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THE WEEK AHEAD

Cautious Optimism or Cold Realism?

WATCH LIST
Date Period
uU.s.
Mon 1/25 FHFA House Price Index Nov
Tue 1/26 Conference Board Consumer Confidence Jan
Wed 1/27 FOMC Meeting Jan
Thu 1/28 GDP, annualized (Advance Estimate) 4Q20
Thu 1/28 New Home Sales Dec
Fri 1/29 Personal Income Dec
Fri 1/29 Personal Spending Dec
Fri 1/29 PCE Deflator Dec
Fri 1/29 Pending Home Sales Dec
Fri 1/29 Employment Cost Index 4Q20
Europe
Tue 1/26 U.K. Unemployment Rate Nov
Thu 1/28 Germany Consumer Price Index (Preliminary Estimate) Jan
Fri 1/29 France GDP (First Estimate) 4Q20
Fri 1/29 Germany GDP (First Estimate) 4Q20
Fri 1/29 Spain GDP (First Estimate) 4Q20
Asia Pacific
Tue 1/26 South Korea GDP (Preliminary Estimate) 4Q20
Wed 1/27 China Industrial Profits Dec
Thu 1/28 Japan Retail Sales Dec
Fri 1/29 Japan Unemployment Rate Dec
Fri 1/29 Japan Industrial Production (Preliminary Estimate) Dec

Arrows indicate consensus forecast compared to the previous period. Local dates of release.

U.S.

e The new administration’s first
full week will provide clarity on
Cabinet approvals and how well the
divided Congress intends to work
together—giving a sense of what can
feasibly be expected to pass this term.

e 4Q GDP is set to expand, but at a
slower pace than the surge in 3Q. Q4
GDP should remain below 2019-levels
as many sectors remain in pain during

the early stages of vaccine deployment.

Institute’s Central Scenario

Europe

4Q GDP for France, Germany and e

Spain will show second wave and
restriction damage. Declines should
range between below -1% for Germany
to below -3% for France and Spain.
Germany CPI preliminary
January print is set to decline
further from the historical low of -
0.3%. Technical drivers (base effects,
oil prices) will likely invert and push
inflation back into positive territory.

Consensus Previous
0.6% M/M v 1.5% M/M
89.0 A 88.6
0%-0.25% - 0%-0.25%
4.6% Q/Q v 33.4% Q/IQ
850K A 841K
0.1% M/M A -1.1% M/M
-0.5% M/M v -0.4% M/IM
0.3% M/M A 0.0% M/M
-1.0% M/M A -2.6% M/M
0.5% Q/Q - 0.5% Q/Q
5.2% A 4.9%
0.6% M/M A 0.5% M/M
-4.0% Q/Q v 18.7% Q/IQ
0.0% Q/Q v 8.5% Q/IQ
-1.5% Q/IQ v 16.4% Q/IQ
1.3% Q/Q v 2.1% Q/IQ

15.5% YIY
-0.7% M/IM A -2.0% M/M
3.0% A 2.9%
-1.5% M/M v -0.5% M/M
Asia Pacific

Japan retail sales and industrial
production for December will give a
better picture of how rising cases and
restrictions are weighing on both the
supply and demand recovery.

China’s Q4 GDP data supports our baseline scenario that it leads the global recovery. However, as domestic demand continues to
lag within China, we watch to see if the PBOC will react. U.S. housing data supports our baseline that strong demand and low
interest rates will keep housing as a strong source in the 2021 recovery. Meanwhile in Europe, the ever-changing Italian political

climate proves that ECB policies are supportive and sufficient for the time being. Please see our Monthly Macro Dashboard.

BARINGS

BARINGSINVESTMENTINSTITUTE.COM | 1


https://bwebprod.blob.core.windows.net/assets/user/media/macro-dashboard-01.31.21.pdf
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IN REVIEW

China Supply and Demand Diverge

China ended 2020 stronger than expected, though the gap
between the supply and demand recovery widened. China’s
4Q20 GDP beat expectations, rising 6.5% Y/Y—an acceleration
from 4.9% Y/Y growth in Q3. This leaves China’s GDP up 2.3%
for the year, as the economy continues to lead the global
recovery, consistent with our baseline scenario.

