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KEY TAKEAWAYS: Recent stress in parts of the banking sector will raise funding 
costs and reduce lending to many sectors. Now we expect the US economy to shrink 
by - 1.1% in 2023, driven by a contraction in domestic demand. Eurozone growth 
should stagnate amid inflation remaining high. 

The recent stress in large parts of the US banking sector is significant. It adds to 
pressure on funding costs and profitability stemming from the fastest monetary 
tightening on record and the protracted period of an inverted yield curve. These 
stresses will constrain many banks’ ability to lend and will have a material impact on 
the outlook. As a result, we are revising our US forecast. We now expect a more 
protracted recession during the course of 2023 rather than mild weakness. 

Small- and medium-sized banks account for a significant share of lending in the United 
States (some 40-60% of commercial real estate, residential real estate and consumer 
loans). These banks are under stress from deposit outflows and losses on their asset 
portfolios. Their ability to lend will be constrained by the inverted yield curve, with 
competition from higher rates on money market funds and short-maturity US Trea-
suries, as well as losses on low-yielding legacy assets and a higher cost of capital. 

This effect will last well beyond the policy responses currently underway to stabilise 
the banking sector. While policymakers can reduce the risk of bank runs by expanding 
deposit insurance, they cannot reduce the cost of funding or limit losses on assets. 
Similarly, CB liquidity provision will reduce the pressure on these banks to sell 
assets, but it will not help reduce their funding costs.

Banks under stress has led to unprecedented volatility in market interest rates and 
market expectations of policy rates, volatility has been higher recently than during 
the GFC or at the start of the Covid-19 lockdown. Such a volatile environment does 
not bode well for the stabilisation of market funding for banks. It will also make banks 
more conservative in their lending. As a result, we view this as a structural decline 
in the availability of credit and the higher cost of credit to large sections of the US 
economy, and the continued impact of monetary tightening. 

With an additional dose of tightening coming from tighter bank lending, policy rates 
will depend on the extent of the slowdown in activity, but we maintain our view that 
Fed policy rates will peak at 5.25%.

Financial stability concerns  
to tip the balance towards  
a US recession

Annalisa USARDI, CFA
Senior Economist -  

Amundi Institute

Source: CPR asset management, Datastream as of 22 March 2023.
Source: Amundi Institute, Federal Reserve as of 22 March 2023. C&I: commercial 
and industrial.
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Mahmood PRADHAN
Head of Global Macroeconomics - 

Amundi Institute
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Source: Amundi Institute, Eikon. Data is as of 22 March 2023.

Similar effects of monetary tightening – pressure on deposit rates and valuation losses 
on asset portfolios – are affecting European banks, though in Europe we are not seeing 
extreme stresses in the banking sector stemming from the weak regulation and inade-
quate risk management that has affected some of the small US banks.

Forecasts revision
Reduced availability and a higher price for credit will reduce consumer spending and 
capex, and will constrain corporate growth and hiring, exacerbating the already weak 
domestic demand in the United States and the Eurozone.

In the United States, where we had expected the economy to suffer at least one 
quarter of contraction in the second half of this year, this new credit shock is a larger 
setback and will further exacerbate financing conditions for large sections of the 
economy. In particular, small businesses – which account for over 45% of employment 
(over 60 million workers) – will face acute financing pressures.

We expect the knock-on effects to ease pressure in the labour market and weaken 
consumption spending, which has been remarkably resilient until now. This implies 
more pronounced contractions in Q2 and Q3 and a recession in 2023. 

Therefore, we have moved from a projection of 0.2% Q4/Q4 growth to a contraction 
of 1.1% in 2023. Among the main components, we expect real personal consumption 
expenditures to contract for at least two quarters, both residential and non-residential 
investment to decline, and an increase in savings. Labour market pressures should 
begin to ease and over time weigh less on cost-push inflation pressures. 

Notwithstanding the deterioration in domestic demand, core inflation remains sticky 
this year and well above the Fed’s target, although sequentially it should normalise 
faster than before and get closer to its target by the end of 2024.

In the Eurozone, both consumption and investment spending were very weak in 
Q4 2022 and we had expected a weak 2023 even before the current financial stabi-
lity concerns. Now, this additional headwind implies higher cost-of-funding and 
balance-sheet constraints for banks. With over half of the total credit in Europe 
provided by banks, this weakens the prospects of a recovery in the second half of this 
year. China’s reopening will provide a partial offset, but we would judge that this will 
not be sufficient to offset the weaker US outlook. We see limited upside for Europe 
and a continuation of stagnant growth with inflation remaining stubbornly high.
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“ For the United 
States, we have moved 

from a projection  
of 0.2% Q4/Q4 growth 

to a contraction  
of 1.1% in 2023.”
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IMPORTANT INFORMATION 

This document is solely for informational purposes. 

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of any security 
or any other product or service. Any securities, products, or services referenced may not be registered for sale with the 
relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in 
your jurisdiction. 

Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated 
in any form and may not be used as a basis for or a component of any financial instruments or products or indices. 

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice. 

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as 
of 30 March 2023. Diversification does not guarantee a profit or protect against a loss. This document is provided on an 
“as is” basis and the user of this information assumes the entire risk of any use made of this information. Historical data 
and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. 
The views expressed regarding market and economic trends are those of the author and not necessarily Amundi Asset 
Management SAS and are subject to change at any time based on market and other conditions, and there can be no 
assurance that countries, markets or sectors will perform as expected. These views should not be relied upon as investment 
advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, 
including market, political, liquidity and currency risks. 

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct, 
indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. 

Date of first use: 3 April 2023.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - 
Portfolio manager regulated by the AMF under number GP04000036 – Head office: 90-93 boulevard Pasteur – 75015 Paris 
– France – 437 574 452 RCS Paris – www.amundi.com 
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