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Executive Summary
	⦠
	The IMF significantly downgraded growth forecasts for major economies, with the UK receiving the sharpest revision among European countries.

	⦠
	Global GDP is projected to grow by 2.8% in 2025 and 3.0% in 2026, reflecting increased global uncertainty and tariff-driven challenges. The US growth forecast was lowered to 1.8%, driven by rising tariffs, policy uncertainty, and weakening consumer demand.

	⦠
	Despite a 90-day pause on some US tariffs, the economic damage from the escalation in US-China trade tensions remains considerable. A temporary easing in tensions occurred in May with a US-China deal reducing tariffs for 90 days, but longer-term uncertainty persists.

	⦠
	The IMF flagged risks in the US debt market, particularly involving hedge fund strategies like the basis trade, which rely on heavy borrowing.

	⦠
	Financial market volatility is rising, with concurrent drops in the US dollar, stocks, and bonds, though capital outflows remain limited so far.

	⦠
	While US financial markets still dominate globally, the IMF urged readiness to intervene in case of instability and emphasised access to central bank support.

	⦠
	Global trade uncertainty has surged to levels seven times higher than in October 2024, surpassing even the pandemic peak.

	⦠
	The IMF warned that excessive leverage, high asset valuations, and growing national debt levels could amplify market stress and investor anxiety.


Key Picture:  IMF Revisions (22 April): Growth revised down significantly, and Inflation revised up slightly.
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Source: IMF World Economic Outlook and IMF Staff Estimates (22 April 2025), percentage points. 
Section 1. Forecasting Amid Volatility: A Look at the IMF Projections
1.1 IMF World Economic Outlook: Key Points
In April, the International Monetary Fund (IMF) released its World Economic Outlook, significantly lowering its growth projections for the United States, China, and the majority of other countries[endnoteRef:1], including Canada, Japan, the UK, Germany, France and Italy[endnoteRef:2], attributing the downgrade to the effects of US tariffs.[endnoteRef:3] The IMF delivered the steepest downgrade to the UK’s 2025 economic growth forecast among all major European economies, also reporting that inflation in the UK is expected to be higher this year than it had projected in January, and higher than in any other G7 nation.[endnoteRef:4] The IMF also cautioned that escalating trade tensions are likely to further dampen global economic growth.[endnoteRef:5] [1:  Andrea Shalal, “IMF cuts growth forecasts for most countries in wake of century-high US tariffs”, Reuters, accessed 17 May 2025, https://www.reuters.com/business/imf-cuts-growth-forecasts-most-countries-wake-century-high-us-tariffs-2025-04-22/.]  [2:  Imogen James, “Global growth forecast slashed by IMF over tariff impact”, BBC, accessed 18 May 2025, https://www.bbc.co.uk/news/live/c4g2l654dket. ]  [3:  Andrea Shalal, “IMF cuts growth forecasts for most countries in wake of century-high US tariffs”, Reuters.  ]  [4:  William Schomberg, “IMF chops UK growth forecast as Trump tariffs hit global economy”, Reuters, accessed 18 May 2025, https://www.reuters.com/sustainability/sustainable-finance-reporting/imf-chops-uk-growth-forecast-trump-tariffs-hit-global-economy-2025-04-22/. ]  [5:  Andrea Shalal, “IMF cuts growth forecasts for most countries in wake of century-high US tariffs”, Reuters.  ] 

Concerning GDP, the IMF report projects global GDP growth of 2.8% in 2025 and 3.0% in 2026 (see Appendix A). In the euro area, economic growth is expected to reach 0.8% in 2025 and 1.2% in 2026. These projections mark a significant downward revision from the IMF’s estimates released only three months earlier. A central factor underlying the latest report and its more cautious outlook is the markedly increased level of global uncertainty compared to just a short time ago.[endnoteRef:6] [6:  Sergi Basco, “IMF World Economic Outlook: economic uncertainty is now higher than it ever was during COVID”, The Conversation, accessed 18 May 2025, https://theconversation.com/imf-world-economic-outlook-economic-uncertainty-is-now-higher-than-it-ever-was-during-covid-255055. ] 

The forecasts were made based on tariff conditions as of April 4, before the Trump administration’s 90-day suspension of proposed reciprocal tariffs. However, even if the pause is prolonged, the impact on global growth would likely remain the same due to the steep and damaging escalation in tariffs between the US and China.[endnoteRef:7] [7:  Reshma Kapadia and Karishma Vanjani, “IMF Lowers Global Growth Outlook, Stresses Need for Fed Independence”, Barron’s, accessed 17 May 2025, https://www.barrons.com/articles/imf-growth-outlook-financial-stability-fbe2548c.] 

