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Three scenarios for the global economy
and energy prices

The bullish and bearish case for energy prices and what those
scenarios would mean for the major economies

Three scenarios for the global economy and energy prices

Last month we set out a series of scenarios for the energy market and the major economies
we cover. Since then the renewed collapse in gas prices for immediate delivery, as well as
the rapid turnaround in political and market sentiment towards the UK, shows why it makes
sense to stress test assumptions and central forecasts. What follows is an overview of what
underpins our base case, alongside both an upside and downside scenario for growth,
inflation and central bank policy.
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Three scenarios for energy prices

Oil (Brent Crude)

Natural Gas (Dutch TTF)

Source: Macrobond, ING

Yo War de-escalation and/or the G7 price cap Risk premium is removed and gas flows pick
= § has the desired effect of keeping Russian oil up along certain routes (e.g. via
g exports flowing. Iranian talks progress. Ukraine/Yamal-Europe, though not Nord
S Market in surplus through 2023 Stream). Increased flows see prices fall
% Market in deficit through 2023 due to OPEC+ Russian gas flows don't improve. Demand
o8 cuts and EU ban on Russian oil. As a destruction helps Europe make it through
jcj @ result, higher prices expected. Potential refill  winter. Difficulty filling inventories next year
a of the SPR provides a floor to the market. means higher gas prices in winter 2023/24
Yo Russia reduces output on G7 price cap Russian flows come to complete halt.
55 and/or secondary sanctions. Market goes Recovery in Chinese LNG demand means
= § into deep deficit in 2023. OPEC doesn’t have Asia competes more aggressively with
T capacity to make up Russian shortfall Europe for LNG. Prices trade to record levels
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Three scenarios for the US economy

Source: Macrobond, ING
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Growth Inflation Central bank
o o Employment and wage growth  Shelter inflation falls in response  Housing worries lead the Fed to
25 slows. More modest Fed hikes to cooling property market. hike more cautiously in Dec,
8 § and tight jobs market meanany  Lower energy and vehicle prices  fearing a steep correction and
i U downturn is brief and shallow mean steep falls in CPl in 2023 consumer led recession
g House price falls weaken Core inflation remains sticky for ~ Fed hikes to 4.5% in Dec and 5%
» S consumer demand. Lower now, but pricing power rapidly in Feb 2023. But recession and
g investment/higher joblessness weakens and inventories rise, lower inflation allow cuts to
& mean recession in early 2023 slowing inflation through 2023 start from 3Q 2023
) Housing market in painful Inflation fails to slow in any Sticky wage growth, resilient
£5 correction on Fed hikes. Capex meaningful way, owing to jobs market push Fed to hike
154 § falls dramatically. Deep and higher energy prices and rates to 6%. Late 2023 rate cuts
za prolonged recession likely persistent labour shortages do little to prevent recession
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Three scenarios for the eurozone economy

Growth

Fiscal stimulus more than
sufficient. Warm weather
reduces uncertainty and energy
costs, aiding growth

Positive
scendario

Europe avoids energy rationing,
but fiscal stimulus only partly
offsets impact of high prices.

Economic downturn begins

Eurozone
Base case

Inflation

Falls more quickly as negative
energy base effects kick in
earlier. At 2% target by
end of 2023

Inflation averages 10.4% in 4Q.
Stays above the ECB's target
until mid-2024

Central bank

ECB hikes refi rate to 3% by
spring 2023 but cuts it in 2024
by a total of 75bp

ECB adds 75bp of extra
tightening over the next two
meetings.

War escalation, gas rationing
and Covid delays in Asia lead to
deep recession. Financial
instability adds to challenge

Negative
scenario
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106

Positive
104 [
102 L ati ]
- -
100 et - .-
98 il -
Negative
9% : |
2022 2023 2024

Source: Macrobond, ING

Inflation in double-digits
through much of 2023, on
higher energy prices and fresh
Covid-related disruptions

Stops tightening monetary
policy and cuts rates by 25bp in
Feb. New euro crisis forces ECB
to intervene to contain spreads

Inflation (YoY%) ECB Main Refi Rate (%)
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Three scenarios for the UK economy

Growth

Energy price cap quickly
restores confidence. Spending
rebounds in 2023 on tight jobs
market, better real wage story

Positive
scenario

Inflation

Falls slightly faster but tight jobs
market keeps core inflation
above target in 2024

Central bank

BoE opts for 25bp hike in Dec.

Rates peak slightly above 3%.

Heathier growth environment
means rates stay higher in 2024

Rising mortgage rates and less
generous energy support
triggers multi-quarter recession

UK
Base case

Inflation falls through all
scenarios in 2023 due to energy
cap. But weaker sterling, wage
pressure keeps inflation stickier

A divided Bank of England hikes
by a further 50bp in December.
Bank Rate peaks around 4%

Corporate borrowing strain
pushes up unemployment
materially. That plus a housing
crash mean deep recession

Negative
scenario
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Inflation still falls noticeably
despite higher oil prices. 2024
core CP| below target as wage
pressure & pricing power fade

BoE mirrors market pricing,
hikes rates to 5% in 1Q but is
slashed again from the summer

Inflation (YoY%) Bank Rate (%)
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Three scenarios for China's economy

Growth Inflation Central bank
P Covid measures relaxed. Job As the economy recovers, high Economic recovery permits re-
2 E market recovers and retail sales energy prices are reflected in lending schemes to end. PBoC
3 @ improve steadily. Infrastructure consumer prices. CPl inflation kicks off rate hike cycle when
& e spending lifts growth rises to around 3.5-4% inflation is above 3.5%

& Retail recovers on more flexible Barring a resolution to the real PBoC opposed to ultra-low
23 Covid rules. Factories hit by estate crisis, inflation pressures  interest rates and doesn't lower
S g weak exports. Real estate crisis stay muted reflecting the weak rates further. Instead, it lifts

@ is the main growth issue economy quota for re-lending schemes
) Frequent lockdowns return, f K Required reserve ratio cut to
2= i Risk of deflation increases as
g5 S adding jobs market pressure. ’ release cash to banks. Rate cuts

c ) " ) unemployment rises and wage h .
¢ Factories run at partial capacity. start again but remain a

9 ! : pressure eases
Zzo Economy on brink of recession secondary tool

Real GDP growth (YoY%) Inflation (YoY%) 7-day reverse repo rate (%)
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Source: Macrobond, ING
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