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January Outlook: Will the Brighter New Year Stay in Sync?
As we all bid good riddance to 2020─its pandemic, its politics and
its market volatility─the picture coming into view looks brighter. The
arrival of vaccines sooner and more effective than expected
remains December’s top headline and offers the prospect of a
faster and broader return to normal activities. The approval of a
new U.S. stimulus package provides an unexpected bonus.
Markets have certainly priced in a sharp, dramatic and
apparently synchronized recovery. Extended winter lockdowns
in Europe and the United States could tip the fourth quarter
into a second dip, but brighter days clearly lie ahead.

After what will be a difficult winter with COVID-19 cases and
deaths still rising, the summer looks dramatically better with a
burst of pent-up demand for plane tickets and restaurant
meals. But the lasting damage is real: recent jobless claims have
stabilized below a million per week, and rising numbers of long-term
unemployed will not automatically find work again. Bankruptcies
remain low compared to previous crises but are edging higher.
While the Federal Reserve continues to signal readiness to extend
monetary accommodation as long as necessary, the fiscal picture is
much cloudier. Dramatic efforts to balance the budget look unlikely,
but so does the expansive investment the President-elect Joe Biden
promised for infrastructure, education and climate mitigation.

Yet, we wonder just how sharp and synchronized a global
economy we can expect. Asia continues to power ahead, but the
recovery may not deliver as many jobs in Europe amid post-crisis
corporate restructuring, and the U.S. fiscal debate may soon turn to
deficit reduction. Given lingering damage from the pandemic,
continuing risks to vaccine rollout and likely divergences in
government policy, we stay with our central scenario that 2021
will deliver what we call "Not Quite Recovery."

In Europe, early rebounds in PMIs look promising even as
governments introduced more stringent measures while
COVID cases continued to rise. The winter data will likely deliver
grim news as mobility remains constrained and precautionary
household savings rise. Continuing weak inflation numbers reflect
the weakness in overall demand, but they also gives the European
Central Bank plenty of room to expand credit to the banking system
and support more fiscal spending through its expansive purchases
of government bonds. Approval of the European Union
Recovery Fund confirmed government commitments to boost
fiscal support, which should deliver results within months,
while the U.K. adjusts to its fresh trade deal with the continent.

In the near term, this should still be supportive of risk
assets─equities, credit and emerging markets. European
government bonds may continue to perform, but U.S. Treasuries
may suffer as yields drift above 1%. As valuations begin to look
even more stretched, however, in the spring markets may face
periods of volatility and uncertainty as the unclear leg of the
cycle comes into view. With brighter prospects for the spring and
summer, we also raise the odds for our more bullish “Escape
Velocity” scenario to 20%, acknowledging the possibility that scars
may turn out to be less deep than we currently expect. With a U.S.
stimulus package in the books and a clear European commitment
to its recovery fund, we reduce the odds for our “Fiscal Cliff”
outcome to 10%.

For Investment Professionals Only | baringsinvestmentinstitute.com

Asia’s recovery continues on strong demand from China,
where both industrial and consumer activity continues to improve.
Chinese demand has also bolstered the region’s trade flows,
although over the longer term Asia will need to adjust to a
Chinese economy that is headed for more moderate growth
rates. Japan’s commitment to a significant new fiscal package
looked promising, although its real impact will depend on structural
reforms that will take years to assess. Meanwhile, new lockdown
measures will hurt first-quarter activity.
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What Changed in December

WHAT’S NEW

WHAT WE LEARNED

•

Science prevails and vaccines are approved for use in the U.S.
and Europe

•

With more contagious strains appearing, there is still much about
the virus that scientists don’t understand

•

But lockdowns are broadening in the U.S., Europe and Japan

•

Europe’s commitment to fiscal support remains incredibly firm

•

European Recovery Fund is agreed upon with fresh spending by
summer

•

U.S. political gridlock looks likely to continue, casting doubts
about the future fiscal path to support recovery

•

Congressional deal on fiscal stimulus (finally)

•

Brexit (finally)

WHAT WE ARE HEARING FROM OUR TEAMS
•

•

•

WHAT WE ARE WATCHING

With the vaccine rollout expected to reach the general
population by summer, and plenty of liquidity in savings
accounts, market dynamics could be extremely bullish for risk
assets
Valuations are getting stretched and, given IG spreads are close
to their all-time lows, the question is how much further can we
go?
Despite a more protracted vaccine timeline for Emerging
Markets, global recovery should boost the prospects for EM
currencies
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•

More data on vaccine efficacy and safety, and whether
deployment issues arise

•

Will U.S. fiscal policy be one-and-done?

•

Revival of China trade tensions amid a new U.S. administration
and global recovery

•

The prospect of a jobless recovery if labor shedding becomes
more common

•

How will corporates use their cash buffers and will it lead to a
meaningful increase of capital expenditures?

Monthly Spotlight: Scoping Out an Earnings Recovery in 2021
Central banks dominated markets in 2020, but the focus shifts to earnings as the global recovery takes hold.
2021 EQUITY TOTAL RETURN FORECAST

2021 FIXED INCOME TOTAL RETURN FORECAST
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A defining theme in 2020 seems to be the broad decoupling of economic
and market outcomes, largely driven by global central bank actions, and it
appears 2021 will be more of the same. With downside risks for credit
significantly minimized thanks to policy action, the tremendous Vshaped recovery in spreads—fueled by exceptional liquidity, a firm
central bank backstop, and the never-ending reach for yield across
the globe—is likely not over yet, especially with vaccines on the way.
Supply will likely decline given firms’ ability to amass cash “war chests” last
year, which has also helped create a benign backdrop for ratings migration
and defaults. Nevertheless, caveats do exist. Given the optimism also
surrounding the economic outlook, global sovereign yields are expected to
rise, albeit modestly, which will likely hit long-duration assets like
Investment Grade.

