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More than most Septembers, spring seems like a very long time ago. 
Beyond nature’s promise of blossoms and new growth, investors 
basked in a world that was on its way to substantial reopening. Since 
then, spiking contagion, lingering bottlenecks, and a Chinese 
slowdown have raised fears of another gloomy winter ahead. 

These concerns are real, but they do little to alter the simplest way to 
describe the global economy through the end of next year: 
strong growth and benign inflation. The latest developments may 
well have delayed the arrival of something approaching a return to 
normalcy—but this moment will come. While we have slightly reduced 
our growth expectations for the U.S. and China this year and bumped 
up our number for European inflation, we continue to believe we live, 
as investors, in “The Best of All Possible Worlds!”  

To be sure, growth indicators have been weakening simply 
because the breathtaking acceleration following last year’s 
lockdowns was unsustainable. In most developed countries, 
however, PMI readings remain comfortably in expansion territory. 
Meanwhile, consumer balance sheets and corporate capital 
expenditure programs promise continued strength, even if the recent 
challenge from the Delta variant delays the recovery in travel and 
hospitality industries. Successful vaccination programs seem to have 
weakened the link between contagion and fatalities, bringing the world 
one step closer to living with the virus.

Major central banks’ moves towards slightly less accommodative 
policy reflect the strength of the recovery underway, even if its impact 
will be uneven across different economies where vaccines remain in 
short supply. Indeed, vaccine availability and continued 
effectiveness are the central risk to growth. Another risk is the end 
of extraordinary unemployment benefits in the U.S. on September 6, 
although a strong job market and healthy consumer appetite should 
smooth the transition.

With further recovery still ahead for lagging pockets of the global

economy and policy makers fully aware of the perils of premature
tightening, the next 12-18 months should be a period of good returns 
in equities, private assets, and Emerging Markets. U.S. rates should 
drift higher towards 2%, a move likely to be repeated by other liquid 
sovereigns, as central banks exit emergency measures in well-
advertised baby steps, and the dollar should glide lower as the global 
recovery takes root.

In the United States, protracted supply chain bottlenecks are keeping 
supply from catching up to demand, and temporary constraints on 
some parts of the labor force are further weighing on the recovery. 
However, strong demand still supports the business outlook, 
cushioning the impact of higher input prices. COVID cases and 
deaths are rising, particularly given slowing and lower vaccination 
rates. But the impact of rising infections on activity data looks much 
less severe this time and so far shows little impact on final demand 
and spending.

European economic activity continues to accelerate, while labor 
demand is recovering well across the continent. Confidence is 
fostering consumption, even if wages are lagging. Higher vaccination 
rates should help contain risks from the Delta variant. But bottlenecks 
are hurting the recovery in Germany and supportive policy will 
continue to be important. German elections represent a risk if they 
lead to new calls for balanced budgets and higher policy rates.

In China, a recent tightening bias is likely over amid continued 
efforts to rebalance the recovery. Consumption has been faltering 
slightly on continued COVID-related restrictions to activity, but 
investment should continue strong amid higher fiscal spending and 
robust industrial profits. In Japan, the recovery has been tilted towards 
industrial production, which continues to hold up. The consumer 
demand recovery may remain volatile, but there is hope as 
vaccinations ramp up. For the rest of Asia, manufacturing remains 
mostly supportive, but is moderating.

-- Christopher Smart

September Outlook - Global Recovery: Delayed Not Derailed
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What Changed in August

WHAT’S NEW

• Still not back to normal despite vaccinations

• The FOMC signals it will begin tapering on the early end of 
expectations—likely before year-end

• Supply chain bottlenecks are lasting longer

• European tourism and activity exceeded expectations

• Emerging Markets, including China, are still hampered by virus 
restrictions

WHAT WE ARE HEARING FROM OUR TEAMS

• There is caution because of equity valuations, spread 
compression, and the sense that all of the good news is priced in

• IG and HY favor short duration

• In HY, lower-quality pulled back slightly over the summer due to 
growth and taper concerns

• A sell-off in emerging markets, mostly due to idiosyncratic 
events, has resulted in good buying opportunities

WHAT WE ARE WATCHING

• Will Delta derail the global recovery, in particular the speed of 
savings deployment?

• Will China’s slowdown hamper global growth?

• Will supply chain disruptions fuel inflation or undermine 
demand?

• Will the size and timing of U.S. infrastructure spending 
compensate for the withdrawal of emergency measures?

WHAT WE LEARNED

• Lingering bottlenecks may be pressuring the growth outlook but 
still do not show signs of impacting inflation expectations

• Central banks are starting to eye the exit but will proceed very 
cautiously 

• Labor supply remains tight in certain sectors across the globe 
and the timing of the release of unemployment slack is uncertain

• Bottlenecks and COVID are impacting the speed of the recovery, 
exacerbating the differentiation among countries
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Source: Bloomberg and Barings calculations. As of September 1, 2021. 

