February 2021

Is the Tunnel Getting Longer?

21-1506914

Table of Contents

Outlook……….…………………………………………………..Pg. 3
What Changed ………………………………………................Pg. 4
Monthly Spotlight……...………………………………………..Pg. 5
U.S. Overview……….…………………………………………...Pg. 6-8
Europe Overview………………………………………………..Pg. 9-11
Asia Pacific Overview……...…………………………………..Pg. 12-14
Scenario Descriptions……………………….…………………Pg. 15-16
Scenario Matrix…………...………….……………………...…..Pg. 7-19

For Investment Professionals Only | baringsinvestmentinstitute.com

2

February Outlook: The Tunnel’s Getting Longer
In a race between vaccine research and virus mutations,
logistical challenges are setting up hurdles that are
lengthening the distance to the end of the tunnel. Governments
are distributing vaccines at varying speeds and levels of efficiency.
Also, each new virus strain risks putting into question the efficacy of
existing vaccines. Emerging data suggest the vaccines will continue
to be protective, though they may need retooling. The challenges
remain daunting, and the role of fiscal and monetary policymakers
providing support along the way will be key. There is still light at the
end of the tunnel, it’s just that different countries may reach it at
different times.

accommodative policies by the European Central Bank should keep
European government bonds strongly supported. In the nearterm, valuations continue to look stretched and volatility is likely
to persist, especially on uneven vaccine distribution and cheap
liquidity in the system that is fueling speculative bets on asset
prices.
While a tough winter weighs on U.S. employment, confidence, and
spending, fiscal support to consumers will aid Q1 growth. With
Democrats now seemingly in control, brighter prospects for further
fiscal stimulus have boosted the medium-term outlook. However,
spending bills, including an initial stimulus proposal and a broader
set of priorities later this year, will likely face tough negotiations by a
deeply divided Congress. The Federal Reserve continues to signal
its commitment to accommodative monetary policy and won’t likely
begin tapering asset purchases until at least 2022.

Markets have priced in a strong recovery amid hopes of a fast
and smooth end to the pandemic. Credit spreads even in
COVID-sensitive sectors are near pre-crisis levels. However,
there are near-term concerns in the real economy, in particular
as labor markets remain damaged. The tough winter months that
brought high case counts and restrictions spared no region, and
firms have been reluctant, or unable, to call everybody back. There
are also signs that we will see different recoveries at different
speeds. In Asia, where global trade has been crucial, China
remains the leader; in the U.S., the pandemic has been worse, but
additional fiscal stimulus has kept consumers spending; and
Europe is falling slightly behind, hindered by fast virus spread,
renewed restrictions, and lower income replacement than in the
U.S. While the deployment of vaccines will likely support the global
recovery this year, many sectors are still reeling and many
challenges have yet to be overcome; this is why we stay with our
central scenario of the “Not Quite Recovery."

In Europe, the winter months proved damaging as partial
lockdowns returned. A double-dip recession is likely leading the
European recovery to lag the U.S. However, investment is set to
drive improvement later this year, funded by governments and EU
institutions, which both have finally learned the joys of a spending
spree. Tellingly, an Italian political crisis has been triggered over
how to spend government money, rather than whether to spend it.
In Asia, even China proved it is not immune to a second wave,
while Japan remains stuck in the mud with high case counts, slow
vaccine deployment, and weak consumers. In lieu of a widely
distributed vaccine, exports are the source of strength on the
path to recovery, aided by strong U.S. and recovering Chinese
demand. In China, the supply-side recovery continues unabated,
while demand should become a bigger source of strength this year.
In Japan, despite a gloomy outlook, continued government support
should limit downside risks.

