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Watching

m  Globally, we expect real GDP growth of 2.8% yoy in 2024, reflecting tailwinds
from strong real household income growth, a gradual recovery in manufacturing
activity, and a start to rate cuts as inflation cools. We expect global core inflation
to fall back to 2.25% by the end of 2024 as core goods inflation continues to
decline, shelter inflation falls further, and both service inflation and wage growth
continue to slow in response to the improved supply-demand balance across the
global economy.

® In the US, we expect well above-consensus real GDP growth of 2.4% in 2024
on a Q4/Q4 basis, reflecting easing financial conditions amid a start to Fed rate
cuts and strong real disposable income growth. We continue to see a
below-consensus 15% probability of entering a recession over the next 12
months. We expect core PCE inflation to decline to 2.2% by December 2024,
reflecting further rebalancing in the auto, housing rental, and labor markets, and
see a reasonable chance that it could even fall below 2% this year. We expect
the unemployment rate to decline to 3.6% in 2024 and remain there through
2025.

m  We believe the Fed'’s hiking cycle is complete and that the Fed will remain on
hold at the current Fed funds rate range of 5.25-5.5% until the first 25bp cut in
March, after which we expect 25bp cuts in May and June followed by quarterly
cuts until the terminal rate range reaches 3.25-3.5% in 3Q25, although we see
the risks as tilted toward a slightly later start or a slightly slower pace. On
balance sheet policy, we expect the Fed to begin tapering the pace of balance
sheet runoff in May and to end runoff in 1Q25.

® In the Euro area, we expect real GDP growth to increase to 0.7% yoy in 2024,
reflecting a pickup in real disposable income and a fading credit drag as the ECB
turns toward rate cuts, which should more than offset the building headwind
from fiscal policy. We expect core inflation to slow further to 2.1% yoy by
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December 2024, reflecting indirect pass-through from lower energy prices,
continued declines in services inflation, and normalizing wage growth.

We believe the ECB’s hiking cycle is complete and that the ECB will remain on hold
at 4.00% until the first rate cut in April, after which we expect rate cuts to proceed
at a 25bp/meeting pace until the policy rate reaches 2.25% in early 2025, although
we see some risk that the ECB waits until June to begin rate cuts.

In China, we expect real GDP growth to slow to 4.8% yoy in 2024 as China
continues to face several growth headwinds, including a prolonged property
downturn, although we expect a material offset from a step up in policy easing
measures and pick up in investment growth. We expect inflation to remain low in
2024, with continued PPI deflation and moderate CPI reflation, amid the ongoing
food price deflation, property downturn, and manufacturing overcapacity. Over the
longer term, we maintain our cautious view on China’s growth outlook given
deteriorating demographics, property and local government deleveraging, and global
supply chain de-risking.

WATCHWAR IN THE MIDDLE EAST AND US ELECTION. While energy prices have
risen modestly in response to the ongoing Red Sea shipping disruptions amid the
escalating war in the Middle East, a potential closure of the Strait of Hormuz would
have much more significant energy price effects that would likely lower global
growth. The US election in November could have important policy and market
implications, especially if it brings the possibility of fresh unfunded fiscal expansion.
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