Monthly Spotlight: Barings Inflation Tracker Signals Pressures Are Transitory

Everyone this side of Saturn has heard more than enough about 
inflation and why this current bout is temporary. Base effects and 
supply-side disruptions without solid wage growth see us comfortably 
in the “temporary” camp, so we asked what could prove us wrong? In 
other words, which macroeconomic developments would signal, early 
enough to make useful investment decisions, that the world is moving 
into a persistent high-inflation scenario?

To answer this, we developed some “canaries in the coal mine” 
indicators to provide early signals of persistent inflation. Looking at the 
U.S., indicators point to temporary factors only boosting inflation. 

The tool is a breakdown of the U.S. CPI basket into persistent and 
temporary components (food away from home, new and used cars 
and trucks, lodging away from home, car and truck rentals, airline 
fares, motor vehicle insurance). As the chart above shows, only 
transitory factors accelerated in 2021; netting them out, inflation would 
have remained subdued. 

Second, we developed this heat map shown above to signal when key 
measures start to look worrisome and flash red. 

Apart from the CPI indices and inflation expectations, all drivers remain 
fairly subdued for now. Wages grew only marginally; labor market 
participation and employment are still well below average; manufacturing 
capacity is underutilized. Money growth is cooling off quickly, too. 

Finally, there are no signs of a generalized price increase in the two 
broadening inflation measures we have developed. The first measure 
computes how many CPI components are growing faster than the average 
CPI (only six are currently), while the second calculates the variance among 
the components. This is very high now, signalling again that there is much 
difference between the CPI components’ inflation, with only a few growing 
very fast and most others remain very subdued.
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United States

• The stop-and-go pattern in the reopening of 
economies around the globe, the newest rise 
in COVID cases, and the previous draw 
down of inventories are leading supply chain 
bottlenecks to persist for longer.

• While there has been some easing in U.S. 
manufacturing supplier delivery times and 
prices paid, indices remain near record 
highs.

• Near-term price pressures are likely to 
remain until supply catches up to demand. 
We continue to view this as transitory.

• The current tightness in some parts of the 
labor market is real. Small businesses report a 
near record-high number of open jobs they 
couldn’t fill.

• Businesses’ demand for labor has returned 
with a vengeance much earlier than 
anticipated. Meanwhile, several factors, such 
as the need for family/child care, health 
concerns, extra UI benefits, a lack of foreign 
labor, and a rise in retirements, are keeping 
many workers on the sidelines for now.

• Positive EPS revisions continue to be strong 
as consumers spend their excess cash.

• Strong demand is cushioning some of the 
impact companies face from higher input 
prices and are allowing companies to pass on 
some higher prices to consumers.

• At this stage in the recovery, it will be 
important to look at company fundamentals, 
especially as those that invest in productivity-
enhancing measures may prove more 
resilient.

PROTRACTED SUPPLY CHAIN 
BOTTLENECKS are keeping supply from 

catching up to demand…

…and temporary constraints on some parts 
of the LABOR FORCE are further weighing 

on the recovery.

However, strong demand still supports 
the BUSINESS OUTLOOK, cushioning the 

impact of higher input prices.

Source: Bloomberg, Cornerstone Macro, and IBES. As of September 1, 2021.
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United States

• COVID cases remain elevated in the U.S. 
The pace of vaccinations has slowed 
significantly and remains at a lower share of 
the population than in areas such as the EU 
and U.K.

• Rising cases are weighing on the return to 
the labor force, which remains a downside 
risk to the outlook.

• The rise in COVID cases has impacted 
high-frequency activity data only on the 
margin, and is much less severe than 
during previous waves.

• Differentiation is apparent, as there has 
been some easing in in-person leisure 
activities, such as dining in COVID hot 
spots, while activity has held up better in 
other regions as consumers return to 
services.

• Pent-up consumer demand continues to be 
strong despite the spread of the Delta variant.

• Further draw down in excess savings, an 
improving labor market, and an easing of bank 
lending standards will provide support for 
continued near-term strength.

• While supply constraints have led to a lowering 
of our 2021 growth outlook, robust demand 
should still support strong growth next year.

COVID CASES AND DEATHS are rising, 
particularly given the slowing and lower 

relative vaccination rates.

But the impact of rising infections on 
ACTIVITY DATA is much less severe this 

time…

…and so far shows little impact on FINAL 
DEMAND AND SPENDING.

Source: Bloomberg and OurWorldinData.org. As of September 3, 2021.
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Note: Unemployment figures are annual averages.
Source: Bloomberg. As of September 7, 2021. (E)—Bloomberg private market consensus estimates. 