Our baseline outlook is moderately supportive of risk assets—
equities, credit and emerging markets in the medium term.
After retracing much of the recent rise, U.S. Treasuries may drift
slightly higher as better data arrives, but output gaps and monetary
policy will keep rates near the current range. Meanwhile, sufficient
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What Changed in January

WHAT’S NEW
•

•

•

WHAT WE LEARNED

Science prevailed, but logistics intervened and showed the
complexities of the vaccine rollout, not to mention emerging
variants. Limited production is also raising political tensions
around supply and who controls vaccines
The “Blue Ripple” was confirmed, as Democratic control of the
U.S. Congress offers the basis for more stimulus and a
comprehensive spending package later this year

•

Even after the post-2008 experience, there are still people out
there who are worried about the potential for higher inflation

•

Markets are still ever-so sensitive to monetary policy withdrawal,
even if central bankers have repeated ad nauseam that it is
premature to talk about tapering

•

Despite best efforts and early success, the virus has returned to
some parts of Asia

China has decided to delay vaccinations, awaiting a verdict on
whether variants make its home-produced vaccines ineffective,
given the complexity of vaccinating its large population
WHAT WE ARE HEARING FROM OUR TEAMS

WHAT WE ARE WATCHING

•

Bottlenecks in vaccine rollout come not just from hurdles in
inoculation but also a lack of manufacturing capacity

•

Vaccine efficacy on emerging variants, and whether yearly
vaccinations–not unlike the flu–are a possibility

•

Continued recovery in COVID-impacted sectors like those in
ABS and leisure and hospitality, especially in the US

•

•

Markets may be getting too far ahead of themselves by pricing in
an overly optimistic outlook. Stretched valuations are a source of
increasing concern

Will the latest resurgence of the virus in Asia dent the recovery?
Japan would take a hit from the likely cancelation of the Olympic
games. Restrictions to the Chinese New Year celebrations will
reduce consumption and increase inventories as factories keep
working
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Monthly Spotlight: Commodities Outlook
Central banks dominated markets in 2020, but the focus shifts to earnings as the global recovery takes hold.
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Source: Barings Commodities Team. Bloomberg.
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Source: Barings Commodities Team. Bloomberg.
Interestingly, they expect oil demand to peak around 2025 (earlier than
the consensus, which is looking at 2030), trending down afterwards on
the back of structural headwinds (work-from-home becoming more
widespread, reduced air travel, electric vehicles and general
decarbonisation of the economy).

The impact of commodity prices is always crucial, but maybe more
now than usual. With so much uncertainty on whether 2021 will
bring a complete return to normality, and on how different that new
normal will look, commodity prices can shed some light on crucial
questions for any investor: Will oil create steeply accelerating
inflation, challenging central banks accommodative stance? Will
copper reach new highs, showing that China is powering ahead,
decoupling from global growth as it did after 2008? And then looking
further ahead: is ESG a force to be reckoned with?

The copper market is projected to remain in a deficit until 2025,
supporting prices. The copper-intensive renewable energy focus in
many of the stimulus packages enacted around the globe in response
to COVID supports the team’s more-bullish-than-market outlook.

The Commodities team in London established its outlook in the
latest Quarterly Update and see oil reaching $60/barrel this year,
and remaining there. Their bullish, above-consensus call is based
on expectations of a market in deficit in 2021 and relatively
balanced on more muted demand growth and more supply from
OPEC+ and the U.S. in 2022.

While keeping a short-term preference for gold, given the uncertain
recovery in the next months, the team turned very bullish on silver as a
longer-term play on increased industrial demand (and this was before
Reddit day traders pushed its price up 20% in three days!).

Source: Bloomberg and Barings as of January 15, 2021.
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U.S.

MANUFACTURING VS. CAPTIAL
EXPENDITURES

65

The HOUSING MARKET should remain
robust, but the pace will likely slow amid
waning affordability and rising input costs.
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Fiscal stimulus boosts LOW-INCOME
CONSUMER SPENDING despite
deteriorating employment trends.
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THE MANUFACTURING AND CAPEX
RECOVERIES remain strong amid more
targeted restrictions.
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•

•

More targeted lockdowns in the winter
months have allowed the manufacturing
recovery to continue unabated. Low
inventories and rising new orders suggest
strength should continue in 2021.
Capex is set to be a driver of 4Q20
growth, and improving corporate profits
amid a recovering economy should aid
investment this year.

