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Recession risks rise as inflation takes its toll  

– Global inflation has climbed to multi-decade highs as soaring commodities have 
poured fuel on the fire and exacerbated strong underlying price pressures. 

– The peak in global inflation is probably not far away, but there are several 
reasons to think that it will fall relatively slowly. Lockdowns in China have caused 
bottlenecks in global supply chains to re-emerge, upside risks to commodity 
prices remain, wage growth is accelerating and demand is re-orientating 
towards services where inflation is beginning to pick up. 

– Worryingly, whereas consumers have so far been able to stomach higher prices 
cracks are beginning to appear in demand. Consumer confidence has collapsed 
as real wages contract, tighter financial conditions are feeding through in 
weaker housing activity and savings are not as plentiful as they were during the 
height of the COVID-19 pandemic.  

– Central banks have set out their stalls to fight inflation and interest rates are set 
to rise sharply. The mood music amongst policymakers may change once 
inflation has eased and attention turns back to growth, but it will be difficult to 
engineer a soft landing and the risks of recession are rising. We have cut our 
forecast for global GDP growth to just 2.7% for this year and next from 3.8% and 
3.0% previously. 

– In the US, inflation has probably already peaked but we expect the Federal 
Reserve (Fed) to continue to tighten policy aggressively with its target rate 
reaching 3% by the end of the year. That is likely to hit activity hard and we have 
cut our forecast for GDP growth in 2023 to just 1.5%, perhaps clearing the way 
for rate cuts in the second half of next year. 

– Similarly, our expectations for the UK and euro area economies have moved in 
a more stagflationary direction. Inflation is likely to be relatively persistent in the 
UK, forcing the Bank of England to raise rates further. The European Central 
Bank (ECB) is also likely to start raising rates, although will tread more carefully 
as uncertainty about the spill over from events in Ukraine cloud the outlook.  

– We have significantly cut our forecast for GDP growth in China this year, where 
the restrictions put in place to contain COVID-19 are likely to cause GDP to 
contract in Q2 and grow by just 3.5% in 2022 as a whole. The good news is that 
we still expect some cyclical improvement to emerge later this year to drive a 
shallow recovery to 5.5% in 2023. 

Chart: Global growth forecast 

 
Source: Schroders Economics Group. May 23, 2022. Please note the forecast warning at the back of 
the document. Forecast may not be realized. 

2.9
3.4

4.1
5.2 5.0 5.5 5.6

2.7

-0.3

5.1
3.8

3.0 3.1 3.3 3.3 3.0
3.5 3.4

2.7

-3.3

5.8

2.72.7

-6

-4

-2

0

2

4

6

8

2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

Contributions to World GDP growth (y/y)

US Europe Rest of advanced
China Rest of emerging World

Forecast

 

Keith Wade 
Chief Economist and 
Strategist 
 
 

 

Azad Zangana 
Senior European  
Economist and Strategist 
 
 

 

David Rees 
Senior Emerging Markets 
Economist 
 
 



 

 Economic and Strategy Viewpoint May 2022 3 

 

Recessions risks rise as inflation takes its toll 

The long period of low and stable inflation since the turn of the millennium is well 
and truly over. As Chart 1 shows, inflation in the G7 group of countries climbed to 7% 
year-on-year (y/y) in March, the highest rate recorded in almost four decades and 
headline rates are above central banks’ targets in virtually every major developed and 
emerging market economy. 

Chart 1: G7 inflation climbed to a multi-decade high in March 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Historical trends are a poor predictor 
of future results. 
 

The roots of the current bout of global inflation can be traced all the way back to the 
start of the COVID-19 pandemic when a large imbalance between the supply of and 
demand for goods emerged. The global economy contracted sharply in the first half 
of 2020 as lockdowns were imposed, but what followed was an unusual recession as 
households were shielded from economic pain. Many were able to continue to work 
from home on full pay, while the balance sheets of other households were protected 
by fiscal transfers and employment schemes such that in aggregate net savings rose 
sharply. With consumers flush with cash and most parts of the global economy 
closed, notably the services sector, pent-up demand was squeezed into the goods 
sector. For example, retail sales in the US climbed by 20% in just one year and 
continue to power ahead as economic recovery has gathered pace.  

