views at a glance 
Macro summary – Q4 2022 

Key points 
Baseline 

– US: We remain of the view that the US economy is on course for a ‘hard landing’ next year. GDP is forecast to contract 1.0% in 
2023 before growing by 2% in 2024. This is on account of the Fed raising rates to a restrictive 4.75% early next year in order to 
bring inflation down. Despite this, CPI is expected to remain above target throughout 2023 such that it averages a firm 4.1% 
before easing to 2.2% in 2024. Once the recession becomes evident next year, the FOMC is expected to ‘pivot’ by cutting the Fed 
funds rate to 3.50% by end-2023 and to 2.50% by end-2024. 

– Eurozone: After an expected expansion of 3.2% this year, higher inflation and interest rates will intensify the recession at the 
start of 2023. We forecast this will result in a full-year contraction of 0.1% before a tepid 0.8% recovery in 2024. Meanwhile, HICP 
inflation is forecast to fall from an average of 8.3% in 2022 to 5.1% in 2023 and to 2.5% in 2024. In response, the ECB is expected 
to keep raising rates, albeit at a slower pace. The main refinancing rate is forecast to rise to 3.00% by February, with the deposit 
rate reaching 2.50%. Both then remain on hold for the remainder of the year before being cut 150 basis points in 2024.  

– UK: Substantial historic revisions have led us to raise our 2022 growth forecast a full percentage point to 4.4%. Still, the economy 
is expected to struggle next year with inflation set to average 9.3%. This is despite food and energy inflation dissipating, with 
core inflation set to be a firm 6.9% in 2023, forcing the Bank of England to take interest rates to a peak of 4%. Our forecast 
includes a six-quarter recession that causes GDP to contract 0.8% in 2023 before a weak 0.3% expansion in 2024. This ought to 
bring down domestic price pressures enough to allow the Bank of England to cut rates to 2% by the end of our forecast.  

– Emerging Markets: China is expected to stage a cyclical recovery that sees GDP growth pick-up from an expected 3% in 2022 
to around 5% in 2023. Buoyant infrastructure spending, a bottoming out of housing indicators and some loosening of Covid 
restrictions are expected to offset an expected slump in exports due to the global recession. Elsewhere, Brazil is set to 
experience weaker growth on account of high interest rates and falling commodity prices, whereas India is expected to be one 
of the few bright spots of the global economy due to strong domestic demand.   

Risks 
Stagflation remains the greatest threat to the global economy. Of our five risk scenarios, three are predicated on weaker output and 
two assume inflation will be higher. We see the greatest threat as being supply-side inflation followed by a geopolitical decoupling, 
the combination of which accounts for roughly two-thirds of the risk probabilities surrounding our baseline. Of the remaining risks, 
we see a roughly similar likelihood of either a China rapid re-opening, consumer depression or supply-side recovery. 

Chart: World GDP growth – history and forecast 

 

 
Source: Schroders Economics Group. 24 November 2022. Please note the forecast warning at the back of the document. 
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Schroders Baseline Forecast 

 
 

Real GDP
y/y% Wt (%) 2021 2022 Prev. Consensus 2023 Prev. Consensus 2024
World 100 6.0 2.7  (2.6) 2.7 1.3  (1.5) 1.5 2.2

Advanced* 59.5 5.2 2.5  (2.3) 2.5 -0.2  (0.0) 0.3 1.4
US 26.3 5.7 1.8  (1.7) 1.8 -1.0  (-1.1) 0.2 2.0
Eurozone 16.6 5.2 3.2  (3.0) 3.2 -0.1  (0.4) -0.1 0.8

Germany 4.8 2.6 1.7  (1.3) 1.5 -0.4  (-0.1) -0.9 0.6
UK 3.6 7.4 4.4  (3.4) 4.3 -0.8  (-0.6) -0.9 0.3

Total Emerging** 40.5 7.1 3.0  (3.1) 3.1 3.5  (3.9) 3.3 3.5
BRICs 27.7 7.7 3.0  (3.2) 3.2 4.1  (4.4) 3.9 4.2