•

After an impressive 2020, a rise in permits
(at the fastest pace since 2006) suggests
housing market demand is set to remain
solid in 2021.

•

However, supply is extremely tight due in
part to an underproduction of homes in
the last decade. This, combined with rising
input prices—such as for lumber—is
pushing home prices higher. Declining
affordability and limited supply could keep
a lid on the pace of growth this year.

Source: Bloomberg and TrackTheRecovery.org. As of January 27, 2021.
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Low-income employment, relative to Jan-2020
Low-income spending, relative to Jan-2020

•

Elevated COVID cases and restrictions are
weighing on low-income employment and
consumer confidence.

•

However, despite labor market concerns,
the U.S. consumer is set to be a source of
strength. Direct fiscal payments offset
weakness in wage and salary income and
confidence, pushing spending higher.

•

This will support Q1 growth, but additional
support will likely be needed when the
current package expires in mid-March.

U.S.

Lack of wage pressures should keep
INFLATION from overshooting, despite
supply constraints boosting input prices.
EMPLOYMENT COST INDEX VS. PRICES
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CREDIT MARKETS have seen an
impressive rebound in COVID-sensitive
sectors as vaccine roll out begins.
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•

YIELDS have retraced much of the recent
rise, but the Fed will be put to the test soon
as the U.S. recovery unfolds.

Supply constraints, such as manufacturing
labor shortages and supply chain
bottlenecks, are putting upward pressure on
input prices. However, vaccine roll out and
easing restrictions should help.
While the release of pent-up demand will
likely lead prices gradually higher, it will be
quite some time before wage pressures
materially accelerate, given slack in the
labor market. It is hard to see inflation
drifting much above the Fed’s target this
year.

US Corp HY Index
HY COVID Sensitive Sectors
US Corp IG Index
IG COVID Sensitive Sectors

•

Credit markets have seen an impressive
recovery in COVID-sensitive sectors in
anticipation of wide-spread vaccination.

•

Both Investment Grade and High Yield
spreads are extremely tight—nearing precrisis lows—making High Yield relatively
more attractive. IG has had significant
support from the Federal Reserve. With
spreads this tight, company-by-company
analysis is becoming increasingly
important to detect any weaknesses below
the surface.

Source: Bloomberg. As of January 27, 2021.
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• The 10-year U.S. Treasury yield quickly
rose following the U.S. Senate runoff
elections in Georgia and bullish comments
by a few regional Federal Reserve
presidents. However, after the Fed
reassured markets of its commitment to
remaining accommodative this year, yields
have retraced much of their increase.
• However, as the recovery gains
momentum, markets may start pricing in
more discussions of an exit strategy next
year.

U.S.

CONSENSUS FORECAST

• Growth and unemployment are likely to come in better than current consensus expectations
for 2021, given the brighter fiscal spending outlook
• Inflation, on the other hand, is likely to remain subdued in 2021 and should generally stay at
or below the Fed’s 2% target–broadly in line with consensus expectations
Economic Growth

02/01/2020

12/31/2018

12/31/2019

2020 (E)

2021 (E)

2022 (E)

-2.5

3.0

2.2

-3.5*

4.1 ▲

3.5 ▲

CPI (Y/Y %)

1.4

2.5

1.8

1.2*

2.1 ▲

2.1 --

Core PCE (Y/Y %)

1.5

2.0

1.7

1.4*

1.7 --

1.9 ▲

6.7

3.9

3.7

8.1 --

6.0 --

5.0 --

Fed Funds

0.13

2.38

1.63

0.13*

0.30 ▲

0.35 ▲

2Y Treasury

0.11

2.52

1.57

0.12*

0.31 ▼

0.57 ▲

10Y Treasury

1.07

2.72

1.92

0.92*

1.34 ▲

1.68 ▲

Real GDP (Y/Y %)
Inflation

Labor Market
Unemployment (%)
Rates

Source: Bloomberg. As of February 1, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
For Investment Professionals Only | baringsinvestmentinstitute.com

8

Europe

VACCINATIONS still have a long way to go,
but the pace will accelerate.