As for equities, 2021 will likely be about who can deliver on earnings. Indeed,
with a global economic recovery firmly underway, it’s perhaps no surprise that
U.S. large-caps are expected to return to pre-pandemic earnings by yearend 2021, with the consensus calling for 2021 EPS to print 2.4% above
2019-levels, resulting in an average index estimate for the S&P of 4,000,
EPS of $170 and an implied P/E of around 23. Much of the vaccine
optimism is already baked in, though; as a result, market internals will matter a
lot as well, with sector and style preferences mostly being calibrated to take
advantage of a cyclical upswing. With interest rates also likely to rise, valuation
may be a focal point given expectations for modestly rising yields, but this
could very well be offset by falling equity risk premiums amid improving growth
expectations and falling uncertainty.

Source: Various sell-side firms and Barings as of December 11, 2020. () – Number of estimates.
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U.S.

Eyes remain on signs of PERMANENT
LABOR MARKET SCARRING as shadow
unemployment remains elevated.

RESTRICTIONS ARE RISING across the
U.S., weighing on in-person services.
U.S. STRINGENCY INDEX

CONSUMER SPENDING is showing signs
of weakness during the winter months.
PERSONAL CONSUMPTION
EXPENDITURES (NOMINAL $ SAAR)
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•

Lockdown 2.0 is spreading across the
U.S. at a regional level amid rising cases,
hospitalizations, and deaths. While
restrictions will likely remain less severe
than earlier this year, a tough winter is
here.

•

Permanent labor market scarring remains
a concern as the share of permanent
layoffs rises and shadow unemployment
remains elevated—or those without a job
that are not captured in the unemployment
rate statistic.

•

In-person services—such as dining out—
are already feeling the pain. Restrictions
will likely weigh more heavily on services
and in-person sectors than on
manufacturing and e-commerce.

•

Initial claims have turned higher amid the
rise in COVID cases, suggesting the labor
market recovery will likely slow or turn
wavy in the near-term.

Source: Bloomberg and tracktherecovery.org. As of January 4, 2021.
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•

Lockdown 2.0 is weighing on consumer
spending. Weakness in November was
seen in both the goods and services
sectors amid falling incomes, rising cases,
and greater restrictions.

•

However, additional fiscal support to
consumers—roughly half the amount
compared with the CARES Act—is set to
support spending in the near-term.

U.S.

POLICYMAKERS remain supportive to
prevent near-term weakness from turning
into permanent scarring.

40%

CORPORATE SPREADS NARROW amid
vaccine deployment and additional fiscal
stimulus.

Federal Reserve Balance Sheet as a % of
GDP
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INFLATION EXPECTATIONS MOVE HIGHER
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The Federal Reserve remains
• U.S. Investment Grade and High Yield
accommodative and committed to aiding the
spreads narrow as markets look past
economic recovery, signaling at the
Lockdown 2.0 to a widely vaccinated
December FOMC meeting that current
2H2021.
policy will remain for a considerable time.
• Narrowing spreads will support corporate
• Meanwhile, another fiscal support package
profits and aid 2021 recovery. However,
worth ~$900 billion was passed and will help
we expect much differentiation by sector
aid the economy in the near-term. While a
and company.
deeply divided Congress will debate what
can be passed, expect more spending in
2021 with the new administration.
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Source: Bloomberg. As of January 4, 2021.
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INFLATION EXPECTATIONS RISE as
markets see rising demand in 2021, leading
yields higher.

Mar-20
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U.S. 10 Year Real Yield

Dec-20

• Real yields remain firmly negative and
financial conditions remain incredibly easy
given the Fed’s accommodative stance.
This will be supportive of valuations.
• Inflation expectations are picking up on
market optimism of a return in demand in
a widely vaccinated world. Consumer
inflation expectations are up slightly from
earlier this year as well. We expect yields
to trend higher in 2021, but overall inflation
should remain moderate amid more
moderate growth.

U.S.

CONSENSUS FORECAST

• Our view is in line with consensus for growth and inflation for 2020 and 2021
• We see a slightly stronger labor market recovery due to the strong initial and continued
policy response
Economic Growth

01/04/2020

12/31/2018

12/31/2019

2020 (E)

2021 (E)

2022 (E)

-2.8

3.0

2.2

-3.5 ▲

3.9 ▲

3.1 ▲

CPI (Y/Y %)

1.2

2.5

1.8

1.2 --

2.0 ▲

2.1 ▲

Core PCE (Y/Y %)

1.4

2.0

1.7

1.4 --

1.7 --

1.8 --

6.7

3.9

3.7

8.1 ▼

6.0 ▼

5.0 --

Fed Funds

0.13

2.38

1.63

0.13*

0.25 ▼

0.30 ▼

2Y Treasury

0.12

2.52

1.57

0.12*

0.33 ▼

0.56 ▼

10Y Treasury

0.94

2.72

1.92

0.92*

1.24 ▲

1.52 ▼

Real GDP (Y/Y %)
Inflation

Labor Market
Unemployment (%)
Rates

Source: Bloomberg. As of January 4, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
For Investment Professionals Only | baringsinvestmentinstitute.com

8

Europe

Activity was recovering before a fierce
SECOND WAVE led governments
to tighten restrictions.
CHANGE IN DEATH COUNT
(SEVEN-DAY AVERAGE)

PRECAUTIONARY SAVINGS will limit the
bounce-back in activity in Q4
despite the strong third quarter.

INFLATION bears the brunt of rising
uncertainty and demand weakness.
INFLATION
(ANNUAL CHANGE)
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France

Europe continues to battle the pandemic
with partial lockdowns and adjustments to
their stringency depending on
contamination.

•

This stop-and-go virus management
policy aims to mitigate the economic
impact of lockdowns, but it makes the
second wave more stubborn.

•

Health and macroeconomic uncertainty
thus linger.

