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Why has the system proven so resilient? The key variable in developed economies is labor market. Employment
growth remains strong, unemployment remains low and wage growth has kept pace with inflation in most major
economies—uwith the UK being a notable exception. This has allowed households to manage their way through
challenging times and smoothed out the bumps in the business cycle.

We still expect growth to slow in time—rate hikes are already weighing on activity in many sectors, and households
have begun to deplete savings cushions accumulated during the pandemic. Whether or not this eventually leads to a
recession is a close call. But the evidence in hand suggests that if a downturn occurs, it is likely to be mild by recent
historical standards. Rather than a sharp contraction, our forecasts reflect a protracted period of below-trend growth
lasting through 2024.

Why such a long period of slow growth? In large part, the cause is the same economic resilience that has
characterized 2023. Resilient growth, especially across labor markets, means that global inflation is likely to fall only
slowly. Sticky inflation implies that central bankers are likely to raise rates farther than expected and to keep policy
rates in restrictive territory for a while. Higher for longer is the new policy regime, and it played out in the second
quarter.

Central banks in several countries, notably Australia and Canada, were forced to resume rate hikes after signaling an
end to tightening with the expectation that inflation risks had faded. The Fed and the European Central Bank (ECB)
have both indicated that the terminal rate is likely to be higher than they expected. Moreover, the Bank of England
(BoE) faced renewed acceleration in inflation, resulting in a much higher rate profile than initially thought.

Higher-than-expected rate peaks may be front of mind today, but we believe the more important variable over time will
be how long rates stay elevated. Given the resilience of labor markets and, thus, the economy, we take seriously the
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possibility that rates could stay high for several quarters to come. Until central banks are confident that inflation will fall
back to target, they’ll likely be cautious about cutting rates to support growth—even once economies weaken. We
believe that the impact of persistently tight policy will be persistently soft growth. The consequence of a soft landing will
be a tepid rebound, and as a result we anticipate that growth will remain weak across the forecast horizon.

There are, of course, risks that surround our base case. While the ongoing tightening cycle has not yet caused durable
disorder in financial markets, history suggests that we need to remain wary—tightening cycles often end in financial
turbulence. China, too, remains a downside risk. Growth briefly picked up when its zero-COVID-19 policy was lifted.
But recent data suggest that additional policy stimulus will be required to keep the economy on track. Should that
stimulus be too little or too late, a hard landing in China could prove disruptive. And, of course, the disinflation we
expect throughout the western world remains more forecast than reality: inflation has yet to come down. If it doesn't,
policymakers may have to emphasize “higher” before focusing on “longer.”

From a market perspective, as we have observed in past quarters, a sustained period of below-trend growth argues for
caution but not panic. Absent a hard landing, markets may struggle to sustain momentum in either direction, rewarding
those willing to be patient through the inevitable bumps along the way.

The Global Cycle for 3Q:2023

Economic Activity

Trend

Weak Strong

e  Growth has been resilient, albeit
at a below-trend level. We
expect gradual weakening to
characterize the next few
quarters but do not forecast an
imminent hard landing.

Inflation

Target

Undershoot Overshoot
e Inflation is on the way down in
most countries, but the starting
point is daunting and the pace
of progress has been slow and
variable across geographies.
That will continue in 3Q.

Monetary Policy

Neutral

Easy Tight
e  Major central banks have raised
rates aggressively and are

increasingly emphasizing that
the persistence of tight policy is
more important than the
terminal rate. We expect tight
policy for several quarters to
come
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Global Forecast

Forecast Overview

Key Assumptions

Financial: Our base case
presumes that financial market
instability will not cause an
economic hard landing.

Geopolitical: We expect that
tensions between major powers
will continue to simmer but will

disruptive events.

banks have settled into a
higher-for-longer regime,

restrictive policy the likely
outcome.

not boil over into economically

*  Monetary policy: Major central

making a protracted period of

Cen

tral Narrative

Global growth: Tight monetary
policy will persist for several
quarters, slowing growth.

Inflation: Inflation will
decelerate as the year
progresses, but convergence to
target will be slow to come.

Yields: Markets remain
reluctant to price higher policy
rates; if central banks deliver
that outcome, rates could be
forced higher. Downside growth
risks balance the risk profile,
however.

USD: With other DM central
banks having more ground to
cover than the Fed, the dollar
mav weaken modestlv.