China 20.3 8.1 3.0  (3.3) 3.3 5.0 (5.0) 4.5 4.2

Inflation CPI 
y/y% Wt (%) 2021 2022 Prev. Consensus 2023 Prev. Consensus 2024
World 100 3.4 7.6  (7.2) 7.6 4.9  (4.3) 5.1 3.9

Advanced* 59.5 3.2 7.4  (6.9) 7.5 4.5  (3.7) 4.6 2.6
US 26.3 4.7 8.0 (8.0) 8.1 4.1  (4.2) 4.1 2.2
Eurozone 16.6 2.6 8.3  (7.3) 8.5 5.1  (3.1) 6.0 2.5

Germany 4.8 3.2 8.6  (7.6) 8.2 5.7  (3.5) 6.9 2.6
UK 3.6 2.6 9.2  (8.6) 8.9 9.3  (8.7) 7.1 4.1

Total Emerging** 40.5 3.7 8.0  (7.5) 7.8 5.6  (5.2) 5.8 5.8
BRICs 27.7 2.4 4.1 (4.1) 3.8 2.8  (3.3) 3.2 3.0

China 20.3 0.9 2.2  (2.0) 2.2 2.0  (2.3) 2.4 2.3

Interest rates 
% (Month of Dec) Current 2021 2022 Prev. Market 2023 Prev. Market 2024 Market
US 4.00 0.25 4.50  (3.75) 4.37 3.50 (3.50) 4.46 2.50 3.24
UK 3.00 0.25 3.50  (2.50) 3.54 4.00  (3.00) 4.36 2.00 3.79
Eurozone (Refi) 2.00 0.00 2.75  (1.25) 3.00  (1.50) 1.50
Eurozone (Depo) 1.50 -0.50 2.25  (0.75) 2.50  (1.00) 1.00
China 3.65 3.80 3.65  (3.60) - 3.60 (3.60) - 3.50 -

Other monetary policy
(Over year or by Dec) Current 2021 2022 Prev. Y/Y(%) 2023 Prev. Y/Y(%) 2024
US QE ($Tn) 8.8 8.8 8.5  (8.4) -2.6% 7.7  (7.4) -9.6% 7.0
EZ QE (€Tn) 2.9 2.8 2.9 (2.9) 3.6% 2.8 (2.8) -3.4% 2.6
UK QE (£Bn) 838 875 818  (827) -6.5% 733  (757) -10.4% 628
China RRR (%) 11.50 11.50 11.00 11.00 - 11.00 11.00 - 10.00

Key variables
FX (Month of Dec) Current 2021 2022 Prev. Y/Y(%) 2023 Prev. Y/Y(%) 2024 Y/Y(%)
USD/GBP 1.15 1.35 1.14  (1.22) -0.9 1.15  (1.29) 0.9 1.18 2.6
USD/EUR 1.00 1.14 0.99  (1.00) -7.1 1.00  (1.05) 1.0 1.05 5.0
JPY/USD 146.5 115.0 146  (140) 11.4 140  (130) -4.1 135 -3.6
GBP/EUR 0.87 0.84 0.87  (0.82) -6.2 0.87  (0.81) 0.1 0.89 2.3
RMB/USD 7.24 6.37 7.30  (7.00) -2.5 7.00  (6.80) -4.1 6.60 -5.7
Commodities (over year)
Brent Crude 98.1 70.8 100.8  (104.7) 63.5 91.3  (93.2) -9.4 82.8 -9.3

Consensus inflation numbers for Emerging Markets is for end of period, and is not directly comparable.

1.96 2.70 2.38

Source: Schroders, Refinitiv, Consensus Economics, November 2022

Market data as at 07/11/2022

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New Zealand, Singapore, Sweden, Switzerland,
United Kingdom, United States.
** Emerging markets: Argentina, Brazil, Chile, Colombia, Mexico, Peru, China, India, Indonesia, Malaysia, Philippines, South 

Previous forecast refers to August 2022

Taiwan, Thailand, South Africa, Russia, Czech Rep., Hungary, Poland, Romania, Turkey, Ukraine, Bulgaria, Croatia, Latvia, Lithuania.
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Schroders Forecast Scenarios 

 
*Scenario probabilities are based on mutually exclusive scenarios. Please note the forecast warning at the back of the document.  