The IMF cautioned that global financial stability faces growing risks, economic growth is likely to slow due to the highest tariffs seen in a century, and maintaining the credibility of central banks remains crucial. 
According to Pierre-Olivier Gourinchas, the IMF’s chief economist, the world is transitioning into a new phase as the global economic system that has shaped the past 80 years undergoes significant changes. He also emphasised that, in addition to the sharp rise in tariffs, policy uncertainty plays a major role in shaping the IMF’s outlook and, if it continues, could severely hinder global economic growth.[endnoteRef:8] [8:  Ibid.] 

The IMF is not expected to go so far as to predict that the US president’s policies will lead to a full-scale global recession.[endnoteRef:9] However, they acknowledged that the likelihood has increased, from 17% in October to 30%. While markets have experienced turbulence and the US dollar has weakened alongside falling bond and stock prices, the IMF noted that they have not yet observed clear signs of financial market stress.[endnoteRef:10] [9:  Claire Jones and Stephanie Stacey, “IMF chief cuts growth forecast over ‘off the charts’ trade uncertainty”, The Financial Times, accessed 17 May 2025, https://www.ft.com/content/6084da8c-73f2-4405-8b66-5aa4066c3db8. ]  [10:  Reshma Kapadia and Karishma Vanjani, “IMF Lowers Global Growth Outlook, Stresses Need for Fed Independence”, Barron’s. ] 

1.2 US Forecasts 
The IMF has revised its US growth forecast down to 1.8%, a drop of 0.9 percentage points from its January projection. While tariffs account for less than half of that decline, the economy had already been losing momentum before the trade tensions escalated in April. The rise in tariffs is expected to add to inflationary pressures in the US, which is emerging from a period of elevated inflation.[endnoteRef:11] The significant downgrade to the US economic growth forecast this year is attributed the revision primarily to the uncertainty created by trade tariffs.[endnoteRef:12] [11:  Ibid. ]  [12:  Nick Edser, “Global growth forecast slashed by IMF over tariff impact”, BBC, accessed 18 May 2025, https://www.bbc.co.uk/news/articles/czx415erwkwo. ] 

In addition, the IMF attributed the downward revision of the US growth forecast to increased policy uncertainty, ongoing trade tensions, and weaker-than-anticipated consumer spending. It also warned that tariffs are likely to dampen growth in 2026. Additionally, the IMF now estimates a 40% chance of a US recession occurring this year, a notable increase from the 25% probability it projected in October of the previous year.[endnoteRef:13] [13:  Ibid. ] 

Indeed, the US economy continues to face considerable uncertainty in the wake of the significant trade policy actions taken in early April. However, there has been a noticeable reduction in tensions since then. A key step toward restoring a sense of normalcy occurred on May 12, when the US and China announced an agreement to lower tariffs by a combined 115 percentage points for a minimum of 90 days. According to the terms of the deal, Chinese exports to the US will now be subject to a 30% tariff, while US exports to China will face a 10% tariff.[endnoteRef:14] [14:  Aengus Collins, “A step back from the brink for the global economy, and other key economic news to know”, accessed 18 May 2025, https://www.weforum.org/stories/2025/05/step-back-from-brink-for-global-economy-and-other-key-economic-news/. ] 

The IMF emphasised that its forecasts are subject to significant uncertainty due to numerous unpredictable factors. While the Trump administration has postponed the implementation of certain tariffs and is actively pursuing trade agreements with multiple countries to reduce the reciprocal tariffs introduced on April 2, uncertainty remains high. The US and China seem to be entrenched in a prolonged economic dispute that may continue to weigh on global growth until a resolution is reached. Although Trump has indicated a willingness to modify tariffs in response to severe market volatility, he has not suggested any intention to reverse his broader tariff strategy.[endnoteRef:15] [15:  Alan Rappeport, “Global Growth Expected to Sputter Amid Trade War Fallout Fears”, The New York Times, accessed 18 May 2025, https://www.nytimes.com/2025/04/22/us/politics/imf-world-economic-outlook.html. ] 

Additionally, the IMF has also raised concerns about the sharp rise in US government borrowing, particularly as yields on 10-year and 30-year Treasury bonds have spiked. Tobias Adrian, who leads the IMF’s monetary and capital markets department, noted the rare occurrence of the US dollar, stocks, and bonds all weakening at the same time. While it's still unclear how long this trend might persist, he said that capital outflows from US assets remain relatively small when compared to the significant inflows over recent years.[endnoteRef:16] [16:  Reshma Kapadia and Karishma Vanjani, “IMF Lowers Global Growth Outlook, Stresses Need for Fed Independence”, Barron’s.] 