•

Source: Bloomberg and Haver. As of December 15, 2020.

May-17

-6%
1.0%

Uncertainty will likely lead to robust
precautionary behaviors, dampening
demand for sectors initially not affected by
restriction constraints.
A double-dip in Q4 is likely; what happens
to Q1 2021 depends on success with
limiting contagion during year-end
festivities.
A rise in cases would lead to a third wave
of restrictions before vaccinations are
completed.
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• Low demand keeps a lid on price
pressures.
• If new lockdowns are not as tight as in
2020, we could expect a mild rebound in
inflation given its low base last year.
• Convergence of inflation near the ECB
target will be slow and dependent on how
confident consumers become with
vaccination and the return to normalcy.

Europe

Fortunately, MONETARY POLICY is, and
will remain, extremely supportive…

…allowing governments to FUND FISCAL
SUPPORT cheaply, as necessary.
GRANT FINANCING FOR THE RECOVERY

ECB BALANCE SHEET
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•

2.0
1.5
1.0

Spain

€1T

•

2.5

France

€2T

•

3.0

Poland

€3T

0.5

Italy
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The ECB announced a significant easing
package in December, including €500
billion of additional QE and support to the
banking sector via an extension of the
TLTROs with generous conditions.

€0B
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€60B
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€80B
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Italy

5-Jul
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Spain
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Greece
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•

The EU Recovery Fund was endorsed and
will deploy investments starting in 2021
and until 2023.

• Supported by an extraordinary ECB put,
periphery bond yields have collapsed near
0.

•

The €750 billion fund will disburse grants
(for €390 billion) and near-free loans
(€360 billion). The stimulus is skewed
toward the most-hit member states.

• It is clear the ECB has passed the baton to
fiscal policy to re-launch inflation.

Importantly, reinvestments will last until
2023.
All of this will allow governments to fund
fiscal support cheaply until necessary.

SOVEREIGN BOND YIELDS (%)

3.5

Germany

€4T

MARKETS have been rallying in a strong
show of confidence.

•

In addition, the regular European
Commission budget (€1.3 trillion) will help
more-vulnerable countries.

Source: Bloomberg, European Commission, and Haver. December 31, 2020.
For Investment Professionals Only | baringsinvestmentinstitute.com
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• As 2021 inflation bounces back in positive
territory, market participants may put
pressure on yields to rise, but this will
reflect a misunderstanding of the ECB’s
determination to remain accommodative.

Europe

CONSENSUS FORECASTS

• We’re in line with consensus expectations of 4-5% growth in the euro area, fueled by
vaccine rollouts and base effects
• We expect consensus U.K. GDP estimates to be revised down towards 4.5% as a double
dip is becoming likely with ever tighter restrictions compounding on Brexit-related trade
disruption
Economic Growth

01/04/2021

12/31/2018

12/31/2019

2020 (E)

2021 (E)

2022 (E)

EZ Real GDP (Y/Y %)

-4.3

1.9

1.3

-7.4 ▼

4.6 --

3.7 ▲

U.K. Real GDP (Y/Y %)

-8.6

1.2

1.5

-11.3 ▼

5.3 ▼

4.5 --

Inflation
EZ CPI (Y/Y %)

-0.3

1.8

1.2

0.3 --

0.9 --

1.2 --

U.K. CPI (Y/Y %)

0.3

2.5

1.8

0.9 --

1.5 ▲

1.9 ▲

EZ Unemployment (%)

8.4

8.2

7.6

8.0 --

9.0 --

8.3 ▼

U.K. Unemployment (%)

4.9

4.1

3.8

4.7 --

6.7 ▼

6.0 ▲

EZ Central Bank

0.00

0.00

0.00

0.00*

0.00 --

0.00 --

EZ 2Y Note

-0.72

-0.62

-0.61

-0.72*

-0.60 ▲

-0.40 ▲

EZ 10Y Bond

-0.58

0.24

-0.19

-0.57*

-0.33 ▼

-0.05 ▼

U.K. Central Bank

0.10

0.75

0.75

0.10*

0.10 ▼

0.20 ▼

U.K. 2Y Gilts

-0.14

0.74

0.53

-0.17*

0.09 ▲

0.27 ▲

U.K. 10Y Gilts

0.20

1.27

0.82

0.19*

0.48 ▲

0.69 ▲

EUR/USD

1.23

1.14

1.12

1.22*

1.24 ▲

1.25 --

GBP/USD

1.36

1.27

1.33

1.37*

1.36 ▼

1.40 --

Labor Market

Rates

Currencies

Source: Bloomberg. As of January 4, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
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Asia Pacific

CHINA POLICY ACCOMODATION is being
withdrawn in a slow and balanced
approach reflected in rising yields...

…as the economy PLOWS AHEAD, led by
strength in demand, which is quickly
closing the gap with the supply-side.

CHINA SOVEREIGN YIELD CURVE

CHINA SUPPLY SIDE VS. DEMAND SIDE
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Even prospects for Japan are positive,
amid their dual commitment for FISCAL
STIMULUS and STRUCTURAL REFORM.
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•

Policymakers delicately tread down the
path towards normalization, in an effort to
contain excess leverage and control
financial risks, while tactically providing
liquidity at the right price.

•

The supply side-led recovery remains
uninterrupted and consumer demand is
set to be an additional driver of growth in
2021 as the rollout of vaccines helps close
the gap between the two.

•

Strength in the RMB may not be an
immediate issue, but policy makers may
want to balance strength (to aid
consumers) and weakness (to aid
exporters and corporate profits).

•

With unemployment roughly back to yearend 2019 levels, an improving labor
market together with steadily rising
consumer confidence should further
solidify the upbeat outlook.