Scenario Summary Macro impact Probability* Growth Inflation

Baseline We forecast that global GDP growth will slow from an expected 2.7% in 2022 to just 1.3% in 2023,
with only a shallow recovery to 2.3% in 2024. The outlook for developed markets is particularly
challenging, with all major economies projected to suffer recession. In particular, we expect the US
economy to contract by 1% in 2023 as aggressive interest rate hikes weigh on activity with a lag.
Higher energy prices and higher interest rates remain a concern in Europe. Significant increases in
our expectations for inflation and cuts to our projections for GDP take our forecasts for the
Eurozone and UK in a more stagflationary direction. China’s economy is expected to be a bit softer
in the near term as Covid weighs on activity during the winter months. But with policymakers
signalling some relaxation of tough Covid rules at a time when past policy support should start to
boost activity, we continue to expect GDP growth to accelerate to around 5% in 2023.

Inflation in the US has probably peaked and there are clear signs of future of disinflation in the goods and housing
sectors, but we continue to think that a recession is needed to cool the labour market and bring the CPI rate down to
target. As a result, we think the Fed will raise rates a bit further in the near term to a peak of 4.75% in early 2023,
before pausing to allow lagged effects of restrictive policy to take effect. Once the economy slides into the recession,
we expect the Fed to “pivot” back to rate cuts in the second half of 2023, eventually taking rates down to a trough to
2.5% over the forecast horizon. Interest rates are also set to rise further in the UK and Eurozone in order to get on top
of inflation, even as the economies head into recession around the turn of the year. We now expect the Bank of
England to lift rates to 3.75% by early 2023, with the ECB getting the refinancing and deposit rates all the way up to 3%
and 2.5% respectively. Both central banks are then likely to deliver significant rate cuts in 2024. The outlook for
monetary policy in the emerging markets is more divergent. While the window for major easing closing, the People’s
Bank of China retains an easing bias and there is scope for some further easing. Elsewhere, rates are likely to rise a bit
further in India given that inflation remains elevated. But with inflation in Brazil now on a clear downward trajectory,
the BCB is likely to start cutting rates in mid-2023. 

59% - -

1. Geopolitical 

decoupling

Geopolitical tensions continue to grow as a new world order threatens to replace the status quo.
The US imposes even tougher sanctions on Chinese firms with the aim of curtailing their operations
and future technological progress. Beijing responds by restricting the operations of some foreign
manufacturers based in China, leading to a more intense trade war and global shortages of
manufactured goods. Other countries are forced to choose sides or face sanctions themselves.
Western allies side with the US and mirror sanctions on China, but some large emerging markets,
including key OPEC+ members, side with China leading to major disruption in global commodity
markets. Rising tensions accelerate the reorganisation of global supply chains.

Stagflationary: China suffers a recession as it loses access to key export markets and shuts down the operations of
some foreign-owned firms causing GDP growth to slump to about 2% in 2024. Developed market economies suffer from
renewed supply side inflation due to higher commodity prices and disruption to global trade. Central banks respond to
higher inflation by raising interest rates further, leading to deeper recessions. The accelerated reorganisation of
supply chains causes investment spending to start increasing towards the end of 2024, giving a boost to those
economies such as India that benefit from onshoring and “friendshoring”.

8% -1.0% +1.2%

2. Supply-side 

recovery

Higher wages and an erosion of living standards by high inflation attract people back into the
labour market, causing depressed participation rates to increase. The increase in capacity takes the
sting out of wage growth, easing concerns about second round effects from inflation. Greater
participation also helps to ease bottlenecks and increase supply helps to bring prices down. 

Productivity boost: Economies that have been hampered by supply constraints – notably the US, Europe and UK – see
an increase in growth while inflation pressures subside a little. This relieves some of the pressure on central banks to
tighten policy, meaning that policy rates peak at lower levels than in the baseline. 4% +1.1% -0.8%

3. China rapid 

re-opening

The authorities in China remove Covid restrictions more quickly than expected around the turn of
the year. Reopening releases some pent-up demand, boosts confidence and helps to improve the
transmission of policy support to the real economy. Consumption is stronger in the near term –
particularly of services – while the property sector also gets some boost. Growth then eases back in
2024 as the momentum from reopening fades.

