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Overtightening Risks 
 
The global economy is rapidly slowing as a momentous monetary tightening cycle is 
unfolding at top speed, particularly in developed markets. An all-out war to slay inflation 
will inevitably cause some collateral damage in terms of growth and employment. But, 
given the reasonably robust starting point, the feeling—for now at least—is that this is an 
acceptable tradeoff. Some short term pain for long term gain, some short term volatility for 
longer term stability… 

This may be true, up to a point. What concerns us is the speed and aggressiveness of 
these hiking moves in a world where equilibrium is very hard—perhaps even impossible—
to ascertain right now. After all, we are still dealing with the protracted war in Ukraine (and
its particularly troublesome implications for European energy supply) and with the lingering 
effects of the pandemic (on everything from supply chains to migration). And so, there are 
plenty of wild gyrations in the macro data but no clear indication of where these indicators 
would ultimately settle. We are reluctant to extrapolate too much from this moment in time.

Against this backdrop, the risks of overtightening seem considerable in our estimation. 
While inflation remains unacceptably high at the moment, a whole range of leading inflation 
indicators—not least oil prices themselves—suggest that a powerful disinflationary episode 
lies ahead. Evidence that inflation expectations are de-anchoring seems scant. And while 
the debate about a new, higher global inflation regime is pervasive, the timeline and 
magnitude of such a potential shift is highly uncertain.  

Unsurprisingly, we’ve lowered global growth forecasts, particularly for next year. We now 
see global growth at just 2.6% in 2023, half a percentage point less than three months ago
and meaningfully below trend. The near 20% appreciation of the dollar year-to-date
intensifies the pain and could unveil some unanticipated vulnerabilities. This is a risk that 
warrants close watching.  
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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 2.9 -3.1 6.1 2.8 2.6

Advanced Economies 42.45 2.5 2.3 1.7 -4.5 5.2 2.1 0.8
   US 15.8 2.3 2.9 2.3 -3.4 5.7 1.5 0.4
   Euro area 12.1 2.6 1.8 1.6 -6.5 5.3 3.0 0.3
      Germany 3.4 3.0 1.1 1.1 -4.9 2.9 1.6 -0.1
      France 2.3 2.4 1.8 1.9 -7.9 6.8 2.7 1.0
      Italy 1.9 1.7 0.8 0.5 -9.1 6.6 3.3 0.3
   Japan 4.0 1.7 0.6 -0.2 -4.6 1.7 1.2 0.9
   UK 2.2 2.1 1.7 1.7 -9.3 7.4 3.3 0.1
   Canada 1.4 3.0 2.8 1.9 -5.2 4.6 3.7 2.3
   Australia 1.0 2.4 2.8 2.0 -2.2 4.7 4.0 2.4

Developing Economies 57.55 4.8 4.6 3.7 -2.0 6.8 3.3 3.9
   China 18.3 6.9 6.7 6.0 2.2 8.1 3.9 5.2

Advanced Economy Inflation 42.45 1.7 1.9 1.4 0.7 3.3 7.9 4.3
   US 15.8 2.1 2.5 1.8 1.2 4.7 7.9 3.0
   Euro area 12.1 1.5 1.8 1.2 0.3 2.6 8.3 4.8
      Germany 3.4 1.5 1.8 1.4 0.5 3.1 7.8 5.8
      France 2.3 1.0 1.9 1.1 0.5 1.7 5.9 4.2
      Italy 1.9 1.2 1.2 0.6 -0.1 1.9 7.5 4.5
   Japan 4.0 0.5 1.0 0.5 0.0 -0.3 2.4 1.5
   UK 2.2 2.7 2.5 1.8 0.9 2.6 9.1 8.6
   Canada 1.4 1.6 2.2 2.0 0.7 3.4 7.0 3.5
   Australia 1.0 2.0 1.9 1.6 0.9 2.8 6.6 3.5

Developing Economies 57.55 4.4 4.9 5.1 5.1 5.5 9.4 5.0
   China 18.3 1.5 2.1 2.9 2.5 0.9 2.2 2.3

Value of World Output ($ trl)
At Market Exchange Rates 80.9 86.1 87.5 85.2 96.3 99.0 101.5
At Purchasing Power Parities 122.0 129.4 135.3 132.5 146.1 150.2 154.1

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 

 

  
Geopolitics of Energy: Down, Then Up 

Short-term, there are too many oil bulls. Brent should soon breach $80 per barrel. 
Consider all the well-recognized policy risks that could boost oil prices, but are 
obvious and entrenched in the consensus: Russia’s willingness to cut off Nordstream 
1 gas supply to Europe; continued fighting between Ukraine and Russia, with neither 
side willing to negotiate a cease-fire yet; Western price cap on Russian oil 
institutionalizes the discount applied to Russian oil (Urals versus Brent), lowering 
overall oil costs and thus supporting demand; US fails to restore an Iran Deal 2.0 
and thus limits additional Iranian supply; OPEC+ countries reverse earlier decision 
to cut supply. Ergo, it would not take much of a policy surprise to undermine global 
energy prices. 