United States

CONSENSUS FORECAST

• Our view is largely in line with consensus for inflation in 2021 and 2022.
• We downgraded our 2021 growth outlook amid protracted supply chain bottlenecks 

lengthening the time for supply to catch up to demand. However, we see a stronger GDP 
and labor market recovery than consensus due to the brighter fiscal spending outlook and 
continued consumer strength. 

Economic Growth 09/07/2021 12/31/2018 12/31/2019 12/31/2020 2021 (E) 2022 (E)

Real GDP (Y/Y %) 12.2 2.9 2.3 -3.4 6.1 ▼ 4.3 ▲

Inflation

CPI (Y/Y %) 5.4 2.5 1.8 1.2 4.2 ▲ 2.9 ▲

Core PCE (Y/Y %) 3.6 2.0 1.7 1.4 3.0 ▲ 2.5 ▲

Labor Market

Unemployment (%) 5.2 3.9 3.7 8.1 5.5 ▼ 4.2 --

Rates

Fed Funds 0.13 2.38 1.63 0.13 0.25 -- 0.35 --

2Y Treasury 0.21 2.52 1.57 0.12 0.29 ▼ 0.65 --

10Y Treasury 1.37 2.72 1.92 0.92 1.64 ▼ 2.01 ▼
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• After a summer that exceeded 
expectations, PMIs and other high-
frequency indicators suggest continuing 
strength.

• The last two quarters of the year should 
show very strong growth (6% to 8% 
annualized each quarter).

• Analysts and public institutions continue 
upgrading 2021 growth forecasts. 
Consensus is now close to 5% (BII: 6%).

Source: Bloomberg and Haver. As of September 3, 2021.

Europe

• Job offers continue to rise and are now 
back to pre-pandemic levels. 

• Simultaneously, unemployment rates have 
been declining in most EU economies.

• While part of the workforce is still under 
furlough schemes, strengthening labor 
markets suggest the transition back into 
employment should be smooth.

ECONOMIC ACTIVITY continues to 
accelerate…

…while LABOR DEMAND is recovering well 
across the continent.

CONFIDENCE is fostering consumption, 
even if wages are lagging. 

• Retail sales are at multi-year highs, even if 
real wage growth (i.e., nominal wage 
growth minus inflation) remains subdued. 

• This unusual disconnect between 
consumption and purchasing power growth 
can be explained by falling unemployment, 
the full reopening of economies, and a 
tourist season that has exceeded 
expectations. Savings are being spent.
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• Supply-side disruptions (including chip 
shortages) are hurting those with the most 
exposure to global supply chains.

• Very unusually, the German recovery 
appears to be underperforming other major 
EU economies for this reason.

• While euro area industrial production (IP) is 
roughly back at pre-COVID levels, German 
IP is down 8%, led by a 40% decline in 
motor vehicle production.

Source: Bloomberg and Haver. As of September 3, 2021.

• With the recovery accelerating and credit 
flowing cheaply, the ECB will slow down the 
pace of asset purchases—but not stop it. 

• The policy stance will remain extremely 
accommodative. While the pandemic-
related asset purchase program will be 
phased out in March, QE will continue 
under the “normal” program.

• German elections are too close to call. A 
progressive coalition could mean the start 
of further euro area integration. 

HIGH VACCINATION RATES should help 
contain risks from the Delta variant.

But BOTTLENECKS are hurting the 
recovery in Germany…

…and SUPPORTIVE POLICY will continue 
to be important.

Europe

• After a slow start, EU vaccinations sped 
up and Europe now shows the second-
highest vaccination rate among major 
economies.

• Evidence suggests this has weakened the 
link between new cases and 
hospitalizations and fatalities, which have 
not risen significantly.  

• Barring a loss of vaccine efficacy, the  
variant should not impact the recovery.  
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Note: Unemployment figures are annual averages.
Source: Bloomberg. As of September 7, 2021. (E)—Bloomberg private market consensus estimates. 

Europe 

CONSENSUS FORECAST

• We maintain our above-consensus 6% call for 2021 euro area growth: activity has exceeded 
expectations during the summer months and points towards further acceleration. Fading vaccine 
efficacy is the main risk we see for the EU recovery.

• U.K. growth will likely underperform, as Brexit-related disruptions are affecting trade and labor 
markets. A weak currency and a successful reopening are helping fuel the next stages of the recovery.

