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Global backdrop: From inflation concerns to growth concerns

BofA global economic forecast summary

Source: BofA Global Research
Note: Forecasts as of 7th Aug

• Inflation: easy start, tough finish

• Cooling goods, sticky services

• Tail winds

• Excess saving

• Pent-up labor demand

• Head winds

• Passing the stress test

• Banking stress

• Central banks: High for longer

• Fed: Terminal 5.5-5.75%; no cuts till Jun 
24

• Most central banks dealing w/ above-
target inflation; bar for cuts high

2020A 2021A 2022A 2023F 2024F 2025F

US

GDP -3.4 5.9 2.1 2.1 1.1 1.3

CPI 1.4 4.7 8.0 4.1 3.0 2.2

Policy rate (% eop) 0.13 0.13 4.38 5.63 4.88 3.88

Euro area

GDP -6.5 5.3 3.5 0.6 0.7 1.3

CPI 0.3 2.6 8.4 5.4 2.5 1.5

Policy rate (% eop) -0.5 -0.5 2.00 4.00 3.25 2.25

China

GDP 2.2 8.1 3.0 5.1 4.8 4.7

CPI 2.5 0.9 2.0 0.4 1.8 2.1

Policy rate (% eop) 4.35 3.80 3.65 3.40 3.40

Japan

GDP -4.6 2.2 1.1 1.3 1.2 1.0

CPI 0.0 -0.2 2.5 3.1 2.7 1.6

Policy rate (%eop) -0.1 -0.1 -0.1 -0.1 0.05 0.05
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The US outlook: Key themes

Source: BofA Global Research

• We now look for a soft landing in the US economy. Incoming data point to resilience

• The housing and manufacturing sectors are bottoming. The consumer has been resilient, aided by robust 

labor income gains and excess savings from fiscal stimulus. Fiscal policy is supporting business spending.

• We expect the Fed to hike once more for a terminal rate of 5.5-5.75%. Cuts to start in June 2024 and 

proceed quarterly through end-2025. 

• The labor market is tight. But a recovery in labor supply and a drop in job openings have alleviated some 

pressure. Our forecast for the peak U-3 unemployment rate is 4.3% in 1Q 2025.

• The US is past peak inflation. Core goods are seeing disinflation but not deflation, suggesting that supply 

pressures persist. Demand-driven inflation in services is elevated and sticky. We expect headline and core 

PCE inflation to fall to 3.1% and 3.5% y/y by 4Q 2023.

• Risks are skewed in the direction of a mild recession as opposed to “no landing” outcomes. 

q/q % saar unless indicated 1Q 23 2Q 23 3Q 23 4Q 23 1Q 24 2Q 24 3Q 24 4Q 24 1Q 25 2Q 25 3Q 25 4Q 25

Real GDP 2.0 2.4 2.0 1.5 1.0 0.5 0.5 1.0 1.5 1.5 2.0 2.0

Final sales to domestic purchasers 4.2 2.3 2.0 1.5 1.0 0.5 0.5 1.0 1.5 1.5 1.5 1.5

Private consumption 4.2 1.6 2.0 1.5 1.0 0.5 0.5 1.0 1.5 1.5 2.0 2.0

Nonres investment 0.6 7.7 5.0 4.0 3.5 3.0 2.0 2.5 2.0 2.5 3.0 3.0

Residential investment -4.0 -4.1 2.5 2.0 1.5 1.0 0.5 1.0 1.5 1.5 2.0 2.0

Unemployment rate (%) 3.5 3.5 3.7 3.8 3.9 4.0 4.1 4.2 4.3 4.3 4.3 4.2

PCE inflation (% yoy) 4.9 3.7 3.3 3.1 3.0 2.9 2.8 2.6 2.4 2.2 2.1 2.0

Core PCE inflation (%/yoy) 4.6 4.4 3.9 3.5 3.1 2.8 2.9 2.8 2.6 2.5 2.3 2.2

Federal funds target 4.75-5.00 5.00-5.25 5.50-5.75 5.50-5.75 5.50-5.75 5.25-5.50 5.00-5.25 4.75-5.00 4.50-4.75 4.25-4.50 4.00-4.25 3.75-4.00

BofA US Economic Outlook: Forecast highlights
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Central bank Current policy settings 2023 forecast 2024 forecast

Fed
Policy rate 5.00~5.25%

Ended QE (from Mar ‘22)
Began QT (from Jun ’22)

