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1. Global Inflation Will Fall in 2023 and 2024 Amid Subpar Economic Growth

Global growth is projected to fall from an
estimated 3.4 percentin 2022 to 2.9 percent in

2023, then rise to 3.1 percent in 2024. The GROWTH PROJECTIONS
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and Russia’s war in Ukraine continue to weigh
on economic activity. The rapid spread of
COVID-19 in China dampened growth in 2022,
but the recent reopening has paved the way for a faster-than-expected recovery. Global inflation is
expected to fall from 8.8 percent in 2022 to 6.6 percent in 2023 and 4.3 percent in 2024, still above
pre-pandemic (2017-19) levels of about 3.5 percent. On the upside, a stronger boost from pent-up
demand in numerous economies or a faster fall in inflation are plausible. On the downside, severe
health outcomes in China could hold back the recovery, Russia’s war in Ukraine could escalate, and
tighter global financing costs could worsen debt distress. Financial markets could also suddenly
reprice in response to adverse inflation news, while further geopolitical fragmentation could hamper
economic progress.
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2. Growth Projections by Region
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In the United States, growth is projected to
fall from 2.0 percent in 2022 to 1.4 percent in
2023 and 1.0 percent in 2024. With growth org/socia L b : s
rebounding in the second half of 2024, growth in 2024 will be faster than in 2023 on a fourth-quarter-
over-fourth-quarter basis, as in most advanced economies. There is a 0.4 percentage point upward
revision for annual growth in 2023, reflecting carryover effects fromm domestic demand resilience in
2022, but a 0.2 percentage point downward revision of growth in 2024 due to the steeper path of
Federal Reserve rate hikes, to a peak of about 5.1 percent in 2023.
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Growth in the euro area is projected to bottom out at
0.7 percent in 2023 before rising to 1.6 percent in 2024.
The 0.2 percentage point upward revision to the
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shown in the 2022 column. India's growth projections are 5.4 percent in 2023 and 6.8 percent in 2024 based
on calendar year.

Growth in emerging and developing Europe is

projected to have bottomed out in 2022 at 0.7 percent and, since the October forecast, has been
revised up for 2023 by 0.9 percentage point to 1.5 percent. This reflects a smaller economic
contraction in Russia in 2022 (estimated at —2.2 percent compared with a predicted -3.4 percent)
followed by modestly positive growth in 2023. At the current oil price cap level of the Group of Seven,
Russian crude oil export volumes are not expected to be significantly affected, with Russian trade
continuing to be redirected from sanctioning to non-sanctioning countries.?
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3. Euro Zone Economic Sentiment

Euro zone economic sentiment rose to a seven-month high in January on more optimism across all
sectors except construction, with inflation expectations among consumers and companies both
sharply down, data showed on Monday. The European Commission's Economic Sentiment Index
(ESI) rose to 99.9 this month, above an upwardly revised 97.1 in December -- the highest value of the
index since June 2022. The rising optimism underlines expectations that an expected economic
downturn in the 20 countries sharing the euro, if there is one at all, is likely to be shallow, despite the
energy price and cost of living crises and the war in Ukraine. The monthly Commission survey
showed inflation expectations among consumers falling to 17.7 in January from 23.2 in December,
well below the long-term average of 20.0, a trend that is likely to please the ECB. Selling price
expectations among manufacturers also dropped sharply to 31.9 in January from 37.8 in December
in a sign inflationary pressures early in the pipeline were receding too. The Commission said
optimism in industry rose to 1.3 from -0.6 in December and in services to 10.7 from 7.7. The mood
among consumers improved to -20.9 in January from -22.1 and in the retail sector to -0.8 from -2.7.3

4. North Macedonia and Western Balkans

The economic rebound in the Western Balkans moderated further in the third quarter of 2022, with
the region’'s GDP growing by 2.1% y-o-y, compared to 4.3% in the previous three months. The
deceleration was largely driven by a slowdown in Serbia and Bosnia & Herzegovina. Russia’'s invasion
of Ukraine is having a negative impact on the Western Balkan economies indirectly through various
transmission channels. In particular, strong increases in energy, food and transport prices fuelled a
significant acceleration of annual consumer price inflation which averaged 11.5% in 2022, ranging
from 6.7% in Albania to 14.1% in North Macedonia. The region's central banks with monetary
autonomy reacted by raising their key policy rate which stood at 2.75% in Albania, 4.75% in North
Macedonia, and 5.25% in Serbia in January 2023. Helped by decelerating food and energy prices,
inflation moderated somewhat in most countries in the last months of 2022.

In North Macedonia annual consumer price inflation accelerated further in Q4, to 19.3% y-o-y on
average, following a 17.2% y-o-y rise in Q3. Annual increases abated somewhat after October. The rise
in the CPI for the full year amounted to 14.2% on average, driven by higher prices for food (+20.9% y-
0-y) and electricity and fuels (+13.3%). The financial sector remained resilient and well funded. Bank
lending to the private sector continued at about the same pace in Q3 (9.8%y-0-y) and in October and
November (9.9% on average) as in the preceding three months. The economy lost some momentum
in Q3, with GDP growth relenting to 2% y-o-y, after expanding by 4% in Q2. This came on account of
a slowdown in the growth of gross capital formation (9% y-o-y, compared to 41.6% in Q2, then largely
a result of strong inventory build-up and low pre-year basis).*
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