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Three scenarios for the major economies
Our economists and strategists lay out some alternative scenarios for
the global economy and energy prices in 2024

Source: Our alternative scenarios for the global economy and energy prices in 2024

Three scenarios for the US
Our base case for the US economy sees a modest recession, a sharp fall in inflation and Federal
Reserve rate cuts from the spring. But the risk is that the Fed errs on the side of caution to ensure
inflation falls to 2%. In this scenario, it hikes one last time and keeps interest rates higher for
longer. But if that happens, the pain for the household sector intensifies and loan defaults rise.
Commercial Real Estate (CRE) pain spreads and the economy falls into a recession, dampening
inflation and forcing the Fed to rapidly reverse course later on.

An upside scenario is largely the opposite, where the Fed becomes much more relaxed about
inflation and moves back to a neutral interest rate setting more rapidly. That allows corporates
and CRE to refinance at much lower levels, and that keeps loan losses contained. Strong
productivity growth and rising labour supply from immigration keep inflation in check.
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Our US scenarios

Source: ING

Three scenarios for the eurozone
For the eurozone, our base case is that higher interest rates prompt a mild technical recession
over the winter and that the European Central Bank (ECB) starts cutting rates around the same
time as the Fed. The downside risks stem from higher energy prices, which would drive up inflation
and push the economy into a deeper recession. In that scenario, the ECB would want to avoid the
risk that higher inflation becomes entrenched and would keep rates high throughout the year. The
combination of a recession with interest rates remaining high creates tension within the monetary
union, driving up sovereign bond spreads.

An upside scenario sees the eurozone avoiding recession entirely and inflation falling faster than
expected. This goldilocks scenario would allow the ECB to ease more quickly, with bond yields also
coming down. The more indebted member states would benefit, leading to tighter bond yield
spreads.
 

Our eurozone scenarios

Source: ING



THINK economic and financial analysis

Article | 30 November 2023 3

Three scenarios for the UK
Our UK base case sees the economy narrowly avoiding recession but remaining stagnant for much
of the next year. Services inflation should come much lower by the summer, enabling an autumn
rate cut. Like the eurozone, the risk is that the impact of higher rates combined with a fresh rise in
energy prices tips the economy into a downturn. The Bank of England would focus entirely on the
inflation implications initially, keeping rates on hold for the whole year. But in that
scenario, sharper cuts would inevitably follow.

Our UK scenarios

Source: ING

Three scenarios for China
The base case for China is a continuation of the ongoing deleveraging story that rules out
substantial fiscal support and focuses more on returning property to its position in line with
President Xi's "Common Prosperity" theme and not an investment. This means that sectors that
typically fed into the property development/construction industry – steel, glass, cement, PVV
etc., will continue to struggle. Local government finances are improved due to the restructuring of
debt but substantial constraints remain, preventing a big pick up in infrastructure spending from
filling the void. Weak global demand and ongoing US sanctions limit the external sector's ability to
pick up the slack. 
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Our China scenarios

Source: ING

Three scenarios for energy and the risks for inflation
After two major supply shocks, the most obvious risk to the global economy next year is that we
get a third. Concerns about a second wave of inflation are front and centre in the minds of
monetary policymakers, who are reticent to sound the all-clear after one of the most aggressive
tightening cycles in recent memory. But, as we wrote in an article earlier this year, there’s no
inevitability to a second inflation wave – and comparisons to the 1970s are imperfect.

These comparisons have, in part, been bolstered by the tensions in the Middle East and the added
uncertainty for oil prices. We’ve outlined some scenarios below. But we have to remember that the
US is energy independent, making it far less exposed to 1970s-style shocks. That was evident in
the very different make-up of the recent US and European inflation waves. Europe is more
vulnerable, particularly if LNG supply tightens. But with eurozone consumer energy bills still more
than 20% higher than they were pre-Covid, arithmetically, the scope for a similar inflation shock to
2022 is slightly more limited – even with a large and unexpected spike in wholesale gas costs.

Instead, there are a number of other potential sources of upward inflationary pressure, though
none in and of themselves are likely to prompt a 2022-style wave. Metals are an obvious
vulnerability, and scarcity due to a lack of production capacity and/or geopolitics are important
risks. Likewise, we saw last year the cross-dependency of food prices on energy costs and the
ongoing risks associated with the Ukraine war and grain exports. Climate change is also creating
increasingly volatile harvests, and the risk here is that this results in more protectionism as
producing nations seek to protect domestic supply.

Whatever the catalyst, the lesson from the 1970s was that the economic environment also needs
to be ripe for inflation to take off. And here, there are a few parallels. While labour markets are
cooling, staff shortages are more prevalent than pre-Covid. Unionisation is less widespread, but
worker power is arguably growing. The ability of workers to protect real wages in future inflation
shocks is set to increase. Throw in concerns about US fiscal deficits, and there are reasons to think
that inflation will stay higher in future years than during the 2010s.

https://think.ing.com/articles/inflations-second-wave-are-we-really-watching-a-70s-rerun/
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Our energy scenarios

Source: ING

Growing risks in the US financial system as excess liqudity
wirthdrawn and fiscal/real estate concerns linger
The withdrawal of excess liquidity from the US money market is a key theme ahead. The genesis
of this is ongoing quantitative tightening. The most significant manifestation is the fall in idle
market cash going back to the Fed on the reverse repo facility. These will head to zero, signalling a
virtual end to excess liquidity by the second half of 2024. Then, bank reserves will come under
downward pressure. We think it'd be best for the Federal Reserve not to push too hard on this;
there's plenty of possibilities for things to go wrong.

Fiscal deficit-originated supply pressure is also impactful here, making the market a tad skittish.
Already, the Treasury market has been struggling with liquidity, mostly with getting size done. This
is exacerbated by a repo market that has seen better days and banks that are less market
impactful. The smaller banks also have commercial real estate exposures to be concerned about
and are already suffering credit card delinquency rates that are higher than experienced during
the GFC. It may well be tolerable – but could be an area to watch carefully.
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