OLD-AGE PROTECTION
(weeks to get 30% of the population vaccinated
on current policies)

HOUSEHOLD INCOME has suffered…

…but ACTIVITY is holding up.

HOUSEHOLD DISPOSABLE INCOME
(annual % change)

EURO AREA PMIs
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•

•

US

Apr-20

Jul-20

PMI manufacturing

Oct-20

Jan-21

PMI service

Vaccine deployment has been slow in
continental Europe for a variety of
reasons, including late approvals and a
decision to stick with the two-dose
protocol, rather than inoculating more
people with only one dose until supplies
are replenished, like in the U.K.

•

Incomes have fallen in Europe as furlough
schemes guarantee only an 80% wage
replacement.

•

In the U.S., income support has been
extraordinary, particularly for poorer
households (see also slide 6).

• Q4 GDP was supported by investment and
exports in Germany and France.
Government policies targeting firms of all
sizes appear successful in this light.

The process does not need to be linear
and the pace is already picking up. Large
pharma companies are now approved to
manufacture the vaccine.

•

This explains the bigger damage inflicted
by the pandemic on EU GDP and points to
a more sluggish recovery on the old
continent.

• A bank-centric system flooded with
liquidity, together with loan guarantee
schemes and payment holidays, have kept
credit buoyant.

Source: Bloomberg and Haver. As of January 28, 2021.
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• Manufacturing has performed surprisingly
well and continues to do so.

Europe

INFLATION is not an issue…

INFLATION
(year-on-year, %)
1.6%
1.2%

SPREAD TIGHTENING
DURING THE PANDEMIC
(spread to bunds, basis points)
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• Inflation will likely accelerate in 2021 due to:
expiring 2020 VAT cuts, the imposition of
green taxes, the expected bounce-back in
oil prices as activity recovers, and favorable
base effects.
• But the temporary dynamics mask
continued long-run disinflationary
pressures.

ECB SOVEREIGN BOND OWNERSHIP
(% eligible debt over 1 year maturity)

150

0.8%
0.4%

…thanks to the ECB OWNING a large part
of the sovereign bond market.

…nor is SOVEREIGN STRESS…

Spain

Italy

•

The bar is high for sovereign stress, as
markets take government spending plans
in stride.

•

The ECB’s asset purchase programs have
been effective in avoiding any spread
widening.

•

Political instability in Italy has not affected
spreads, and the ECB did not even need
to ramp up bond purchases to calm
markets.

Source: Bloomberg and Haver. As of January 28, 2021.
For Investment Professionals Only | baringsinvestmentinstitute.com
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• The ECB now owns a large share of
outstanding bonds, similar to the Fed, the
BoE, and the BoJ. Ownership of Greek
bonds is lower, as the ECB just started
buying them in March 2020.
• As these holdings get reinvested when
they mature, the demand for sovereign
bonds will last well after QE ends.
• How central banks exit these policies
remains an open question.

Europe

CONSENSUS FORECASTS

• Growth in the Euro Area should come in line with consensus expectations, at 4-5%, fueled by
vaccine roll outs and the low base effect.
• UK growth will likely come in slightly below consensus, to 4.5%, as a double-dip is becoming likely
and ever-tighter mobility restrictions compound Brexit-related trade disruptions.
Economic Growth

02/01/2021

12/31/2018

12/31/2019

2020 (E)

2021 (E)

2022 (E)

EZ Real GDP (Y/Y %)

-4.3

1.9

1.3

-7.3 ▲

4.3 ▼

3.9 ▲

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

-8.6

1.2

1.5

-10.6 ▲

4.7 ▼

5.7 ▲

Inflation
EZ CPI (Y/Y %)

-0.3

1.8

1.2

0.3 --

0.9 --

1.2 --

U.K. CPI (Y/Y %)