CHINA ACTIVITY DATA
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Source: Bloomberg. As of January 21, 2021.
Activity data suggests continued improvement in the supply-side
of the economy amid an acceleration in industrial production,
while improvement in domestic demand undershot expectations
as retail sales growth slowed. Within December’s retail sales
data, consumer staples improved, but non-essential goods and
auto sales growth decelerated. Rising COVID cases in China
have led to greater restrictions and warrant monitoring, though
this shouldn’t upend the recovery there. Growth is expected to
continue into 1Q21, particularly given a low base-effect, but a
balanced recovery in China has yet to be achieved.

U.S. Housing Strong, but Less Affordable

The U.S. housing market recovery remains strong, but limited
supply and rising input prices will limit growth in 2021. Housing
starts and permits beat expectations in December, both rising to
the fastest pace since 2006 due to robust demand, record-low
mortgage rates, Millennial entry, a better labor market for
higher-income earners, and moves to single-family and suburbs
amid the remote school and work-from-home environment.
2020 saw the most single-family construction since 2005,
despite pandemic-induced lockdowns and rising permits—a
leading indicator—suggest demand remains robust in 2021.

Demand remains strong, but supply is extremely tight due to
underproduction over the last decade. Moreover, rising input
prices, such as for lumber, are pushing home prices higher.
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Source: Bloomberg. As of January 21, 2021.
Declining affordability and rising construction costs likely
weighed on the NAHB housing market index, which fell from

record-highs in January, and could limit growth this year.

Italian Politics Shouldn’t Upend the EU Recovery

Last week’s Italian government crisis ended with little trouble.
Prime Minister Giuseppe Conte obtained a confidence vote from
parliament, ending the risk of early elections and helping calm
bond markets, which were stable given the transience of Italian
governments and the ECB QE firewall. However, less certain is
the government’s ability to use the EU Recovery Fund to
relaunch the economy. With a limited majority in parliament,
Conte’s destiny depends on every MP’s goodwill, which is rarely
free in politics. This crisis has likely diminished strong action to
use EU funds to tackle Italy’s deep-seated structural problems
(and vested interests). As the laggard in major EU economies,
Ttaly holds the key for the success of the EU-funded relaunch of
the EU economy, though the EU Commission vetting process
could ensure effective spending. To be continued.

Earnings Update

While only 10% have reported, Q4 earnings are exceeding
expectations as the estimated S&P 500 earnings stands up by
around 5%. Mostly financial firms have reported so far and the
sector’s boost appears to be due to revenue being increased by
equities trading, coinciding with the rise of retail trading, as well
as credit loss reserves being cut in 5 of the biggest banks by $6
billion. Further cross-sector previews highlighted upside risk
from outsized estimate cuts in Q2 and Q3, a better macro
backdrop and elevated operating leverage. However, worsening
virus trends and delayed stimulus in Q4 may lead to less
companies beating expectations relative to history.
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KEY FINANCIAL INDICATORS

Rates Yield
Fed Funds 0.25%
U.S. SOFR 0.06%
3 Month USD Libor 0.22%
3 Month Euribor -0.54%
3 Month U.S. T-Bill 0.08%
2-Year U.S. Treasury 0.12%
10-Year U.S. Treasury 1.09%
10-Year German Bund -0.53%
10-Year U.K. Gilt 0.30%
10-Year JGB 0.03%
Fixed Income Yield
Barclays Capital U.S. Government-Treasury 0.66%
Barclays Capital U.S. TIPS 0.79%
Barclays Capital U.S. Aggregate 1.17%
Barclays Capital Global Aggregate 0.87%
Barclays Capital U.S. ABS 0.43%
Barclays Capital U.S. MBS 1.20%
Barclays Capital U.S. Corporate Investment Grade 1.83%
BAML Euro Corporate Investment Grade 0.22%
Barclays Capital U.S. Corporate High Yield 4.11%
BAML European Currency High Yield Non-Financial 2.86%
CS U.S. Leveraged Loans 4.75%
CS Western European Leveraged Loans Non-USD 4.41%
JPM CEMBI Broad Diversified 4.15%
JPM EMBI Global Diversified 4.77%
JPM GBI-EM Global Diversified 4.31%
Equities Price
S&P 500 3,851.85
Euro STOXX 600 (Local) 410.84
U.K. FTSE 100 (Local) 6,740.39
Japan Nikkei 225 (Local) 28,523.26
China Shanghai Composite (Local) 3,583.09
MSCI AC World (Local) 668.44
MSCI Emerging Markets (Local) 1,400.97
Commodities/Currencies Price
S&P GS Commodity Index 433.66
WTI Crude ($/bbl) 53.24
Copper ($/Ib) 3.65
Gold ($/0z) 1,856.60
U.S. Dollar Index 90.48
Euro (USD/EUR) 1.21
British Pound (USD/GBP) 1.36
Japanese Yen (Yen/USD) 103.57
Chinese Yuan (CNY/USD) 6.47

