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A Very Narrow Path To A Soft Landing 
 
Two main macro narratives are competing for attention at the moment. There is a soft 
landing type of scenario, predicated on a constructive view on inflation that calls for a 
powerful disinflationary episode to unfold early and convincingly enough to facilitate a 
dovish pivot from central banks before they cause genuinely crippling damage to labor 
markets and tip the global economy into outright recession.The alternative is a harsher, 
bumpier, if not outright hard landing scenario. Insufficient progress on inflation forces 
central banks onto an even more aggressive tightening path that causes something in the 
economy to break. That the crack may not first appear in the labor market (given strong 
starting point) only emboldens policymakers’ hawkish stance. And yet, something, 
somewhere, snaps, triggering a chain reaction of financial market stress that then 
reverberates throughout the real economy, driving an abrupt shift from the appearance of 
resilience to the threat of failure.  

We still favor the first scenario but less confidently so than three months ago. The latest 
signals from key central banks remain very hawkish in spite of what to us are clearly 
improving leading indicators of inflation. The risk of overtightening has risen considerably. 
Elevated borrowing costs in the context of rapidly diminishing excess savings, vanishing 
pent-up demand, little to no room for fiscal expansion, and ongoing geopolitical tensions, 
create a dangerous backdrop as we enter 2023.  

Global growth slows sharply from 2.9% in 2022 to just 2.3% in 2023. Perhaps susprisingly
to our readers, we haven’t reduced either US or Eurozone 2023  growth forecasts relative 
to the September projections. But softer profiles for the UK, Canada and Australia lower
advancd economy growth by two tenths, even as Japanese growth was revised upward. 
China remains a source of resilience next year on reopening expectations even though 
we’ve trimmed its 2023 growth forecast slightly to 5.0%. Downgrades to several other 
economies flatten the anticipated rebound in EM growth next year. All in all, this is a high 
risk moment for the global economy as central banks struggle to pilot this plane to safety. 
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Summary of World Output1 and Inflation2 

(Annual percent change)  

 

    

Weight History

(2020) 2017 2018 2019 2020 2021 2022 2023

World Growth 100.0 3.8 3.6 2.8 -3.0 6.0 2.9 2.3

Advanced Economies 41.96 2.5 2.3 1.7 -4.4 5.2 2.3 0.6
   US 15.7 2.2 2.9 2.3 -2.8 5.9 1.8 0.4
   Euro area 11.8 2.8 1.8 1.6 -6.3 5.3 3.3 0.3
      Germany 3.3 3.0 1.0 1.1 -4.1 2.6 1.8 -0.1

      France 2.3 2.4 1.8 1.9 -7.9 6.8 2.6 1.0
      Italy 1.9 1.7 0.8 0.5 -9.1 6.7 3.8 0.3
   Japan 3.8 1.7 0.6 -0.4 -4.3 2.2 1.2 1.5
   UK 2.3 2.4 1.7 1.6 -11.0 7.5 4.4 -0.7

   Canada 1.4 3.0 2.8 1.9 -5.1 5.0 3.3 0.5
   Australia 1.0 2.4 2.8 1.9 -1.8 5.2 3.7 2.1

Developing Economies 58.04 4.8 4.6 3.6 -1.9 6.6 3.4 3.5
   China 18.6 6.9 6.7 6.0 2.2 8.1 3.5 5.0

Advanced Economy Inflation 41.96 1.7 2.0 1.4 0.7 3.1 8.1 4.6

   US 15.7 2.1 2.5 1.8 1.2 4.7 8.0 3.6
   Euro area 11.8 1.5 1.8 1.2 0.3 2.6 8.4 5.5
      Germany 3.3 1.5 1.8 1.4 0.5 3.1 8.0 5.8
      France 2.3 1.0 1.9 1.1 0.5 1.7 5.3 4.2

      Italy 1.9 1.2 1.2 0.6 -0.1 1.9 8.2 5.9
   Japan 3.8 0.5 1.0 0.5 0.0 -0.3 2.5 2.4
   UK 2.3 2.7 2.5 1.8 0.9 2.6 9.1 6.8

   Canada 1.4 1.6 2.2 2.0 0.7 3.4 6.8 3.5
   Australia 1.0 2.0 1.9 1.6 0.9 2.8 6.6 4.2

Developing Economies 58.04 4.5 5.0 5.1 5.1 5.9 9.4 6.2

   China 18.6 1.6 2.1 2.9 2.4 0.9 2.0 2.2

Value of World Output ($ trl)
At Market Exchange Rates 81.0 86.2 87.7 85.4 97.1 104.8 110.3
At Purchasing Power Parities 122.4 129.7 135.6 132.9 146.6 158.2 166.5

1 Real GDP; 2 Consumer Price Inflation

Weight is the share of world GDP on a purchasing power parity basis ( IMF World Economic Outlook)

Historical data sources: Oxford Economics, IMF.  Forecast: SSGA Global Macro and Policy Research

Forecast
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Politics and 
Geopolitics 

 

  
US-China Geopolitical Risk Sits On Corporate Balance Sheets 

Near-term valuations for Chinese assets continue to be driven by a) Zero Covid 
policy and b) global macro dynamics. These are likely to turn strongly positive in 
2023. The reopening process may not be as smooth as investors hope for, but 
should nonetheless be well advanced by springtime. And the geopolitical trends 
are positive in short-term too. Russia cannot win the war in Ukraine so pressure is 
building to stabilise the war, and China will increasingly be part of a constructive 
approach. Local elections in Taiwan rebuked the incumbent party (for reasons 
unrelated to mainland policy), which raises Beijing’s hopes for a change of 
leadership in the January 2024 presidential elections. And the results of the US 
midterms massively lowered the chance of a US constitutional crisis in the 2024 
elections. All of these reduce the appeal for Chinese escalation in 2023. 