Key Upside Risks

As inflation slows, real incomes
will rise, which could boost
consumption.

Financial market stability may
encourage corporate
investment, producing more
robust growth.

Key Downside Risks

Tighter monetary policy could
lead to disruptive financial
market events.

Political risk is ever-present,
both within and between
countries and will only escalate
ahead of the 2024 US election.

AB Growth and Inflation Forecasts (Percent)

Real GDP Growth

2023 2024 2023 2024
us 0.8 1.0* 3.8 2.5
Euro Area 0.1 0.3 5.0 2.3
Japan 1.5 1.0 25 1.5
China 5.1 4.8 2.3 2.0
Global 2.1 1.9 5.2 3.4
Industrial Countries 1.0 0.6 4.2 2.3
Emerging Countries 3.7 3.8 6.6 4.9
EM ex China/Russia 2.7 3.1 11.7 8.0
*US GDP forecasts presented as Q4/Q4; others YoY. As of June 28, 2023
Source: AB
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us

Real GDP (%) Policy Rate (%)

2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F

us 0.8 1.0 3.8 2.5 5.38 3.88 3.75 2.75

e The US economy has remained remarkably resilient in the face of repeated shocks, most recently the regional bank turmoil in
March. Strong labor markets have supported real incomes and savings accumulated during the pandemic have provided
enough of a cushion for households to keep consumption solid.

e There is increasingly clear evidence that inflation is likely to fall in the coming months as the lagged impact of past house price
increases works its way through the system. With goods prices already back to the pre-pandemic norm, the key variable will be
services inflation.

e In contrast to goods prices, which were elevated largely due to supply-chain disruptions, services prices resonate with the labor
market. As a result, the Fed will not be convinced that inflation is moving sustainably lower until the labor market weakens.

¢ Inthe absence of labor market weakening, the Fed’s monetary policy stance is “higher for longer.” We have added a third-
quarter (3Q) rate hike to our forecast and an additional hike in the fourth quarter (4Q) is a realistic possibility, if not yet our base
case. Economic resilience and a strong labor market mean both that the Fed can afford to raise rates farther and that it may
need to do so to ensure that inflation converges to target within a reasonable time horizon.

Risk Factors

e Asin all tightening cycles, the primary risk is that higher rates cause a non-linearity in the financial system, in which something
systemic breaks and causes a sudden stop in the economy. The regional bank turbulence didn’t do this, but the possibility of a
disruptive event remains, even if the nature of that event is unknowable ahead of time.

e If the labor market doesn’t weaken in the coming months, interest rates could move meaningfully higher. Periods in which the
market has had to adjust its pricing for more aggressive tightening have generally not been good for risk assets.

Overview

Three months ago it appeared that regional banking stress could upend the economy. It didn’t happen. We've instead seen a
modest credit contraction as regional bank deposits stabilized at lower levels, but that is better described as a headwind to growth
than the early stages of a crisis. Indeed, slowing growth remains the primary challenge for policymakers, and in that respect slower
credit extension may prove helpful in the process of economic rebalancing.

This is likely to play out over several quarters, however, and inflation is too high right now. To be sure, there is good reason to
expect inflation to come down. The lagged impact of housing prices and the health of the global supply chain both argue that
inflation will slow. But the labor market remains robust, which best explains the increase in services prices across the economy.
Until the labor market weakens appreciably, it will be foolhardy to have confidence that inflation will return to target over a
reasonable time horizon. As a result, the Fed, like other central banks, has added rate hikes to its expectations and extended the
period over which it expects to maintain restrictive policy. Rates will be higher for longer—until the labor market weakens and
growth slows, increasing confidence in inflation convergence.

We expect higher rates to slow growth in the coming quarters, even while acknowledging that growth has exceeded our
expectations so far in 2023. For now, it looks very much like a soft landing, however. If there is a recession in the coming quarters, it
looks likely to be quite mild by historical standards.
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China

Real GDP (%) Policy Rate (%) FX Rates vs. USD

2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F

China 5.1 4.8 2.3 2.0 1.75 1.50 2.50 2.25 7.20 7.50

Outlook

¢ China’s economy disappointed our, and the market’s, expectations in 2Q. In contrast to other major economies, the growth
boost from reopening after the pandemic faded quite quickly, leaving the economy looking wobbly.

e There are many explanations for disappointing performance, but the common factor is that China is in the midst of a secular,
multi-year slowdown. Demographic realities and challenged relations with major trading partners mean that potential growth is
lower and that even cyclical upturns will bump up against those constraints.

e Weaker-than-expected growth does not mean that a crisis, or a hard landing, is imminent. We continue to expect policymakers
to support the economy in the name of preserving the social contract: the government will provide economic stability in
exchange for unquestioned control.