0.6

2.5

1.8

0.9*

1.5 --

1.9 --

EZ Unemployment (%)

8.3

8.2

7.6

8.0*

9.1 ▲

8.6 ▲

U.K. Unemployment (%)

5.0

4.1

3.8

4.6 ▼

6.6 ▼

5.6 ▼

EZ Central Bank

0.00

0.00

0.00

0.00*

0.00 --

0.00 --

EZ 2Y Note

-0.73

-0.62

-0.61

-0.72*

-0.61 ▼

-0.44 ▼

EZ 10Y Bond

-0.52

0.24

-0.19

-0.57*

-0.32 ▲

-0.05 --

U.K. Central Bank

0.10

0.75

0.75

0.10*

0.10 --

0.20 --

U.K. 2Y Gilts

-0.11

0.74

0.53

-0.17*

0.08 ▼

0.35 ▲

U.K. 10Y Gilts

0.32

1.27

0.82

0.19*

0.53 ▲

0.79 ▲

EUR/USD

1.21

1.14

1.12

1.22*

1.25 ▲

1.25 --

GBP/USD

1.37

1.27

1.33

1.37*

1.40 ▲

1.42 ▲

Labor Market

Rates

Currencies

Source: Bloomberg. As of February 1, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
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Asia Pacific

Exit from stimulus will continue as China’s
V-SHAPED RECOVERY is complete...

…but it is an UNEVEN RECOVERY, with
domestic demand still lagging behind.

CHINA MONETARY EXPANSION

CONSUMPTION VERSUS PRODUCTION
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Urban Wage Growth (LHS)
Industrial Profit Growth (RHS)

M2 Growth Minus Nominal GDP Growth

•

China ended 2020 as the only major
country to see growth despite the
pandemic, amid continued strength in
exports and industrial production.

•

Manufacturing and other external-facing
sectors have benefited, compared to
urban white-collar workers, who face still
subdued internal demand.

•

Slowing of credit expansion, but not
outright tightening, will continue as the
focus shifts towards financial derisking.

•

Travel restrictions ahead of the Lunar New
Year point to near-term headwinds to
spending.

The anemic consumption recovery could
slow policymakers’ intentions to delever.

•

Labor market stability suggests continued
potential for the demand- and supply-side
gap to narrow, however.

Source: Bloomberg and Haver. As of January 28, 2021.
For Investment Professionals Only | baringsinvestmentinstitute.com
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•

The POSITIVE FEEDBACK loop between
the U.S. consumer and Asian exporters
should continue.
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Asia

World

• The upbeat outlook in the U.S., given the
expected fiscal support this year,
suggests further strength in exports and
should also drive intermediate goods
demand in the region.
• The robust export environment is likely to
support corporate profits and capex,
especially amid still-easy financial
conditions.

Asia Pacific

ECONOMIC DAMAGE from Japan’s state of
emergency declaration appears limited...

…but it puts into question the durability of
the CONSUMPTION RECOVERY.

JAPAN PURCHASING MANAGERS INDEX

ASIAN EQUITIES continue to perform
relative to the U.S. and Europe.
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•

•

Services

Japan exports remain robust, and service
sectors face the brunt of the recent rise in
cases. Given the narrow scope of the
restrictions and existing weakness in
impacted sectors (hotels, bars and
restaurants), additional damage should be
limited.
The potential cancellation of the Olympic
games could be significant drag. This
comes as inbound tourism is nearly
nonexistent.

Consumer Confidence Index (RHS)

•

Government support has been abundant
as fiscal stimulus totaling 54% of GDP has
helped the consumption recovery since
May, despite sluggish labor market
conditions.

•

Pandemic uncertainty will continue to
weigh on consumers. The vaccines offer
some solace, but inoculations have not
begun.

