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A new year is upon us, and while many of last year’s concerns 
remain—COVID, U.S. inflation, and China’s property sector—2022 is 
ushering in a new set of opportunities and challenges, notably for 
central banks. Even if investors may be skittish and markets 
volatile, we still expect policy to support growth above-trend as 
price pressures recede—a good environment for risk assets.

Omicron is a persistent reminder that the pandemic is not yet behind 
us. Record contagion is weighing on activity—largely through self-
restraint rather than government restrictions. However, the impact to 
growth appears to be less severe than last winter—and less than was 
initially feared. This suggests that Omicron will lead to a temporary 
setback, rather than a derailment of growth across the globe.

Nevertheless, inflation fears are rising as U.S. CPI reaches a four 
decade-high. Protracted supply constraints continue to be a key driver, 
though a broadening in price pressures is taking place. The impact of 
the newest COVID wave on inflation has yet to be seen, but further 
disruptions to the supply of both labor and goods could add to 
near-term stickiness—or work the other way as a temporary 
slowdown in growth hurts consumer sentiment and delays 
savings deployment. While inflation is rising in the euro area as well, 
it is largely a function of higher energy prices.

China’s property sector remains a key risk to the region’s recovery, as 
does its zero-COVID policy. However, additional policy support, strong 
external demand, and a rebound in the manufacturing sector should 
keep the Chinese recovery on track.

With U.S. inflation well above the Fed’s average 2% target and a 
slower return of labor supply leading to a local full-employment 
environment, the FOMC has made a hawkish pivot. The stimulus 
boost is fading, as most major economies face tighter monetary policy 
and less fiscal support while growth begins to normalize in 2022. The 
central question for markets is: will the Fed deliver the correct 
dose of tightening to keep the recovery alive?

This question leads us to track three scenarios over the next 12-18 
months.

We believe the Fed and the world’s major central banks will 
manage to strike A Fine Balance as they normalize monetary 
policy. While protracted supply constraints and new COVID 
waves are making a return-to-normal increasingly volatile, growth 
should remain strong and inflation should trend lower in the 
second half of 2022 as supply and demand normalize. Western 
central banks aim for a gradual tightening of financial conditions to 
ensure a downward path for inflation, while preserving the strong 
economic recovery. They will remain agile and responsive to incoming 
data, but patient so as not to unnecessarily slow growth. Our central 
scenario will be favorable for risk assets, credit, and private 
markets and sees the 10-year U.S. Treasury yield end the period 
at 2% following several rate hikes. This scenario carries 60% 
odds.

We call our first alternative scenario Runaway Train and assign it 
30% odds. The forces driving higher prices still weaken but do not 
peter out entirely, and inflation stabilizes at a higher level than before 
the pandemic. Central banks tighten too gradually or without 
much impact, leading to both elevated growth and persistent 
inflation pressures through 2H22.

Our third scenario remains Gravity Prevails, with 10% odds. In this 
case, after households spend their savings, demand normalizes while 
fiscal support fades. Central bank tightening proves too much with 
both growth and inflation falling back to lackluster levels, typical 
of the pre-pandemic era.

Risks loom large on the outlook as data-dependent central banks 
search for the right path ahead, but our bet is that they will proceed 
with caution. The adjustment of supply and demand should ease 
inflation pressures, allowing central banks to accompany the recovery 
without excessive tightening.  -- Kathryn Asher

January Outlook – Striking a Fine Balance
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Barings Investment Institute Scenarios

A FINE BALANCE (60%)

• The continued recovery keeps economic 
growth above trend. Input cost pressures 
and vigorous demand keep inflation above 
pre-pandemic levels now, although prices 
stabilize in the months ahead.

• Western central banks aim at a gradual 
tightening of financial conditions to ensure 
a downward path for inflation, while 
preserving the strong economic recovery. 
We expect they will achieve this fine 
balance.

• Policy credibility is strong and markets 
price in success, even if bouts of volatility 
emerge as investors reassess the gamble. 

• Finally, in the second half of the year,
inflation starts to decelerate and the 
recovery remains strong and durable. 

• U.S. Treasuries: 2% over 12-18 months

• Market Implications: Supportive - Value 
and Quality equities, commodities. 
Negative - duration. Neutral - USD. 

RUNAWAY TRAIN (30%)

• The forces driving inflation weaken but do 
not peter out and price pressures stabilize 
higher than before the pandemic. 

• Central banks tighten financial conditions 
too gradually or without much impact on 
the sources. 

• Second-round effects, through rising 
expectations and wage growth, propagate 
inflation into the medium term. Structural 
changes add fuel to the fire. 