However, the long-term outlook is more mixed as US-China decoupling broadens. 
This is now an irreversible process and the question for investors is the speed and 
breadth it may take. From a Chinese perspective, several sectors/industries are 
exposed to dual pressure points: one being the direct impact of US (and allied) 
measures, and two, the ricochet effect of reactive Chinese policy. In plain English, 
both geopolitics and domestic policy function as headwinds. 

But what is the precise risk? In March, investors reacted abruptly to fears over 
Chinese-Russian relations at the outset of the war. This fear was based on the 
possibility of extended Western sanctions on China. In this scenario, investments 
would be stranded or frozen by sanctions, with investors having to mark those 
holdings as a total loss. But this is an unjustified tail risk. In nearly all cases where 
Western sanctions have prohibited portfolio investment, the sanction recipient had 
been accused of substantial security violations (e.g. Russia for foreign invasion; 
Iran and Libya for support of terrorism; North Korea for nuclear testing and threats; 
Venezuela for non-compliance on counter-terrorism). Thus, you have to assume 
China would explicitly participate in Russia’s war or instigate a similarly grave 
security incident (e.g. invade Taiwan).  Judging in late 2022, that is very remote. 

The other fear is that geopolitical tensions induce China to apply capital controls to 
foreign portfolio investors and prevent them from repatriating capital. This scenario 
is usually described in the context of China wanting to limit capital outflows to stem 
pressure on the exchange rate due to geopolitics. Here too, it would be wise to 
understand how and why China has pursued capital markets reforms. Foreign 
investor participation in Chinese markets is not based on need for foreign capital. 
China is a net creditor to the rest of the world and hardly needs foreign financing. 
However, its capital markets remain underdeveloped relative to the size and 
sophistication of its economy. Foreign investors help accelerate the deepening and 
disciplining of market forces, which in turn improves capital allocation across the 
economy, boosts Chinese competitiveness and advances best practices in the 
financial sector. In addition, China can effectively manage residents’ and especially 
state-owned capital flows in times of economic volatility. Hence, the bar for China 
to impose capital controls on foreign portfolio investors is very high, again making 
this a tail risk. 
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Instead, the core risk is damage to business models and balance sheets. These 
could upend equity valuation and credit rating models as future cash flow 
projections could change overnight based on policy moves. The most eye-catching 
has been the US Commerce Department’s creation of an entity list that imposes 
wide restrictions on the conduct of business with any companies on that list. The 
areas most vulnerable are naturally in emerging technologies. However, the 
overwhelming bulk of Chinese GDP is found in industries not vulnerable to 
geopolitical penalties. In addition, decoupling is a mutual process and China 
actually maintains a lead in many key industries, i.e. where decoupling could be 
more hurtful to Western producers, so some of that geopolitical risk also sits on 
OECD corporate balance sheets. 
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Country Macro 
Highlights 

  
Please see country-specific commentary in the sections below. 

US: Pushing On A String 
  

Following a reopening-induced 5.9% growth surge in 2021, the US economy 
has been on a clear decelerating path over the course of 2022. The 
slowdown will extend into 2023, when we expect the economy to grow a 
mere 0.4%. This is the same projection we had back in September, which 
may seem surprising given how much has happened over the past three 
months. It is true that the better than expected third-quarter GDP outturn 
forced a slight upgrade to our 2022 estimate (now 1.8%) but the broad 
contours of incoming data are well aligned with what we had expected to 
see. As such, rather than making minute changes to the 2023 forecast, we 
reserve judgment for now and we’ll wait to see see whether more 
substantive adjustments will be needed in March.  

For now, we note that the 2023 consensus has shifted to our position. Back 
in September, that 0.4% forecast was half the Bloomberg consensus, but 
now sits right on top of it. The story is the same as it was three months ago. 
A material slowdown in consumer spending and slower inventory 
accumulation offset a better trade picture. With the household savings rate 
having dipped to an almost record low of 2.3% in October (it was only lower 
than that once, back in July 2005!) this view is as compelling as ever. The 
slowdown in inventory accumulation was also clearly visible in the third-
quarter GDP data, as was the improvement in net trade. Although the latter 
is unlikely to sustain the degree of improvement shown in Q3, we do 
anticipate the real trade deficit to narrow in 2023.  

The investment picture is mixed. There has been a massive recalibration in 
the housing market, with residential fixed investment down nearly 8.0% y/y 
over the course of the first three quarters. Further declines are likely but the 
rate of contraction should slow in 2023 if for no other reason but more 
favorable base effects. Other areas of investment have shown an 
impressive degree of resilience. Whether due to delayed improvement in 
global supply chains (automotive industry), resumption of output in select 
areas of air transportation equipment, or the broadening drive towards re-
shoring, capital goods orders have held up quite well this year. Admittedly, 
at 5.7% in October, the three-month annualized rate of growth was the 
slowest since the summer of 2020 so a deceleration in non-residential 
private fixed investment seems inevitable. But this slowdown need not be 
severe given what appears to be decent fundamental demand for capex 
(replacement, expansion, and greenfield). Rising borrowing costs are a risk 
to the outlook, however, so we are watching this closely.  

The labor market is both a blessing and a curse at the moment. A blessing 
insofar as robust labor demand suggest little rise in unemployment over the 
next several months. A curse insofar as robust labor demand also suggests 
a very slow moderation in the rate of wage inflation, which the Fed sees as 
too high. The open question remains—and this really is a real life 
experiment the Fed is conducting at the moment—whether labor demand 
can be compressed just enough to take the steam out of wage inflation 
without damaging employment too much. It may well be possible. Although 
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there still are some  ten million job openings in the US, a disaggregation by 
size of firm shows that openings have come down a lot at firms with 50-
1,000 employees. Where there has been little movement so far has been in 
the small business segment, i.e., firms with less than 50 employees, and 
particularly at first with less than 10 employees. Even if hiring were to 
continue apace in this segment of the market, we suspect these jobs come 
with lower average pay so there could be compositional shift in the jobs 
created over the course of 2023 that may facilitate slower wage inflation 
despite elevated employment levels. Time will tell, but wage dynamics will 
decide whether or not the soft landing remains softish or turns harder.  