Source: Bloomberg and Haver. As of January 28, 2021.
For Investment Professionals Only | baringsinvestmentinstitute.com
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• Despite its relative outperformance due to
the upbeat economic outlook, equity
valuations in the region remain broadly in
line with historical averages.
• Exceptionally easy monetary conditions,
coupled with still-anemic credit growth,
mean capital market liquidity should buoy
risk assets.

Asia Pacific

CONSENSUS FORECAST

• Our view is broadly in line with consensus for growth and unemployment for 2021
• We downgrade our inflation expectations for Japan in 2021, given the recent resurgence of
the virus and renewed restrictions
Economic Growth

02/01/2021

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 --

2.5 ▼

2.0 ▲

China Real GDP (Y/Y %)

6.5

6.7

6.1

2.3*

8.4 ▲

5.5 --

Japan CPI (Y/Y %)

-1.2

1.0

0.0

0.0 --

0.0 ▼

0.5 --

China CPI (Y/Y %)

0.2

2.1

2.5

2.5 ▼

1.5 ▼

2.3 --

Japan Unemployment (%)

2.9

2.4

2.8

2.8 ▼

3.1 --

2.9 --

China Unemployment (%)

4.2

3.8

3.6

3.8 --

3.8 ▲

3.6 --

Japan Central Bank

-0.10

-0.10

-0.10

-0.10*

0.00 ▲

0.00 --

Japan 2Y Note

-0.13

-0.15

-0.13

-0.13*

-0.09 --

-0.10 ▼

Japan 10Y Bond

0.05

-0.01

-0.02

0.02*

0.04 ▼

0.04 ▼

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*

2.63 ▼

2.23 ▼

China 10Y Bond

3.17

3.30

3.13

3.12*

3.17 ▼

3.09 ▼

USD/JPY

104.96

110.27

108.61

103.25*

103.00 --

105.50 --

USD/CNY

6.46

6.86

6.98

6.52*

6.36 ▼

6.20 ▼

Inflation

Labor Market

Rates

Currencies

Source: Bloomberg. As of February 1, 2021. (E)—Bloomberg private market consensus estimates.
*Represents actual data.
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Central Scenario
THE NOT QUITE RECOVERY (70% ODDS)
Fast and effective policy response from mostly key central banks
and finance ministries have shielded households’ and firms’ cash
flows. Unlike 2008, firms and households also entered this crisis in
2020 with strong balance sheets.

Analysis
The picture is mixed even in China, where the downturn was most
shallow and the recovery is most advanced, as retail spending lags
the recovery on the supply side. Also, income loss has been
substantial for poorer urban and migrant workers. The governmentdriven 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’
incomes, 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, global spending and investment are expected to
rebound over the next 12 months and return to 2019 levels, but
there will be divergences across regions and sectors:
•

Not all household and corporate income will be protected by
policy support
• Lingering uncertainty around global demand
• Firms may cut labor costs to afford future investments, including
in green and digital infrastructure
• Vaccine availability will not be even across the world

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 to 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
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
ESCAPE VELOCITY (20% ODDS)

FISCAL CLIFF (10% ODDS)

COVID-19 vaccines are now expected to be widely available by
midyear, 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, likely bringing euphoria in the
markets.

If government spending is withdrawn prematurely, a central pillar
to the recovery will disappear. In the U.S., partisan tensions are
high, and better-than-expected activity could threaten approval of
further income support, as unemployment insurance expires in
March. The risk is lower in Europe, where strong consensus says
don’t withdraw support early. Discussions could heat up and some
political risk may emerge on the path to prolonging the escape
clause from the 3% of GDP fiscal deficit limit. Elections are due in
Germany this year. A renewed wave of the virus, in this context,
would be devastating.

Conditions
•

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

Conditions
•

Indicators
•
•

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

Indicators
•
•
•

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, distribution and inoculation
logistics are highly complex, and questions around efficacy and
safety remain unanswered.

A deadlocked U.S. Congress and political disputes in Europe
Rising long-term unemployment
COVID-19 hospitalization and fatality dynamics

Analysis
Politicians of all stripes initially stood united around large and
lasting public support in response to the crisis. There was talk of
largely unchecked public spending supported by central banks in a
world of low inflation and low growth.