Economic Growth 09/07/2021 12/31/2018 12/31/2019 12/31/2020 2021 (E) 2022 (E)
EZ Real GDP (Y/Y %) 14.3 1.9 1.4 -6.4 4.8 ▲ 4.4 ▲

U.K. Real GDP (Y/Y %) 22.2 1.2 1.5 -9.9 6.8 -- 5.4 ▼

Inflation
EZ CPI (Y/Y %) 3.0 1.8 1.2 0.3 2.0 ▲ 1.5 --

U.K. CPI (Y/Y %) 2.0 2.5 1.8 0.9 2.1 ▲ 2.4 ▲

Labor Market
EZ Unemployment (%) 7.6 8.2 7.6 7.9 8.0 ▼ 7.8 ▼

U.K. Unemployment (%) 4.7 4.1 3.8 4.4 5.0 ▼ 4.8 ▼

Rates
EZ Central Bank 0.00 0.00 0.00 0.00 0.00 -- 0.00 --

EZ 2Y Note -0.70 -0.62 -0.61 -0.72 -0.64 ▼ -0.52 ▼

EZ 10Y Bond -0.32 0.24 -0.19 -0.57 -0.18 ▼ 0.12 ▲

U.K. Central Bank 0.10 0.75 0.75 0.10 0.10 -- 0.30 ▲

U.K. 2Y Gilts 0.20 0.74 0.53 -0.17 0.15 ▲ 0.39 ▲

U.K. 10Y Gilts 0.74 1.27 0.82 0.19 0.87 ▼ 1.20 ▼

Currencies
EUR/USD 1.19 1.14 1.12 1.22 1.19 -- 1.21 --

GBP/USD 1.38 1.27 1.33 1.37 1.39 ▼ 1.43 ▼
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• While the latest wave of infections is being 
controlled, the damage has been done; 
August consumer activity is likely to have 
been depressed further.

• Mobility restrictions (more so than 
lockdowns) have been the preferred tool to 
control infections. This should continue to 
weigh on consumer sentiment and activity, 
particularly on services and travel, 
delaying the consumer recovery. 

• Government bond issuance is running well 
below its annual quota (36% as of July), 
while better-than-expected revenue 
collection should allow some room for 
deficit expansion. 

• This should support infrastructure 
investment, but more direct household 
transfers could also be a possibility. 

• Strong overall industrial profits should be 
supportive of capex, particularly on the 
manufacturing side.

• Authorities are addressing social and 
structural issues that could impede long-
term growth prospects (e.g., “Three 
Mountains”). Increasing attention towards 
“common prosperity” is being added on 
top of ongoing financial de-risking. 

• But, a barbell approach is being 
implemented, tightening in certain sectors 
while providing targeted support to others. 

• Monetary policy should help cushion the 
blow. 

China’s CONSUMPTION has been faltering 
slightly…

…but INVESTMENT should continue strong 
amid higher fiscal spending and robust 

industrial profits.

Meanwhile, a recent TIGHTENING BIAS is 
likely over amid continued efforts to 

rebalance the recovery. 

Source: Bloomberg, Haver. As of July 31, 2021.
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• External demand conditions are likely to 
remain supportive of industrial production 
and capex.  

• Bottlenecks, including high delivery times 
and semiconductor shortages, will act as a 
near-term constraint on activity.

• A moderation of the global fiscal impulse, 
particularly in the U.S., could mean slower 
growth for global goods demand.

• Restrictions have weighed on Japanese 
consumer activity and sentiment, 
particularly into Q3, but their overall 
impact has gradually decreased over time. 

• One possible reason is that despite a slow 
start, Japan has quickly ramped up its 
pace of vaccinations; it is on track to 
vaccinate 65% of its population with at 
least one dose by year-end.

• Normalization of activity could be 
expected by Q4, but uncertainty remains.

• Eventual waning of global goods demand, 
bottlenecks such as semiconductor 
shortages, and infections leading to 
temporary factory or port closures (e.g. 
Vietnam, Malaysia, and China) will weigh 
on the manufacturing sector. 

• With Asia domestic demand still 
constrained by the pandemic, growth will 
be driven by U.S. capex and the demand 
recovery in Europe. 

In Japan, the recovery has been tilted 
towards INDUSTRIAL PRODUCTION, which 

continues to hold up.

The consumer demand recovery may 
remain volatile, but there is hope as 

VACCINATIONS RAMP UP.

For the rest of the region, 
MANUFACTURING ACTIVITY remains 
mostly supportive, but is moderating.
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Note: Unemployment figures are annual averages.
Source: Bloomberg. As of September 7, 2021. (E)—Bloomberg private market consensus estimates. 

Asia Pacific

CONSENSUS FORECAST

• We expect 2021 GDP growth for Japan to come in slightly above consensus, amid a revival 
in capex and consumption closer to year-end. Conditions should support a return to pre-
pandemic GDP levels by 2022. 

• We downgrade 2021 GDP growth for China amid growing downside risks to the rebound in 
consumption, despite investment likely holding up. We remain constructive on 2022 growth.  

