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Mostly recovered from the shocks

• Global economy has witnessed many shocks during the past years.

• Pandemic

• Russia’s invasion of Ukraine

• GVC problems and very volatile commodity price developments

• Inflation ➔ higher interest rates

• Increased indebtedness We’ll get back to these

• Geopolitical and geoeconomic tensions

• The economic shock has partly/mostly subsided but continues to drag on 
the world economy.

• Especially the broader geopolitical and geoeconomic tensions are likely 
to grow in the near future.

• In terms of growth, the EU was left behind in 2023.
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• So far, stricter monetary policy has not led to hard landing(s). 

• However, inflation is not yet done with. Also, the impact of 
higher interest rates may not yet have fully materialised.

• The timing of changes in monetary policy is important.

• Diminishing fiscal support while monetary policy is not yet 
loosened?

• Weak productivity development.

• Presidential elections in the US.
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Quarterly GDP developments

• Quarterly GDP development 
has more or less recovered
from the recent shocks.

• The EU is stagnant, dragged 
down by northern Europe, 
manufacturing, the war, and 
fallout from higher energy 
prices.
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Consumer prices have risen to new levels
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• Lower commodity prices, higher 
interest rates, less labour 
market pressures in many 
countries.

• Mostly, no wage-price spirals at 
least in developed economies.

• Japan and China more 
moderate development.

• Turkey (note rhs) is in a league 
of its own among these 
countries.

• Note: The indices may be 
defined somewhat differently in 
the countries.
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Inflation has moderated in many countries
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• Inflation has crept up again in 
the US: earlier fiscal stimulus, 
strong private consumption, tight 
labour market.

• According to the IMF, the gap 
between actual and potential 
output levels in 2023 was +0.7% 
in the US, and -0.3% in the EA.

• China is back to zero inflation.
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Core inflation rates are expected to 
continue to decline
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… and we are mostly waiting for interest 
rates to start a descent
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• Nominal interest rates are 
relatively high, given expected 
inflation, and monetary policy 
is restrictive.

• Japan remains an exception.

• Households have been using 
their cumulated savings.

• Real interest rates have been 
rising.

• Tighter fiscal policy expected 
after expansion.

• Note: The policy rates shown 
in the graphs may be a bit 
different.
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On the other hand, bond yields have risen again
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Real Effective Exchange Rates
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• Japan’s real effective 
exchange rate has depreciated 
a lot.

• Mexico’s has appreciated.
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World trade has faced shocks
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• The shocks have mainly 
passed.

• However, e.g. Maersk is still 
rerouting around the Cape of 
Good Hope.
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Purchasing managers’ indices point toward a 
mild recovery

• EU manufacturing is a laggard.

• USA, China, and Japan are 
doing better.

• Better development in 
emerging economies.
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• Services are doing better than 
manufacturing in developed 
countries, also in the EU.
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Will the US growth engine hold its strength?

• Private consumption has been strong, supported 
by good employment data and wage growth.

• Government activity has also supported growth.

• Net energy exports have helped the economy.

• Fiscal policy is expected to have a negative 
impact on GDP growth. 2024 is an election year 
which is likely to boost expenditure.

• New and much higher tariffs on imports from 
China, incl. electric vehicles (➔100%), EV 
batteries (25%), solar cells (50%), and steel and 
aluminium (25%).
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A closer look at US private consumption and 
investment
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A closer look at US inflation

• Will the next Fed policy-rate 
move be downwards or 
upwards?

• The latest employment data 
were weak.

• Import tariffs will put pressure 
on prices.
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The favourite measure of the Fed: PCE

• CPI is higher than PCE.



ETLA | Elinkeinoelämän tutkimuslaitos

0

10

20

30

40

50

60

70

80

1.1.2015 1.1.2018 1.1.2021 1.1.2024

US recession probability 12 months 
ahead

Leading Indicators, New York Fed,
Recession Probability (Treasury spreads)

Sources: NY Fed, Macrobond.