Source: Bloomberg and Haver. As of January 4, 2021.
For Investment Professionals Only | baringsinvestmentinstitute.com
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• The latest economic package, worth ¥73.6
trillion ($710 billion), adds to the sizable
¥234 trillion ($2.25 trillion) injected in 2020
and includes ¥40 trillion ($385 billion) in
fiscal spending, half of which is targeted at
promoting digitalization, reorganizing
SMEs and greening the economy.
• The push for more technology and
software investment, which has stagnated
for 20 years, could lead to a revitalization
of productivity and raise potential growth.

Asia Pacific

The region should also see all the benefits
of global REFLATIONARY DYNAMICS,
except for actual inflation.

VACCINE ROLLOUT should help close the
gap of the two-speed economic recovery,
but significant upside seems limited.

EXPORT GROWTH VS. ASIA FX
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A systemic banking crisis may have been
avoided, but UNDERLYING CREDIT RISKS
still exist.
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•

The strong trade-led underpinnings of
Asia should continue into 2021 as DM
economies normalize amid spillovers from
the services sector opening up.

•

The “growth-beta” of the COVID-19
vaccine will likely be more significant to
countries with still-depressed mobility,
specifically South Asia.

•

But inflationary pressures that would
traditionally accompany this cyclical
recovery are unlikely to materialize amid
strong FX, poor credit growth, slow-toclose output gaps and still-elevated
savings.

•

The most significant difference this cycle
is that Chinese growth will likely settle at a
lower-growth rate versus in the past. It is
still the most important economy in region
but increasingly a less important driver of
growth.

Source: Bloomberg, Haver and Google. As of January 4, 2021.
For Investment Professionals Only | baringsinvestmentinstitute.com
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• A global wave of liquidity, together with
strategic policy measures targeting cash
flow and capital requirements for banks,
means financial conditions remain highly
accommodative.
• But, amid still-elevated uncertainty, fading
fiscal impulse and banks reluctant to
provide credit, the underlying credit risks
facing borrowers remain largely
unresolved.

Asia Pacific

CONSENSUS FORECAST

•
•

Our view is in line with consensus for growth, inflation and unemployment for 2020
We see inflation running slightly higher than consensus in Japan for 2021 on stronger demand fueled
by the lagged effect of substantial government stimulus

Economic Growth

01/04/2021

12/31/2018

12/31/2019

2020 (E)

2021 (E)

2022 (E)

Japan Real GDP (Y/Y %)

-5.7

0.6

0.3

-5.3 --

2.7 ▲

2.0 ▲

China Real GDP (Y/Y %)

4.9

6.7

6.1

2.0 --

8.2 --

5.5 --

Japan CPI (Y/Y %)

-0.9

1.0

0.5

0.0 --

0.1 --

0.5 --

China CPI (Y/Y %)

-0.5

2.1

2.9

2.6 ▼

1.6 ▼

2.3 ▼

Japan Unemployment (%)

2.9

2.4

2.4

2.8 ▼

3.1 ▼

2.9 --

China Unemployment (%)

4.2

3.8

3.6

3.8 --

3.6 --

3.6 ▼

Japan Central Bank

-0.10

-0.10

-0.10

-0.10

-0.10 ▼

0.00 --

Japan 2Y Note

-0.13

-0.15

-0.13

-0.13

-0.09 --

-0.08 ▼

Japan 10Y Bond

0.02

-0.01

-0.02

0.02

0.05 --

0.06 ▼

China Central Bank

4.35

4.35

4.35

4.35

4.35 --

4.30 ▲

China 2Y Note

2.75

2.75

2.75

2.75

2.75 ▲

2.54 ▲

China 10Y Bond

3.18

3.30

3.13

3.12

3.25 ▲

3.19 ▲

USD/JPY

103.06

110.27

108.61

103.25

103.50 --

105.00 ▼

USD/CNY

6.54

6.86

6.98

6.52

6.42 ▼

6.43 ▼

Inflation

Labor Market

Rates

Currencies

Source: Bloomberg. As of January 4, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
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Central Scenario

SCENARIO 1: THE NOT QUITE RECOVERY (70% ODDS)
Fast and effective policy response from mostly key central banks and
finance ministries have shielded the cash flows of households and firms.
Unlike 2008, firms and households also entered this crisis in 2020 with
strong balance sheets.

Analysis
Even in China, where the downturn was most shallow and the recovery is
most advanced, the picture is mixed, as retail spending lags the recovery
on the supply side. Also, income loss has been substantial for poorer
urban and migrant workers. The government-driven investment boom
needs to be accompanied by a recovery of world trade for a return to full
capacity.

The world economy will recover steadily, but slowly and unevenly. Some
firms continue to tap credit markets and enjoy strong demand; others will
suffer from permanent changes in consumer behavior or run out of liquidity
before demand returns.

In Europe, furlough schemes protect 70-80% of employees’ income, but
independent workers are less protected and firms’ revenues have declined
considerably. In the U.S., the CARES Act raised private incomes, but that
support has now been substituted by smaller amounts and savings are
being drawn down.

In this scenario, spending and investment are expected to rebound over
the next 12 months but remain below 2019 levels because:
•
•
•

Not all household and corporate income was (or will be) protected by
policy support
Lingering uncertainty on global demand
Firms may cut labor costs to afford future investments, including in
green and digital infrastructure

The COVID-19 shock hit a global order that was already in transition to
address the challenges of climate change, rising inequality and tremors in
geopolitical alliances. The shock may accelerate some long-term changes
in behavior already underway: digitization has made a quantum leap,
teleworking has become a credible alternative, and travel and leisure seem
likely to find new patterns.

Conditions
•
•

Continued policy support, especially in the form of direct government
payments to households and businesses
COVID containment succeeds so that consumer confidence steadily
returns

This points toward new winners and losers across sectors and countries.
The job prospects of the millions in temporary layoffs are unclear. Out of
precaution, households are cutting spending for now. If vaccines are
broadly deployed over the next six months, as now seems likely, will
consumers forget about all the uncertainty and jump back to spending and
investing? Hope is not a plan. Government support remains essential even
to achieve a “not quite recovery.”