Economic Growth 09/07/2021 12/31/2018 12/31/2019 12/31/2020 2021 (E) 2022 (E)
Japan Real GDP (Y/Y %) 7.5 0.6 0.0 -4.7 2.5 ▼ 2.5 ▼

China Real GDP (Y/Y %) 7.9 6.7 6.0 2.3 8.4 ▼ 5.6 --

Inflation
Japan CPI (Y/Y %) -0.3 1.0 0.5 0.0 0.1 -- 0.6 --

China CPI (Y/Y %) 1.0 2.1 2.9 2.5 1.3 ▼ 2.3 --
Labor Market
Japan Unemployment (%) 2.8 2.4 2.4 2.8 2.9 -- 2.7 --

China Unemployment (%) 3.9 3.8 3.6 4.2 3.9 ▲ 3.6 --

Rates
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 -- -0.06 --

Japan 10Y Bond 0.04 -0.01 -0.02 0.02 0.09 ▼ 0.12 --

China Central Bank 4.35 4.35 4.35 4.35 4.30 -- 4.30 --

China 2Y Note 2.47 2.75 2.75 2.75 2.41 ▼ 2.30 ▼

China 10Y Bond 2.85 3.30 3.13 3.14 2.90 ▼ 2.95 ▼

Currencies
USD/JPY 110.04 110.27 108.61 103.25 110.00 ▼ 110.00 ▼

USD/CNY 6.45 6.86 6.98 6.52 6.45 -- 6.40 ▲
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Advanced economies still stand a good chance to exit lockdowns in 
the coming months. The U.S. will continue to reopen and Europe is 
now more than caught up in vaccination rates. Unprecedented 
coordination of macroeconomic policies has successfully laid the 
groundwork for strong, demand-led growth. Consumers are coming 
back with a vengeance and are ready to shop, dine out, travel, be 
merry, and enjoy the life in the open they so dearly missed. 

Hampered by low access to vaccines, the pandemic will affect most 
emerging and developing markets for longer. Still, many could see 
their most vulnerable populations protected against the virus in the 
18-month horizon of these scenarios. In addition, the global 
recovery will spill over much sooner through renewed trade and 
financial links.

“THE BEST OF ALL POSSIBLE WORLDS!” (70% ODDS)

The automatic recovery of demand when developed economies 
reopen provides an ideal environment for animal spirits, the 
Keynesian term for human emotions that affect consumer 
confidence. Already, firms have started to invest, supported by 
exceptionally cheap financing conditions. Public investment will 
add to the momentum. The U.S. Congress will likely pass 
massive infrastructure plans, and European Recovery and 
Resilience funds will be deployed over the next five years as part of 
a transformative “green and digital” transition. 

Some days, the economy will look like it may overheat and markets 
may flutter. However, central banks will not fail in their 
commitment to act as tail risk managers because the wounds 
that remain beneath the surface will keep inflation in check. In 
the small and medium enterprises (SME) sector, not all firms 
recover from the long lockdowns; for those that do survive, liabilities 
have built up in savings that now need to be spent on restocking to 
restart—but also repaid. Solvency remains fragile and labor 

participation rates do not recover quickly as firms find they no 
longer need workers they shed during lockdowns. The acceleration 
of technology adoption does not reverse. Labor markets will 
improve, but slack, productivity gains, and increased 
competition from online commerce keep actual inflation at 
bay.

China is supporting growth through its “dual circulation” 
strategy that benefits from the global recovery, but also strong 
growth in domestic demand with an expanding social safety net. In 
addition, the government engages in heavy investments that focus 
on technological innovation and its ambitious goal of a rapid green 
transition. 

The resulting global capex cycle could, if well-executed, set the 
stage for a rise in secular growth in the years beyond this scenario. 
For now, we keep our title in quotation marks as growth may revert 
to pre-crisis trends.

Conditions
• Continued policy support
• Control of the pandemic

Indicators to watch
• Falling savings rate
• Extent of labor market scars (participation rate, employment-to-

population ratio, and employment cost index relative to 2019)
• Rising capex and capacity utilization

Scenario risks
• Rising U.S.-China friction over technology
• U.S. decouples and a normal tightening of U.S. financing 

conditions hurts Europe and EMs
• U.S. twin deficits that exacerbate protectionism and threaten 

trade and financial stability

Central Scenario

The above represent the views of Barings as of September 7, 2021, and are subject to change at any 
time. These predictions may not come to fruition.
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INFLATION ANXIETY (20% ODDS)

In light of the powerful growth rebound and ongoing discussions 
about U.S. infrastructure spending, price pressures raise the threat 
of inflation. Strong private and public demand meet supply chain 
bottlenecks, giving rise to cost-pushed inflation in oil, food, and 
other commodities related to the digital and green transition. With 
supply unable to adjust to the demand boom, inflationary 
pressures look more persistent than central banks expected. 
Wages may also take off. Some firms are forced to preserve 
margins and pass through higher costs to prices, propagating 
inflation. It starts to make increasing sense to market 
participants that inflation is really the only solution to reducing 
the extraordinary public debt burden accumulated during the 
pandemic—central banks will run the economy hot.