¢ In the meantime, we note the easing of monetary policy in 2Q and anticipate fiscal easing in the second half of 2023 to keep
top-line growth more or less in line with the official 5% to 5.5% GDP growth target for the year.

Risk Factors
e If policymakers provide too little stimulus, or are too late, the downside risks evident in the current environment could persist.

e While domestic politics seem unlikely to be disruptive, China’s efforts to play a larger role in world events are raising tensions
with other countries. To the extent that tensions spill into economic policy, it will be a headwind to future growth.

Overview

China’s economy is stuck. The aging of the population and a desired (and desirable) transition from a heavy investment, export-
oriented growth model both mean slower growth in the next few years. Demographics are destiny, after all, and no major economic
transition comes without friction. The challenge for policymakers is that slower growth is unacceptable. The social contract in China,
in essence, is that the government will provide economic stability in exchange for unquestioned authority. If the government cannot
provide the former, it risks the latter. Thus, we anticipate stimulus measures to support growth in the coming months.

What will those measures look like? The major challenge for authorities is a shortfall in demand. We believe that monetary policy
will not be sufficient to boost demand. Over the long term, the creation of a social safety net that would allow workers to spend
rather than save to care for their aging parents, would be the best policy. But that's not a short-term fix. Instead, it will likely come
down to government spending to boost demand. This is consistent with the broader contours of economic policy under Premier Xi,
in which the state is playing an ever-increasing role in economic life. As a result, that is what we anticipate: government and quasi-
government spending will go up to keep growth on a stable trajectory. Whether that spending is efficient is a question for a later day.

China CPI and PPI China Employment/Population ratio
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Through May 15, 2023 Through March 30, 2023

Source: Bloomberg Source: Bloomberg
Euro Area
2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F
Euro Area 0.1 0.3 5.0 23 4.0 2.75 2.75 2.25 1.15 1.15
Overview

Europe’s economy is weathering the storm of the Russia—Ukraine war quite well, though the marginally negative growth rate of GDP
over recent quarters makes clear that it wasn’t entirely smooth sailing. Still, with the labor market strong and other indicators of
economic performance stable, we view recent economic performance favorably relative to expectations.

The consequence of economic stability has been higher inflation. The euro area may have seen the peak in core inflation late in 2Q,
but it's not yet a sure thing, nor is it clear how quickly inflation will decelerate once it has definitively peaked. As a result, the ECB
remains on high alert, and we expect additional rate hikes in 3Q and potentially beyond. Remember that, in contrast to the Fed, the
ECB does not have a dual mandate: their sole focus is inflation. As a result, we expect that the ECB has more ground to cover than
does the Federal Open Market Committee (FOMC) before concluding its tightening cycle.

UK

2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F
UK 0.0 1.0 6.0 2.0 5.75 4.00 3.00 2.50 1.30 1.30
Overview

The UK economy remains in very difficult circumstances. Inflation, which had appeared to be heading lower, instead reaccelerated
sharply in 2Q. That forced the BoE into reaccelerating its rate-hiking cycle and signaling that the peak in rates is not yet in sight.

To be sure, there are reasons to think that the idiosyncrasies that have pushed UK inflation higher will fade. Food prices have
started to decelerate, along with those of core goods. Producer prices, which measure pressure in the economic pipeline, have
decelerated sharply and we expect this to pass through to consumer-facing inflation in the coming months. Still, there’s a very long
way to go. The persistence of inflation means that UK household income is falling in inflation-adjusted terms, in contrast to the US
and Eurozone experience. As a result, we anticipate a recession in the UK, likely starting later this year and lasting into 2024.