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.

But with the initial signs of recovery, the traditional debate has
returned. The new U.S. stimulus package looks encouraging, but
talks are already turning to deficit reduction. Europe needs to
decide a new fiscal framework for 2022. The Chinese government
has signaled it will begin to withdraw some of its support as the
recovery continues. Could all of this turn in the wrong direction?

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
Not Quite Recovery

U.S.

Euro
Area

Japan

China

Escape Velocity

Fiscal Cliff

2021

2022*

2021

2022*

2021

2022*

Comments

Growth

5.0%*

3.5%

6.5%*

3.5%

5.0%*

1-2%

Inflation

1.5-2.0%

2.0-2.5%

2.0-2.5%

2.5%

1.5-2.0%*

1.5-2.0%

Unemployment

5.0%

4.0%

4.0%

3.5%

5.0%*

4.5%

The U.S. outlook has been upgraded
due to a brighter viewpoint for fiscal
support. Vaccine rollout and fiscal
support will be key amid a weak labor
market backdrop

Growth

4-5%

3.5%

6%

3.5%

3%

2.5%

Inflation

<1%

1.0-1.5%

1.5%

1.0-1.5%

<1%

<1%

Unemployment

7.5%

7%

7%

7%

8.5%

8%

Growth

2–3%

2.5%

3-4%

3%

2–3%*

1.5%

Inflation

0%*

0.5%

0.5%

1%

0%

0.5%

Unemployment

3%

3%

2.5%

2.5%

3%

3%

Growth

8%

5.5%

8-9%

6%

8%*

5%

Inflation

2%

2%

2-3%

2-3%

2%

2%

Unemployment

4%

3.5%

3.5%

3.5%

4%*

4%

The above represent the views of Barings as of January 31, 2021 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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While the second wave of lockdowns is
hurting growth, the medium-term
outlook remains supportive with vaccine
progress and unwavering policy support

Firm commitment to fiscal stimulus and
structural support should limit downside
risks to growth, while the emergency
declaration is a near-term headwind

The recovery is more entrenched than
anywhere else, but it remains uneven.
Exports are robust, retail sales are
slowly recovering and stimulus exit will
likely be ahead of other developed
countries

Scenario Matrix—Central Bank Policy

Scenarios
Central Bank

Not Quite Recovery

Escape Velocity

Fiscal Cliff

Comments

FED

Fed Funds Rate: 0%
Balance Sheet:
Accommodative

Fed Funds Rate: 0%
Balance Sheet: Less
accommodative

Fed Funds Rate: 0%
Balance Sheet: Very
accommodative

In the Fed's new framework,
rate hikes only begin after
tapering purchases, perhaps in
2022, when inflation rises
consistently above 2%

ECB

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

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

No change from Not Quite
Recovery scenario

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

Policy rate stays negative;
Balance sheet: Accommodative

Policy rate stays negative;
Balance sheet:
Accommodative

Policy rate stays negative;
Balance sheet: Very
accommodative

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

Accommodation slowly
withdrawn through 2021

Accommodation slowly
withdrawn through 2021

Cautiously accommodative

Policymakers have signaled a
more “balanced” approach as
they pivot toward financial
derisking

BOJ

PBOC

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

Not Quite Recovery

Escape Velocity

Fiscal Cliff

Comments

Policy rates unchanged;
10Y UST range-bound above
1%

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

Policy rates unchanged;
10Y UST below 1%

Short rates anchored by central
bank policy

Spreads range-bound

Spreads move tighter,
benefitting HY over IG amid
higher rates

Spreads widen some

Liquidity environment
supportive of credit conditions

Modestly higher

Greater acceleration with
value benefitting amid
steeper curves

Likely lower

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

USD range-bound

USD weakness continues

USD steady

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

Oil, copper and gold generally
higher

Oil, copper and gold move
higher

Oil, copper and gold generally
range-bound

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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