A tug of war takes place between markets and the Fed. Rate 
hikes and higher inflation become priced in the U.S. yield curve, the 
risk-free curve of the world. The Fed pushes back against any 
permanent inflation scare, citing lingering scars and structural 
disinflationary forces. It remains committed to a calm display, but 
markets are unconvinced and tantrums ensue. Indeed, investors 
worry that the Fed’s stress on lingering pockets of unemployment 
will put it well behind the curve when the market recovers. Market 
volatility raises risk premia and hurts consumer confidence and 
capex plans. Demand remains strong but not as strong as in 
“The Best of All Possible Worlds!” scenario.

The Fed regains control of the narrative with talk of yield curve 
control. In the meantime, volatility and more expensive, longer-
term financing conditions provide a headwind to growth. 
Growth momentum is weak after the initial bounce, but inflation 
picks up along with macroprudential concerns about isolated asset 
bubbles.

Emerging markets suffer as their incomplete recovery is 
hindered by tightening financing conditions and a strong 
dollar.

Heightened tensions about trade wars with China or antagonism 
with Russia that leads OPEC to reduce oil supplies would only 
magnify the inflation dynamics described in this scenario.

Conditions
• Rising oil and commodities prices
• Persistent supply chain bottlenecks

Indicators
• Rising inflation expectations
• Higher demand for bitcoin and gold
• Falling savings rates utilization

Scenario risks
• The Fed needs or wants to signal its confidence in the strength 

of the recovery and talks of unneeded policy support

Alternative Scenarios

The above represent the views of Barings as of September 7, 2021, and are subject to change at any 
time. These predictions may not come to fruition.
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GRAVITY PREVAILS (10% ODDS)

As the pandemic recedes, the rebound in demand is short-
lived, because most of the recovery has already occurred. 
Manufacturing has already been powering back since Q3 2020 and, 
in services, changes in the pattern of consumption and lingering 
social restrictions fail to revive those sectors that lag behind. A 
slowdown starts in Q3 as the boost from reopenings fades and 
developed market growth drifts back to pre-crisis levels.

Monetary policy remains accommodative. At the lower bound, 
however, its capacity to relaunch demand turns out to be limited. 
Low real rates fail to spur investment when expected demand 
remains weak. Only fiscal policy has the power to make a 
difference.

Governments make it difficult for further funding to be 
discussed. In the U.S., the early recovery momentum drains the 
urgency from meaningful infrastructure investment. Without it, 
corporate capex stalls, too. In Europe, early discussions of fresh 
fiscal discipline keep the savings rate high, in preparation of future 
tax payments. Any delays for the Resilience and Recovery Plan 
worsen the scenario. Arm wrestling on the appropriate conditionality 
required for the disbursement of funds could take place and result 
in the delay, or cancelation, of public investment plans. This has the 
worst impact in the weakest countries that need the money most, 
and divergence reappears. 

Confidence declines. Wounds may reopen. Shops may remain 
closed and some SMEs go bankrupt. M&As lead to labor shedding 
and many firms start to focus on deleveraging.

Social unrest could easily flare-up. A sense of inequality, police 
brutality, poverty, and youth anger would add to downside risks, as 

would a lingering pandemic, new variants, or vaccination delays.    
A trade war with China, and other geopolitical risks, would also hurt 
badly. 

Elections, in Germany, France, potentially Italy, as well as mid-term 
races in the U.S., could see the expression of anger and radicalism, 
with nefarious results for the medium-term.

Conditions
• Little further spending in the U.S.
• Talks of significant tax increases that affect the middle class

Indicators
• Service PMIs, bankruptcies
• Private savings and investment
• Labor market slack
• Policy announcements

Alternative Scenarios

The above represent the views of Barings as of September 7, 2021, and are subject to change at any 
time. These predictions may not come to fruition.
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Scenario Matrix—Economy

Scenarios

Best of All Worlds Inflation Anxiety Gravity Prevails

2021 2022 2021 2022 2021 2022 Comments

U.S.

Growth 6.5%* 5% 5% 3-4% 5% 3% A consumption boom should 
turbocharge the recovery as U.S. 
households’ balance sheets look 
healthy, vaccines support a return to 
services, and more support is coming. 
Protracted supply constraints may 
elongate the recovery.

Inflation 2.5-3.0%* 2.0-2.5%* 2.5-3.5% 1.5-2.0% 1.5-2.0% 2.0-2.5%

Unemployment 4.5% 3.5% 5% 4% 5.5% 4.5%

Euro 
Area

Growth 6% 4.5%* 5%* 3% 4% 3%
Successful vaccination programs allow 
service sectors to join manufacturing in 
a solid rebound, while policy support
remains unwavering.