Inflation remains a major source of frustration, not only because it is still 
unacceptably high (7.1% y/y in November) but also because a huge gap has 
opened between current inflation numbers and leading indicators of inflation, 
all of which show powerful disinflation unfolding. In turn, this has 
perpetuated continued tensions between market pricing for the path of Fed 
Funds, with markets anticipating an easing cycle to begin in late 2023 while 
the FOMC continues to push vehemently against such expectations.  

For our part, we are somewhat perplexed by FOMC’s continued incremental 
hawkishness in spite of growing evidence that the inflation tide is turning. 
Earlier in the year it was understandable that the  FOMC would lean 
hawkish. At that time, the disinflation evidence in the pipeline was much 
more limited. But by now, it is almost overwhelming. Whether one looks at 
commodity prices, measures of supply chain pressure, PMI backlogs, 
pricing intentions in survey data, house prices and incremental rental costs, 
all have turned sharply lower. Yes, it will take time for these to show up in 
the CPI—especially the shelter part—but even the longest lags do not last 
forever. To put things into context, our forecast calls for headline US inflation 
to dip below the 3.0% y/y mark in the fourth quarter of next year. If that 
proves correct, a Fed Funds rate of 5.0%+ as envisioned in the latest “dots” 
would be too high. Perhaps that’s why the market pricing for rates barely 
changed following the December Fed meeting…It is also why we side with 
the market in expecting rate cuts before the end of 2023. 

Canada: Gathering 
Clouds 

  
The Canadian economy’s resilience to Covid and Ukraine war in the past 
two years will be tested in 2023 as fears of a recession intensify. The good 
news is that the economy may dodge a recession, the bad news is that 
growth will slow significantly. 

The economy came off the pandemic relatively unscathed. Having 
contracted 5.0% in 2020, the economy bounced back in 2021 and through 
Q3 this year where GDP grew 2.9% q/q saar. Pent-up global demand was 
catered to well by Canada’s exports, but slowing external demand will affect 
Canada’s economy next year. 

Consumer spending will slow considerably. Consumption depends 
significantly on two factors, namely labor income and the savings rate, both 
of which have mean-reverted from pandemic highs. To be sure, domestic 
demand is already slowing, as noted in the Q3 GDP data where it 
contracted -0.6% q/q saar, led by a -1.0% contraction in household 
consumption. Business investment is also expected to grow below the 



 
8

historical average but crucially, being in a positive territory will support 
growth. This view stems from the Bank of Canada’s (BoC) Business Outlook 
Survey where firms intended on investing in their businesses.  

Net exports will drag GDP in 2023 as exports will cool rather faster than 
imports on slowing external demand. Over three-quarters of Canadian 
exports head to the US, where domestic demand is set to cool.  

We are tracking peak inflation to be behind us as most of the leading 
indicators point to easing prices. Be that as it may, headline CPI was still far 
above target at 6.9% y/y in October. This makes us wonder if progress could 
be more gradual than previously assumed. Resultingly, we think inflation 
may continue to be above target for most of next year.  

Nonetheless, peak inflation should imply peak policy rates. Indeed, while the 
BoC hiked by 50 basis points (bps) in December, it also hinted at a pivot 
towards peak rates, in line with our terminal expectations of 4.25% this year. 
We still expect at least another hike in 2023 taking the terminal policy rate 
this cycle to 4.50% and remaining there. However, our view is challenged by 
tumbling bond yields as markets cheer the approaching end of the hiking 
cycle, complicating the BoC’s resolve to keep borrowing costs at peak. 

Developments in the labor market will be of massive interest; job creation 
has clearly slowed as the annual job additions have slowed to 368,700 just 
40% of the average from March 2021 when the economy started recovering 
from the pandemic. The BOC’s Q3 Business Outlook Survey found that just 
54% of companies expect higher employment compared to nearly 80% in 
Q4 2021. Ideally, wage growth would moderate as employment growth 
slows. However, we think average hourly wages may grow between 5.0-
7.0% next year, which would mean there is a good chance wages may 
outgrow inflation, complicating the BoC’s mandate. A substantial labor 
market correction could prevent this, which is not our base case, however. 

A key parameter that determines the duration of the peak policy rate is the 
housing market. Home prices rose 42.2% from January 2020 to the May 
2022 peak. They have corrected -7.7% since then versus nearly -9.0% in 
2009. This however does not mean that the price correction is near 
completion, as inventories seem poise to rise. Hence, we think a 15% 
correction in home prices is quite possible, with risks skewed to the upside.  

Should the economy deteriorate more than expected over the course of 
2023, the BoC will come under pressure to ease monetary policy. Once the 
Bank indicates the possibility of easing, the cycle could turn as the focus 
shifts back to targeting higher growth. We think this could be the baseline 
scenario for 2024, when GDP growth could reaccelerate to 1.7% as inflation 
falls back near the BoC’s target and policy rates come down near 3.0%.  

All in all, growth and inflation will slow in 2023 as the economy grasps the 
outsized monetary tightening this year. Policy rates will stay elevated, 
assuming that the housing market correction will be contained. However, we 
expect 2024 to be better as growth will rebound and inflation and policy 
rates will reverted toward more typical levels. 
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UK: And So It Begins… 
  

The UK economy has fared better than generally expected this year—
indeed, we’ve materially upgraded our 2022 growth estimates this month—
but seems poised to underperform its developed market peers in 2023. 
Given the 0.7% contraction in real GDP we expect to unfold over the course 
of 2023, the UK forecast is officially calling for a recession. In fact, the UK is 
probably already in recession, given the slight GDP contraction in the third 
quarter and our expectations that the current and next quarter will bring 
about further declines.  