The supply of goods would struggle to keep pace with such a large demand shock in 
normal economic times, and strains in production were exacerbated by COVID 
lockdowns and disruption to shipping channels. Shortages of goods caused supplier 
delivery times to deteriorate and the imbalance between supply and demand fed 
through to higher prices (chart 2). As a result, it is notable that, in contrast to recent 
decades, core goods have been the main driver of higher rates of inflation. 
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Chart 2: Supply chains have not yet recovered 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon. 

More recently, the spill-over from tragic events in Ukraine have exacerbated those 
underlying inflation trends as commodity prices have soared. That has poured fuel 
on the fire and lifted inflation yet further (chart 3). 

Chart 3: Commodities have driven inflation even higher 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon. 

Inflation likely to remain higher for longer 

The peak in global inflation is probably not far away and already in the rear view 
mirror for some economies such as the US. However, there are concerns that while 
headline rates of inflation may soon begin to decline, they will do so relatively slowly 
for at least three reasons. 

First, the continued zero-COVID policy in China means that supply chain bottlenecks 
are likely to persist for some time. The imposition of lockdowns hit China’s economy 
hard in April and is likely to ensure that GDP will contract in the second quarter in 
seasonally-adjusted, quarter-on-quarter terms. And while the lockdowns have hit the 
domestic economy hard, they are likely to have far-reaching consequences for the 
rest of the world. After all, China has become central to global supply chains and the 
restrictions put in place to contain COVID have severely hampered manufacturing 
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activity and caused a logjam in transport infrastructure. For example, an aggregate 
of daily data on container ship congestion across 55 major ports in China has risen 
as boats have been forced to wait to be loaded and unloaded. As Chart 4 shows, this 
has historically been a sign that supplier delivery times will lengthen and there is a 
risk that supply chains will deteriorate markedly again. As a result, we continue to 
track this with our supply side inflation scenario.  

Chart 4: Blockages in China’s ports point to more supply chain problems 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon. 

A second reason why inflation may be slow to subside is commodity prices. Energy 
prices have stabilized since the initial shock to markets following the invasion of 
Ukraine by Russia – but they remain high and upside risks remain. Russia has cut off 
the supply of gas to Poland and Bulgaria and the threat to stop supplying other, 
larger European countries remains. At the same time, the European Union (EU) is 
trying to reach an agreement on a new round of sanctions that would include an 
embargo on Russian energy, potentially introduced as soon as the end of 2022.  

However, it is perhaps food prices that are the greatest threat. According to the UN’s 
FAO index, food prices have already climbed by about 20% so far this year in nominal 
US-dollar terms (chart 5). And the huge price shock in the fertilizer market means 
there is a risk that higher food costs persist. After all, Russia and Belarus have 
historically been important sources fertilizer for the global economy.  

The long production cycle in agriculture means that these higher input costs could 
keep prices elevated for some time. Meanwhile, climate change is also affecting crop 
production in some key markets such as India. This is a particular threat to the 
emerging markets, where food accounts for a relatively large proportion of CPI 
baskets. Past spikes in food prices have provided the spark for social unrest such as 
the Arab Spring in 2010.  
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Chart 5: Food prices have risen even more sharply 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon. 

A third concern for the inflation outlook comes from the services sector, which is only 
just revving up as fading concerns about COVID have seen demand start to rebalance 
back from the consumption of manufactured goods. Incoming data from the UK, 
which was the first major economy to abandon COVID restrictions have shown a clear 
shift in demand back towards services. And as Chart 6 shows in the US, service sector 
consumption is only just returning to pre-pandemic levels and is likely to climb 
further as demand returns. 

Chart 6: Service sector inflation is picking up 

  
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon. 
 

Rising service sector activity is likely to require more workers at a time when 
unemployment is already very low and wages are rising. Service sector activity tends 
to be labor intensive and therefore output prices are particularly sensitive to wage 
costs. This raises the risk that services could soon take over as the key driver of 
inflation to add to fears of a wage-price spiral. 
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Considering all of these risks, we have revised up our forecast for global inflation 
this year to 6.4%, from 4.8% previously. And while we continue to expect inflation to 
decline next year, it will probably do so more slowly and we have revised up our 
forecast to 3.6% in 2023 from 2.8% previously. 

