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Mid-year review: One revision away from a recessionIt goes withoutsaying tat i hasbeenaid id sinceouryearahead pecs astNovember Russia has invadedUkrohne, causingcommodity and confidence sh,China has continued to struggle wih ts new economic plcregioandro.COUDstrategy, and mostimpoctant, flaton has proved oean evnbigger probe thnveHad expected. Hereweargue
+ Themost kel outlooks very weak growthand persistentlyigh infistion Wescooughlya 40% chance of arecession nextyear
+ OUrworst fears around th Fed have been confirmed thy fell way behind he uneand are nowplyingadangerous gameof atch,
+ Welookfor GOP growth o sow to amos er, fain oseat around 3% anthe Fed to hike ratesabove 3.
Growthweakor worse
Inthe spring of 2021,weargued thot thbiggestisk to he US economywas aboonbust scenario Were that the Fed Would tke oo lo to pt the bres on he.asked, th fiscal authoriesare doing so uchtls hy sos th Fe meadfuel to the ire vith usally ae oly nomalzatin?Overtm, th boom puscenariohasbecomeourbaselineforecast
Ths week, we have utou growth forecast forthis year and ext and troducedaveryvk projection for 2024 (Eh 3) We expec growth fadeto co tosery by tesecond hlf of nes years the gd impact of her francisomc sos teeconomy Weexpectonl a modest reboundin growth in 2074 Terkofa evessimlow his year, butweput about40% Chace ofrecession sting nev pen snforecastsfor weakorworse
EACRelywesGOPgot gosar Elie Coe PCEfectsryWeecitou pow oneno ns preps ndoddsvey Hein tom op nso Th btheask heeekposton 02k Posse
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A modestfurther ise nthe participation rate should help push up theunemployment :ate, bite hk mostofthelessi ly comemontmnYorkers By he endo nent yer, we hope therat of ob opens ts snappeddownto the Mors rom Nghe sh st business ce. ppsmee
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metricand timely indicators of bor market bance ike obess cams andsunveyavestons nthejob market.
inflaton: sticky high
One of ourleast favore argument abot US infin fs that since is causedby.
supply-side constraints ther is notingtheFedcan do abot In realy btot
demand nd constrainedsupply ar contributing tothe problem. We thik PCE nfation
will drop to shout but then emi suckthere nto 2024 (Exhbie ).
The good news tht th ppl probesshoud ease. The massive surge consumer
demandfor goods overwhelmed thproduction nd dstrbuton syste: Now, corner
Spending s both sowing doun and ott tovardservices. There are seady irs of a
Bounce-backin entre1the formerhot sectors In the moresahiweexpect
foods demand comergeto ising capt, ending most ofthe supp chai probs.
Iewll be much hcder toreversefaion caused by rising fon expectations anda
record ght obo market. ue fvore gauge of nfton exgectations 510 10yesr
expectations from the Michigansurvey started uranchorto thedowrsidelte he
Iastbusiness cycloandare nowdaing the opposie Lastweeksup£033% was
particulary troubling 3 pushedexpectation05 abovethe toric rom. Wage
pressures xe 350 gong tobehar o reverse While thee moy hiv beensome oe.
Increases in some pockets of helabor market. the upward ror extends totaly
every dusty income and slew.
Fed likea dee nthe headlights
kn November, we vere werderingf heFedwoud ever get serous hue fighting
Ilo. We ointeatathsteody accelerationi wages, nfion opecatons ndmeasuresofUndeing nflaon he the medio rd inedmeonPCEdeflator We
50 peinted 0 thevery tong moment in helabor market, Suggesting theeconayldnot ust,but ov throughllemployment. Fst forward 0 (ody,and thse
trends have benworse thn pec ence. hav oll been lyAE ot pn
forecasting the unc pthvath the Fd party bond he cre.
The god news i tht with th Fed daisiothis week we believe theyar o longerbind the cv. Themed dot nowfaecats 33.75% darabyte andofrexyer Tht Insti distance of curown frecastof400 425%Whereweagree wih both th Fed athe markt th ea tht theFed il be cing n2024 That is certainlypossble fthr +n utight recession However, orbaselineforecast assumes the Fell he a den thhedighs ure over whet tomac tovery weak growthof stl igh fain.
Risemoredownside than upside
Despite ourwesk forecast. rks a skewed othedorsd. One sof4lates0th extersl envionment. Wecn nla ut addon haces om the Ubinasincludingarenewed ke n eer res, wennof she wa sn he protofsanctions 0 supportersof Rissa ncig Chr. The main hrm grown tokInflion fies to comer ours vltht <pthFes Woittresholdis 3, perhaps theyreserousbau geting boc 1 he ow tc 1 ourView, Betting thee would ei hk teFed delete gee a eetonon
Wee esconcemed shut th “occdenstht can happen when the corars urioes rna Ic ie os eoInflin Hence sow growth sre coves sodene heist Ie the20085 recession Mares in ourvie, 1 esifo he Fedkormmge astalowdown f Fd oly thusothesowoan. For he sameessereottkher 3recesion to Ilbe mid



ta appar tobe lowerthanereported EA survey data (XH 3) a oughve
ave seems Conrgene One aghiogcal elle hat dan a arp
ves the EI imple dma gees whihreprsnt gsln lames evroernd lender operations (1 spy tal soln aon), hoveverwe ie Ft
Tiseagersnosslgnfan amend recency
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Exhibit34:Changein globaloiland energydemand inyearswith Exhibit35 Annual changeinofdemand,supplyandnetbalancexcnegative earn. yea energy demand growth elobalrecessionsLocking backat thst 50 ys, we that nergy andldene. Lookingbackit soyWeratet'atsuppy otetodopdungnave 31 and 18mb/d those podsexcoing2020 reson perodsand nsomecasesmoreso thondemand
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Only majorrecessionsusually leadto energy demand contractions
The bottom nels that adusing global energyro demand downs not golngto beeasy, even na recessionary environment This fs becauseal demands muchosSensitive todon cycles than demandfor key metals ik coppero umm(bt36), which oftenexperiencedoue-dgit demand declines ding periodsof cconanicdares Orly cce ageneousee lecssn1980-82 0 the Giobal Financial Crs in 2006.09 have resulted no decontractionsiexcessof 2minb/d (Exhibit 37). To ut ths number in context, Russanenergy export were about 8 b/d before thevarsarted stressing the ficuty ofblocking large quantiles ofRussianof of theglobal market
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