Given the magnitude of the deceleration—from 4.4% growth this year to a 
0.7% contraction the next—it should not come as a surprise that the 
slowdown is also broad-based. Amid elevated inflation (averaging 10.4% y/y 
since July) consumer spending takes a material hit and declines outright in 
2023. Fixed investment is slightly more resilient but slows markedly as well, 
while the massive inventory accumulation cycle of 2022 gives way to 
decumulation in 2023, further hurting growth. The trade picture improves as 
imports slow, but that may not be enough to offset weakness elsewhere.  

Perhaps the brightest spot in the whole of the UK economic landscape is the 
labor market. Unemployment remains very low, with the latest print of 3.7% 
still better than it was even as recently as the summer. There is no question 
that the labor market is loosening at the margin and that labor demand is 
slowing; after all, vacancies have been steadily declining since June. But 
just like in the US, limited labor supply may put a ceiling on the expected 
rise in the unemployment rate. For its part, wage inflation remains 
elevated—6.1% y/y as of the latest update—driven heavily by rapid wage 
gains in the private sector. Wage inflation needs to moderate in order to 
facilitate a timely return of inflation to target. The process, however, may 
take a while, leaving the Bank of England in a difficult position.  

The BoE has been consistently more dovish than the Fed this year…it is 
now at risk of sounding more dovish than even the ECB. However, the 
underlying view, namely that the spike in inflation is primarily the result of an 
external shock that will fade, and that policy should be anchored on 
expected inflation going forward, do resonate well with us. More hikes are in 
store following the latest 50 bp hike that put the Bank Rate at 3.5% in 
December, but we continue to view a move to 5.0% in 2023 as a step too 
far. Rather, the current market pricing of another 100 basis points worth of 
hikes seems reasonable. 

Eurozone: Against All 
Odds? 

  
For a region presumably facing the worst combination of macro risks, two 
surprising things happened during our latest forecast update for the Eurozone. 
Firstly, we’ve once again upgraded the 2022 growth forecast, now at 3.3% 
(versus 3.0% in September). And secondly, we left the 2023 forecast 
unchanged at 0.3%. In doing so, we moved a little more noticeably above 
consensus, which has retreated slightly in the past several months to stand at -
0.1%. There is a fairly wide range of views around that outcome, however, so 
we are by no means an extreme outlier.  

To be sure, we’ve been leaning on the optimistic side in our views on Eurozone 
all year. This has rested on the dual pillars of a more constructive view of the 
region’s energy supply situation on one hand, and a similarly constructive view 
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of demand conditions, on the other. We had been stressing the excess savings 
cushion and beneficial re-opening effects as drivers of services demand. 
Indeed, real GDP grew 4.0% y/y during the first nine months of the year, with 
household consumption up 5.0% y/y, fixed investment up 4.6%, and exports up 
8.1%. The 0.3% q/q contraction assumed in Q4 still leaves full year 2022 growth 
at an impressive 3.3%.  

Both factors continue to favorably shape our 2023 expectations. Although 
natural gas storage levels are now declining from near 100% capacity as colder 
weather lifts heating demand, the storage cushion remains elevated. This has a 
two-fold positive effect as it reduces both the severity and the likelihood of a 
downside scenario that involves energy rationing and broad shutdowns of 
industrial capacity. We also assume continued improvement in manufacturing 
supply chains—particularly in the automotive sector—that should help Germany 
and Italy in 2023. China’s exit from zero-Covid policies has the potential to fuel 
another wave of pent-up tourism demand over the summer, just as it happened 
in 2022. As such, although the situation is challenging, we believe that the three 
percentage point sequential slowdown in growth between 2022 and 2023 
appropriately reflects the balance of risks. In truth, the 0.3% expansion we 
forecast is as weak as it gets this side of contraction.  

The inflation problem remains acute and, compared to the start of the year, 
there is also more evidence of wage acceleration, raising concerns over a 
price/wage spiral in the offing. To be sure, the prevalence of wage indexation in 
Europe vis-à-vis the US raises risks as it makes wage inflation stickier. On one 
hand, it may take longer for wages to respond to higher inflation (we saw this 
last year), but they can also take longer to moderate once the inflation shock 
abates, and in the process delaying or even preventing the full normalization in 
both. This bears close watching over the next couple of years but we are also 
weary of premature panic. After all, a disproportionate share of eurozone’s 
inflation spike reflects a supply shock that ameliorates over time. Admittedly, the 
magnitude is so intense and the healing process delayed enough that, having 
topped double-digits in October-November 2022, the full year 2023 annual 
average inflation is still in the neighborhood of 5.5%. By 2024, however, a full-on 
deflationary episode should be unfolding.  

The ECB is in a belated rush to tighten policy to fight inflation. Unlike earlier in 
the year, it has made it clear at the December meeting that it intends to move 
well into restrictive territory. We expect the terminal rate to approach 3.5% this 
cycle, with two way risks to this projection. Concerns around financial stability 
could quickly escalate, precluding the delivery of ECB’s hawkish promises. 
However, evidence of escalating wage inflation would likely heighten the Bank’s 
resolve, leading to higher rates and possibly a worse growth outcome next year. 
The Fed’s job is tricky enough, the ECB’s is twice as difficult! 

