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A global perspective from Yael Selfin, Vice Chair and 
Chief Economist, KPMG LLP

The global economic landscape has undergone a fundamental shift; today, many of the 
forces driving volatility are structural rather than cyclical. What was once an 
environment shaped largely by fluctuations between economic booms and recessions 
has evolved into one characterised by persistent uncertainty and a succession of 
overlapping shocks. Elevated uncertainty and greater volatility are no longer an exception, 
but the new norm. 

Global fiscal space is limited by high debt levels
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Despite the increased volatility, the global economy has so 
far shown relative resilience. Labour markets in many 
advanced economies remain relatively tight, supporting 
households’ income even as growth slows, whilst the 
easing of inflation helped alleviate pressures on real 
wages until recently. At the same time, strong AI related 
technology investment drove resilience in trade between 
some of the larger trading economies.

Nevertheless, repeated shocks have left lasting marks on 
the global economy. These “scars” continue to shape 
behaviour and decision making, and their lingering effects 
have the potential to influence responses to future shocks 
and shape how economies recover. 



Lasting Impacts of Past Crises on Future  
Economic Resilience
 
Households are prioritising savings. 
The legacy of recent crises has contributed to households’ 
desire to build larger financial buffers by increasing 
the proportion of their income that they save. The shift 
towards greater savings enhances resilience against 
future shocks yet also tempers discretionary spending. 
It may reduce volatility in demand if consumers use 
the extra savings to maintain consumption in downturns 
rather than keep hold of them to fund future retirement 
needs, however it may also slow recoveries if 
consumer demand fails to pick up as households 
rebuild their buffers. 

Government support may be more targeted  
in the future. 
The swift and significant increase in government support 
played a vital role in stabilising economies in the wake 
of the Covid-19 pandemic and the energy crisis in Europe. 
However, this approach has resulted in elevated levels 
of government debt (see Chart 1), which, when combined 
with higher interest rates, now impose a greater burden 
on public finances. As a result, many governments now 
find their capacity to deliver broad-based support more 
restricted than previously, just when the public has 
become more accustomed to expecting such measures. 
Going forward, this means governments may be 
compelled to adopt more targeted and selective support, 
focusing assistance where it is most needed rather 
than implementing widespread support measures. 

At the same time, the role of the government is also 
evolving. Governments around the world are becoming 
increasingly more involved in market outcomes through 
industrial policy and regulation, illustrating nations’ 
renewed interest in economic resilience and security 
alongside growth. 
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"Economic volatility  
is here to stay and  
must now sit at the  
heart of board‑level  
decision‑making.“



Central banks may play a greater role in stabilising  
the economy. 
With interest rates expected to remain more elevated 
globally, a higher interest rate environment provides more 
room for central banks to support the economy by cutting 
rates. Given the potential fiscal constraints facing 
governments, central banks may play a more prominent 
role in maintaining sustainable economic growth in 
response to future demand shocks, although with the 
memory of inflation overshoots still fresh, they are likely 
to remain relatively hawkish in the event of a supply 
shock, causing higher energy prices for example.

Weak productivity growth may take longer to reverse.
Higher interest rates, continued uncertainty, and increased 
capital buffers held by many banks across Europe may 
continue to weigh on business investment. This could 
contribute to a longer lag in implementing new technologies 
such as AI, and dampen productivity improvements 
more broadly, limiting economic growth. It reinforces the 
need for targeted policies to stimulate innovation and 
support sustainable growth. 

The world trade order is undergoing realignment. 
A global trading system once anchored in multilateral 
cooperation has been strained as protectionist measures 
have reemerged. Yet, cooperation is proving resilient, 
and the global trading system is pivoting towards greater 
regionalization, in which nations are seeking reliable and 
like-minded partners who uphold the rules and principles 
of their trading system, while seeking to protect 
themselves against trade coercion. Many countries or 
supranational unions (such as the EU) are accelerating 
trade agreements, to diversify and secure supplies 
of critical inputs and provide easier access to alternative 
markets, reducing their economic dependence on less 
reliable trading partners. As a result, the world trade 
order is not being dismantled, but reshaped to reflect a 
stronger emphasis on resilience alongside openness.
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"Resilience, as well as 
agility, are now a  
board‑level imperatives.“



Yael Selfin
Vice Chair and Chief Economist 
KPMG LLP 

+41 58 249 24 95
yael.selfin@kpmg.co.uk

Implications for business leaders
 
For businesses operating in Europe, these dynamics  
point to a structural shift in the operating environment.
The previous era of low interest rates and stable economic 
growth that enabled optimisation of supply chains and 
global integration has given way to a renewed focus on 
resilience as volatility becomes a more permanent feature 
of the operating environment.

In this context, European board leaders should carefully 
consider the following:

•	 �More targeted fiscal responses may drive differing 
sector-specific outcomes, increasing the importance 
of policy awareness for business decisions.

•	 �Evolving role of the government in shaping market 
outcomes is making policy developments increasingly 
important determinants of investment decisions 
and strategy.

•	 �A more prominent role for central banks and tighter 
financial conditions are heightening businesses’ 
exposure to changes in financing costs, increasing the 
importance for boards to stress‑test investment plans. 

•	 �Trade realignment is reshaping global trade patterns and 
supply chains, requiring boards to reassess sourcing 
strategies, supplier concentration and long‑term 
partnership choices to balance cost efficiency with 
resilience. 

Finally, the persistence of uncertainty reinforces the case 
for scenario‑based planning and contingency analysis, 
increasing operational resilience and allowing for more 
decisive responses as conditions evolve.
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