In the medium term, the door has not fully shut to a restart of the Russia-EU gas 
relationship. Only 40% of Russia’s European gas deposits have access to LNG 
convertibility, while the REPowerEU plans to fully wean themselves off Russian gas 
are not fully credible. For example, the EU has not yet issued financial guarantees 
to the U.S. and Qatar to incentivize the buildout of LNG export terminals. 

The politics are slowly moving in that direction. Europeans are starting to realize that 
a wide swathe of their domestic industry will be uncompetitive with high energy 
prices. So, there is a strong economic interest for the EU to water down such plans. 
Some smaller gas imports from Russia will likely need to be part of any future energy 
mix. The EU has shown similar pragmatism on Russian oil, where EU shipping 
activity has increased since February. Hungary’s deviation from the consensus in its 
Russian bilateral deal also helps the political optics to get there, though nothing will 
happen until Russia has imposed a painful winter on Europe.  

Once global energy demand comes back, in the medium-term there is a bullish 
outlook, with risks to the upside. The geopolitics of decarbonization warn that the 
supply reaction function will be weaker than in previous cycles. This includes the lag 
in capex among U.S. shale producers as well as the subdued response by OPEC+, 
which is less geopolitically aligned with the West than at any time since the early 
1980s. And if there is no Russia-West reconciliation, Russian energy production is 
set for secular decline. Expect oil back above $120 per barrel next year, given that 
we expect China to exit its Zero-Covid policy in 2023 and the U.S. to only experience 
a mild downturn.   

The next chapter for conventional energy is not one of a long-term commodity super 
cycle. Super cycles require a structural demand shock, whereas supply shocks 
generate a higher price range. Figure 2 shows WTI prices in real terms over the past 
50 years, with most of the 1970s plateauing after the 1973 oil shock, whereas the 
1998-2008 period was a genuine super cycle feeding off China’s urbanization drive. 
Instead, expect oil prices to plateau above current levels. 
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Also, the geopolitical risks to this outlook are largely to the downside, from an oil 
price perspective. Russia and China are likely to cooperate more closely, 
presumably building out their energy infrastructure to facilitate Russian gas and oil 
deliveries to China. This is ultimately bearish as it would substitute Chinese energy 
imports.  

Similarly, U.S. relations with oil producers, both friendly (Saudi Arabia) and 
adversarial (e.g. Venezuela), could improve dramatically, especially after the 2024 
presidential election. Other OECD countries could mobilise their production of other 
energy sources (nuclear, coal, and renewables). Lastly, Vladimir Putin may no 
longer rule Russia and any post-Putin policy would either be status quo or 
conciliatory toward the West. All these geopolitical risks point in one direction, 
namely potentially greater energy supply beyond 2024.  
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Global 
Demographics and 
Pensions 

 

  
Aging Population and Debts 

While overall world population growth rate is slowing, both the size of the 
elderly population and its share in the total is rising. As we highlighted in 
previous reports, this combination is growth-negative and will intensify 
fiscal strains, particularly in aging advanced countries. 

The latest UN data show that, for the first time since 1950, global 
population growth fell below 1% in 2020. While some countries and 
regions’ population continues to grow, others have experienced a 
stabilization or outright population declines. In particular, EU’s population 
declined for the second consecutive year in 2021. This reflects a surge in 
deaths, declining fertility, and lower net migration linked to the pandemic. 
China’s population could decline as early as next year.  

Declining fertility rates combined with higher life expectancy mean ageing 
populations. According to a recent UN report, “the share of the global 
population aged 65 years or above is projected to rise from 10% in 2022 
to 16% in 2050”. As a result, old age dependency ratios, which measure 
the potential impact of an ageing population have also risen sharply. 
Taking Japan as an example, in 1980, 100 people aged 20-64 years in 
Japan supported only 15 people aged above 65 years. Today, that ratio 
has more than tripled and is estimated to reach 52. By 2050, the 
Japanese old age dependency ratio could hit 81! European countries and 
the US are also experiencing the same upward trend in old age 
dependency ratio as Japan. As a result, without policy reforms, national 
debt arising from past promises made on pensions, healthcare and long-
term care, will become increasingly unsustainable in the future. 

 



 
7

Country Macro 
Highlights 

  
Please see country-specific commentary in the sections below. 

US: When Does “A Lot” 
Become “Too Much”? 

  
Could be sooner than you think! Or at least, probably sooner than the Fed 
thinks. There is no question that the biggest macro story in the United States 
over the past three months has not been the data flow per se, but the Fed’s 
reaction to it. The hawkishness kept building and reached fever pitch with 
the third consecutive 75 bp hike in September and a new dot plot that 
incorporates another 125 bp worth of hikes through the year-end plus 25 bp 
more in 2023. Most astonishingly, after peaking at 4.6% next year, the Fed 
Funds rate is seen remaining close to 4.0% even in 2024 and still above the 
neutral rate in 2025. And yet, inflation forecasts have been revised higher! Is 
there no sensitivity to higher rates at all? If so, one could be forgiven from 
asking the rhetorical question of “why not hike even more?” We are 
especially perplexed because, even as inflation forecasts have edged 
higher, FOMC members’ perceptions around the risks to those forecasts 
remains heavily skewed to the upside (17/19 see upside risks to inflation 
forecast, 2/19 see balanced risks, none see downside risks).  