Japan: Turning Over A 
New Leaf 

 
 

We are optimistic about Japan withstanding the global downturn next year. 
The economy will slow nonetheless, but we expect domestic consumption—
aided by better wages and government support—to offset the slowdown in 
external demand. The resiliency in growth would put the focus on the Bank 
of Japan (BoJ). Although board members are increasingly communicating 
thoughts on policy normalization, the Bank is yet to clearly signal its 
willingness as a cautious approach to this important pivot is warranted. 
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Nonetheless, inflationary pressures are clearly building. The core-core CPI 
(or the BoJ core, namely CPI ex fresh food and energy) rose above 2.0% y/y 
in October for the first time in three decades. Most of the inflation was 
caused by goods but we expect the baton to be passed to services, which 
will remain a constrain on inflation until H1 2023 due to government travel 
and energy subsidies. These categories will however lift inflation from the 
second half of next year. We also anticipate some demand-driven inflation 
such that headline CPI inflation should average 2.4% in 2023 and remain 
elevated in 2024. 

Services inflation is well correlated with wages, making wage growth key for 
sustained inflation. Nominal cash earnings rose 1.7% y/y in Q3 and 1.8% in 
October, clearing above the pre-pandemic three years’ average of 0.6%. 
Furthermore, the tight labor market is expected to yield better pay as there is 
evidence of more workers looking for new jobs while the unemployment rate 
is at a historic low. All these dynamics will contribute to better outcomes 
during the shunto negotiations and should keep wage growth above 2.5%. 

We expect the BoJ to move to normalize policy in 2023. As a first step, we 
expect the BoJ to amend its Yield Curve Control (YCC) policy by raising the 
target of the 10-year JGB yield to 25 bps from 0 currently. In the past, the 
BoJ had made two ‘technical’ tweaks to the YCC in 2018 and 2021 by letting 
the 10-year JGB trade in a marginally wider band. In both cases though, the 
BoJ clarified that the changes were different from its easing monetary policy. 
But this time the amendment could be a part of a bigger possibility to 
normalize policy. Especially so as they will be underpinned by stronger 
economic fundamentals which justify a steeper yield curve in Japan. We, 
however, expect only a YCC adjustment in 2023. Should the economy 
continue recovering with a sustained wage momentum, it warrants exiting 
the negative interest rate environment in subsequent years. 

On the fiscal side, we expect the policy to remain expansive as was evident 
in the supplementary budget announced recently. Although most of the 
allocation was made to existing policies, nearly 1% of GDP was allotted to 
electricity subsidies, scheduled from Q2 2023, when prices are expected to 
rise sharply. As the timing will coincide with wage increases, we expect the 
overall outcome to support consumption. Another important tailwind is the 
travel subsidy program which is supporting domestic demand. 

On the growth front, we expect domestic demand to be anchored firmly by 
two factors. Firstly, pent-up demand for services consumption will be further 
supported by incoming travellers after restrictions on tourism were eased. 
Secondly, pandemic-induced domestic savings are high with a current 
savings ratio of 5.4%, much higher than the 1.4% before. Growth will be 
further supported by the positive momentum in capex, as was reflected in 
the December BoJ Tankan Survey, where large firms’ plans were slightly 
revised down to 19.2% but remained highest in a decade. However, we fear 
that production momentum will be challenged heavily by slowing external 
demand. Although domestic demand should be robust, production in 
segments that were affected by tight supply chains such as autos should 
recover. These factors should support GDP growth to an average 1.5% y/y 
and 1.1% in 2023 and 2024 respectively. 
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There are two important risks to our expectations – one, the recent 
recommendation from LDP Tax Commission to pay for higher defense 
budget by raising corporate and income taxes. Some conservative 
policymakers propose to fund through increased issuance of JGBs. If 
considered, this increased borrowing implies that BoJ cannot amend the 
YCC policy as the bond market will be under renewed strain.  

The second risk is a sharp global or domestic contraction; domestic demand 
historically has always slowed when inflation touched 2%. But, considering 
all the factors that are in play, Japan may enjoy a reasonably good couple of 
years ahead. 

Australia: Bite The 
Bullet 

  
The Australian economy is well placed to avoid a recession next year but is 
poised to decelerate noticeably. The slowdown should stem from below-
trend consumption growth which could become apparent by the second half 
of 2023. We expect household consumption to slow to an average of 1.0% 
y/y in the next two years from the historic average of 3.4% as the lagged 
impact of policy rates will affect budgets. Business and residential 
investments will drag growth as real rates climb. Government consumption 
should however remain healthy on necessary expenditure on climate 
change and with the government showing restraint, we do not see a case of 
increased spending. However, the faster-than-expected China reopening will 
be an important tailwind to Aussie growth. Mineral exports will certainly be in 
good demand, which should support exports while imports may slow as 
consumption cools. Given these factors, we think the economy will slow but 
the destruction in demand will be contained. We expect GDP growth to 
average 2.1% next year.  

We expect headline CPI to reach a cyclical high in Q4 2022 near 8.0% and 
then slow in 2023. However, we do not expect CPI to come back within 
range until late 2024. That should let inflation to average around 4.2% next 
year but cool by 2024. Resultingly, we expect the Reserve Bank of Australia 
(RBA) to hike 75 bps through mid-next year and hold the 3.85% terminal 
cash rate target. However, with inflation moderating and the economic 
slowdown gaining steam, the RBA will need to cut rates in 2024.  

Housing is our top factor to watch; if house prices come down quickly, hopes 
of policy rate cuts will gain traction. However, home prices (as measured by 
the average of PropTrack prices in 15 regions) has come down -4.2% from 
the peak and hence, we think the correction will be gradual and contained 
which should add some comfort to the RBA. 