Indicators to watch
•
•
•
•

Personal income, spending and savings
Non-performing loans, downgrades, bankruptcies
Unemployment dynamics and labor force participation rates
Consumer surveys and capex intentions

The above represent the views of Barings as of December 31, 2020, and are subject to change at any
time. These predictions may not come to fruition.
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Alternative Scenarios
SCENARIO 2: FISCAL CLIFF (10% ODDS)

SCENARIO 3: ESCAPE VELOCITY (20% ODDS)

If public support is withdrawn prematurely, either in the U.S. amid rising
partisan tensions or in Europe as public debt worries return, a central
pillar to the recovery will disappear. With unemployment benefits and
furlough schemes fading, the depletion of household savings and firms’
liquidity buffers will lead to another recession in 2021. A renewed wave
of virus, in this context, would be devastating.

Vaccines against COVID-19 are now expected to be widely available
by summer so full normalization of economic and social life could be
achieved by the end of the year. If, however, the rollout is faster than
expected, a faster normalization in employment, growth, and inflation
would ensue, bringing euphoria in the markets.
Conditions

Conditions
•
•

Policymakers reduce fiscal support, notwithstanding persisting labor
market fragility (lower employment, falling wages)

•

Indicators
•
•
•

Having the majority of vulnerable populations in the U.S. and EU
vaccinated by end 2Q21
If the same is achieved in Emerging Markets, the synchronized
rebound will include EMs

Indicators

Cuts in furlough schemes and unemployment benefits
Rising long-term unemployment
COVID-19 hospitalization and fatality dynamics

•
•

Timeline of vaccine roll-outs and vaccination take-up
Vaccine effectiveness against new contagious strains

Analysis

Analysis

EU and U.S. governments have already booked enough doses to
vaccinate the entire U.S. and EU elderly populations, as well as frontline health care staff. Still, the logistics of distributing and inoculating
the doses are highly complex, and questions on efficacy and safety
remain unanswered.

Initially, politicians of all stripes stood united around large and lasting
public support to respond to the crisis. There was talk of largely
unchecked public spending supported by central banks in a world of
low inflation and low growth.
But with the initial signs of recovery, the traditional debate has
returned. The additional U.S. stimulus package looks encouraging, but
the debate is already turning to deficit reduction. Europe has extended
all furlough schemes well into this year and even 2022, but the Chinese
government has signaled it will begin to withdraw some of its support
as the recovery continues. Could all of this come too soon?

In the rosiest scenario, vaccination programs start in January. If
vaccines prove to be as effective as they appeared in trials and take-up
is high, vulnerable groups’ immunity will make lockdowns and
restrictive measures unnecessary. Anticipating this, investment and
durable consumption will pick up solidly beginning in early 2021,
accelerating growth and normalizing labor markets. Markets will power
higher.

The above represent the views of Barings as of December 31, 2020, and are subject to change at any
time. These predictions may not come to fruition.
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Scenario Matrix—Economy

Scenarios
1. Not Quite Recovery

U.S.

Euro
Area

Japan

China

2. Fiscal Cliff

3. Escape Velocity

2020

2021

2020

2021

2020

2021

Growth

-3.5%

4.0%

-3.5%

1.0%

-3.5%

6.0%

Inflation

1.0%

1.5-2.0%*

1.0%

1.0%

1.0%

2.0-2.5%*

Unemployment

6.5%

5.0%

6.5%

7.0%

6.5%

4.0%

Growth

-7%

4-5%

-7%

3%

-7%

6%

Inflation

<1%

<1%

<1%

<1%

<1%

1.5%

Unemployment

8.5%

7.5%

8.5%

8%

8.5%

7%

Growth

-6%

2–3%

-6%

0–1%

-6%

3-4%

Inflation

0%

0.5%

0%

0%

0%

0.5%

Unemployment

3%

3%

3%

4%

3%

2.5%

Growth

2–2.5%

8%

2–2.5%

3–4%

2–2.5%

8-9%

Inflation

2–3%

2%

2–3%

2%

2-3%

2-3%

4%

4%

4%

4–5%

4%

3.5%

Unemployment

The above represent the views of Barings as of December 31, 2020 and are subject to change at any time. These
predictions may not come to fruition. GDP growth measured as year-over-year.
*Asterisks indicate updated estimates from one month ago.
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Comments

The U.S. economy faces near-term
headwinds, but the 2021 forecast could
accelerate further if Congress passes a
larger fiscal agenda.

While the second wave of lockdowns is
hurting growth, the medium-term
outlook has improved substantially as a
result of vaccine progress.

Yoshihide Suga will continue the
reflationary policies of his predecessor
and supports current monetary policy,
which backs fiscal expansion efforts.

The recovery in key economic drivers
remains uneven. Exports are robust,
retail sales are recovering, but targeted
tightening is being seen in the real
estate sector.