To be fair, the median dot doesn’t tell the whole story. There is quite wide 
range of views in respect to the trajectory of Fed Funds, even in the near 
term, to the point where dissenting votes may soon appear. Admittedly, 
since we don’t know whether the owner of the low dot is currently a voter, 
official dissenting votes may not show up until 2023. Be that as it may, 
notable that the range in the dots is a full 100 bp in 2023 and 200 bp in 
2024. Not unprecedented, by sizable by recent years’ standards! That range 
implies many possible scenarios; it remains to be seen which will play out.  

To us, leading indicators of inflation tell a consistent story of a moderation, 
whether we look at commodity prices (oil prices currently the lowest since 
January!), ISM price metrics, regional Fed surveys, import prices, producer 
prices, pricing plans by small businesses, etc. Even rental inflation, as 
measured by the Zillow observed rents index, is now precipitously slowing. 
Wage inflation appears to have peaked, at least as measured by average 
hourly earnings. Consumers’ inflation expectations have come in 
meaningfully. Global supply chain pressures are easing. These are the very 
same indicators that in mid-2021 were loudly warning of an inflation spike 
and were arguing for higher interest rates. They are now sending a very 
different message, but the Fed seems once again disinclined to listen.  

Having long argued that the Fed should turn a lot more cautious on hikes 
once into restrictive territory (we are clearly there now), we have to accept 
that such caution is not forthcoming.  Because of that, the slowdown we 
were already anticipating gets a little worse. Not a whole lot worse because 
we think the slowdown in consumption depresses imports somewhat (hence 
boosting trade’s contribution to growth). We also believe that inflation 
readings will improve noticeably by Q2 of next year and even more so by 
Q3, such that a small partial retracing of these front-loaded rate hikes is 
possible in late 2023.  
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Housing is already facing intense cyclical pain and manufacturing is not far 
behind. Residential fixed investment already declined 5.0% y/y during the 
first half; the second half is shaping up to be worse. Although we see 
structural undersupply conditions in the US residential housing sector, the 
unprecedented surge in mortgage rates is just too much of a short-term 
demand destroyer to avoid a retrenchment in building activity. Other areas 
of business investment may do better, but momentum will inevitably slow. 

Most importantly, consumer spending growth slows sharply. This 
moderation is already afoot, as real household consumption grew just 3.2% 
y/y during the first half, down from 7.9% in 2021 as a whole. We suspect 
further moderation for a 2.5% full-year expansion this year and then near 
stagnation in 2023. Part of the rationale for this unusually soft performance 
is a normalization in goods consumption following an abnormally big surge 
in 2021. We see household goods consumption declining outright this year 
and next while services consumption also moderates under the weight of 
declining real disposable income.    

Trade and inventories have been major swing factors behind quarterly GDP 
performance over the last few quarters. As the mad dash to rebuild 
inventories cools—only the automotive sector still has a ways to go on the 
inventory rebuilding journey, stock building becomes less relevant. The 
mirror image of this is that import growth moderates sharply, turning trade 
into a positive contributor to growth in 2023. The strength of the dollar and 
uncertainties around the health of external demand remain important risk 
factors to this outlook, however. All this translates to a below potential 1.5% 
GDP growth this year, and a sharp moderation to 0.4% in 2023. A growth 
recession at the very least, likely to become an official recession. 

The labor market remains extremely tight at the moment, with the 
unemployment rate at 3.7% as of August (and averaging the same through 
the first eight months of the year). However, both job openings and quits 
suggest that the moment of “peak exuberance” in the labor market has 
passed. We do anticipate employment growth to slow materially and push 
the unemployment rate to 4.4% by end-2023. This is not too dramatic. 
Importantly, we are hoping that the parallel moderation in labor market churn 
will help lower wage inflation more than the unemployment figure alone 
might suggest. This is the dynamic that could keep a soft landing alive.  

Inflation is high but has peaked. There won’t be substantial improvement in 
the very near term but the moderation become far more visible by late Q1 
2023 and the trend intensifies thereafter. We lean optimistic in our inflation 
forecast, anticipating headline CPI to average 3.0% next year, down from 
7.9% in 2022. The Bloomberg consensus anticipates a gentler moderation 
(3.8%) amid an extraordinarily wide range of outcomes (2.2% to 7.5%).  

Given this inflation forecast (and worries about the speed of hikes), we think 
there remains a slight chance that the Fed may stop just shy of the 4.6% 
Fed Funds peak signaled in the SEP. Even if it does, we see a window of 
opportunity arising for it to unwind at least a couple rate hikes by late 2023, 
perhaps at the November and December meetings if not sooner. 
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Canada: Outperforming 
But Slowing Down 

  
The Canadian economy continues to outperform most global peers, with a 
strong first half supported by a robust labor market, solid domestic demand, 
and favorable terms of trade. However, rising interest rates and high inflation 
will curtail spending in late this year and into 2023. As a result, we trimmed 
our 2022 growth forecast by four tenths to 3.7% and lowered 2023 growth 
projections by half a percentage point to 2.3%. 