Inflation 1.5% 1.0-1.5% 1.5-2.5% 1.0-1.5% 1.0-1.5% 1.0-1.5%

Unemployment 7%* 6.5%* 7%* 7.5%* 8%* 7.5%*

Japan

Growth 2.5-3%* 3.5% 2% 2.5% 2% 2% The fourth State of Emergency, which 
impacts 20% of GDP, and lingering 
pandemic risks are downside risks to 
growth and could delay the recovery in 
consumption and investment.

Inflation 0.5% 1% 1% 0.5% 0% 0.5%

Unemployment 2.5% 2.5% 3% 2.5% 3% 3%

China

Growth 8.5%* 6% 7.5%* 5% 6.5%* 5.5% While the investment recovery is likely 
to continue, the expected consumption 
recovery is at risk amid Delta variant 
concerns and the tightening regulatory 
stance. 

Inflation 1.5% 2.5% 2-3% 2% 1.5% 2%

Unemployment 3.5% 3.5% 4% 3.5% 4% 3.5%

The above represent the views of Barings as of September 7, 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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Scenario Matrix—Central Bank Policy

Scenarios

Central Bank Best of All Worlds Inflation Anxiety Gravity Prevails Comments

FED

Fed Funds Rate: 0%
Taper expected to begin in 
4Q21 as long as recovery 

remains intact*

Fed Funds Rate: 0%
Balance sheet turns neutral, 

relying mostly on forward 
guidance and threat of Yield 

Curve Control (YCC)

Fed Funds Rate: 0%
Balance sheet remains 

accommodative and may need 
to grow

The Fed is likely to respond 
very slowly to any upside or 

downside risks to inflation given 
its new average inflation 

targeting (AIT) framework and 
focus on labor market recovery.

ECB

The acceleration in inflation is 
expected by the ECB and will 
not cause any tapering; it may 

cause some unease with 
Governing Council hawks

Intervention only in jawboning 
market pricing

Unwavering accommodation in 
the form of more QE and 

generous liquidity provisions. 
Returning worries on the 

ineffectiveness of monetary 
policy

Except for the Inflation Anxiety 
scenario, inflation will remain 

benign and below its 2% policy 
target, and the ECB remains 
under pressure to do more.

BOJ Policy rate stays negative;
Balance sheet stays neutral

Policy rate stays negative;
balance sheet stays neutral 

with emphasis on YCC to keep 
financial stability in check

Policy rate stays negative;
balance sheet stays neutral 

with emphasis on YCC to keep 
expectations in check

The BOJ is going down a 
narrow path, with YCC the only 
way to enable policy exit in the 

future; it has managed the 
process well, so far. 

PBOC

Attempting to cushion 
downside risks via incremental 
easing, though broad-based 

easing or policy rate cuts 
unlikely*

Tightening bias via 
macroprudential measures

Easing bias via relaxation of 
macroprudential measures*

Policymakers are focused on 
financial de-risking, but 

attempting to hedge downside 
risks to growth by easing 

incrementally and in a targeted 
manner.*

The above represent the views of Barings as of September 7, 2021 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 Best of All Worlds Inflation Anxiety Gravity Prevails Comments

Rates
Policy rates unchanged;

10Y UST around 2%; curve 
bear steepens

Policy rates unchanged;
10Y UST around 3%, 

with overshoots possible

Policy rates unchanged;
10Y UST around 1%; curve bull 

flattens

Short rates anchored by central 
bank policy, with most of the 

volatility in the mid- to long-end 
of the curve.

Corporate 
Credit

Spreads move tighter, 
benefitting loans over HY 

bonds, which would outperform 
IG amid higher rates

Spreads widen amid tightening 
financial conditions and credit 

risks in focus
Spreads range-bound

Spread changes should largely 
be a function of rates, the 

exception being the Inflation 
Anxiety scenario.

Equities Value and higher-quality 
cyclicals outperforming

Quality outperforming with 
leverage a concern

Rotation back into growth and 
tech

Much of the reopening has 
already been priced-in, so 

earnings will play a greater role 
in determining upside.

FX USD weakness continues

USD strengthens as U.S. yields 
rise compared to other 

developed markets and haven 
flows add to it

USD strengthens in flight to 
safety as growth stalls

A desynchronized growth 
outlook has been supportive of 
the USD, but expect this to end 

toward H2 2021.

Commodities Industrial metals, energy, and 
gold drift modestly higher

Industrial metals, energy, and 
gold move higher

Oil, copper, and gold generally 
range-bound

Commodities should benefit 
from either the tailwind of 

global economic recovery or 
increased inflation worries.