Although the IMF did not explicitly name the US, it highlighted a specific risk concentrated in the $29 trillion US government debt market: the basis trade. This strategy, commonly used by hedge funds, involves significant borrowing to profit from slight price discrepancies between government bonds and corresponding futures contracts. To address these growing risks, the IMF issued several policy recommendations. It emphasised the need for authorities to be ready to intervene to prevent market dysfunction and called for financial institutions to have reliable access to central bank support mechanisms in the event of a crisis.[endnoteRef:17] [17:   Carlo Martuscelli and Johanna Treeck, “IMF: Trump tariffs are crashing world economy, with US worst off”, Politico, accessed 18 May 2025, https://www.politico.eu/article/international-monetary-fund-slash-world-growth-forecast-trade-war/.] 

Even with questions emerging about the safe-haven status of the US dollar and Treasury securities, the IMF emphasised the ongoing strength of US financial markets. 
The dollar continues to make up 60% of global foreign exchange reserves, and the US now accounts for over half of global market capitalisation - a significant rise from 2010. Although recent market volatility has been notable, IMF officials said financial markets are still operating in an orderly manner. However, they are closely monitoring potential stress points, particularly in the pricing of long-term Treasury debt, cross-currency lending, and the short-term repo market.[endnoteRef:18] [18:  Reshma Kapadia and Karishma Vanjani, “IMF Lowers Global Growth Outlook, Stresses Need for Fed Independence”, Barron’s.] 

1.3 Global Financial Markets 
In addition to the negative impact on individual economies, the IMF cautioned that this new period of heightened uncertainty poses a broader risk of disruption to global financial markets. The IMF warned that global financial stability risks have risen sharply over the past two months due to surging policy uncertainty, coinciding with historically high valuations in both stock and bond markets.[endnoteRef:19]  [19:  Carlo Martuscelli and Johanna Treeck, “IMF: Trump tariffs are crashing world economy, with US worst off”, Politico.  ] 

The IMF’s world trade uncertainty index has surged to a level seven times higher than it was in October 2024, exceeding even the peak reached during the pandemic. This heightened uncertainty poses a more serious threat to the global economy than the imposition of high but clearly defined tariffs. When tariffs are predictable, businesses can adapt their supply chains, and consumers can seek alternatives. While such adjustments carry economic costs, they allow for planning and risk management.[endnoteRef:20] [20:  Sergi Basco, “IMF World Economic Outlook: economic uncertainty is now higher than it ever was during COVID”, The Conversation. ] 

In contrast, the current environment offers no such clarity. Companies are unable to assess the potential impact of tariffs, as their levels appear to change unpredictably. For instance, a US firm might purchase goods from the EU, assuming a 10% tariff, only to face a sudden increase to 100% upon arrival, triggered not by formal policy, but by an offhand remark from a presidential advisor. Reports suggest that key tariff decisions have been made with minimal coordination, and in at least one case, halted only due to the temporary absence of a key advisor. This extreme policy volatility leaves both consumers and businesses uncertain, making inaction the most rational, if economically paralysing, response.[endnoteRef:21] [21:  Ibid. ] 

As such, potential slowdown in economic growth caused by tariffs, along with increased policy uncertainty and tighter financial conditions, is raising concerns about the strength and stability of global financial markets. The IMF pointed to three key risk areas. First, it noted that stock and corporate bond prices remain elevated despite recent market declines. Second, it warned that hedge funds and other nonbank financial entities have taken on more leverage, which could amplify market selloffs. Lastly, the IMF highlighted that many countries have accumulated high levels of debt, leading to growing investor worries about whether this borrowing is sustainable.[endnoteRef:22] [22:  Reshma Kapadia and Karishma Vanjani, “IMF Lowers Global Growth Outlook, Stresses Need for Fed Independence”, Barron’s.] 