5 hikes (total 125bp);
Terminal rate: 5.5-5.75%

End-23 policy rate: 5.5-5.75%

75bp of cuts (from June)
Pause QT

End-24 policy rate: 4.75-5%

ECB

Refi rate：4.0%
Depo rate：3.5%

Ended PEPP (from Mar ‘22)
Ended APP (from Jul ’22)

6 rate hikes (total 200 bp)
Terminal R: 4.00% (depo rate)

75bp of cuts
(from 2Q)

End-24 policy rate: 3.25%

BoJ

Short rate target：-0.1%
Long rate target (10yr yld): around zero% +/-

50bp
“Flexible” purchases of ETFs/J-REITs

YCC adjustment (Jul)
(Effective 10yr target ceiling raised to 1.0%)

Framework change (Jul)
End NIRP
End YCC

Policy rate: 0-0.1%

BoE

Policy rate：4.5%
Ended re-investments on ￡875bn of Gilt 

holdings
Began sales of corporate bond holdings

Began Gilt sales (from Nov ‘22)

7 rate hikes (total 175 bp)
Terminal R: 5.5%

no cut
End-24 policy rate: 5.5%

RBA
Policy rate：4.1%

Ended QE (from Feb ‘22)
4 rate hikes (total 100 bp)

Terminal R: 4.1%

25bp of cuts
(from 4Q)

End-24 policy rate: 3.85%

BoK
Policy rate：3.5%

Ended hike (from Feb’23)
Open to rate hike of 25bp

On hold throughout the year-end
Terminal R: 3.5%

100bp of cuts
(from 1Q)

End-24 policy rate: 2.5%

Source: BofA Global Research estimates; Note: Forecasts as of Aug 30

Major central banks: Yet to turn



6

The US economy: Consumer balance sheet well positioned

Source: BofA Global Research, Federal Reserve Board, Haver Analytics. Note: Starting from the flow of funds data on the assets and liabilities of households and nonprofit organizations, 
we make the following modifications. From the asset side, we omit real estate assets of nonprofits, equipment, intellectual property products, loans and trade receivables. On the liability 
side, we omit debt securities, commercial mortgages and trade payables. We define liquid assets as the sum of checkable deposits and currency, time and savings deposits and money 
market fund shares.

Assets and liquid assets are elevated relative to 
liabilities

There has been broad-based growth in HH assets 
since the start of the pandemic 
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The US economy: The housing market is bottom-fishing

Source: Census Bureau, Haver Analytics, BofA Global Research

New home inventories have fallen as sales 
have picked up

New home sales have recovered from the recent 
lows
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The US economy: Fiscal policy to boost investment

Investment in manufacturing has driven structures 
investment

The infrastructure bill helps explain the surge in state 
and local government investment
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The US economy: A still tight labor market
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Focus shifts away from how many more rate hikes in 2023 to how 
many rate cuts in 2024



The USD powers ahead
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USD technicals – buy the dip

Source: BofA Global Research, Bloomberg

• The 35th golden cross signal occurred on the DXY index on September 21 with a closing value of 105.38. DXY higher 20-80 trading 
days later 65-79% of the time. 

• DXY bottom pattern still targets 108s. Overbought correction beginning. Buy the dip for another rip or two higher in 4Q23.
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US resilience + China disappointment – explain bulk of global market moves

Source: BofA Global Research, Bloomberg, Note: China – reflation PCA, Fed policy – 2y rate differentials, 
Energy prices – BCOMEN Index, Global equities – MSCI World

DXY dollar index – actual vs. estimated move (& contributions) based on key drivers
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China sentiment approaching 2022 lows – contrarian indicator or not?

Source: BofA Global Research, Bloomberg, China sentiment = first PCA component across HSCEI, 10y CGB, CNY, iron ore, high yield credit
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End of cycle rates trade – long duration clearer than steeper curve but…
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… who will buy the bonds in 2H ’23

▪ Key UST demand groups: 

▪ Asset managers 

▪ Already long, need recession

▪ Pension & insurance

▪ Adding but in modest size

▪ Foreigners 

▪ Unattractive FX hedge pickup

▪ Banks 

▪ Focused on making loans

▪ Reducing expensive funding
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Japan: NIRP matters far more for Yen than YCC



Global Outlook – China economy
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China economy: now is not the time to lose hope

Source: CEIC, PBoC, BofA Global Research

• We see 2023/24 GDP to grow at 5.1%/4.8 yoy, and now is not the time to lose hope despite the headwinds

• Chinese households are still accumulating savings, rather than spending, amid uncertainties in job security and lower 

income expectations. Private sectors also have low risk appetite and therefore have held back their capex plans, despite 

low funding costs, quoting concerns about soft domestic & external demand, as well as policy uncertainty.