The above represent the views of Barings as of September 7, 2021, 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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according to Notification of the Capital Market Supervisory Board No. Tor Thor. 1/2560. It is for 
information only and is not an advertisement, investment recommendation, research or advice. It does not 
have regard to the specific investment objectives, financial situation or needs of any specific person. You 
should seek advice from a financial adviser if you are in any doubt about any of the content of this 
document. None of the funds has been registered with the Office of the Securities and Exchange 
Commission. Barings is not licensed to carry out fund management activities in Thailand and has no 
intention to solicit your investment or subscription in the fund directly in Thailand.

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.

FOR PERSONS DOMICILED IN ARGENTINA:
This document includes a private invitation to invest in securities. It is addressed only to you on an 
individual, exclusive, and confidential basis, and its unauthorized copying, disclosure, or transfer by any 
means whatsoever is absolutely and strictly forbidden. Barings will not provide copies of this document or 
provide any kind of advice or clarification, or accept any offer or commitment to purchase the securities 
herein referred to from persons other than the intended recipient. The offer herein contained is not a 
public offering, and as such it is not and will not be registered with, or authorized by, the applicable 
enforcement authority. The information contained herein has been compiled by Barings, who assumes the 
sole responsibility for the accuracy of the data herein disclosed.

FOR PERSONS DOMICILED IN BRAZIL:
The fund may not be offered or sold to the public in Brazil. Accordingly, the fund has not been nor will be 
registered with the Brazilian Securities Commission – CVM nor have they been submitted to the foregoing 
agency for approval. Documents relating to the fund, as well as the information contained therein, may not 
be supplied to the public in Brazil, as the offering of fund is not a public offering of securities in Brazil, nor 
used in connection with any offer for subscription or sale of securities to the public in Brazil.

FOR PERSONS DOMICILED IN COLOMBIA:
The material herein does not constitute a public offer in the Republic of Colombia. This document does not 
constitute a public offer in the Republic of Colombia. The offer of the fund is addressed to less than one 
hundred specifically identified investors. The fund may not be promoted or marketed in Colombia or to 
Colombian residents, unless such promotion and marketing is made in compliance with Decree 2555 of 
2010 and other applicable rules and regulations related to the promotion of foreign funds in Colombia. The 
distribution of this document and the offering of shares may be restricted in certain jurisdictions. The 
information contained in this document is for general guidance only, and it is the responsibility of any 
person or persons in possession of this document and wishing to make application for shares to inform 
themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective 
applicants for shares should inform themselves of any applicable legal requirements, exchange control 
regulations and applicable taxes in the countries of their respective citizenship, residence or domicile.
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Important Information

FOR PERSONS DOMICILED IN MEXICO:
The securities offered hereby are not and will not be registered in the national securities registry 
(Registro Nacional De Valores) maintained by the Mexican Banking and Securities Commission 
(Comision Nacional Bancaria y De Valores “CNBV”). These securities may not be publicly offered or 
sold in Mexico without the applicability of an exemption for the private placement of securities pursuant 
to the Mexican Securities law. In making an investment decision, you should rely on your own review 
and examination of the fund / security. These securities are not being offered and may not be offered 
nor acquired within the territory of the United Mexican States. The information contained herein has not 
been reviewed or authorized by the CNBV. Any Mexican investor who acquires the securities does so 
at his or her own risk.

FOR PERSONS DOMICILED IN PANAMA:
This is not a public offering. This document is only for the exclusive use of institutional investors. The 
securities mentioned in this document have not been registered with nor fall under the supervision of 
the Superintendence of the Securities Market of Panama. The distribution of this document and the 
offering of shares may be restricted in certain jurisdictions. The above information is for general 
guidance only, and it is the responsibility of any person or persons in possession of this document and 
wishing to make application for shares to inform themselves of, and to observe, all applicable laws and 
regulations of any relevant jurisdiction. Prospective applicants for shares should inform themselves as 
to legal requirements also applying and any applicable exchange control regulations and applicable 
taxes in the countries of their respective citizenship, residence or domicile. This document does not 
constitute an offer or solicitation to any person in any jurisdiction in which such offer, or solicitation is 
not authorized or to any person to whom it would be unlawful to make such offer or solicitation.

FOR PERSONS DOMICILED IN URUGUAY:
The sale of the product qualifies as a private placement pursuant to section 2 of Uruguayan law 
18,627. The product must not be offered or sold to the public in Uruguay, except in circumstances 
which do not constitute a public offering or distribution under Uruguayan laws and regulations. The 
product is not and will not be registered with the Financial Services Superintendency of the Central 
Bank of Uruguay. The product corresponds to investment funds that are not investment funds regulated 
by Uruguayan law 16,774 dated September 27, 1996, as amended.