GDP growth in Q2 was a bit short of expectations as real GDP grew at an 
annualized rate of 3.3% in Q2, well below BoC’s own 4.0% forecast. 
However, final domestic demand remained robust, particularly household 
consumption which rose sharply at 9.7%. There was a rotation away from 
durable goods toward services given that pent-up demand for recreation and 
entertainment were unleashed following the lifting of restrictions earlier in 
the year. Q3 likely saw an extension of these trends. Meanwhile, 
performance was weighed by sharp contractions in residential investment 
and net trade as export growth was outpaced by much faster imports 
growth. Higher mortgage rates will continue to hinder demand and 
negatively impact residential investment while exports could be affected by 
softer global demand in the second half. 

The labor market remains tight although the unemployment rate rose for the 
first time in seven months in August, up to 5.4% from a record low of 4.9%. 
The economy has shed 114, 000 jobs in the last three months, mainly in full-
time work. Despite the contraction, full-time employment remains 3.9% 
higher than a year ago while part-time work changed very modestly. 
Meanwhile, wage gains accelerated in August, with the average hourly 
wages up 5.4% y/y. Given the expected slowing in demand, the 
unemployment rate is likely to continue to rise.  

Lower gasoline prices allowed inflation to ease but upward pressures on 
prices remained broad-based. Headline inflation slowed to 7.0% y/y in 
August, down from an almost 40-year high of 8.1% in June and 7.6% in July, 
but still well above the Bank of Canada’s 2% target. Inflation is not just high 
but also broad, with core inflation measures moving up between 4.8%-5.7%. 
As a result, we lifted the 2022 inflation forecast to 7.0%, and expect it will 
return to 3.5% in 2023 with the help of weaker economic growth, easing 
supply chain disruptions and lower energy prices. 

Despite slowing demand, the strong labor market and high inflation means 
the BoC will continue to raise interest rates. We expect the policy rate to 
reach 4.25% by year-end. 

UK: Changing Risks to 
Growth 

  
As the economic activity continued to soften, we have again trimmed our 
2022 growth projection to 3.3%, from 3.8% in June. Growth then comes to 
an essential standstill next year.  

Real GDP contracted 0.1% in the second quarter, a bit less severe than 
expected but the details were disappointing with weak final demand. 
Government consumption declined for the second consecutive quarter and 
was the largest detractor from quarterly growth. Household consumption 
declined 0.2%, the first retreat since early 2021. Exports recovered a little 
while imports retreated from the first-quarter surge. Business investment 
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rose 3.8% q/q but inventories spiked again. Given the government 
intervention with the new energy cap, near-term inflation risks have been 
reduced relative to the prior expectation, but compared to our June 
forecasts, we’ve made substantial upward revisions to both 2022 and 2023 
inflation.  Headline CPI inflation is now expected to average 9.3% this year 
and 8.6% the next.  

The labor market may be starting to weaken at the margin. The 
unemployment rate retreated 0.2 percentage points to 3.6% in July (the 
lowest level since 1974) but the economic inactivity rate rose by 0.4 
percentage points to 21.7%. Importantly, labor demand continued to cool 
with job vacancies in the three months to August down by 34k, the largest 
quarterly fall since June-August 2020. Wage growth continued to exceed 
expectations, although it still lags inflation. 

The BoE delivered a second consecutive 50 bp hike in September, bringing 
the Bank rate to 2.25%. There was an unusually large number of dissents, 
with three member preferring a larger 75 bp hike and one favoring a smaller 
25 bp increase. With inflation likely to accelerate further over the coming 
months, we expect that BoE will bring the policy rate to 3.75% by year-end.  

Eurozone: Starting the 
Descent 

  
Back in mid-June, we had highlighted five main reasons behind the resilience of 
eurozone’s economic performance this year. “One relates to “re-opening” 
dynamics that are by now weak in the US but will play a more supporting near-
term role in the eurozone. Another has to do with the fact that European 
consumers also enjoy a substantial cushion of excess savings; by some 
metrics, household savings dynamics in the eurozone are even better than the 
US. Thirdly, compensatory fiscal measures help cushion some of the blow from 
higher prices. Fourthly, fiscal transfers from the NGEU fund are supportive of 
investment and growth, especially in select economies. And finally, while the 
ECB is gearing up to raise interest rates in July, the monetary tightening cycle is 
not nearly as advanced, nor will it be as dramatic as in the US.” 

All these—but especially the first two—played a key role in facilitating the 4.8% 
y/y increase in real GDP during the first half of 2022. Real household 
consumption, which hadn’t even recouped half of its 2020 losses last year, 
accelerated meaningfully during the second quarter as Covid restrictions were 
lifted and tourism activity soared. Fixed investment dipped in the first quarter but 
made up those losses in the second and, relative to a year earlier, increased 
3.5% during the first half.  

Neither of these dynamics are likely to persist, however. Consumer spending, 
still buoyed by summer travel and tourism, is unlikely to retrench much in the 
third quarter, but we expect it to start buckling in the fourth and into early 2023. 
However, this need not be a collapse, especially given the double-digit 
household savings rate. And, straddling as it does the two calendar years, this 
pattern still allows for a robust 3.0% expansion in 2022, a touch better than what 
we forecast back in June. 2023 starts poorly but improves thereafter as the 
energy crisis abates over time. Fiscal measures to shield consumers from high 
energy prices have materially scaled up in recent weeks and this will help put  a 
floor under household consumption. Risks around energy supply interruptions 
and forced shutdowns of industrial activity remain substantial, but the region’s 
success in boosting natural gas storage despite massive reductions in Russian 
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supply offer some reassurance that the worst case scenario has become a little 
less dire than it might have been a couple of months ago.  