Japan
2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F
Japan 1.5 1.0 25 15 0.00 0.25 0.75 0.75 140 130
Overview

After tweaking its yield-curve control policy a few months ago, the Bank of Japan (BOJ) has since maintained its “as-is” stance. We
believe this is the right call—inflation in their economy still hasn’t decisively moved into an acceptable range. With the new BOJ
leadership appearing inclined to be patient, there’s hope that might happen. In the meantime, the most obvious consequence of the
BOJ remaining accommodative, while other central banks move ever further into restrictive territory, is that the yen is likely to
remain weak.
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Emerging Markets

Real GDP (%) Policy Rate (%) FX Rates vs. USD
2023F 2024F 2023F 2024F 2023F 2024F 2023F 2024F _

EM ex

China/Russia 2.7 3.1 11.8 8.0 11.38 9.03 7.34 6.81 — —
Asia 4.0 4.3 4.0 3.4 4.64 3.99 5.03 4.68 — —
LATAM 0.9 1.5 20.4 135 24.28 17.39 9.70 7.76 — —
EEMEA 0.5 1.1 15.5 10.5 10.06 10.34 6.41 7.23 — —
Outlook

e By leading the interest-rate hiking cycle, EM central banks built a credible interest-rate cushion that provided some protection
for EM currencies. Leading the easing cycle is riskier.

e We think growth and trade dynamics might become increasingly important for EM currencies over the next 12 months.
Risk Factors

e World trade volumes have been losing momentum, the US Treasury curve continues to signal recession, and China’s economic
recovery does not, in our view, have the strength or the structure to propel EM growth.

e  We think cyclical headwinds continue to argue against meaningful exposure to EM high-yield debt, but there are idiosyncratic
green shoots which could spread quickly once the global economic trough is in the rearview mirror.

Overview

Emerging markets (EM) are at a crossroads. They have generally reached the end of their interest-rate hiking cycles and stand
ready to commence easing. But the direction of monetary policy in developed markets (DM) is not as clear, and that means there’s
a risk of being wrong-footed if the DM hiking cycle gets extended. By leading the interest-rate hiking cycle, EM central banks built a
credible rate cushion that provided some protection for EM currencies. Leading the easing cycle is riskier and could put pressure on
EM currencies. Our forecasts through 2024 point to a normalization in EM real policy rates versus a relatively restrictive US real
policy rate (see Figure 1). While these projected interest-rate trends could indeed weigh on EM currencies, we think growth and
trade dynamics might become increasingly important for EM currencies over the next 12 months. There are red flags on this front
too: world trade volumes have been losing momentum, the US Treasury yield curve continues to signal recession, and China’s
economic recovery does not, in our view, have the strength or the structure to propel EM growth (see Figure 2).

There are, however, pockets of economic strength in Latin America and Asia, which could be bolstered if EMs start cutting rates in
the second half of the year. We project only a mild acceleration in EM growth (excluding China and Russia) through 2024, but that
looks somewhat better than the projected path for DM. That's not the optimal growth balance for EM asset prices, and as long as
the risk of a deep and disruptive recession lingers, upside potential for EM asset prices will likely be capped. Diverging monetary
policy and growth dynamics (in EM’s favor), and relatively stretched US dollar valuations, might, however, be net positive for EM
asset prices over the next 12 months.

The high-yield external debt space remains littered with credits in distress, with varying degrees of progress made to quell concerns
about default (Ecuador, Egypt and Pakistan, for example) and varying degrees of progress to resolve defaults (Ghana, Sri Lanka
and Zambia, for example). In Ecuador, political risk remains elevated with regime change on the cards—snap elections are
scheduled in the second half of the year. In Egypt, there’s been limited progress on asset sales and FX rigidity remains a point of
contention, with a low probability of resolution in the near term. Default and restructuring of debt seemed almost inevitable in
Pakistan, but the eleventh-hour agreement between IMF staff and the Pakistani authorities on policies supported by a Stand-By
Arrangement provided a lifeline.

Of the countries that have already defaulted, Ghana has made swift progress with its debt restructuring. The country’s domestic
debt exchange program was concluded in February 2023 and the external debt creditor committee recently provided the necessary
financing assurances to allow fund disbursement from the IMF. In Sri Lanka, there is uncertainty about the government’s
commitment to local debt restructuring and the extent to which China will participate in the restructuring process. Zambia’s
agreement with official creditors on debt treatment under the G20 Common Framework is noteworthy because it's generally been
seen as a test case of the efficacy of the Common Framework amid meaningful debt obligations to China. Zambia’s progress might
thus be a positive signal for Sri Lanka too.