Within that, much of the upward revision comes from developed markets. Incoming 
data suggest that inflation in the US peaked at 8.6% in March. We expect it to trend 
lower in the months ahead, but only to return to the Fed’s 2% target by the fourth 
quarter of 2023. We expect the peak in inflation in the UK and euro area to be a bit 
later, in Q2 and Q3 respectively. However, while we think that inflation in the euro 
area will fall back below 2% in the second half of next year we expect UK inflation to 
remain above target throughout the forecast horizon.  

Higher inflation pushes the world further towards stagflation 

Upward revisions to our expectations for inflation are accompanied by downward 
revisions to our projections for global GDP growth. We now expect global GDP 
growth of just 2.7% this year and next, down from 3.8% and 3.0% respectively.  

Activity has so far been robust as consumers have shown willingness to absorb 
higher prices, in part as they have run down the savings accumulated during the 
initial phase of the COVID pandemic. Buoyant labor markets and a corresponding 
pick-up in wage growth have also bolstered activity. These factors should remain 
supportive for a while longer; however, cracks have begun to appear on the demand 
side of the global economy. 

One concern is that with inflation outstripping nominal wage growth in most 
countries, a squeeze on real incomes has started to erode consumer confidence. 
Indeed, some measures of consumer sentiment in the US and UK have fallen to levels 
not seen since the global financial crisis, while confidence is also declining in Europe. 
This suggests that consumers will be less willing to tolerate higher prices in the future 
and there is even a risk of outright declines in demand, which we analyze in our 
consumer recession scenario. 

Chart 7: Consumer confidence has collapsed 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon to predict future market conditions. 
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Meanwhile, now that central banks are finally getting on with the job of raising interest 
rates and global bond markets price in additional hikes, there are already early signs 
that tighter financial conditions are starting to work through the economy. For 
example, in the US 30-year mortgage rates have climbed to 5.25%, the highest level 
since 2009, and this has coincided with a deterioration in recent housing data. Many 
households have of course already locked in extremely low interest rates, while in other 
markets such as the UK the prevalence of fixed rate mortgages makes the transmission 
of monetary policy slower than in the past. Nonetheless, conditions have clearly 
deteriorated for the marginal buyer of houses, which is what drives markets. 

These factors are likely to increasingly weigh on growth in the months ahead and this 
is the key reason why we have significantly cut our forecasts for growth in developed 
markets. We now envisage that the US economy will grow by only 1.5% next year, 
down from 2.1%. The downward revisions are even larger for the euro area and UK 
to 1.9% and 0.9%, from 2.6% and 2.2% respectively. 

China’s economy will probably contract in Q2 

In China there appears to have been a very high economic cost from the 
government’s zero-COVID policy. As chart 8 shows, the Caixin Composite PMI fell by 
almost 6 points to 36.2 in April, the second largest decline on record following the 
collapse seen during the national lockdown in the first quarter of 2020. It has 
historically been a difficult task to infer accurate conclusions from survey evidence 
about movements in official economic data. And there is likely to be some recovery 
in the PMI during May and June if COVID restrictions are relaxed. 

Chart 8: The Caixin Composite PMI fell sharply in April 

 
Source: Refinitiv, Schroders Economics Group. May 19, 2022. Economic indicators and related 
historical trends should not be solely relied upon to predict future results. 