Finally, there will be a lot of action in the labor market. Firstly, we expect 
employment levels to stay elevated, as was evident in November when the 
economy added 64,000 jobs, almost thrice the consensus. Further, 
employment was revised higher in the past six months as a part of the re-
benchmarking exercise. This was supported by increasing immigration as 
the ABS noted “a consistently higher net overseas migration” since borders 
opened. This resulted in higher employment levels, particularly among the 
15-24 age group. We do not expect unemployment to rise rapidly even 
though employment intentions have eased in the past four months. 
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Secondly, and where it gets tricky is that wage growth may accelerate even 
as the unemployment rate rises, primarily due to the lagged nature of the 
movement. The wage price index (WPI) rose 3.1% y/y in Q3, a full 
percentage point faster than in the previous. We had earlier highlighted that 
the WPI paints a rather incomplete picture and that the average earnings 
per hour is more a wholesome indicator of wage growth; on a two-quarter 
moving average this has turned from a cyclical low to 3.4% y/y. 

The late movement in wage growth has two primary implications. It means 
that inflation’s descent will be gradual even after the reversal in volatile 
components and it introduces upside risk to the RBA’s terminal rate. The 
cash rate target is at the RBA’s self-assessed neutral rate of 3.10%; so, 
every move upward will incrementally add stress to consumers and 
businesses.  

All in all, we expect the slowing of the Aussie economy to come to the fore in 
2023 and be a below-to-near trend till the RBA starts easing in 2024. 
Employment levels may stay high for longer, driving higher inflation and 
terminal policy rate for longer. 
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Data Calendar 

Week in Review (Dec 12– Dec 16) 

Country Release (Date, format) Consensus Actual Last Comments 

Monday, December 12 

UK Industrial Production (Oct, m/m) 0.0% 0.0% 0.2% Uninspiring but could be worse. 

JN PPI (Nov, y/y) 8.8% 9.3% 9.4% (↑) Import prices eased significantly, but still elevated. 

AU Westpac Consumer Conf Index (Dec) na 80.3 78.0 Margina improvement, but still low. 

AU NAB Business Confidence (Nov) na -4.0 0.0 Highest difference b/w confidence & current conditions. 

Tuesday, December 13 

US NFIB Small Business Optimism (Nov) 90.5 91.9 91.3 Softish. 

US CPI (Nov, y/y) 7.3% 7.1% 7.7% Pleasant surprise. The Fed isn’t convinced. 

UK Average Weekly Earnings (Oct, y/y, 3m) 6.1% 6.1% 6.0% Still deeply negative in real terms. 

UK ILO Unemployment Rate (Oct, 3m) 3.7% 3.7% 3.6% Erosion. 

GE ZEW Survey Expectations (Dec) -26.4 -23.3 -36.7 Have bottomed. 

IT Industrial Production (Oct, m/m) -0.4% -1.0% -1.7% (↑) Soft. 

JN Core Machine Orders (Oct, m/m) 1.8% 5.4% -4.6% Driven by non-manufactueres, but still good. 

JN Tankan Large Mfg Index (Q4) 6 7 8 Expect better capex. 

JN Industrial Production (Oct, m/m, final) -2.6% (p) -3.2% -1.7% Important to see upcoming IP & machine orders data. 

JN Capacity Utilizaiton (Oct, m/m) na 2.2% -0.4% Encouraging. 

Wednesday, December 14 

US Import Price Index (Nov, y/y) 3.2% 2.7% 4.1% (↓) Disinflationary signal. 

US FOMC Rate Decision (Upper Bound) 4.5% 4.5% 4.0% Hawkish dots. 

CA Manufacturing Sales (Oct, m/m) 2.0% 2.8% 0.1% (↑) Good. 

UK CPI (Nov, y/y) 10.9% 10.7% 11.1% Painful, but past the peak. 

EC Industrial Production (Oct, m/m, sa) -1.5% -2.0% 0.8% (↓) Weak start to Q4. 

JN Tertiary Industry Index (Oct, m/m) 0.8% 0.2% -0.2% (↑) Good. 

AU Unemployment Rate (Nov) 3.4% 3.4% 3.4% Big job additions; higher participation & immigration. 

Thursday, December 15 

US Empire Manufacturing (Dec) -1.0 -11.2 4.5 Better details. 

US Retail Sales Advance (Nov, m/m) -0.2% -0.6% 1.3% On the softer side. 

US Initial Jobless Claims (Dec 10, thous) 232 211 231 (↑) Still very low. 

US Philly Fed Business Outlook (Dec) -10.0 -13.8 -19.4 Soft but not terrible. 

US Industrial Production (Nov, m/m) 0.0% -0.2% -0.1% Soft, but not terrible. 

US Business Inventories (Oct, m/m) 0.4% 0.3% 0.2% (↓) Slowing the pace of accumulation. 

CA Housing Starts (Nov, thous) 259.0 264.2 264.6 (↓) Expecting slowdown going ahead. 

UK Bank of England Bank Rate (Dec 15) 3.5% 3.5% 3.0% Measured tone. 

EC ECB Main Refinancing Rate (Dec 15) 2.5% 2.5% 2.0% Very hawkish message. Going above neutral. 

JN Manufacturing PMI (Dec, prelim) na 48.8 49.0 Nineth successive decline. 

Friday, December 16 

UK Retail Sales Inc Auto Fuel (Nov, m/m) 0.3% -0.4% 0.9% (↑) Weak, but unsurprising. 

UK Manufacturing PMI (Dec, prelim) 46.5 44.7 46.5 Weak, but unsurprising. 

UK Services PMI (Dec, prelim) 48.5 50.0 48.8 Could have been worse. 

EC Manufacturing PMI (Dec, prelim) 47.1 47.8 47.1 Could have been worse. 

EC Services PMI (Dec, prelim) 48.5 49.1 48.5 Could have been worse. 

GE Manufacturing PMI (Dec, prelim) 46.3 47.4 46.2 Could have been worse. 

GE Services PMI (Dec, prelim) 46.3 49.0 46.1 Could have been worse. 

FR Manufacturing PMI (Dec, prelim) 48.0 48.9 48.3 Could have been worse. 