APPENDIX
A) Change In Real GDP Estimates
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B) Inflation Estimates
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Global growth revised down significantly,
inflation slightly revised up
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Market and ping i 43 37 3.9 -0.5 -0.4 -0.5 -0.3
Emerging and Developing Asia 53 45 46 -0.6 -0.5 -0.5 -03
China 5.0 40 40 -06 05 -05 -0.1
India® 65 62 63 -03 -02 -03 02
Emerging and Developing Europe 34 21 21 -0.1 -0.3 -0.1 0.4
Russia 41 15 09 0.1 -03 02 03
Latin America and the Caribbean 24 20 24 0.5 -03 0.5 -03
Brazil 34 20 20 -02 -02 -02 03
Mexico 15 -03 14 -17 06 -16 0.6
Middle East and Central Asia 24 30 35 -0.6 -04 -0.9 0.7
Saudi Arabia 13 30 37 -03 -04 -16 -07
Sub-Saharan Africa 4.0 38 42 -0.4 0.0 -0.4 -0.2
Nigeria 34 30 27 -02 -03 -02 03
South Africa 0.6 1.0 13 -05 -03 -05 02
Memorandum
World Growth Based on Market Exchange Rates 28 23 24 -0.6 -04 -0.5 -0.3
European Union 11 12 15 -02 -02 -04 02
ASEAN-5* 46 40 39 0.6 -06 -05 0.6
Middle East and North Africa 18 26 34 -0.9 -05 -14 -08
Emerging Market and Middle-Income Economies 43 37 38 -0.5 -04 -0.5 -0.3
Low-Income Developing Countries 4.0 42 52 -04 -02 -05 04
World Trade Volume (goods and services) 38 1.7 25 -15 -0.8 -1.7 -0.9
Imports
Advanced Economies 24 19 20 -03 -04 0.5 -0.5
Emerging Market and Developing Economies 5.8 20 34 -3.0 -11 =29 -1.2
Exports
Advanced Economies 21 12 20 -0.9 -0.6 -15 -1.0
Emerging Market and Developing Economies 6.7 16 30 -34 -1.7 -3.0 -13
Commodity Prices (US dollars)
0ils -1.8 -155 -6.8 -38 -42 -5.1 =32
Nonfuel (average based on world commodity import 37 44 0.2 19 03 46 -0.6
weights)
World Consumer Prices® 57 4.3 3.6 0.1 0.1 0.0 0.0
Advanced Economies” 26 25 22 04 0.2 0.5 0.2
Emerging Market and Developing Ect i 77 55 46 -0.1 0.1 -04 01

Source: IMF staff estimates.
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Average Projections
2007-16 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2030
GDP Deflators
Advanced Economies 13 14 17 15 1.6 33 5.7 41 238 24 20 20
United States 16 18 23 17 13 46 71 36 24 27 22 19
Euro Area 13 11 15 17 18 21 51 59 29 22 20 21
Japan -03 -01 00 0.6 09 -02 04 41 29 19 17 20
Other Advanced Economies’ 17 19 17 13 20 39 62 28 32 22 20 21
Consumer Prices
Advanced Economies 1.6 17 20 14 0.7 31 73 4.6 26 25 22 21
United States 18 21 24 18 13 47 8.0 41 30 30 25 22
Euro Area? 15 15 18 12 03 26 84 54 24 21 19 20
Japan 03 05 1.0 05 0.0 -02 25 33 27 24 17 20
Other Advanced Economies’ 20 18 19 14 0.6 26 6.6 49 24 22 21 20
Emerging Market and Developing 5.8 4.4 4.9 5.1 5.2 5.8 9.5 8.0 17 5.5 4.6 38
Economies®
Regional Groups
Emerging and Developing Asia 45 24 27 33 32 23 39 24 20 17 20 27
Emerging and Developing Europe 78 56 63 65 51 9.0 252 171 168 135 87 62
Latin America and the Caribbean® 49 63 67 76 65 9.9 142 148 16.6 72 48 36
Middle East and Central Asia 8.1 70 9.6 74 103 11.9 134 15.5 144 111 99 6.1
Sub-Saharan Africa 83 10.5 84 87 1.2 11.6 15.2 17.6 183 133 129 6.7
Analytical Groups
By Source of Export Earnings
Fuel 8.0 63 83 65 94 11.6 135 125 120 124 131 69
Nonfuel 55 42 45 49 47 52 9.1 76 73 48 38 35
Of which, Primary Products* 68 11.6 142 17.9 205 228 291 380 481 15.4 85 57
By External Financing Source
Net Debtor Economies 638 59 59 57 63 71 13.0 17 106 79 65 47
Net Debtor Economies by
Debt-Servicing Experience
Economies with Arrears and/or
Rescheduling during 2019-23 107 150 142 M7 139 156 206 231 238 157 101 60
Other Groups
European Union 16 16 19 14 07 29 93 63 26 24 21 21
Middle East and North Africa 79 70 106 77 109 129 136 149 146 127 10.7 63
E Market and Middle-| 56 40 45 48 45 51 9.0 73 70 49 41 36
Low-Income Developing Countries 91 99 98 9.5 132 145 164 17.4 183 141 121 65
Memorandum
Median Inflation Rate
Advanced Economies 17 16 17 14 03 23 8.1 53 24 22 20 20
E Market and Developing E 46 a3 31 26 26 40 79 59 38 38 35 30
" Excludes the United States, euro area countries, and Japan.
2Based on Eurostat's harmonized index of consumer prices.
3 Excludes Venezuela but includes Argentina from 2017 onward. See the country-specific notes for Arg and la in the “Country Notes" section of the Statistical Appendix.

4Includes Argentina from 2017 onward. See the country-specific note for Argentina in the "Country Notes" section of the Statistical Appendix.
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