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• The 2020s have seen a global health crisis, and a global energy, food and price inflation crisis, triggered by Russia's invasion
of Ukraine. 

• These global shocks, added to climate change and other geopolitical issues like the rise of autocrats (even in the US), are 
placing great strain on international institutions and the rules-based order that has unlocked so much global prosperity in the 
last 75 years. But we must distinguish between the long term and short term, and global mega trends. 

• Technological change is accelerating, with profound economic and social implications for all sectors. But are necessary, to 
increase productivity and help turn climate change into an opportunity to innovate. But climate change is also becoming more 
pressing, across a range of metrics as we will miss the targets.

• Population changes are becoming more apparent. Worker shortages amidst tight migration policies. With the global 
population ageing fast, savings should rise, meaning more investable funds.

• Mega cities have not away. But over the next few decades, migration will be the sole driver of population growth in high-
income countries. By contrast, for the foreseeable future, population increase in low-income and lower-middle-income 
countries will continue to be driven by an excess of births over deaths.

• That trend explains labour shortages, the drive for greater productivity and negative real interest rates.

2020s are off to a rocky start



But we have been here before and the world economy always recovers
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Slower growth but still positive this year…
% increase in GDP per year
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In 2023, only the UK may see an outright fall in output
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% increase in GDP

2023 2024

Source: International Monetary Fund, World Economic Outlook, January 2023 Update.

Note: The selected economies account for approximately 83 percent of world output.

1/ Difference based on rounded figures for the current and October 2022 WEO forecasts.
2/ Data and forecasts are presented on a fiscal year basis. 



…and 2024 growth is looking even better, driven by emerging Asia
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Contributions to GDP growth



Top ten manufacturing countries in the world – Asia bias
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Interestingly, low and middle-income economies outperform
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Why the Inflation trend is turning
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Central banks raised rates because core inflation is high…
Price inflation may have peaked
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…and inflation will fall sharply in 2023/4



…as supply shocks ease gas & energy prices now flatten…
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Oil and industrial metals prices have fallen particularly sharply
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(a) The Dutch Title Transfer Facility pricing point is used for the European price. UK prices have been converted to euros. Dotted 

lines refer to the 15-day average to 24 January 2023. Dashed lines refer to respective futures curves using one-month forward 

prices based on the seven-day average to 25 October 2022 for the UK and the 15-day average to 25 October 2022 for Europe. 



Futures prices reflects that change in trend
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(a) The Dutch Title Transfer Facility pricing point is used for the European price. UK prices have been converted to euros. Dotted 

lines refer to the 15-day average to 24 January 2023. Dashed lines refer to respective futures curves using one-month forward 

prices based on the seven-day average to 25 October 2022 for the UK and the 15-day average to 25 October 2022 for Europe. 



Global supply constraints ease – China reverses Covid lockdown
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In Europe, a less severe winter has dragged gas prices lower
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(a) The Dutch Title Transfer Facility pricing point is used for the European price. UK prices have been converted to 

euros. Dotted lines refer to the 15-day average to 24 January 2023. Dashed lines refer to respective futures curves 

using one-month forward prices based on the seven-day average to 25 October 2022 for the UK and the 15-day 

average to 25 October 2022 for Europe. 



…allowing scope for global interest rates to fall in 2023/4
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Overall, financial stability risks remain elevated as investors 
reassess their inflation and monetary policy outlook.  Global 
financial conditions have eased somewhat since the October 
2022 Global Financial Stability Report, driven largely by 
changing market expectations regarding the interest rate cycle 
(Figure 1.1). While the expected peak in policy rates—the 
terminal rate—has risen, markets now also expect the 
subsequent fall in rates will be significantly faster, and further, 
than what was forecast in October (Figure 1.2). As a result, 
global bond yields have recently declined, corporate spreads 
have tightened, and equity markets have rebounded. That 
said, central banks are likely to continue to tighten monetary 
policy to fight inflation, and concerns that this restrictive 
stance could tip the economy into a recession have increased 
in major advanced economies. 

Slowing aggregate demand and weaker-than-expected 
inflation prints in some major advanced economies have 
prompted investors’ anticipation of a further reduction in the 
pace of future policy rate hikes. Corporate earnings forecasts 
have been cut due to headwinds from slowing demand, and margins 
have contracted across most regions. In addition, survey-based 
probabilities of recession have been increasing, particularly in the 
United States and Europe. 
However, upside risks to the inflation outlook remain. Despite 
the recent moderation in headline inflation, core inflation remains 
stubbornly high across most regions, labor markets are still tight, 
energy prices remain pressured by Russia’s ongoing war in Ukraine, 
and supply chain disruptions may reappear. To keep these risks in 
check, financial conditions will likely need to tighten further. If not, 
central banks may need to increase policy rates even more in order 
to achieve their inflation objectives. 