However, it seems that China’s economy could easily contract by 2.5% in seasonally-
adjusted, quarter-on-quarter terms. Even assuming that much of the lost output is 
recovered in the third quarter, this is enough to pull down our full-year forecast to 
growth of just 3.5% in 2022, down from our previous estimate of 4.6% and far below 
the government’s official growth target of 5.5%. Our forecast continues to rely on a 
shallow cyclical recovery beginning to emerge from the third quarter onwards to 
belatedly lift GDP growth towards 5.5% in 2023. 
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There is no knowing how long China will continue to pursue the zero-COVID policy. 
Despite tentative signs earlier this year that the authorities were ready to evolve their 
approach to dealing with COVID, policymakers have more recently doubled down on 
the policy. At the very least the policy is likely to remain in place until the older 
sections of society are fully vaccinated, which at the current pace of inoculation will 
take several months. However, it may be that Beijing will not relax its approach until 
other protections such as mRNA vaccines are in place, which could take well over a 
year and mean that rolling lockdowns continue to impinge activity for the foreseeable 
future. This is something we capture in our rolling lockdowns risk scenario, which 
deals a heavy blow to growth in China and ensures that global goods inflation 
remains relatively elevated. 

Elsewhere in the emerging markets, the growth outlook is fairly subdued and we 
expect overall output to increase by just 2.8% this year. Small, open economies face 
a slowdown in export growth as demand from the rest of the world is eroded by high 
inflation. And aggressive interest rate hikes over the past year to tackle inflation will 
increasingly weigh on growth in many economies in the months ahead. 

Interest rate hikes increase the risk of recession 

All of this makes for a very difficult environment for policymakers. Faced with broad 
price pressures, central bankers have set out their stalls to tackle inflation, and higher 
interest rates are the only real tool at their disposal. Accordingly, so long as inflation 
pressures remain a concern, central bankers will raise interest rates and deliver 
hawkish forward guidance in a bid to cool activity. 

Tighter monetary policy will cause the cracks in demand that are already appearing 
to widen further in the months ahead. As a result, the mood music amongst central 
bankers may change later in the year once inflation has convincingly rolled over and 
attention turns back to growth. That may ultimately mean that interest rates will not 
rise as far as is generally expected. However, they are fairly blunt tools and any shift 
in policy may come too late to engineer a soft landing and the risks of recession are 
clearly rising. 

Fed may start cutting rates again in late-2023 

In terms of specific central banks, we think that the US Fed has the most work to do 
and we now see its target rate climbing to 3% by the end of 2022 (chart 9). We also 
expect the Fed to reduce its balance sheet by $1.5trn over the forecast horizon, 
although the jury is out on how much impact this will have on financial conditions. 
Either way, after hiking rates fairly aggressively, we doubt it will be long before the 
Fed has to reverse course as the economy slows, and we have penciled 50bp of rate 
cuts by the end of 2023 with further easing likely thereafter. 

Central banks  
will hike so long  
as inflation is a 
concern, even if  
it means causing 
recession 
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Chart 9: Aggressive Fed tightening could give way to rate cuts in 2023 

Source: Refinitiv, Schroders Economics Group. May 19, 2022. There is no guarantee that any forecasts 
will be realized. 

In the UK, after much dithering, policymakers at the Bank of England appear to have 
decided that interest rates need to rise significantly in order to tackle inflation, even 
if it means tipping the economy into recession. Indeed, after one member of the 
monetary policy committee voted to not raise rates at all in the March rate-setting 
meeting, three members voted for a half-point increase in Bank rate in May. Despite 
their hawkish rhetoric, we doubt that policymakers will actually hike the economy 
into recession and see rates peaking at 2.25% in Q1 2023 – 125bp higher than current 
policy rate of 1.00%. 

Policymakers in Europe face perhaps the most difficult balancing act as concerns 
about high inflation are tempered somewhat by war on its doorstep and uncertainty 
about energy supplies. We assume that that the EU will gradually phase out imports 
of Russian energy in the years ahead, but that it will be a gradual process with Russia 
still supplying a significant amount of energy to the bloc through to the end of 2023. 
Policymakers have dropped heavy hints that rates will start to rise in July; however, 
they are likely to tread carefully. We have penciled in 100bp of hikes to both  
the deposit and main refinancing rates, leaving them at 0.50% and 1.00% respectively  
by year-end. 

Scenario analysis 

Our global forecast has again moved in a more stagflationary direction and our 
scenario analysis suggests that the balance of risks still lies in this direction. We retain 
our supply side inflation scenario where we assume that global supply chains remain 
stretched and buoyant labor markets mean that earnings growth accelerates further 
and leads to a wage-price spiral. 
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Chart 10: Scenario grid – growth and inflation deviations from baseline 

 
Source: Schroder Economics Group. May 23, 2022. Please note the forecast warning at the back of 
the document. There is no guarantee that any forecasts will be realized. 