Source: for data, Bloomberg®; for commentary, State Street Global Advisors Economics. 
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Data Calendar 

Week In Preview (Dec 19 – Dec 23) 

Country Release (Date, format) Consensus Last Comments 

Monday, December 19 

US NAHB Housing Market Index (Dec) 34 33 Some relief from retreating mortgage rates? 

CA Teranet/National Bank HPI (Nov, y/y) na 6.6% Expecting slowing to begin. 

CA Industrial Product Price (Nov, m/m) na 2.4% May tick up. 

CA Raw Materials Price Index (Nov, m/m) na 1.3% May tick up. 

GE IFO Business Climate (Dec) 87.5 86.3  

Tuesday, December 20 

US Building Permits (Nov, thous) 1485 1512 (↓) Declining. 

US Housing Starts (Nov, thous) 1400 1425 Declining. 

CA Retail Sales (Oct, m/m) 1.5% -0.5% Possibly held ground. 

GE PPI (Nov, y/y) 31.1% 34.5%  

JN BoJ Policy Balance Rate (Dec 20) -0.1% -0.1% No changes expect, look for statement & press-conference. 

Wednesday, December 21 

US Existing Home Sales (Nov, m/m) -4.7% -5.9% Declining. 

US Conf. Board Consumer Confidence (Dec) 101.0 100.2  

CA CPI (Nov, y/y) 6.5% 6.9% Past peak. 

GE GfK Consumer Confidence (Jan) -38.0 -40.2  

Thursday, December 22 

US GDP (Q3, third, q/q, saar)  2.9% -0.6%  

US Initial Jobless Claims (Dec 17, thous) 225 211  

US Continuing Claims (Dec 10, thous) 1675 1671  

US Leading Index (Nov) -0.4% -0.8%  

UK GDP (Q3, q/q, final) -0.2% (p) 0.2%  

IT Industrial Sales (Oct, m/m) na -1.2%  

IT PPI (Nov, y/y) na 33.7%  

JN Leading Index CI (Oct, final) na 99 Could hold ground. 

JN National CPI (Nov, y/y) 3.9% 3.7% Look for inflation getting broader. 

Friday, December 23 

US Personal Income (Nov, m/m) 0.3% 0.7% Watch the savings rate. 

US Personal Spending (Nov, m/m) 0.2% 0.8%  

US Durable Goods Orders (Nov, m/m, prelim) -0.8% 1.1%  

US U. of Mich. Sentiment (Dec, final) 59.1 (p) 56.8  

US New Home Sales (Nov, thous) 600 632  

CA GDP (Oct, m/m) 0.1% 0.1% Likely have stalled. 

FR PPI (Nov, y/y) na 24.7%  

IT Consumer Confidence Index (Dec) 98.7 98.1  

IT Manufacturing Confidence (Dec) 102.5 102.5  

Source: for data, Bloomberg®; for commentary, State Street Global Advisors Economics. 
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Economic Indicators 

 
 
 
 
 
 
 
 
 
 
 
 

Central Bank Policy Targets

Region Target

Jul Aug Sep Oct Nov 

US Target: PCE price index 2.0% y/y 6.4 6.2 6.3 6.0 

Canada Target: CPI 2.0% y/y, 1.0%-3.0% control range 7.6 7.0 6.9 6.9 

UK Target: CPI 2.0% y/y 10.1 9.9 10.1 11.1 10.7 
Eurozone Target: CPI below  but close to 2.0% y/y 8.9 9.1 9.9 10.6 10.1 

Japan Target: CPI 2.0% y/y 2.6 3.0 3.0 3.7 

Australia Target Range: CPI 2.0%-3.0% y/y 7.3 7.3 7.3 
Source: Macrobond

Key Interest Rates
Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22 Nov-22

US (top of target range) 0.25 0.25 0.50 0.50 1.00 1.75 2.50 2.50 3.25 3.25 4.00 

Canada (Overnight Rate) 0.25 0.25 0.50 1.00 1.00 1.50 2.50 2.50 3.25 3.75 3.75 

UK (Bank Rate) 0.25 0.50 0.75 0.75 1.00 1.25 1.25 1.75 2.25 2.25 3.00 

Eurozone (Refi) 0.00 0.00 0.00 0.00 0.00 0.00 0.50 0.50 1.25 1.25 2.00 

Japan (OCR) -0.02 -0.01 -0.02 -0.02 -0.03 -0.04 -0.01 -0.04 -0.07 -0.06 -0.08 
Australia (OCR) 0.10 0.10 0.10 0.10 0.33 0.73 1.28 1.81 2.25 2.58 2.84 

Source: Macrobond

General Government Structural Balance as a % of Potential GDP Forecast

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

US -2.7 -2.5 -3.6 -4.1 -5.1 -5.7 -10.8 -9.5 -4.0 -5.3 

Canada -0.6 0.0 0.1 -0.3 0.0 -0.2 -8.6 -4.0 -2.7 -1.2

UK -3.9 -3.6 -2.8 -2.3 -2.4 -2.7 0.5 -3.2 -4.3 -1.7

Eurozone -0.7 -0.5 -0.5 -0.5 -0.3 -0.5 -4.3 -3.8 -3.5 -2.9 

Germany 1.2 1.2 1.2 1.1 1.6 1.3 -2.9 -3.0 -3.0 -1.8

France -2.5 -2.1 -1.9 -1.9 -1.5 -2.1 -5.7 -5.1 -4.5 -4.8

Italy -1.0 -0.6 -1.2 -1.5 -1.6 -0.9 -6.0 -5.1 -5.7 -3.6

Japan -5.5 -4.2 -4.0 -3.4 -2.5 -2.6 -8.2 -6.3 -7.3 -3.2
Australia -2.7 -2.6 -2.2 -1.6 -1.1 -4.0 -7.9 -6.2 -3.5 -3.1 