Given the tension between rising recession risks and monetary 
policy uncertainty, markets have seen significant volatility. 
While many central banks in advanced economies have stepped 
down the size of hikes, they have also explicitly stated they will need 
to keep rates higher, for a longer period of time, to tamp down inflation. Risk assets could face significant 
declines if earnings retrench further or if investors reassess their outlook for monetary policy given central 
bank communications. Globally, the partial reversal of the dollar rally has contributed to recent easing due 
to improved risk appetite, and some emerging market central banks have paused tightening amid tentative 
signs that inflation may have peaked. 

Financial market volatility is expected to remain elevated and could be exacerbated by poor 
market liquidity. For some asset classes (such as US Treasuries), liquidity has deteriorated to the March 
2020 lows of the COVID-19 pandemic. With the process of central bank balance sheet reduction 
(quantitative tightening) underway, market liquidity is expected to remain challenging. 

Figure 1.1.  Global Financial Conditions: 
Selected Regions
(Standard deviations from mean)

Sources: Bloomberg Finance L.P.; Haver Analytics; national 
data sources; and IMF staff calculations.
Note: AEs = advanced economies; EMs = emerging markets. 
GFSR = Global Financial Stability Report. 

–3

–2

–1

0

1

2

3

4

5

6

7

06 08 10 12 14 16 18 20 22

United States

Euro area

China

Other AEs

Other EMs

October
2022 
GFSR

2006    08 10    12    14     16    18     20    22

Figure 1.2.  Market-Implied  Expectations of 
Policy Rates
(Percent)

Sources: Bloomberg Finance L.P.; and IMF staff calculations.
Note: GFSR = Global Financial Stability Report.

1

2

3

4

5

6

Oct.
22

Apr.
23

Oct.
23

Dec.
24

Dec.
26

1. United States

Latest October 2022 GFSR

1

2

3

4

5

Oct.
22

Apr.
23

Oct.
23

Dec.
24

Dec.
26

2. Euro area

WEO       Update     © 2023 • ISBN: 979-8-40023-224-4

Overall, financial stability risks remain elevated as investors 
reassess their inflation and monetary policy outlook.  Global 
financial conditions have eased somewhat since the October 
2022 Global Financial Stability Report, driven largely by 
changing market expectations regarding the interest rate cycle 
(Figure 1.1). While the expected peak in policy rates—the 
terminal rate—has risen, markets now also expect the 
subsequent fall in rates will be significantly faster, and further, 
than what was forecast in October (Figure 1.2). As a result, 
global bond yields have recently declined, corporate spreads 
have tightened, and equity markets have rebounded. That 
said, central banks are likely to continue to tighten monetary 
policy to fight inflation, and concerns that this restrictive 
stance could tip the economy into a recession have increased 
in major advanced economies. 

Slowing aggregate demand and weaker-than-expected 
inflation prints in some major advanced economies have 
prompted investors’ anticipation of a further reduction in the 
pace of future policy rate hikes. Corporate earnings forecasts 
have been cut due to headwinds from slowing demand, and margins 
have contracted across most regions. In addition, survey-based 
probabilities of recession have been increasing, particularly in the 
United States and Europe. 
However, upside risks to the inflation outlook remain. Despite 
the recent moderation in headline inflation, core inflation remains 
stubbornly high across most regions, labor markets are still tight, 
energy prices remain pressured by Russia’s ongoing war in Ukraine, 
and supply chain disruptions may reappear. To keep these risks in 
check, financial conditions will likely need to tighten further. If not, 
central banks may need to increase policy rates even more in order 
to achieve their inflation objectives. 

Given the tension between rising recession risks and monetary 
policy uncertainty, markets have seen significant volatility. 
While many central banks in advanced economies have stepped 
down the size of hikes, they have also explicitly stated they will need 
to keep rates higher, for a longer period of time, to tamp down inflation. Risk assets could face significant 
declines if earnings retrench further or if investors reassess their outlook for monetary policy given central 
bank communications. Globally, the partial reversal of the dollar rally has contributed to recent easing due 
to improved risk appetite, and some emerging market central banks have paused tightening amid tentative 
signs that inflation may have peaked. 

Financial market volatility is expected to remain elevated and could be exacerbated by poor 
market liquidity. For some asset classes (such as US Treasuries), liquidity has deteriorated to the March 
2020 lows of the COVID-19 pandemic. With the process of central bank balance sheet reduction 
(quantitative tightening) underway, market liquidity is expected to remain challenging. 

Figure 1.1.  Global Financial Conditions: 
Selected Regions
(Standard deviations from mean)

Sources: Bloomberg Finance L.P.; Haver Analytics; national 
data sources; and IMF staff calculations.
Note: AEs = advanced economies; EMs = emerging markets. 
GFSR = Global Financial Stability Report. 

–3

–2

–1

0

1

2

3

4

5

6

7

06 08 10 12 14 16 18 20 22

United States

Euro area

China

Other AEs

Other EMs

October
2022 
GFSR

2006    08 10    12    14     16    18     20    22

Figure 1.2.  Market-Implied  Expectations of 
Policy Rates
(Percent)

Sources: Bloomberg Finance L.P.; and IMF staff calculations.
Note: GFSR = Global Financial Stability Report.