Scenario Matrix—Central Bank Policy

Scenarios
Central Bank

1. Not Quite Recovery

2. Fiscal Cliff

3. Escape Velocity

Comments

Fed Funds Rate: 0%
Balance Sheet: Very
accommodative

Fed Funds Rate: 0%
Balance Sheet: Less
accommodative

In the Fed's new framework,
tightening only begins after
balance sheet reduction,
perhaps in 2H22 or 2023, when
inflation rises consistently
above 2%

Some acceleration in inflation may
create disagreement on
accommodation within the
Governing Council but no
tightening action until 2022 at least

Except for scenario 3, Escape
Velocity, inflation will remain
subdued and far below its 2%
policy target, the ECB remains
under pressure to do more

FED

Fed Funds Rate: 0%
Balance Sheet:
Accommodative

ECB

Further accommodation in the
form of more QE and generous
liquidity provisions to counter
the damage of second
lockdowns

No change from scenario 1

Policy rate stays negative;
Balance sheet: Accommodative

Policy rate stays negative;
Balance sheet: Very
accommodative

Policy rate stays negative;
Balance sheet: Accommodative

Maintain easing, with bias
toward loans rather than asset
purchases, to support
economic growth and elusive
inflation target

Cautiously accommodative

Accommodation slowly withdrawn
through 2021

Policymakers have signaled a
more “balanced” approached,
with policies focused on sectors
that need long-term support

BOJ

PBOC

Accommodation slowly
withdrawn through 2021

The above represent the views of Barings as of December 31, 2020 and are subject to change at any time. These
predictions may not come to fruition. Asterisks indicate updated estimates from one month ago.
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Scenario Matrix—Markets

Scenarios
Markets

Rates

Corporate
Credit

Equities

FX

Commodities

1. Not Quite Recovery

2. Fiscal Cliff

3. Escape Velocity

Comments

Policy rates unchanged;
10Y UST range bound around
1%

Policy rates unchanged;
10Y UST lower

Policy rates unchanged;
10Y UST biased higher, averaging
1.5%

Short rates anchored by central
bank policy, watching the long
end to gauge steepening

Spreads grind tighter

Spreads widen some

Spreads move tighter, benefitting
HY over IG amid higher rates

Liquidity environment
supportive of credit conditions

Modestly higher

Likely lower

Greater acceleration with value
benefitting amid steeper curves

We expect some moderating of
valuations through 2021 as
more clarity on the vaccine is
priced in

USD weakness continues

USD steady

USD weakness accelerates

A vaccine-led global
synchronized recovery should
sustain the USD downtrend

Oil, copper and gold generally
higher

Oil, copper and gold
generally range-bound

Oil, copper and gold move higher

Supported by weaker USD and
continued global economic
recovery

The above represent the views of Barings as of December 31, 2020 and are subject to change at any time. These
predictions may not come to fruition. Asterisks indicate updated estimates from one month ago.
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Important Information
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without notice, dependent upon
many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely performance. Investment involves risk. The value of any
investments and any income generated may go down as well as up and is not guaranteed. Past performance is no indication of current or future performance. PAST
PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this
document are provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments. The
composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document. No representation is made that an
investment will be profitable or will not incur losses. Where appropriate, changes in the currency exchange rates may affect the value of investments. Prospective
investors should read the offering documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.

For Professional Investors / Institutional Investors only. This document should not be distributed to or
relied on by Retail / Individual Investors.

OTHER RESTRICTIONS:
The distribution of this document is restricted by law. No action has been or will be taken by Barings to
permit the possession or distribution of the document in any jurisdiction, where action for that purpose
may be required. Accordingly, the document may not be used in any jurisdiction except under
circumstances that will result in compliance with all applicable laws and regulations.

Barings LLC, Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings
Australia Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International
Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) Limited,
Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management
Switzerland Sàrl, and Baring Asset Management Korea Limited each are affiliated financial service
companies owned by Barings LLC (each, individually, an "Affiliate"), together known as "Barings." Some
Affiliates may act as an introducer or distributor of the products and services of some others and may be
paid a fee for doing so.

Any service, security, investment or product outlined in this document may not be suitable for a
prospective investor or available in their jurisdiction.
Any information with respect to UCITS Funds is not intended for U.S. Persons, as defined in Regulation S
under the U.S. Securities Act of 1933, or persons in any other jurisdictions where such use or distribution
would be contrary to law or local regulation.

NO OFFER:
The document is for informational purposes only and is not an offer or solicitation for the purchase or sale
of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may
receive it. This document is not, and must not be treated as, investment advice, an investment
recommendation, investment research, or a recommendation about the suitability or appropriateness of
any security, commodity, investment, or particular investment strategy, and must not be construed as a
projection or prediction.

INFORMATION:
Barings is the brand name for the worldwide asset management or associated businesses of Barings. This
document is issued by one or more of the following entities:
Barings LLC, which is a registered investment adviser with the Securities and Exchange Commission
(SEC) under the Investment Advisers Act of 1940, as amended (Barings LLC also relies on section 8.26 of
NI 31-103 (international adviser exemption) and has filed the Form 31-103F2 in Ontario, Quebec, British
Columbia, Alberta, Nova Scotia, Manitoba, New Brunswick, Newfoundland and Labrador, Prince Edward
Island and Saskatchewan);

In making an investment decision, prospective investors must rely on their own examination of the merits
and risks involved and before making any investment decision, it is recommended that prospective
investors seek independent investment, legal, tax, accounting or other professional advice as appropriate.

Barings Securities LLC, which is a registered limited purpose broker-dealer with the Financial Industry
Regulatory Authority (Baring Securities LLC also relies on section 8.18 of NI 31-103 (international dealer
exemption) and has filed the Form 31-103F2 in Ontario, Quebec, British Columbia, Alberta, Nova Scotia,
Manitoba, New Brunswick, Newfoundland and Labrador, Prince Edward Island and Saskatchewan);

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are
made in good faith in relation to the facts known at the time of preparation and are subject to change
without notice. Individual portfolio management teams may hold different views than the views expressed
herein and may make different investment decisions for different clients. Parts of this document may be
based on information received from sources we believe to be reliable. Although every effort is taken to
ensure that the information contained in this document is accurate, Barings makes no representation or
warranty, express or implied, regarding the accuracy, completeness or adequacy of the information.