Related to this scenario in some respects is our new scenario of rolling lockdowns in 
China where we assume that the government continues to pursue a strict zero-COVID 
policy. Repeated outbreaks of the highly transmissible Omicron variant leads to 
periodic lockdowns, resulting in steep declines in domestic output and further strains 
in global supply chains. 

On the consumer side, the recent collapse in confidence around the world at a time 
when interest rates are rising means that we continue to track the risk that fading 
demand results in a recession. The deflationary scenario sees central banks in the US, 
Europe and UK reverse course with fairly large rate cuts in 2023. 

Our final two scenarios relate to events in Ukraine. The downside scenario assumes 
that the conflict intensifies again and that no resolution is found during the forecast 
horizon. Oil prices climb to $150 per barrel in the near term and remain above 
$100p/b through to end-2023. Not only does that add to inflationary pressures, but 
higher energy costs also act as a tax on growth. Europe is likely to be hit particularly 
hard as it accelerates its embargo on imports of Russian energy. 

By contrast, in our upside scenario we assume that some form of resolution to the 
conflict is found, allowing some normalization to global commodity supply chains and 
reversing some of the recent damage to the global economy. A reversal of the recent 
spike in commodity prices, along with a boost to confidence, allows the global 
economy to enjoy a period of non-inflationary growth and relieves some of the near-
term pressure on central banks to tighten policy aggressively. 

On balance this skews the risks toward stagflation with a significant risk of a weaker 
growth outcome than in the base line. On this basis we would put the probability of 
a global recession at 35%.  
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Chart 11: Consumer recession has the highest probability assigned to it 

 
Source: Schroder Economics Group. May 23, 2022. Please note the forecast warning at the back of 
the document. Forecast and forward looking views may not materialize. 
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Schroders Economics Group: Views at a glance 
Macro summary – Q2 2022 

Key points 
Baseline 

– US: While the Q1 GDP contraction belied resilient domestic demand, high inflation will rein in the pace of growth. We now expect 
the US economy to expand by 2.6% in 2022 and 1.5% in 2023. Faced with the spectra of stagflation, the Fed will continue to 
tighten policy fairly aggressively. This should see the fed funds rate reach 3.00% by Q4, helping to rein in CPI from 5.5% this 
year to 2.8% next year. But we doubt it will be long before the Fed has to reverse course; we have penciled 50bp of rate cuts in 
2023 with further easing likely thereafter. 

– Eurozone: With no end in sight to the war in Ukraine, the eurozone economy is set to remain subdued and we now expect 
growth to slip to 2.5% in 2022 and 1.9% in 2023. Inflation is likely to ease from 6.6% to 2.4% next year, however much depends 
on how quickly an embargo on Russian oil imports is implemented. In any case, firming core inflation is set to spur the ECB into 
hiking rates from July. We expect this will lift the deposit rate to 0.50% and the main refinancing rate to 1.00%.  

– UK: After a strong start to the year, GDP should contract in Q2 owing to the Queen’s Jubilee holiday and remain subdued 
thereafter as higher food and energy prices squeeze household budgets. We forecast the economy will expand 3.5% in 2022, 
followed by growth of just 0.9% in 2023. While CPI should moderate from 8.4% this year, a broadening of inflationary pressures 
mean it is expected to remain well above the Bank of England’s 2% target through to the end of next year. As such, we think 
Bank rate will rise to 2.25% by Q1 2023. 

– Emerging Markets: Beijing’s unwavering commitment to its zero COVID policy has seen lockdowns bring the economy to a 
sudden stop. While activity should recover as restrictions are eased, we have significantly cut our China growth forecast to just 
3.5% in 2022 followed by a shallow recovery to 5.5% in 2023. Other EM are generally set to experience weaker growth given that 
food eats up a bigger share of household budgets. But also on account of weaker global export demand and past aggressive 
policy tightening in countries such as Brazil. 