Still, the economy slows markedly in 2023. In fact, the 0.3% expansion we 
forecast is as weak as it gets this side of contraction. Risks may be skewed to 
the downside but it is important to recognize that there are some upside risks 
here as well. In other words, it would not take an unmitigated disaster to give us 
a negative full-year outcome, but nor would it take an ideal scenario to deliver 
something considerably better. One thing seems certain: we do anticipate 
considerable volatility in quarterly performance as trade and inventories could—
and likely will—become major swing factors over the next year.  

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. At the same time, there appears to be a 
general recognition on both sides of the table that today’s inflation environment 
is not the norm that longer-dated wage negotiations should be benchmarked 
against. 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 the 2023 annual average inflation 
is still in the neighborhood of 5.0%. However, by 2024 a full-on deflationary 
episode should be unfolding.  

The ECB is in a rush to normalize its policy rate. To what extent they are 
committed to go into outright restrictive territory is uncertain. President Lagarde 
punted the question at the September press conference, saying only that “we’ll 
cross that bridge when we get there”. At some point soon, though, the question 
will gain immediacy; after reaching 2.0% by the end of the year, the target rate 
could hit 2.5% by the end of the first quarter. Whether the ECB pauses there or 
continues to push higher will depend on inflation and growth dynamics at that 
time. By then, the Fed is expected to end its own tightening cycle and this would 
alleviate at least one pressure source for the ECB. 

Japan: Devolving 
Vulnerabilities 

 
 

Our outlook on Japan remains bleak despite support from investment and 
possible government subsidies to support spending. This view stems from 
two factors: deteriorating terms of trade and weakening external demand.  

Consumption historically slowed during inflationary episodes in Japan but 
has been resilient thus far as the economy emerges from the pandemic. The 
weak yen and high inflation will challenge this resilience. We expect 
consumption to rise 4% annual levels by Q3 and factor in a mean-reversion 
by H1 2023 on account of rising inflation. We also anticipate a 0.2% rise in 
spending from the recently announced reopening of borders from October 
which will increase inbound tourists’ spending. However, we do not expect 
the number of travellers to rebound to pre-pandemic levels of about 87,500 
tourists per day. Currently, the government caps the number at 50,000 
tourists per day. Furthermore, the supplementary budget expected in 
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October and the reintroduction of a nationwide travel subsidies will cushion 
consumption, the details of which are awaited.  

The trade deficit has widened on the back of a weakening yen and already 
high energy and food prices. It worsened to a record in August as imports 
soared 49.9% y/y against a 22.1% rise in exports. Exports to the US have 
been steady on account of auto shipments but this may not be sufficient to 
bring about an overall improvement. Furthermore, we are already noticing 
slowing European exports because of weak regional demand. Making 
matters worse, devolving growth dynamics in China is another headwind, 
though one that may ameliorate in 2023. On net, we look for trade to be a  
significant headwind to growth.  

Some better recent news on capex allows us to keep the 2022 growth 
forecast 1.2%, the same as our projection back in June, but we have sharply 
trimmed the 2023 growth expectation to 0.9% from 1.8% previously.  

Consumer prices will remain elevated on the back of higher electricity prices 
and costlier imports. While the weak yen is inflationary, LNG imports may 
make it severe as prices may remain high as they usually lag global crude 
oil prices, especially amid high global demand. Further, low telecom prices 
will begin to tail off now, and food prices may contribute more to inflation as 
restaurants are increasing their prices.  

The government has already capped imported wheat prices and is planning 
a solid supplementary budget in October to battle inflation. Some ruling 
party members had called for packages as big as 30 trillion yen. Because of 
these, we revise our 2022 CPI forecast four-tenths lower to 2.4% and leave  
2023 unchanged at 1.5% as prices will cool due to base effects and 
moderation in import prices. 

Weak growth and high inflation is not a great combination for the Bank of 
Japan (BoJ). At its September meeting, the central bank reaffirmed that its 
ultra-loose monetary policy would not change any time soon, including its 
Yield Curve Control Policy (YCC). We expected governor Kuroda to at least 
amend guidance in the context of the global tightening wave. Instead, he 
opined that guidance did not need to be changed for 2-3 years.  

After the press conference, the finance ministry intervened in the FX market 
for the first time since 1998 as the yen weakened to ~145.90 on the rising 
policy divergence with global central banks; the yen rallied 3.6% resultingly. 
In fact, Japan is now the only country in the world with a negative policy 
rate. But in reality, intervention may not have much effect due to its limited 
scope and the possibility of being named as a currency manipulator. This 
limits the intervention to about 2% of GDP of 10.8 trillion yen or about 541 
billion yen per working day. But the daily traded volume on USDJPY is over 
80 trillion yen. Hence, an intervention within 2% of GDP will have little effect, 
as the yen weakened to ~143 levels in a day.  