• The good news is the policies are in the “response mode”, where the latest actions including MLF/LPR cuts, stamp tax 

cuts, national and Tier-1 cities mortgage policy relaxations, outstanding mortgage rate cuts etc.,

• Monetary policy: we expect potential RRR cut in the near term, and a step-up in structural monetary easing targeting 

property market 

• Fiscal policy: front-loading of LGSB issuance, as well as utilizing quotas for LGFV refinancing bond issuance are likely. 

Any forms of new central government debt issuance are also likely, to help with the local govt debt issues.

• Property sector easing is still the key to watch in the near term, esp. for the sales trend in key cities and the potential 

fiscal supports on the urban village refurbishment plans
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20 Source: BofA Global Research estimates, CEIC, Bloomberg

Expect China’s GDP to grow at 5.1% and 4.8% in 2023/24

2019 2020 2021 2022 2023F 2024F 2025F

GDP by expenditure

   Real GDP Growth % yoy 6.0 2.2 8.4 3.0 5.1 4.8 4.7

      Final Consumption Expenditure % yoy 6.3 -0.3 9.0 1.8 6.8 5.0 4.8

      Gross Capital Formation % yoy 3.9 4.2 3.9 3.5 4.8 5.0 4.9

   Contribution to GDP Growth

      Net Exports pp 0.7 0.6 1.9 0.5 -0.2 0.0 0.0

Major activity indicators

   Industrial Production % yoy 5.7 2.8 9.6 3.6 4.3 4.8 4.3

   Fixed Asset Investment % yoy 5.4 2.9 4.9 5.1 5.2 5.9 5.0

   Retail Sales % yoy 8.0 -3.9 12.5 -0.2 8.0 7.0 7.2

   Exports of Goods % yoy 0.5 3.6 29.6 7.0 -3.6 4.1 5.5

   Imports of Goods % yoy -2.7 -0.6 30.0 1.1 -4.1 5.0 5.1

   Trade Balance US$ bn 421 524 670 857 839 850 909

   Current Account % GDP 0.7 1.7 2.0 2.2 1.6 1.3 1.2

Key price and policy indicators

   CPI % yoy 2.9 2.5 0.9 2.0 0.4 1.8 2.1

   PPI % yoy -0.3 -1.8 8.1 4.2 -2.8 0.8 1.5

   1y Loan Prime Rate %, year-end 4.15 3.85 3.80 3.65 3.40 3.40 3.40

   USD/CNY year-end 6.96 6.53 6.36 6.90 7.20 6.70 6.30

Summary of key macro data and forecasts
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China stimulus expectations: offshore vs. onshore

Source: BofA Global Research, Bloomberg

0% 20% 40% 60%

Piecemeal support measures

Further property market easing in the near term but no
incremental fiscal stimulus in 2H

Further property market easing in the near term combined with
policy rate cuts in 2H

Further property market easing in the near term combined with
more substantial measures in late 3Q or early 4Q (defuse LGFV

risks and more govt bond issuance)

A full support package: property easing, rate cuts, fiscal
stumulus

Offshore (FX & Rates Sentiment
Survey)

Onshore (China conference)
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USD/CNH outlook – forecasting 7.40, then much depends upon policy response 
(both China and the US) 

Wide variety of tools used to control CNY weakness:

• Window guidance
• Macro prudential measures
• Cash flow management
• Stronger-than-expected daily fixings
• FX intervention 
• Tighter CNH funding

But at the cost of:
• High real interest rates
• Trade weighted CNY appreciation 

Ultimately, credible fiscal policy response needed for a 
trough in CNY.
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Consumer confidence dipped again after a short-lived 
rebound

Households continued to save more rather than 
investing or consuming

Source: BofA Global Research, NBS, CEIC, Wind

Growth momentum eased after the initial rebound in 1Q23 (1): 
Consumption weakened amid low confidence and high savings
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Investment contributed less to the 1H23 rebound

Source: BofA Global Research, NBS, CEIC 

Growth momentum eased after the initial rebound in 1Q23 (2): 
Investment decelerated on property investment slowdown
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Sales in 30 major cities were notably weak until recently