Risks 
We still see the balance of risks as being tilted towards stagflation. Once again, four of our five risk scenarios are predicated on 
weaker output and three assume inflation will be higher. Based on the probabilities we assign to these, we are the most negative 
we have ever been on global growth risks. We now see the greatest risk as being a consumer recession, albeit only marginally 
ahead of supply side inflation. We also see an equal, material risk of either China rolling lockdowns or Russia-Ukraine downside, but 
assign a lower likelihood to a Russia-Ukraine upside scenario. 

Chart: World GDP forecast 

 
Source: Schroders Economics Group. May 23, 2022. Please note the forecast warning at the back of the document. There is no 
guarantee that any forecasts will be realized.  
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Schroders Baseline Forecast 

 
There is no guarantee that any forecasts will be realized.

Real GDP
y/y% Wt (%) 2021 2022 Prev. Consensus 2023 Prev. Consensus
World 100 5.8 2.7  (3.8) 3.0 2.7  (3.0) 2.6

Advanced* 61.1 5.1 2.7  (3.4) 2.8 1.7  (2.3) 2.1
US 27.0 5.7 2.6  (3.4) 2.8 1.5  (2.1) 2.1
Eurozone 16.8 5.4 2.5  (3.3) 2.7 1.9  (2.6) 2.2

Germany 5.0 2.9 1.7  (2.3) 2.0 2.1  (2.8) 2.4
UK 3.6 7.4 3.5  (4.5) 3.9 0.9  (2.2) 1.0

Total Emerging** 38.9 6.8 2.8  (4.2) 3.3 4.3  (4.2) 3.3
BRICs 26.2 7.6 3.0  (4.5) 3.6 4.7  (4.6) 3.3

China 19.0 8.1 3.5  (4.6) 4.7 5.5  (5.0) 5.1

Inflation CPI 
y/y% Wt (%) 2021 2022 Prev. Consensus 2023 Prev. Consensus
World 100 3.5 6.4  (4.8) 6.6 3.6  (2.8) 3.5

Advanced* 61.1 3.2 6.1  (4.5) 6.3 2.7  (2.0) 2.9
US 27.0 4.7 6.9  (5.8) 7.2 2.8  (2.3) 3.3
Eurozone 16.8 2.6 6.6  (4.2) 6.8 2.4  (2.1) 2.6

Germany 5.0 3.2 6.5  (4.3) 6.6 2.7  (2.3) 3.0
UK 3.6 2.6 8.4  (6.1) 7.8 6.0  (1.7) 4.3

Total Emerging** 38.9 3.8 6.8  (5.3) 7.1 5.0  (4.1) 4.6
BRICs 26.2 2.4 3.9  (3.5) 4.4 3.8  (3.3) 3.1

China 19.0 0.9 1.9 (1.9) 2.2 2.3 (2.3) 2.3

Interest rates 
% (Month of Dec) Current 2021 2022 Prev. Market 2023 Prev. Market

US 1.00 0.25 3.00  (1.25) 2.75 2.50  (2.00) 2.82
UK 1.00 0.25 2.00  (1.00) 2.23 2.25  (1.25) 2.53
Eurozone (Refi) -0.50 0.00 1.00  (0.00) 1.00  (0.25)
Eurozone (Depo) -0.50 -0.50 0.50  (-0.50) 0.50  (0.00)
China 3.70 3.80 3.50 (3.50) - 3.50 (3.50) -

Other monetary policy
(Over year or by Dec) Current 2021 2022 Prev. Y/Y(%) 2023 Prev. Y/Y(%)

US QE ($Tn) 8.9 8.8 8.4  (8.8) -4.5% 7.4  (7.8) -11.9%
EZ QE (€Tn) 2.8 2.8 2.9  (3.2) 3.6% 2.9  (3.3) 0.0%
UK QE (£Bn) 847 875 838  (845) -4.2% 718  (805) -14.3%
China RRR (%) 11.50 11.50 11.00 11.00 - 11.00 11.00 -

Key variables
FX (Month of Dec) Current 2021 2022 Prev. Y/Y(%) 2023 Prev. Y/Y(%)