This makes us wonder how long can the BoJ sit on the side-lines. We think 
there is still a chance of a BoJ pivot should the global rate hiking frenzy 
continue on stubborn inflation. That said, our base case, for now, is for 
global rate hikes to moderate as recessionary risks rise, and the BoJ could 
have missed an opportunity to normalize its policy. 
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Australia: Resilient (For 
Now) 

  
Australia continues to be the bright star in a world of slowing growth 
momentum. Its natural gas and coal exports will have plenty of global 
demand as winter sets in and heating requirements rise globally. 
Nonetheless, a weakening Chinese growth story could mean lower demand 
for its iron ore and other exports. So, the global macroeconomic cross 
currents are slated to meet Australia later this year. Business and consumer 
confidence have been sanguine but expectations are dimming about next 
year as global growth decelerates into 2023. Nonetheless, the Aussie 
consumer, aided by robust employment and income, will drive growth. 
Hence, we maintain our 2022 GDP forecast at 4.0% and reduce the 2023 
growth forecast to 2.4%. 

Consumer prices are expected to accelerate on the back of higher import 
prices and strong demand this year, before cooling a little in 2023. This is 
because Q2 national accounts showed the strength in wage growth as 
average hourly earnings rose 5.4% annually in Q2 2022 and could be higher 
in reality. Nonetheless, we do not foresee a wage-price spiral in Australia. 
However, stable employment with rising wages will add further price 
pressures, and hence we now expect headline CPI to rise to 6.6% in 2022 
and moderate only to 4.0% in 2023.  

Amid a strong labor market and resilient consumer spending, the RBA may 
hike further into 2023, albeit in smaller installments, as governor Lowe 
reiterated in his recent parliamentary testimony after a speech in 
September. Hence, we now expect the RBA cash rate target to reach 3.35% 
by December 2022 and peak at 3.60% in Q1 2023.  

Furthermore, we think the RBA will be wary of the developments in the 
housing market, where prices are moderating amid rising rates and 
construction activity is declining. We do not foresee any spillovers into 
consumption, preserving the economy's strength. 
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Data Calendar 

Week in Review (Sep 19– Sep 23) 

Country Release (Date, format) Consensus Actual Last Comments 

Monday, September 19 

US NAHB Housing Market Index (Sep) 47 46 49 Getting weaker. 

JN National CPI (Aug, y/y) 2.9% 3.0% 2.6% Upside surprise as expected. 

Tuesday, September 20 

US Building Permits (Aug, thous) 1,604 1,517 1,674 Worries about the outlook. 

US Housing Starts (Aug, thous) 1450 1,575 1,404 (↓) Rushing to move active projects along? 

CA Teranet/National Bank HPI (Aug, y/y) na 11.5% 14.2% Continue trending down. 

CA CPI (Aug, y/y) 7.3% 7.0% 7.6% Remain elevated. 

GE PPI (Aug, y/y) 36.8% 45.8% 37.2% Not a typo! 

Wednesday, September 21 

US Existing Home Sales (Aug, m/m) -2.3% -0.4% -5.7% (↑) More deceleration ahead/ 

US FOMC Rate Decision (Upper Bound) 3.25% 3.25% 2.50% Uber kawkish.  

Thursday, September 22 

US Initial Jobless Claims (17 Sep, thous) 217 213 208 (↓) Can this really last? 

US Continuing Claims (10 Sep, thous) 1,418 1,379 1,401 (↓) Can this really last? 

US Leading Index (Aug, m/m) -0.1% -0.3% -0.5% (↓) This says “recession”.  

UK BoE Bank Rate 2.25% 2.25% 1.75% Further rate hikes expected. 

UK GfK Consumer Confidence (Sep) -42 -49 -44 Very weak. 

FR Business Confidence (Sep) 102 102 103 Weak. 

JN BoJ Policy Balance Rate na -0.1% -0.1% No change. 

Friday, September 23 

CA Retail Sales (Jul, m/m) -2.0% -2.5% 1.0% (↓) Weak. 

UK Manufacturing PMI (Sep, prelim) 47.5 48.5 47.3 Extended contraction. 

UK Services PMI (Sep, prelim) 50.0 49.2 50.9 Weakening. 

EC Manufacturing PMI (Sep, prelim) 48.8 48.5 49.6 Likely to get worse. 

EC Services PMI (Sep, prelim) 49.1 48.9 49.8 Deteriorating. 

GE Manufacturing PMI (Sep, prelim) 48.3 48.3 49.1 Not good. 

GE Services PMI (Sep, prelim) 47.2 45.4 47.7 Not good at all. 

FR Wages (Q2, q/q, final) 1.0%(p) 1.1% 1.1% Robust, but not excessive. 

FR Manufacturing PMI (Sep, prelim) 49.8 47.8 50.6 Weak. 

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

Week In Preview (Sep 26 – Sep 30) 

Country Release (Date, format) Consensus Last Comments 

Monday, September 26 

GE IFO Business Climate (Sep) 87.3 88.5  

JN Manufacturing PMI (Sep, prelim) na 51.5 Will likely contract. 

JN PPI Services (Aug, y/y) 2.4% 2.1% Will likely contract. 

