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As underlying inflation readings continue to surprise to the upside few central
bankers are patient enough to allow the long and variable lags of monetary policy.

Key takeaways

. By keeping policy settings too loose for too long,
central banks have forfeited their right to be patient
while tightening works its way through the system.

. With underlying inflation hitting new highs across the

advanced economies, markets have further repriced
rate expectations, reinforced by central bank rhetoric.

. We have revised up our own forecasts for the peak in
policy rates for the US, UK and Eurozone. The largest
revisions were to the UK in the wake of the
government’s bungled mini-budget.

. Economic indicators have not differed enough from our
September forecasts to make formal changes ahead
of November. Not releasing Q3 GDP data prevented
us from marking the China forecasts to market.

. That said, the pace and reactivity of monetary
adjustment, together with the stickiness of underlying
inflation, is largely reinforcing our confidence that a
global recession will arrive in 2023.

. We are also sticking with our view that as tightening
gives way to recession and disinflation, there is
significant scope for interest rates to decline across the
term structure in the second half of 2023.

BoE to hike more aggressively despite fiscal U-turn

Forecasting is never easy, but in the UK, it is nigh on
impossible. Scarcely a day has gone by since Liz Truss
became prime minister without a new policy being
announced, altered or reversed, with the Bank of England
(BoE) slipping into the same pattern. Most of the mini-
budget’s tax cuts have now been thrown in the dust bin. The
energy price cap is set to become less generous in April.
And harsh spending cuts are also on the way.
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Nevertheless, we still expect the BoE to deliver 150bp of
hikes over its next two meetings, 50bp more than in
September, as the Bank seeks to restore macroeconomic
balance and re-establish credibility.

A core inflation doom loop in the US

After a soft core inflation print in July, August and
September both delivered nasty surprises. And every time
core inflation surprises, markets reprice the peak in the
federal funds rate.

With financial conditions now very tight and weighing on
activity in the most interest sensitive sectors, there is an
argument for the Fed going slower and giving policy time to
have its desired effects. But for now they are more intent on
brandishing their inflation-fighting credentials.

The upshot is that we now think the Fed will deliver another
175bp of tightening before the recession we are forecasting
halts their progress.

Figure 1: Our new expected Fed and BoE pathways
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Our latest global forecasts

GDP (%) CPI (%)

2022 2023 2024 2022 2023 2024
us -0.4 -0.5 8.1 3.8
UK -1.0 -0.2
Japan 0.4 -0.6 2.3
Eurozone -2.2 0.8 8.7 5.6
Brazil -0.1 0.0 10.3 7.0
Russia -3.5 -1.5 0.2 14.5
India 6.8
China 2.3

Policy Rate (%)

2022 Implied Rate 2023 Implied Rate 2024 Implied Rate
us 4.38 (3.63) 4.50 3.38 (2.38) 4.55 0.13 3.82
UK 3.75 (3.25) 3.95 2.25 (2.00) 5.24 0.10 4.82
Japan -0.10 -0.05 -0.10 0.12 -0.10 0.24
Eurozone 2.25 (2.00) 2.03 1.75 (1.50) 3.05 0.00 2.93
Brazil 14.00 13.81 11.00 11.35 4.50 10.22
Russia 7.00 7.31 6.00 7.06 5.00 6.33
India 6.15 6.26 4.65 6.50 4.00 6.44
China 2.00 2.31 1.70 2.72 1.60 2.98

implies our forecast is more optimistic than consensus (growth higher than consensus, CPI lower), whilst red text
implies forecast less optimistic than consensus. Where forecast changes have been made, the previous forecast is in brackets.
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Any data contained herein which is attributed to a third party (“Third Party Data”) is the property of (a) third party supplier(s)
(the “Owner”) and is licensed for use by abrdn**. Third Party Data may not be copied or distributed. Third Party Data is
provided “as is” and is not warranted to be accurate, complete or timely. To the extent permitted by applicable law, none of
the Owner, abrdn** or any other third party (including any third party involved in providing and/or compiling Third Party Data)
shall have any liability for Third Party Data or for any use made of Third Party Data. Neither the Owner nor any other third
party sponsors, endorses or promotes any fund or product to which Third Party Data relates. **abrdn means the relevant
member of abrdn group, being abrdn plc together with its subsidiaries, subsidiary undertakings and associated companies
(whether direct or indirect) from time to time.

The information contained herein is intended to be of general interest only and does not constitute legal or tax advice. abrdn
does not warrant the accuracy, adequacy or completeness of the information and materials contained in this document and
expressly disclaims liability for errors or omissions in such information and materials. abrdn reserves the right to make
changes and corrections to its opinions expressed in this document at any time, without notice.

Some of the information in this document may contain projections or other forward-looking statements regarding future
events or future financial performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. The reader must make his/her own assessment of the relevance, accuracy and
adequacy of the information contained in this document, and make such independent investigations as he/she may consider
necessary or appropriate for the purpose of such assessment.

Any opinion or estimate contained in this document is made on a general basis and is not to be relied on by the reader as
advice. Neither abrdn nor any of its agents have given any consideration to nor have they made any investigation of the
investment objectives, financial situation or particular need of the reader, any specific person or group of persons.
Accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether directly or
indirectly as a result of the reader, any person or group of persons acting on any information, opinion or estimate contained in
this document.

This communication constitutes marketing, and is available in the following countries/regions and issued by the
respective abrdn group members detailed below. abrdn group comprises abrdn plc and its subsidiaries:

(entities as at 3 October 2022)

United Kingdom (UK)

abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL.
Authorised and regulated in the UK by the Financial Conduct Authority.

Europe!, Middle East and Africa
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Belgium, Cyprus, Denmark, Finland, France, Gibraltar, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands,
Norway, Portugal, Spain, and Sweden: Produced by abrdn Investment Management Limited which is registered in
Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL and authorised and regulated by the Financial Conduct
Authority in the UK. Unless otherwise indicated, this content refers only to the market views, analysis and investment
capabilities of the foregoing entity as at the date of publication. Issued by abrdn Investments Ireland Limited. Registered in
Republic of Ireland (Company N0.621721) at 2 -4 Merrion Row, Dublin D02 WP23. Regulated by the Central Bank of
Ireland. Austria, Germany: abrdn Investment Management Limited registered in Scotland (SC123321) at 1 George Street,
Edinburgh EH2 2LL. Authorised and regulated by the Financial Conduct Authority in the UK. Switzerland: abrdn
Investments Switzerland AG. Registered in Switzerland (CHE-114.943.983) at Schweizergasse 14, 8001 Zirich. Abu Dhabi
Global Market (“ADGM”): Aberdeen Asset Middle East Limited, 6th floor, Al Khatem Tower, Abu Dhabi Global Market
Square, Al Maryah Island, P.O. Box 764605, Abu Dhabi, United Arab Emirates. Regulated by the ADGM Financial Services
Regulatory Authority. For Professional Clients and Market Counterparties only. South Africa: Aberdeen Asset Managers
Limited (“AAML”). Registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL AAML is not a
registered Financial Service Provider and is exempt from the Financial Advisory And Intermediary Services Act, 2002. AAML
operates in South Africa under an exemption granted by the Financial Sector Conduct Authority (FSCA FAIS Notice 3 of
2022) and can render financial services to the classes of clients specified therein.
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