GBP/USD 1.25 1.35 1.24  (1.33) -8.7 1.30  (1.37) 5.0
EUR/USD 1.06 1.14 1.05  (1.09) -7.4 1.11  (1.10) 5.0
USD/JPY 128.0 115.0 130  (120) 13.2 124  (120) -5.0
EUR/GBP 0.85 0.84 0.85  (0.82) 1.5 0.85  (0.80) 0.0
USD/RMB 6.67 6.37 7.00  (6.50) 9.8 6.80 (6.80) -2.9

Commodities (over year)
Brent Crude 112.7 70.8 101.5  (95.1) 43.4 90.6  (84.2) -10.7

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

Previous forecast refers to February 2022

** Emerging markets: Argentina, Brazil, Chile, Colombia, Mexico, Peru, China, India, Indonesia, Malaysia, Philippines, South Korea,
Taiwan SAR, Thailand, South Africa, Russia, Czech Rep., Hungary, Poland, Romania, Turkey, Ukraine, Bulgaria, Croatia, Latvia, Lithuania.

0.59 1.37

Source: Schroders, Thomson Datastream, Consensus Economics, May 2022

Market data as at 20/05/2022

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New Zealand, Singapore, Sweden, Switzerland,
United Kingdom, United States.
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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. There is no guarantee that any forecasts will be realized. Please note the 
forecast warning at the back of the document.     

Scenario Summary Macro impact Probability* Growth Inflation

Baseline We expect global growth to slow from 5.8% in 2021 to 2.7% in 2022 and 2023. This is as global activity
moderates from the strong post covid bounce. Pent-up demand helps support growth in 2022 as policy
stimulus is withdrawn. However, high inflation is expected to hit the spending power of households, who in
turn cut back spending. Capex is also softer owing to higher input price inflation including wage growth.
Events in Ukraine have driven global energy and food prices significantly higher this year, contributing to
higher inflation forecasts. However, there are signs that low unemployment and robust demand has helped
push wage inflation higher and costs. Global supply chains remain hampered in their recovery, as China
continues to pursue its “zero-covid” strategy. Inventory re-building has accelerated, but is now facing softer
demand. Overall, the outlook moves further in a stagflationary direction, as we make broad based upgrades to
inflation, and downgrades to growth. The exception being China and parts of the emerging markets, where by
2023, growth has been revised up on the back of expected fiscal and monetary policy support. 

With the risk of second-round wage effects of inflation rising, the Fed is forecast to hike rates promptly,
reaching 3% by the end of this year, and accelerate quantitative tightening. Softer growth helps inflation to fall
back, but as growth dips below 2% in 2023 (considered a hard landing) the Fed eases policy - cutting rates to
2.5% and slowing quantitative tightening in the second half of the year. Meanwhile, the BoE is expected raise
interest rates to above the neutral rate – reaching 2.25% in Q1 2023. Quantitative tightening is also expected
to start around the new year. In Europe, the ECB is committed to ending QE and negative interest rates by Q3
this year. Further hikes to rates are expected, taking the deposit rate to 0.50% and the main refinancing rate to
1%. China is set to continue to ease monetary policy cutting the RRR and one year loan prime rate (to 11% and
3.50%, respectively, by the end of next year). Elsewhere in the emerging markets, with inflation above target
and rising almost everywhere, additional upward pressure on energy costs is likely to force central banks to
raise interest rates a bit further than we had previously expected. 

62% - -

1. Russia-Ukraine 

downside

Russia takes control of the Donbas region and expands into Kyiv and the rest of the Ukraine. NATO members
respond and there is a build up of troops which keeps tension and the risk of a broader conflict high. Oil prices
rise to $150/ b and stay there for much of 2022 whilst food prices also rise further. Significant disruption to
Eastern European economies and Russia. Extended refugee crisis across Europe. 

Stagflationary: The rise in commodity prices drives inflation even higher putting a major squeeze on
consumers and business. Economic activity slows significantly: directly through disruption to trade and finance
and indirectly as business confidence slumps and firms put their plans on hold. 
Europe is particularly badly impacted, as not only is the localised gas market hit, but security concerns prompt
households and businesses to retrench. Net exporters of oil gain from the terms of trade shock and raise
production. Russia falls into this category, though loss of businesses with Europe leads to a worse outcome for
its growth than in the baseline. Central banks hold back on tightening monetary policy and re-focus on
providing liquidity, despite the high rate of inflation. 