Barings (U.K.) Limited, which is authorized and regulated by the Financial Conduct Authority in the United
Kingdom (Ref No. 194662) and is a Company registered in England and Wales (No. 03005774) whose
registered address is 20 Old Bailey, London, EC4M 7BF.
Barings Global Advisers Limited, which is authorized and regulated by the Financial Conduct Authority in
the United Kingdom (Ref No. 552931) and is a Company registered in England and Wales (No. 07622519)
whose registered address is 20 Old Bailey, London, EC4M 7BF and is a registered investment adviser
with the SEC; Baring Asset Management Limited, which is authorized and regulated by the Financial
Conduct Authority in the United Kingdom (Ref No. 170601) and is a Company registered in England and
Wales (No. 02915887) whose registered address is 20 Old Bailey, London, EC4M 7BF; Baring
International Investment Limited, which is authorized and regulated by the Financial Conduct Authority in
the United Kingdom (Ref No. 122628), and is a Company registered in England and Wales (No.
01426546) whose registered address is 20 Old Bailey, London, EC4M 7BF, is a registered
investment01426546) whose registered address is 20 Old Bailey, London, EC4M 7BF, is a registered
investment

These materials are being provided on the express basis that they and any related communications
(whether written or oral) will not cause Barings to become an investment advice fiduciary under ERISA or
the Internal Revenue Code with respect to any retirement plan, IRA investor, individual retirement account
or individual retirement annuity as the recipients are fully aware that Barings (i) is not undertaking to
provide impartial investment advice, make a recommendation regarding the acquisition, holding or
disposal of an investment, act as an impartial adviser, or give advice in a fiduciary capacity, and (ii) has a
financial interest in the offering and sale of one or more products and services, which may depend on a
number of factors relating to Barings’ business objectives, and which has been disclosed to the recipient.
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Important Information
adviser with the SEC (Baring International Investment Limited also relies on section 8.26 of NI 31-103
(international adviser exemption) and has filed the Form 31-103F2 in Quebec and Manitoba;

the Securities Act of 1933 (the “Act”). All offers and sales thereof are intended to be non-public, such that
interests in and securities of any such Fund will be and remain exempt from having to be so registered. By
accepting delivery of this document, the person to whom it is delivered (a) agrees to keep the information
contained in the attached document confidential and (b) represents that they are an “accredited investor”
as defined in Regulation D promulgated by the Securities and Exchange Commission under the Securities
Act of 1933.

Baring Fund Managers Limited, which is authorized as a manager of collective investment schemes with
the Financial Conduct Authority in the United Kingdom and is authorized as an Alternative Investment
Fund Manager in several European Union jurisdictions under the Alternative Investment Fund Managers
Directive (AIFMD) passport regime;

FOR PERSONS DOMICILED IN THE EUROPEAN UNION and the EUROPEAN ECONOMIC AREA
(EEA):
This information is only made available to Professional Investors, as defined by the Markets in Financial
Instruments Directive.

Baring International Fund Managers (Ireland) Limited), which is authorized as an Alternative Investment
Fund Manager in several European Union jurisdictions under the Alternative Investment Fund Managers
Directive (AIFMD) passport regime and, since April 28, 2006, as a UCITS management company with the
Central Bank of Ireland;

FOR PERSONS DOMICILED IN AUSTRALIA:
This publication is only made available to persons who are wholesale clients within the meaning of section
761G of the Corporations Act 2001. This publication is supplied on the condition that it is not passed on to
any person who is a retail client within the meaning of section 761G of the Corporations Act 2001.

Baring Asset Management Switzerland Sàrl, which is authorized by the Switzerland Financial Market
Supervisory Authority to offer and/or distribute collective capital investments;
Barings Australia Pty Ltd (ACN 140 045 656), which is authorized to offer financial services in Australia
under its Australian Financial Services License (No: 342787) issued by the Australian Securities and
Investments Commission;

FOR PERSONS DOMICILED IN CANADA:
This confidential marketing brochure pertains to the offering of a product only in those jurisdictions and to
those persons in Canada where and to whom they may be lawfully offered for sale, and only by persons
permitted to sell such interests. This material is not, and under no circumstances is to be construed as, an
advertisement or a public offering of a product. No securities commission or similar authority in Canada
has reviewed or in any way passed upon this document or the merits of the product or its marketing
materials, and any representation to the contrary is an offence.

Baring Asset Management (Asia) Limited, which is licensed by the Securities and Futures Commission of
Hong Kong to carry on regulated activities Type 1 (dealing in securities), Type 2 (dealing in futures
contracts), Type 4 (advising on securities), Type 5 (advising on futures contracts) and Type 9 (asset
management) in Hong Kong in accordance with the requirements set out in the Securities and Futures
Ordinance (Cap 571);

FOR PERSONS DOMICILED IN SWITZERLAND:
This is an advertising document.
This material is aimed at Qualified Investors, as defined in article 10, paragraph 3 of the Collective
Investment Schemes Act, based in Switzerland. This material is not aimed at any other persons. The legal
documents of the funds (prospectus, key investor information document and semi-annual or annual
reports) can be obtained free of charge from the representatives named below. For UCITS – The Swiss
representative and paying agent for the Funds where the investment manager is Barings (U.K.) Limited is
UBS Fund Management (Switzerland) AG, Aeschenplatz 6, CH-4052 Basel. For QIFs – The Swiss
representative and paying agent for the Funds where the investment manager is Barings Global Advisers
Limited is UBS Fund Management (Switzerland) AG, Aeschenplatz 6, CH-4052 Basel. The Swiss
representative and paying agent for Funds where the investment manager is Baring Asset Management
Limited is BNP Paribas Securities Services, Paris, succursdale de Zurich, Selnaustrasse 16, 8002 Zurich,
Switzerland.

Barings Japan Limited, which is registered as a Financial Business Operator (Registration No. 396-KLFB)
for Type II Financial Instruments Business, Investment Advisory and Agency Business, and Investment
Management Business with the Financial Services Agency in Japan under the Financial Instruments and
Exchange Act (Act No. 25 of 1948);
Baring SICE (Taiwan) Limited, an independently operated business (Business license number: 2017 FSCSICE- Xin- 002; Address: 21 F, No.333, Sec. 1 Keelung Road, Taipei 11012; Taiwan Contact telephone
number: 0800 062 068); or
Baring Asset Management Korea Limited, which is authorized by the Korean Financial Services
Commission to engage in collective investment business and is registered with the Korean Financial
Services Commission to engage in privately placed collective investment business for professional
investors, discretionary investment business and advisory business.