Source: FactSet and Bloomberg. As of January 20, 2021.
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1 W Change

0 bps
-2 bps
-2 bps
0 bps
-2 bps
-2 bps
0 bps
-2 bps
-2 bps
1 bps
OAS
NA
N/A
35
34
29
20
93
90
345
346
450
434
324
358
N/A

Div Yield

1.47%
2.05%
3.51%
2.22%
1.98%
1.76%
1.67%

1W Change

0.1%
0.6%
0.8%
-0.1%
0.1%
-0.5%
0.0%
-0.4%
0.0%

1M Change 3M Change 6M Change 12M Change  YTD Change
0 bps 0 bps 0 bps -150 bps 0 bps
-3 bps -2 bps -6 bps -148 bps -1 bps
-1 bps 1 bps -4 bps -160 bps -2 bps
-1 bps -4 bps -10 bps -15 bps 0 bps
-1 bps -2 bps -4 bps -148 bps 0 bps
1 bps -3 bps -3 bps -145 bps 0 bps
14 bps 30 bps 48 bps -74 bps 18 bps
4 bps 7 bps -6 bps -32 bps 4 bps
6 bps 11 bps 16 bps -37 bps 10 bps
3 bps 1 bps 2 bps 4 bps 1 bps
1W Return 1M Return 3M Return 12M Return YTD Return
0.0% -0.6% -1.0% 6.5% -1.0%
0.5% 0.6% 1.9% 10.5% 0.1%
0.1% -0.3% 0.3% 6.3% -0.6%
-0.1% -0.3% 2.0% 8.6% -0.7%
0.1% 0.1% 0.4% 4.2% 0.1%
0.1% 0.1% 0.4% 3.6% 0.0%
0.2% -0.2% 1.9% 8.1% -0.9%
0.0% 0.1% 1.2% 2.3% 2.7%
0.5% 1.2% 5.5% 7.0% 0.6%
0.2% 0.7% 4.9% 3.0% 3.5%
0.3% 1.7% 4.4% 3.4% 4.2%
0.3% 1.0% 3.6% 3.2% 3.7%
0.2% 0.0% 3.5% 5.6% 6.9%
0.1% -1.1% 3.5% 2.9% 3.8%
0.4% -0.7% 7.0% 2.5% 2.2%
1W Return 1M Return 3M Return 12M Return YTD Return
1.1% 4.0% 12.3% 17.8% 2.6%
0.4% 3.8% 12.4% -3.1% 3.0%
-0.1% 3.2% 14.5% -11.9% 4.3%
0.2% 6.6% 21.0% 18.4% 3.9%
-0.4% 5.5% 7.7% 15.7% 3.2%
1.1% 4.6% 14.7% 16.1% 19.0%
2.7% 10.8% 21.1% 27.9% 30.0%
1M Change 3M Change 6M Change 12M Change  YTD Change
6.3% 18.9% 28.6% 1.6% 5.9%
8.6% 28.7% 30.4% -9.1% 10.1%
0.5% 16.0% 25.8% 28.0% 3.8%
-1.2% -2.2% 2.3% 19.2% -1.6%
0.5% -2.8% -5.6% -7.3% 0.6%
-1.1% 2.3% 5.8% 9.2% -1.1%
1.1% 5.2% 7.8% 4.9% -0.3%
0.2% -1.9% -3.4% -6.0% 0.3%
-1.1% -3.2% -7.5% -5.7% -1.1%
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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 by Barings or any other person. 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.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its global affiliates. 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 Sarl,
and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC (each, individually, an
“Affiliate”).

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.

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.

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their
jurisdiction.

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.

*As of September 30, 2020
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