Source: International Monetary Fund, World Economic Outlook

Headline Consumer and Producer Price Inflation 

Jul Aug Sep Oct Nov Jul Aug Sep Oct Nov

US 8.5 8.3 8.2 7.7 7.1 9.7 8.7 8.5 8.1 7.4 

Canada 7.6 7.0 6.9 6.9 11.7 10.4 9.1 10.1 

UK 10.1 9.9 10.1 11.1 10.7 19.8 18.9 18.0 17.1 

Eurozone 8.9 9.1 9.9 10.6 10.1 38.1 43.4 41.9 30.8 

Germany 7.5 7.9 10.0 10.4 10.0 37.2 45.8 45.8 34.5 

France 6.1 5.9 5.6 6.2 6.2 26.2 27.9 26.0 21.4 

Italy 7.9 8.4 8.9 11.8 11.8 36.9 40.1 41.7 28.0 

Japan 2.6 3.0 3.0 3.7 9.3 9.6 10.3 9.4 9.3 

Australia 7.3 7.3 7.3 6.4 6.4 6.4 

Source: Macrobond

Year/Year % Change in Target

CPI Year/Year % Change PPI Year/Year % Change
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Economic Indicators 

 
 
 
 
 
 
 
 
 
 

Real GDP Growth (Q/Q Seasonally Adjusted)

Q3-21 Q4-21 Q1-22 Q2-22 Q3-22 Q3-21 Q4-21 Q1-22 Q2-22 Q3-22

US 0.7 1.7 -0.4 -0.1 0.7 5.0 5.7 3.7 1.8 1.9 

Canada 1.4 1.7 0.7 0.8 0.7 4.3 3.9 3.2 4.7 3.9 
UK 1.8 1.6 0.7 0.2 -0.2 8.5 8.9 10.9 4.4 2.4 

Eurozone 2.3 0.5 0.6 0.8 0.3 3.9 4.8 5.5 4.2 2.3 

Germany 0.8 0.0 0.8 0.1 0.4 1.8 1.2 3.5 1.7 1.3 

France 3.3 0.6 -0.2 0.5 0.2 3.6 5.1 4.8 4.2 1.0 

Italy 2.8 0.8 0.2 1.1 0.5 4.8 6.5 6.4 5.0 2.6 

Japan -0.5 1.2 -0.5 1.1 -0.2 1.7 0.9 0.6 1.4 1.7 
Australia -1.9 3.8 0.4 0.9 0.6 4.1 4.6 2.9 3.2 5.9 
Source: Macrobond

Industrial Production Index (M/M Seasonally Adjusted)

Jul Aug Sep Oct Nov Jul Aug Sep Oct Nov

US 0.5 -0.1 0.4 -0.1 -0.2 3.6 3.5 5.0 3.3 2.5 
Canada 0.5 -0.4 0.0 4.6 3.8 3.6 

UK -0.7 -1.4 0.3 0.0 -2.7 -4.4 -3.1 -2.4 
Germany 0.0 -1.2 1.1 -0.1 -0.7 2.1 3.0 0.2 
France -1.7 2.5 -0.9 -2.6 -1.3 1.3 1.6 -2.7 

Italy 0.4 2.2 -1.7 -1.0 -1.2 2.5 -0.5 -1.3 
Japan 0.8 3.4 -1.7 -3.2 -1.2 4.2 9.6 3.8 

Source: Macrobond

Unemployment Rate (Seasonally Adjusted)

Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22 Nov-22

US 4.0 3.8 3.6 3.6 3.6 3.6 3.5 3.7 3.5 3.7 3.7 

Canada 6.5 5.5 5.3 5.2 5.1 4.9 4.9 5.4 5.2 5.2 5.1 

UK 3.8 3.7 3.8 3.8 3.8 3.6 3.5 3.6 3.7 

Eurozone 6.9 6.8 6.8 6.7 6.7 6.7 6.6 6.7 6.6 6.5 

Germany 5.1 5.1 5.0 5.0 5.0 5.3 5.4 5.5 5.5 5.5 5.6 

France 7.3 7.3 7.4 7.5 7.6 7.6 7.3 7.2 7.1 7.1 

Italy 8.7 8.5 8.3 8.2 8.1 8.0 7.9 7.9 7.9 7.8 

Japan 2.8 2.7 2.6 2.5 2.6 2.6 2.6 2.5 2.6 2.6 
Australia 4.2 4.0 3.9 3.9 3.9 3.6 3.5 3.5 3.6 3.4 3.4 

Source: Macrobond

Current Account Balance as a % of GDP (Seasonally Adjusted)

Q1-20 Q2-20 Q3-20 Q4-20 Q1-21 Q2-21 Q3-21 Q4-21 Q1-22 Q2-22 Q3-22

US -2.0 -3.1 -3.2 -3.5 -3.4 -3.6 -3.8 -3.7 -4.6 -4.0 

Canada -3.3 -1.5 -2.4 -1.4 0.0 -0.4 -0.6 0.0 0.1 0.4 -1.6 

UK -2.2 -1.1 -2.6 -6.6 -2.3 -1.2 -4.0 -0.5 -7.2 -5.5 
Eurozone 0.4 1.2 2.1 3.2 3.5 3.1 2.3 1.2 0.4 -1.4 -1.9 

Germany 6.9 5.3 7.0 8.1 9.1 8.1 6.7 5.9 5.6 3.5 1.8 

France -1.3 -3.6 -2.1 -0.4 0.6 0.8 0.3 -0.2 -0.4 -1.8 -2.7 

Japan 4.3 3.7 4.6 4.2 3.6 4.0 3.4 3.1 3.4 3.5 3.5 

Australia -1.5 -2.5 -2.8 -3.5 -2.2 -2.7 -2.2 -1.4 -0.2 1.2 

Source: Macrobond

Month/Month % Change Year/Year % Change

Quarter/Quarter % Change Year/Year % Change
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