FOR PERSONS DOMICILED IN HONG KONG:
Distribution of this document, and placement of shares in Hong Kong, are restricted for funds not
authorized under Section 104 of the Securities and Futures Ordinance of Hong Kong by the Securities and
Futures Commission of Hong Kong. This document may only be distributed, circulated or issued to
persons who are professional investors under the Securities and Futures Ordinance and any rules made
under that Ordinance or as otherwise permitted by the Securities and Futures Ordinance. The contents of
this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to
exercise caution in relation to the offer. If you are in any doubt about any of the contents of this document,
you should obtain independent professional advice.

Copyright and Trademark
Copyright © 2020 Barings. Information in this document may be used for your own personal use, but may
not be altered, reproduced or distributed without Barings’ consent.
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and
Trademark Office and in other countries around the world. All rights are reserved.
FOR PERSONS DOMICILED IN THE US:
This document is not an offer to sell, nor a solicitation of an offer to buy, limited partnership interests,
shares or any other security, nor does it purport to be a description of the terms of or the risks inherent in
an investment in any private investment fund (“Fund”) described therein. The offer and sale of interests in
any such Fund is restricted by law, and is not intended to be conducted except in accordance with those
restrictions. In particular, no interest in or security of any of the Fund has been or will be registered under

FOR PERSONS DOMICILED IN SOUTH KOREA:
Neither this document nor Barings is making any representation with respect to the eligibility of any
recipients of this document to acquire interests in the Fund under the laws of Korea, including but without
limitation the Foreign Exchange Transaction Act and Regulations thereunder. The Fund may only be
offered to Qualified Professional Investors, as such term is defined under the Financial Investment
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Services and Capital Markets Act, and this Fund may not be offered, sold or delivered, or offered or sold
to any person for re-offering or resale, directly or indirectly, in Korea or to any resident of Korea except
pursuant to applicable laws and regulations of Korea.
FOR PERSONS DOMICILED IN SINGAPORE:
This document has been prepared for informational purposes only, and should not be considered to be an
advertisement or an offer for the sale or purchase or invitation for subscription or purchase of interests in
the Fund. This document has not been registered as a prospectus with the Monetary Authority of
Singapore. Accordingly, statutory liability under the SFA in relation to the content of prospectuses would
not apply. This document or any other material in connection with the offer or sale, or invitation for
subscription or purchase of interests in the Fund, may not be circulated or distributed to persons in
Singapore other than (i) to an institutional investor pursuant to Section 304 of the Securities and Futures
Act, Chapter 289 of Singapore (the "SFA"), (ii) to a relevant person pursuant to Section 305 of the SFA, or
(iii) otherwise pursuant to, and in accordance with the conditions of, any other applicable provision of the
SFA.
FOR PERSONS DOMICILED IN TAIWAN:
The Shares of in the nature of securities investment trust funds are being made available in Taiwan only
to banks, bills houses, trust enterprises, financial holding companies and other qualified entities or
institutions (collectively, “Qualified Institutions”) pursuant to the relevant provisions of the Taiwan Rules
Governing Offshore Funds (the “Rules”) or as otherwise permitted by the Rules. No other offer or sale of
the Shares in Taiwan is permitted. Taiwan’s qualified Institutions which purchase the Shares may not sell
or otherwise dispose of their holdings except by redemption, transfer to a Qualified Institution, transfer by
operation of law or other means approved by Taiwan Financial Supervisory Commission. Investors should
note that if the Shares are not in the nature of securities investment trust funds, they are not approved or
reported for effectiveness for offering, sales, issuance or consultation by Taiwan Financial Supervisory
Commission. The information relating to the shares in this document is for information only and does not
constitute an offer, recommendation or solicitation in Taiwan.
FOR PERSONS DOMICILED IN JAPAN:
This material is being provided for information purposes only. It is not an offer to buy or sell any Fund
interest or any other security. The Fund has not been and will not be registered pursuant to Article 4,
Paragraph 1 of the Financial Instruments and Exchange Act of Japan (Act No. 25 of 1948) and,
accordingly, it may not be offered or sold, directly or indirectly, in Japan or to, or for the benefit, of any
Japanese person or to others for re-offering or resale, directly or indirectly, in Japan or to any Japanese
person except under circumstances which will result in compliance with all applicable laws, regulations
and guidelines promulgated by the relevant Japanese governmental and regulatory authorities and in
effect at the relevant time. For this purpose, a “Japanese person” means any person resident in Japan,
including any corporation or other entity organized under the laws of Japan.
FOR PERSONS DOMICILED IN PERU:
The Fund is not registered before the Superintendencia del Mercado de Valores (SMV) and it is placed by
means of a private offer. SMV has not reviewed the information provided to the investor. This document is
only for the exclusive use of institutional investors in Peru and is not for public distribution.
FOR PERSONS DOMICILED IN CHILE:
Esta oferta privada se acoge a las disposiciones de la norma de carácter general nº 336 de la
superintendencia de valores y seguros, hoy comisión para el mercado financiero. Esta oferta versa sobre
valores no inscritos en el registro de valores o en el registro de valores extranjeros que lleva la comisión
para el mercado financiero, por lo que tales valores no están sujetos a la fiscalización de ésta; Por tratar
de valores no inscritos no existe la obligación por parte del emisor de entregar en chile información
pública respecto de los valores sobre los que versa esta oferta; Estos valores no podrán ser objeto de
oferta pública mientras no sean inscritos en el registro de valores correspondiente.
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