0

0.2

0.4

0.6

0.8

1

-30

-20

-10

0

10

20

1.1.2015 1.1.2018 1.1.2021 1.1.2024
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Economic Index
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SA, AR
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Price pressure: probability that expected personal consumption expenditures price 
index (PCEPI) inflation rate (12-mo.) over the next 12 months will exceed 2.5 percent.
Sources: Dallas Fed, St. Louis Fed, Macrobond.

USA

• A recession has been on the 
cards for quite some time 
already, but it has not 
materialized.
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Japan

• Growth has been volatile but 
positive.
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China
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• The contribution of gross capital formation to GDP 
growth has decreased.

• Difficulties in the real estate sector continue. 
However, there is a rise in investment in 
infrastructure and manufacturing capacity.

• Government involvement is extensive.

• FDI inflows to China are down. Most of the inflows 
have come from Hong Kong. According to UNCTAD 
calculations, top ultimate investors in 2020 FDI stock 
were China (12%), HK (10%), the USA (10%), Japan 
(8%), and the UK (6%).
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• China’s public sector is ever more 
indebted with large deficits.

• Also the USA is running large 
deficits, and interest payments are 
a large share of public revenues.

• Euro area government debt is 89% 
of GDP, about the same as 
China’s. Direction is different, 
however.

• The IMF expects advanced 
economies to tighten their fiscal 
stance especially this year.

Government indebtedness
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Geopolitical and geoeconomic tensions
• US – China relations. China’s imperialistic aggression 

(Taiwan, South China Sea etc.)

• Russia’s imperialistic aggression

• Middle East

• US presidential elections in November.

• EU parliament elections in June. Populist radical right.

• Geoeconomic fragmentation

• West (especially the USA) vs. China & Co.

• Effect on trade, FDI, innovation, prices etc.

28 Inorganic chemicals; organic or inorganic compounds of precious metals, of rare-earth metals, of radioactive elements or of 
isotopes
29 Organic chemicals
30 Pharmaceutical products
38 Miscellaneous chemical products
84 Nuclear reactors, boilers, machinery and mechanical appliances; parts thereof
85 Electrical machinery and equipment and parts thereof; sound recorders and reproducers, television image and sound recorders 
and reproducers, and parts and accessories of such articles
87 Vehicles other than railway or tramway rolling-stock, and parts and accessories thereof.
88 Aircraft, spacecraft, and parts thereof
90 Optical, photographic, cinematographic, measuring, checking, precision, medical or surgical instruments and apparatus; parts and 
accessories thereof
93 Arms and ammunition; parts and accessories thereof
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2023 2024E 2025E

World Bank (January) 2.6 2.4 2.7

OECD (February) 3.1 2.9 3.0

Fitch (March) 2.4 2.5

S&P Global (March) 2.6 2.6

IMF (April) 3.2 3.2 3.2

UNCTAD (April) 2.6

Conference Board (April) 3.0 3.1

Large differences in growth forecasts for 2024

• A 2.5% GDP growth is often 

associated with recession in the 

world economy.

• Optimistic? IMF forecasts.

• Slower growth in EMEs.

2023 2024E 2025E

Advanced economies 1.6 1.7 1.8

- Euro Area 0.4 0.8 1.5

- USA 2.5 2.7 1.9

- Japan 1.9 0.9 1.0

EMDE 4.3 4.2 4.2

- China 5.2 4.6 4.1

- India 7.8 6.8 6.5
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Overall growth slowdown 
(IMF data and analysis)

• Mostly slower TFP growth due to 

increased misallocation of capital and 

labour across firms within sectors because 

of economic frictions.

• Also decline in private investment and 

slower working-age population growth.

• IMF recommendations: structural reforms; 

increasing labour force participation; AI.
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Getting older
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• GDP convergence between countries has 

turned into divergence (for now).

• Global pre-tax inequality has started to 

increase.

• Impact on migration etc.?

From 
convergence 
to divergence
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Kiitos mielenkiinnostanne!

Thank you for your interest!
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