6% -0.6% +0.5%

2. Russia-Ukraine 

upside

An agreement is reached by both sides that ends Russia’s advances, and the Ukrainian resistance of regions
taken by the Russian military. The fragile ceasefire continues, helping to boost confidence and world trade,
reversing some of the recent damage to the global economy. Commodity prices fall with oil $20 lower than in
the baseline. 

Productivity boost: The decline in commodity prices helps to lower global inflation faster than in the baseline. 
The improvement to the spending power of households results in a rebound in confidence, and a fall in
savings rates – boosting GDP growth. Lower inflation allows central banks to tighten policy more gradually,
but policy rates end the forecast higher than in the baseline due to stronger growth. 

3% +0.5% -0.2%

3. China rolling 

lockdowns

China’s government continues to pursue its strict zero-covid policy which effectively causes rolling lockdowns
through the forecast. As officials identify new outbreaks of the highly infections omicron variant, periodic
restrictions are re-introduced, causing a hit to domestic demand, and disruption to global supply chains. 

Stagflationary: Lower growth in China presents a demand shock for the rest of the world who take a hit to
their exports with commodity producers being particularly affected. However, supply chain disruptions stop
prices returning to more normal lower levels as in the baseline. Central banks worldwide continue to tighten
monetary policy, albeit at a slower pace.

6% -0.2% +0.1%

4. Consumer 

recession

Rising interest rates add to the woes of households, who are facing higher inflation owing to supply
bottlenecks and rising food and energy inflation. Household confidence drains away, leading them to save
more, causing a slump in consumption. Companies realise that they have over-produced, and start to cut back
output and hiring, which re-enforces the negative sentiment building amongst households. As inventories
build, retailers start to compete again, offering greater discounts to clear excess stock. 

Deflationary: As households slash spending, economies fall into a technical recession at the end of 2022.
Household consumption stabilises in 2023 of the year, but the recovery is slow, as households maintain an
elevated savings rate as the labour market weakens. Weaker demand and slowing production causes oil prices
to fall back, which combined with retailers clearing inventories, helps inflation fall back sharply. Central banks
end the forecast with looser policy than in the baseline. The Fed reverses course, taking fed funds rate back to
1%, while the ECB extends QE and also reverses some hikes. 

12% -0.3% -0.4%

5. Supply side 

inflation 

The current bottlenecks in the industrial sector last for longer than expected and have knock on impacts
through global supply chains. 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: Commodity prices continue to rise due to shortages in supply. This adds to inflation and
energy price base effects do not wash out. Meanwhile, this feeds through to underlying inflation, which is also
pushed up from supply side constraints and higher costs through global supply chains. Even though growth
slows through 2022, demand still outpaces supply in the labour market and wages rise. This results in
persistent inflation, averaging 7.2% in the US in 2022 and 3.8% in 2023. This leaves the Fed hiking interest
rates to 4% by the end of 2022 and 4.5% by the end of 2023. All other central banks also hike rates faster in
this scenario. 

11% -0.4% +0.3%

6. Other 0% - -

Cumulative 2022/23 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 (May 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 views and opinions contained herein are those of Schroders’ Economics team, and may not necessarily represent views 
expressed or reflected in other Schroders communications, strategies or funds. This document is intended to be for information 
purposes only and it is not intended as promotional material in any respect. The material is not intended as an offer or solicitation 
for the purchase or sale of any financial instrument. The material is not intended to provide, and should not be relied on for, 
accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroders does 
not warrant its completeness or accuracy. Reliance should not be placed on the views and information in the document when 
making individual investment and/or strategic decisions. Past performance is not a reliable indicator of future results, prices of 
shares and the income from them may fall as well as rise and investors may not get back the amount originally invested. The 
opinions included in this document include some forecasted views. We believe that we are basing our expectations and beliefs on 
reasonable assumptions within the bounds of what we currently know. However, there is no guarantee that any forecasts or 
opinions will be realized.
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