Tuesday, September 27 

US Durable Goods Orders (Aug, m/m, prelim) -0.1% -0.1%  

US FHFA House Price Index (Jul, m/m) 0.1% 0.1%  

US S&P CoreLogic CS 20-City (Jul, m/m) 0.20% 0.44%  

US Conf. Board Cons. Confidence (Sep) 104.5 103.2  

US New Home Sales (Aug, thous) 500 511  

AU Retail Sales (Aug, m/m) 0.5% 1.3% Likely resilient. 

Wednesday, September 28 

US Pending Home Sales (Aug, m/m) -0.5% -1.0%  

UK Nationwide House PX (Sep, m/m) na 0.8% Growth will likely moderate. 

GE GfK Consumer Confidence (Oct) -39.0 -36.5  

FR Consumer Confidence (Sep) 80.0 82.0  

IT Consumer Confidence Index (Sep) 94.5 98.3  

IT Manufacturing Confidence (Sep) 102.2 104.3  

IT Industrial Sales (Jul, m/m) na -0.2%  

JN Leading Index CI (Jul, final) 99.6 (p) 100.3  

Thursday, September 29 

US Initial Jobless Claims (24 Sep, thous) na 213  

US Continuing Claims (17 Sep, thous) na 1,379  

US GDP (Q2, third, q/q, saar) -0.6% -1.6%  

CA GDP (Jul, m/m) -0.1% 0.1% Weakening. 

UK Mortgage Approvals (Aug, thous) 61.7 63.8 Trending down. 

GE CPI (Sep, y/y, prelim) 9.2% 7.9%  

JN Jobless Rate (Aug) 2.5% 2.6% No change expected. 

JN Job-To-Applicant Ratio (Aug) 1.3 1.3 No change expected. 

JN Retail Sales (Aug, m/m) 0.2% 0.8% Can show an uptick. 

JN Industrial Production (Aug, m/m, prelim) -0.2% 0.8% Can rise due to elevated orders. 

AU Private Sector Credit (Aug, m/m) 0.7% 0.7% Will rise. 

Friday, September 30 

US Personal Income (Aug, m/m) 0.3% 0.2%  

US Personal Spending (Aug, m/m) 0.2% 0.1%  

US MNI Chicago PMI (Sep) 51.8 52.2  

US U.of Mich. Sentiment (Sep, final) 59.5(p) 58.2  

UK GDP (Q2, q/q, final) -0.1%(p) 0.8% No major change expected 

GE Unemployment Claims Rate SA (Sep) 5.5% 5.5%  

FR CPI (Sep, y/y, prelim) 6.3% 5.9%  

FR Consumer Spending (Aug, m/m) -0.2% -0.8%  

IT Unemployment Rate (Aug) 7.9% 7.9%  

IT CPI NIC incl. tobacco (Sep, y/y, prelim) 8.4% 8.4%  

JN Consumer Confidence Index (Sep) 33.5 32.5 Could fall. 

JN Annualized Housing Starts (Aug, mn) na 0.825 No big change expected. 

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

Central Bank Policy Targets

Region Target

Apr May Jun Jul Aug 

US Target: PCE price index 2.0% y/y 6.3 6.3 6.8 6.3 

Canada Target: CPI 2.0% y/y, 1.0%-3.0% control range 6.8 7.7 8.1 7.6 7.0 

UK Target: CPI 2.0% y/y 9.0 9.1 9.4 10.1 9.9 
Eurozone Target: CPI below  but close to 2.0% y/y 7.4 8.1 8.6 8.9 9.1 

Japan Target: CPI 2.0% y/y 2.5 2.5 2.4 2.6 3.0 

Australia Target Range: CPI 2.0%-3.0% y/y 6.1 6.1 6.1 
Source: Macrobond

Key Interest Rates
Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22

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

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

UK (Bank Rate) 0.10 0.10 0.25 0.25 0.50 0.75 0.75 1.00 1.25 1.25 1.75 

Eurozone (Refi) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.50 0.50 

Japan (OCR) -0.03 -0.05 -0.02 -0.02 -0.01 -0.02 -0.02 -0.03 -0.04 -0.01 -0.04 
Australia (OCR) 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.33 0.73 1.28 1.81 

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 -3.5 -4.2 -5.2 -6.1 -10.4 -8.0 -5.3 -4.6 

Canada -0.6 0.0 0.1 -0.3 0.0 -0.2 -8.6 -3.6 -2.3 -1.3

UK -3.9 -3.6 -2.8 -2.3 -2.4 -2.7 0.5 -3.2 -4.4 -2.0

Eurozone -0.7 -0.6 -0.5 -0.5 -0.3 -0.5 -4.5 -4.0 -3.5 -2.3 

Germany 1.2 1.2 1.2 1.1 1.6 1.3 -3.1 -2.6 -2.0 -0.5

France -2.5 -2.1 -2.0 -1.9 -1.5 -2.1 -5.9 -5.9 -5.3 -3.4

Italy -1.0 -0.6 -1.3 -1.6 -1.7 -1.0 -6.0 -4.6 -5.2 -3.7

Japan -5.4 -4.2 -4.1 -3.3 -2.5 -2.5 -8.1 -6.9 -7.3 -3.3
Australia -2.8 -2.6 -2.3 -1.6 -1.2 -4.1 -7.8 -7.7 -5.4 -3.6 