The aggregate EM high-yield debt space is certainly not out of the woods—the global economic slowdown and lack of market
access will remain challenging for many frontier countries. We think cyclical headwinds continue to argue against meaningful
exposure to this section of the EM universe, but there are idiosyncratic green shoots which could spread quickly once the global
economic trough is behind us.
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Real Policy Rates

Standard Deviations

As of June 30, 2023
Source: Bloomberg, Haver Analytics and AB
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Forecast Table

Real Growth (%)
2023F 2024F

Inflation (%)
2023F 2024F

Official Rates (%)
2023F 2024F

Long Rates (%)
2023F 2024F

FX Rates vs. USD
2023F 2024F

Global 21 19 5.2 34 5.13 4.00 3.65 3.06 — —
Global Ex Russia 21 1.9 5.2 33 5.08 3.83 3.74 3.08 — —
Industrial Countries 1.0 0.6 4.2 23 4.30 3.09 311 2.29 — —
Emerging Countries 37 38 6.6 4.9 6.33 5.27 4.45 4.13 — —
EM ex China 24 2.8 11.0 7.8 10.95 9.09 6.51 6.11 — —
EM ex China/Russia 2.7 31 118 8.0 11.38 9.03 7.34 6.81 — —

us 0.8 1.0 3.8 25 5.38 3.88 3.75 2.75 — —

Canada 1.0 15 3.7 24 5.00 3.50 3.00 2.50 1.35 1.30

Europe 0.1 0.4 5.2 2.2 3.89 2.56 2.79 1.88 1.18 1.18
Euro Area 0.1 0.3 5.0 23 4.00 2.75 2.75 2.25 1.15 1.15
UK 0.0 1.0 6.0 2.0 5.75 4.00 3.00 2.50 1.30 1.30

Japan 15 10 25 15 0.00 0.25 0.75 0.75 140 130

Australia 2.0 18 5.3 2.8 4.60 3.85 4.10 3.50 0.75 0.75

New Zealand 14 14 5.0 25 5.75 4.00 3.75 3.00 0.68 0.68

China 51 4.8 2.3 2.0 1.75 1.50 2.50 2.25 7.20 7.50

Asia Ex Japan & China 4.0 4.3 4.0 34 4.64 3.99 5.03 4.68 — —
Hong Kong 35 35 24 2.2 5.25 2.75 3.00 2.50 7.85 7.85
India 6.0 5.8 5.1 5.0 6.50 6.00 7.00 6.70 82.0 80.0
Indonesia 49 47 4.0 33 5.75 4.75 6.40 6.25 15,000 14,500
Korea 12 25 33 2.0 3.50 2.50 3.75 2.75 1,325 1,165
Thailand 3.7 3.8 29 21 2.00 1.75 2.50 2.35 32.8 32.8

Latin America 0.9 15 204 135 24.28 17.39 9.70 7.76 — —
Argentina -4.0 0.5 130.0 80.0 130.00 90.00 — — 500.0 800.0
Brazil 18 15 5.3 45 11.00 7.50 12.00 8.00 4.90 4.75
Chile -04 2.0 8.1 3.9 8.00 5.00 5.00 5.25 790 900
Colombia 12 19 8.5 45 11.50 7.50 10.50 8.00 4,500 4,500
Mexico 17 18 4.8 4.1 10.00 8.00 8.00 8.25 19.8 20.0

EMEA 0.5 11 155 105 10.06 10.34 6.41 7.23 = =
Hungary -0.3 11 18.1 6.3 13.00 6.50 7.10 6.50 380 400
Poland 0.1 14 12.7 55 6.50 5.00 5.70 5.00 4.60 4.75
Russia 0.0 0.5 5.0 4.7 7.50 7.50 — — 85.0 85.0
South Africa 0.3 17 6.1 5.2 8.25 7.00 11.00 10.50 18.1 175
Turkey 25 2.0 47.3 33.0 20.00 25.00 20.00 25.00 27.00 29.00

Growth and inflation forecasts are calendar year averages except US GDP, which is forecast as 4Q/4Q. Interest-rate and FX rates
are year-end forecasts.

Long rates are 10-year yields unless otherwise indicated.

The long rates aggregate excludes Argentina and Russia; Argentina is not forecast due to distortions in the local financial market;
Russia is not forecast because the local market is inaccessible to foreign investors.

Real growth aggregates represent 29 country forecasts not all of which are shown.
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