1

2

3

4

5

6

Oct.
22

Apr.
23

Oct.
23

Dec.
24

Dec.
26

1. United States

Latest October 2022 GFSR

1

2

3

4

5

Oct.
22

Apr.
23

Oct.
23

Dec.
24

Dec.
26

2. Euro area

WEO       Update     © 2023 • ISBN: 979-8-40023-224-4

Financial conditions index Policy rate expectations



But Quantitative Tightening will continue, at least in the US and 
UK…

18

Source: IMF financial stability report, December 2022



…meaning that market spreads on 10-year bonds will remain 
wide 
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Does that make leverage a risk - public sector debt reaches all 
time highs…
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2022 Global Debt Monitor 

Fiscal Affairs Department | International Monetary Fund | December 2022    6 

Figure 1. Glo bal Public and Private  Debt, 1970–

2021 (Percent of GDP, weighted averages) 

 

Source: IMF Global Debt  Dat abase, 2022 

Figure 2. Public Debt Ratio s by Co untry Gro up, 

2019–21 (Percent of GDP, weighted averages) 

 

Source: IMF Global Debt  Dat abase, 2022 

Figure 3. Private  Debt Ratio s by Co untry Gro up, 

2019–21 (Percent of GDP, weighted averages) 

 

Source: IMF Global Debt  Dat abase, 2022 

Figure  4. Histo rical Co ntributio ns o f Gro wth and 

Inflatio n to  Public Debt Changes, 2005–21 (Joint 

contributions to debt changes, in percent of GDP) 

 

Source: IMF Global Debt  Database, 2022; IMF World  

Econom ic Out look; and st aff calculat ions. 

Figure  5. Ho useho ld Debt in Advanced 

Eco no mies and Emerging Markets, 2005–21 

(Percent of GDP, weighted averages) 

 

Source: IMF Global Debt  Database, 2022 

Figure  6. No n-Financial Co rpo rate  Debt in 

Advanced Eco no mies and Emerging Markets, 

2005–21 (Percent of GDP, weighted averages) 

 

Source: IMF Global Debt  Database, 2022 
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…especially in developed economies
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Source: World Bank



As global population growth slows, spending pressure will rise
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Source: Our world in data



…particularly in developed economies
working age as percent of total population
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…with a shrinking share of working age
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This aging trend in advanced 

economies, raises savings 

supply and boosts the 

demand for labour. In the slow 

growth of the past year, the 

recession is associated with a 

remarkable resilient level of 

employment and labour

demand. That’s across a 

range of countries.

It also means negative real 

interest rates. if savings 

supply outstrips demand, the 

clearing price of debt must 

adjust lower for saving to 

equal investment and does 

not rule put negative real 

rates. (Money illusion perhaps 

plays a role).
Source: Our world in data



…linked to weakening growth in productivity
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Carbon emissions are slowing but 1.5c target will be missed
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11/21/22, 11:28 PM A rare reason for optimism about climate change | The Economist

https://www.economist.com/graphic-detail/2022/11/14/a-rare-reason-for-optimism-about-climate-change?utm_campaign=r.the-climate-issue&utm_medium=em… 1/4
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A rare reason for optimism about climate change

More needs to be done. But the growth in global emissions is slowing

To read more of The Economist’s data journalism visit our Graphic Detail page

T
h er e h as been some small progress in the  ght against climate change. The Global Carbon Budget, a

forecast of the sources of greenhouse-gas emissions and the sinks which absorb i t, showed that growth in

carbon emissions is slowing (see chart). In the early 2000s the rate at which humans produced these

pollutants increased by about 3% a year. In the past decade it has fallen to 0.5%.
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A lot more progress is needed. Sti ll, a near-plateau o ers hope that emissions may eventually decline. This

drop in emissions growth is the result of two factors. The  rst is that the global economy is much less carbon-

intensive than it used to be. The amount of energy required to produce a unit of GDP has fallen by 26% since

2000. Unlike in earlier periods of growth, increases in prosperity no longer require a similar rise in global

energy use. Slower growth in the use of fossil fuels to supply that energy (especially coal, the dirtiest one) has

further helped curb the growth of emissions.
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In the early 
2000s, the 
rate at which 
pollutants 
increased 
was about 3% 
a year.

In the past 
decade it has 
fallen to 
0.5%.

Emissions in 
the 2.7c 
increase 
range 

Emissions rise – nearly stable



COP27 takeaway – not quite enough to satisfy anyone
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• Mitigation, adaptation and loss and damage are inextricably linked.

• Faster, more ambitious decarbonisation will reduce the bill for adaptation. Better mitigation and 
adaptation will mean that less money has to be spent rebuilding after disasters.

• Loss and damage fund created for first time but no argument on how to fund it and by how much 
  …  

• …                                          -Sheikh were proof that the world has not yet worked out 
how to tackle all three simultaneously.

• “E            k               …N             x               -through on the phase down of coal: 
              x   A                                               :               x  ”

• However, the opportunity for firms and people from decarbonising remains intact – look at the IRA 
plans in the US.



Questions?


