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Executive summary 
The International Monetary Fund (IMF) revised its 2023 global economic growth outlook 
upward to 2.9% from 2.7%. The 2022 growth figure is projected to finalize at 3.4%, led by the 
robust U.S. and European growth rates in the last quarter of 2022. Notable changes since the 
October 2022 outlook release are (1) the U.S. 2023 growth rate has been upgraded to 1.4%, 
(2) other than the U.K., no recession is expected in Europe, (3) China’s growth rate has been 
upgraded to 5.2%, (4) Russia’s economy is expected to be more resilient, and lastly (5) in 
Mexico, benefits of the free trade agreement (known as USMCA) are noticeable via improved 
economic activity. We expect the IMF’s optimistic or somewhat premature pivot is at risk for 
downgrades during the rest of the year. 

What happened  
The IMF upgraded the 2023 outlook  

The IMF’s upgraded 2023 global growth estimate of 2.9% is below last year’s estimated 
growth rate of 3.4%, and also below the 3.8% historical average since 2000, excluding the 
volatile years of the pandemic (2020-21).  

Select outlook revisions for 2023 vs. the previous IMF estimate (Oct 2022) 
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The upward revisions were supported by falling inflation and the eventual loosening of 
financial conditions. More importantly, stronger-than-expected consumer activity stemming 
from pent-up demand and healthy consumer balance sheets resulted in a resilient economic 
background.  

Our take 
The IMF sees the glass half full 

The IMF acknowledges that the risks to its estimates are tilted to the downside. This optimism 
emanates mainly from global inflation falling faster than anticipated and the pent-up demand, 
especially in China, boosting global economic confidence. 

However, the downside risks to these optimistic expectations are numerous, starting with the 
war in Ukraine. Western partners of Ukraine began sending heavily armored vehicles, 
including tanks, to the battlefront and are contemplating delivering fighter jets as well. As a 
result, Russian aggression could escalate, especially if Ukrainian advances manage to 
recapture the Crimean Peninsula, Russia’s apparent committed redline. 

Secondly, Europe was fortunate this winter with milder-than-expected temperatures. The fear 
of natural gas shortages resulting in cascading manufacturing bottlenecks has subsided 
significantly. During the upcoming summertime, Europe will again be forced to fill storage as 
much as possible, but this time with much less gas from Russia, potentially leading to 
competition with China’s renewed energy demand.           

                                                Global economic growth 

 

 

Financial conditions have room to loosen up in the U.S. but not much in Europe 

Global monetary authorities have been maneuvering in delicate waters. On the one hand, 
their over-tightening could lead to a severe recession with job losses, pushing large masses of 
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the population into economic hardship. On the other hand, under-tightening could lead to 
entrenched inflation expectations, eroding the purchasing power of all economic actors. The 
inflation shock caused by the war in 2022 pushed global central banks to react more 
forcefully. Other than the Bank of Japan, all G7 countries' central banks have raised rates at 
the fastest pace in recent history, which led to tightened financial conditions. In North 
America, the Bank of Canada (BoC) and the Fed have slowed the rate of tightening, with BoC 
already hinting at a likely pause as it sees signs of a slowing economy. 

During 2022, as financial conditions tightened, the world's primary reserve currency, the U.S. 
dollar, appreciated, especially against many peers including the euro, British pound, and 
Japanese yen. This resulted in additional inflationary pressure for imported goods priced in 
U.S. dollars for the other countries.  

However, these pressures have been easing since the middle of October 2022, as the 
overseas currencies have gained versus the dollar because of declining inflation. Yet despite 
these recent currency gains, European inflation does not display the same downward trend 
the U.S. has been experiencing. This divergence has led to a relatively hawkish posture from 
European central banks that could further tighten financing conditions in Europe. 

Inflation 

 

 

Warning signs from emerging debt markets 

Due to higher U.S. dollar yields, highly indebted countries, especially in emerging markets, 
are forced to pay higher rates in U.S. dollar-denominated borrowings. This could lead to a 
contagious currency crisis last seen during the 1990s. Countries already in default include Sri 
Lanka, Lebanon, Suriname, and Zambia, while Pakistan and Egypt are on the brink of a 
collapse due to foreign currency shortages. Russia, Belarus, and Ukraine are in or about to 
default due to Russian aggression in Ukraine. The presidential election in Turkey and Brazil's 
newly elected President's aggressive fiscal spending plans further highlights risks in heavily 
indebted emerging market countries.     

Ukraine & Russia conflict still a major concern 

Europe is likely off the hook for an energy crisis this winter, but the following winter could be 
as complicated as this one. Despite the warmer than expected temperatures, global energy 
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demand is likely to remain high. China's energy demand is expected to increase with its re-
opening. And with Russian pipelines being shut or damaged, Europe would need to rely on 
other energy sources like the U.S. and the Middle East for liquified natural gas. Last year, the 
Black Sea grain initiative Russia signed with Ukraine and Turkey relieved pressure on global 
food prices, allowing Ukrainian and Russian agricultural produce to reach international 
markets. A similar deal is needed this year as well.  

China: still a wild card 

Last year we were concerned that China's zero-COVID policy had been taking a toll on 
economic activity. Now that China has ended the zero-COVID policy, its outlook is much 
brighter than last year. Nevertheless, low immunity, lack of vaccine availability, and strain in 
the healthcare system are still risks for China’s sustained recovery. The embattled real estate 
sector received government backing to stay afloat for the near term, but with demographic 
headwinds starting to hit hard and consumer confidence against the sector badly shaken, the 
real estate sector remains a major risk for the Chinese economy.       

Geopolitics heating up again 

The recent balloon crisis highlighted one more time that U.S.-China relations are still on shaky 
footing, with a wide range of possible outcomes. A visit to Beijing by the U.S. Foreign 
secretary of state, Anthony Blinken, has been called off, and China sharply rebuked the U.S. 
over its decision to shoot down the balloon. Even before the balloon crisis, there was little 
trust between the two countries. Taiwan is at the heart of the conflict, and recently leaked 
memos indicate that China could invade Taiwan in 2025, potentially resulting in a war 
between the U.S. and China. The U.S. has been restricting the supply of cutting-edge 
technology to China, and recently, countries like Japan and the Netherlands joined in that 
effort. In the Middle East, after Benjamin Netanyahu formed a coalition government with hard-
liners, Israel targeted a military base in Iran with a drone attack. Israel also raised concerns 
about Iran's nuclear ambitions and vowed to attack Iran if it continues to pursue building 
atomic weapons. 

Bottom line 
The world economy has the potential to grow at 2.9% in 2023. This estimate is contingent on 
(1) if the U.S. economy grows at 1.4%, almost a percent higher than our internal estimates, 
(2) if continental Europe escapes recession, which we expect to be very difficult, as 
manufacturing surveys still point to contraction in many European countries, and (3) if China 
manages to grow its economy at 5.2%, versus the 3.0% the country managed to eke out last 
year. There are too many "ifs" in the IMF's forecasts. Consequently, we believe these 
optimistic forecasts are destined for downgrades as the year progresses.  
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