Note: Red dots indicate Lunar New Year (LNY) in each year. The shaded area represents the range seen in 2016-2020.
Source: BofA Global Research, Wind, NBS

Property market recovery disrupted: Sales dropped in April-Aug
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Lending rates of corporate loans dropped to record low

Source: BofA Global Research, CEIC, Bloomberg, PBoC

More policy support is warranted : Lending rates declined to 
historical low levels, followed by policy rate cuts
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LGFVs of some provinces saw widened credit spread 
since 2Q22

Among those debt-ridden provinces, Tianjin, Guizhou and 
Gansu have high debt-to-fiscal income ratio

Source: BofA Global Research, NBS, Wind, CEIC

More policy support is warranted: Defusing LGFV debt is key to 
contain recession risks
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Local govt related debts built up over the past years Leverage ratio of central govt still low among peers

Source: BofA Global Research, NBS, Wind, CEIC

More policy support is warranted: Central govt balance sheet still 
has more room to lever up
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<2> Bull case: upside possible from reform dividend
<3> Bear case: stalled reforms without major fallout in global environment

Note: All forecasts are potential growth estimates.
Source: BofA Global Research estimates, NBS, CEIC, The World Bank Group

Bull case Base case Bear case Bull case Base case Bear case

2023-2025F 5.5 5.0 4.0 2.5 2.2 1.5

2026-2030F 5.0 4.5 3.6 2.0 1.7 1.2

2031-2035F 4.5 3.5 2.8 1.6 1.1 0.8

GDP growth, % TFP growth, ppt

GDP growth, %

TFP Capital stock Raw labor Human capital

1981-1990 9.3 1.0 4.4 1.6 2.4

1991-2000 10.5 3.9 4.5 0.8 1.2

2001-2010 10.6 3.9 5.0 0.6 1.1

2011-2019 7.3 2.5 4.2 -0.1 0.8

2020-2022 4.5 1.2 2.9 -0.2 0.8

2023-2025F 5.0 2.2 2.7 -0.5 0.7

2026-2030F 4.5 1.7 2.2 0.0 0.6

2031-2035F 3.5 1.1 1.8 -0.1 0.6

Contribution to GDP growth, ppt

Long-term potential growth: Our three scenarios
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Note: Source: BofA Global Research estimates, CEIC

Our baseline scenario implies China could overtake the 
US to become the world’s largest economy by 2035…

… Guangdong and Jiangsu could grow to a size larger 
than Germany’s economy today

Note: We use BofA estimates for US GDP growth in 2023-24, and the Congressional Budget Office (CBO) projection beyond 2024. We project slightly higher growth rates of these provincial 
economies vs. the national aggregate, based on historical data.
Source: BofA Global Research estimates, CEIC
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Global Outlook – Geopolitics
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A multipolar world faces difficult choices
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The balance of nominal GDP still favors West for now
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Demographics size and growth shifts to Africa
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Measuring power in tech, soft and hard terms
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FDI inflows into Asia look superficially weak
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Financing and geopolitical alignment may become problematic
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The currency and correlation of China’s economic influence
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At first glance, geopolitical risk is a NE Asia issue, not ASEAN 
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…However, geopolitical spillovers suggest impact ASEAN more



ASEAN – Indonesia leading the way



42

ASEAN: Growth weak, but not collapsing; Worst is behind 
for inflation, but watch for upside risks

Macro forecasts for ASEAN
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Indonesia’s dynamic FDI landscape
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Exports sector weak, but showing signs of stabilization
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Source:  BofA Global Research estimates, CEIC, Haver. ITC Trade Map
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Arrivals into various regions  (% of pre-COVID volume)

Source:  BofA Global Research estimates, CEIC, Haver

Arrivals into ASEAN (% of pre-COVID volume)
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ASEAN: Inflation to ease, but still high historically

Source:  BofA Global Research estimates, CEIC, Haver, Bloomberg
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ASEAN FDI : Diversified drivers across countries

Source:  BofA Global Research estimates, CEIC, Haver, BKPM, 
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Singapore: Both manufacturing & services
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IDR carry eroded, but real yields are high relative to 
fiscal risk
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Nominal rates look low, but in real terms are high
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Trade surplus is losing momentum as our FX reserves
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Banking sector liquidity is declining , but still ample
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Bond performance impressive and under-owned 
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FX forecasts: Strong USD remainder of 2023, depreciation in 2024
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