Reflationary: Stronger GDP growth in China of 6.8% in 2023 mechanistically lifts the pace of global expansion. However
the reflationary spill overs to the rest of the world are limited, given that China is not a major source of final demand.
Commodity producers benefits from some increase in imports of materials, however other economies particularly in
developed markets do not receive much of a demand boost. Indeed, higher commodity prices cause inflation to remain
higher for longer, leaving central banks with less room to ease policy in 2024.

5% +0.8% +0.8%

4. Consumer 

depression

Depressed confidence against a backdrop of high inflation and rising interest rates sees consumers 
retrench. Consumption slumps as households build precautionary savings. Companies realise that
they have over-produced, and start to lay off workers, which re-enforces the negative sentiment
building amongst households. More aggressive destocking leads to retailers offering large
discounts.

Deflationary: A collapse in consumption causes developed market economies to suffer even deeper recessions, with
GDP in the US, Europe and UK around 1.5 percentage points lower than in the baseline forecast. Much weaker demand
and significantly lower oil prices bring inflation crashing back down to target everywhere except the UK, where the
energy price cap continues to feed through to inflation with a lag, allowing central banks to reverse course. The Fed
cuts rates back to just 0.5%, while the ECB reverses most of its tightening.

5% -1.6% -1.5%

5. Supply-side 

inflation 

Bottlenecks in the industrial sector re-emerge and prevent goods inflation from falling back, while
commodity markets also struggle with supply shortages. Meanwhile, wages accelerate by more
than in the baseline in response to tight labour markets. The labour participation rate in the US
does not improve, whilst mismatch between worker skills and jobs in the post covid economy means 
the NAIRU rises and available slack is less than in the baseline.

Stagflationary: Supply shortages cause commodity prices to climb further, pushing food and energy inflation higher.
Supply constraints and higher commodity prices see goods inflation increase again and tight labour markets ensure
that price pressures endure as wages increase. This results in persistent inflation, which does not get back down to
target over the forecast horizon. This forces the Fed to raise rates all the way to 6%. Other central banks also step up
the pace of tightening. Higher inflation, along with tighter monetary policy, chokes off demand leading to shallower
recoveries from deeper recessions in 2023.

19% -1.3% +1.7%

6. Other 0% - -

Cumulative 2022-2024 global vs. baseline
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Updated forecast charts – Consensus Economics  

For the EM, EM Asia and Pacific ex Japan, growth and inflation forecasts are GDP weighted and calculated using 
Consensus Economics forecasts of individual countries. 

Chart A: GDP consensus forecasts 

2022  2023 

 

 

 

 
 

Chart B: Inflation consensus forecasts 

2022  2023 

 

 

 

 
Source: Consensus Economics (November 2022), Schroders. 
Pacific ex. Japan: Australia, Hong Kong, New Zealand, Singapore. 
Emerging Asia: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand. 
Emerging markets: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand, Argentina, Brazil, Colombia, Chile, Mexico, 
Peru, South Africa, Czech Republic, Hungary, Poland, Romania, Russia, Turkey, Ukraine, Bulgaria, Croatia, Estonia, Latvia, Lithuania. 
 
The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts 
are based on our own assumptions which may change. We accept no responsibility for any errors of fact or opinion and assume no 
obligation to provide you with any changes to our assumptions or forecasts. Forecasts and assumptions may be affected by 
external economic or other factors. The views and opinions contained herein are those of Schroder Investments Management’s 
Economics team, and may not necessarily represent views expressed or reflected in other Schroders communications, strategies or 
funds. This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument 
described in this document. The information and opinions contained in this document have been obtained from sources we 
consider to be reliable. No responsibility can be accepted for errors of fact or opinion. This does not exclude or restrict any duty or 
liability that Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or 
any other regulatory system. Reliance should not be placed on the views and information in the document when taking individual 
investment and/or strategic decisions. For your security, communications may be taped or monitored. 
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