Source: International Monetary Fund, World Economic Outlook

Headline Consumer and Producer Price Inflation 

Apr May Jun Jul Aug Apr May Jun Jul Aug

US 8.3 8.6 9.1 8.5 8.3 11.2 11.1 11.3 9.8 8.7 

Canada 6.8 7.7 8.1 7.6 7.0 17.0 15.5 14.3 11.5 10.6 

UK 9.0 9.1 9.4 10.1 9.9 14.7 15.6 16.4 17.1 16.1 

Eurozone 7.4 8.1 8.6 8.9 9.1 37.2 36.2 36.0 37.9 

Germany 7.4 7.9 7.6 7.5 7.9 33.5 33.6 32.7 37.2 45.8 

France 4.8 5.2 5.8 6.1 5.9 25.2 25.0 25.2 25.9 

Italy 6.0 6.8 8.0 7.9 8.4 35.3 34.6 34.1 36.9 

Japan 2.5 2.5 2.4 2.6 3.0 9.8 9.2 9.4 9.0 9.0 

Australia 6.1 6.1 6.1 5.6 5.6 5.6 

Source: Macrobond

Year/Year % Change in Target

CPI Year/Year % Change PPI Year/Year % Change
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Real GDP Growth (Q/Q Seasonally Adjusted)

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

US 1.6 0.6 1.7 -0.4 -0.1 12.2 4.9 5.5 3.5 1.7 

Canada -0.8 1.3 1.6 0.8 0.8 11.7 3.8 3.2 2.9 4.6 
UK 5.6 0.9 1.3 0.8 -0.1 24.5 6.9 6.6 8.7 2.9 

Eurozone 2.0 2.2 0.5 0.7 0.8 14.4 3.7 4.6 5.4 4.1 

Germany 1.9 0.8 0.0 0.8 0.1 10.2 1.8 1.2 3.5 1.7 

France 1.0 3.4 0.5 -0.2 0.5 18.6 3.6 5.0 4.7 4.2 

Italy 2.6 2.7 0.7 0.1 1.1 17.5 4.0 6.4 6.3 4.7 

Japan 0.4 -0.4 1.0 0.1 0.9 7.3 1.2 0.5 0.9 1.4 
Australia 0.6 -1.8 3.9 0.7 0.9 9.8 4.1 4.5 3.3 3.6 
Source: Macrobond

Industrial Production Index (M/M Seasonally Adjusted)

Apr May Jun Jul Aug Apr May Jun Jul Aug

US 0.7 -0.1 0.0 0.5 -0.2 5.3 4.4 4.0 3.8 3.7 
Canada 1.4 -0.7 0.3 7.1 6.4 4.4 

UK -0.1 1.3 -0.9 -0.3 1.6 1.9 2.3 1.1 
Germany 1.3 -0.1 0.8 -0.3 -2.5 -1.7 0.0 -1.1 
France -0.3 0.2 1.2 -1.6 -0.7 -0.3 1.0 -1.2 

Italy 1.3 -1.2 -2.0 0.4 3.3 3.3 -0.9 -1.2 
Japan -1.5 -7.5 9.2 0.8 -3.4 -4.7 -2.8 -1.2 

Source: Macrobond

Unemployment Rate (Seasonally Adjusted)

Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22

US 4.6 4.2 3.9 4.0 3.8 3.6 3.6 3.6 3.6 3.5 3.7 

Canada 6.8 6.1 6.0 6.5 5.5 5.3 5.2 5.1 4.9 4.9 5.4 

UK 4.1 4.0 4.0 3.8 3.7 3.8 3.8 3.8 3.6 

Eurozone 7.3 7.1 7.0 6.9 6.8 6.8 6.7 6.7 6.7 6.6 

Germany 5.3 5.3 5.2 5.1 5.1 5.0 5.0 5.0 5.3 5.4 5.5 

France 7.5 7.4 7.4 7.3 7.3 7.4 7.5 7.6 7.6 7.5 

Italy 9.2 9.0 8.8 8.7 8.5 8.3 8.2 8.0 8.0 7.9 

Japan 2.7 2.8 2.7 2.8 2.7 2.6 2.5 2.6 2.6 2.6 
Australia 5.2 4.6 4.2 4.2 4.0 3.9 3.9 3.9 3.5 3.4 3.5 

Source: Macrobond

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

Q4-19 Q1-20 Q2-20 Q3-20 Q4-20 Q1-21 Q2-21 Q3-21 Q4-21 Q1-22 Q2-22

US -1.9 -2.0 -3.1 -3.2 -3.5 -3.4 -3.6 -3.9 -3.7 -4.6 -4.0 

Canada -1.6 -3.2 -1.1 -2.0 -0.8 0.1 -0.1 0.2 0.0 0.4 0.4 

UK 0.5 -2.2 -1.4 -1.4 -4.8 -2.2 -2.0 -4.9 -1.2 -8.3 
Eurozone 1.5 0.6 1.2 2.5 3.4 3.9 3.3 2.5 0.9 0.8 -0.2 

Germany 7.3 6.6 5.2 7.2 8.1 8.7 7.8 7.0 6.4 5.1 3.1 

France 0.5 -1.3 -3.6 -2.0 -0.5 0.6 0.8 0.4 -0.4 -0.4 -1.9 

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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