• In the second half of the year, growth 
remains high but so does inflation.

• U.S. Treasuries: 3.5% over 12-18 months

• Market Implications: Supportive - USD, 
credit, financials, commodities, and 
equities with pricing power. Negative - EM 
and duration.

GRAVITY PREVAILS (10%)

• After euphoria pushes households to spend 
their savings fast, demand normalizes. 
Supply adjusts down. Government spending 
plans normalize or disappoint. 

• Central banks reverse course and return to 
accommodative policy. At the lower bound, 
however, its capacity to relaunch demand 
turns out to be limited. 

• Both growth and inflation fall back to 
lackluster levels, typical of the pre-pandemic 
era.

• U.S. Treasuries: Around 1% over 12-18 
months

• Market Implications: Supportive - Growth 
and Quality equities, USD, and duration in 
flight to safety. Negative - commodities. 
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The above represent the views of Barings as of January 18, 2022, and are subject to change at any time. These predictions 
may not come to fruition. GDP growth measured as annual average. Inflation measured as CPI annual average. 
Unemployment measured as annual average unemployment rate. Asterisks indicate updated estimates from one month ago.

Scenario Matrix—Economy

Scenarios

A Fine Balance Runaway Train Gravity Prevails

2022 2023 2022 2023 2022 2023 Comments

U.S.

Growth 3.5-4%* 3.5% 4.5%* 3.5%* 3% 2%* Growth should remain strong as U.S. 
household balance sheets are healthy, 
easing COVID concerns support a 
return to services, and policy remains 
accommodative. However, protracted 
supply constraints boost inflation.*

Inflation 4-4.5%* 2-2.5%* 5.5% 3.5%* 4%* 1.5-2%*

Unemployment 3.5% 3.5%* 3%* 3%* 4%* 4%*

Euro 
Area

Growth 4.5%* 2.5% 5%* 3.5% 4%* 1.5% A decisive turn downward in inflation
will allow the ECB to keep financing 
conditions supportive and offer the 
recovery a second wind. In 2022, euro 
area growth will outpace the U.S.* 

Inflation 3%* 1.8%* 3.5%* 2.5%* 2.5%* 1-1.5%

Unemployment 6.5% 6.5% 6%* 6% 7% 7.5%

Japan

Growth 3.5%* 1.5%* 3.5%* 2%* 2.5%* 1.5%* An economic bounce will likely be 
driven by robust external demand and 
investment. Pandemic-driven supply 
chain disruptions remain a prominent 
risk to the industrial sector.* 

Inflation 1%* 0.5%* 1%* 1-1.5%* 0.5-1%* 0.5-1%*

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

China

Growth 5.5%* 5%* 5.5%* 5.5%* 5%* 4.5-5%* Supportive monetary and fiscal policy 
should keep growth above 5%, with 
investment and external demand 
providing tailwinds. The delayed 
consumption recovery and property 
sector contagion to investment are 
downside risks.* 

Inflation 2%* 2.5%* 2.5%* 2.5-3%* 2%* 2%*

Unemployment 3.5-4%* 3.5-4%* 3.5-4%* 3.5-4%* 3.5-4%* 4%*
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Scenario Matrix—Central Bank Policy

Scenarios

Central Bank A Fine Balance Runaway Train Gravity Prevails

FED

Fed Funds Rate: 1.5%
Following the end of taper, rate hikes start 
in March and quantitative tightening (QT) 

begins in 2022*

Fed Funds Rate: 3%
Higher, stickier inflation takes hold and the 

Fed does not tighten policy enough*

Fed Funds Rate: 2%
Following the end of taper, rate hikes start 

in March and QT begins in 2022*

ECB

Inflation declines in line with expectations; 
it will not cause excessive tapering, only a 
reduction in pandemic quantitative easing 
(QE). Rate hikes in 2023, at the earliest*

Upside inflation surprises heighten 
disagreement in the ECB, possibly forcing 

it to speed up tapering and rate hikes*

Unwavering accommodation in the form of 
more QE and generous liquidity 
provisions; worries return on the 

ineffectiveness of monetary policy

BOJ Policy rate stays negative;
balance sheet stays neutral

Policy rate stays negative;
balance sheet becomes less 

accommodative and yield curve control 
(YCC) used to keep inflation expectations 

anchored*

Policy rate stays negative;
balance sheet stays neutral*

PBOC
Steady easing, focusing on window 

guidance and balance sheet action, with 
the addition of policy rate cuts*

Incremental easing, focusing on window 
guidance and balance sheet action. Rising 

inflationary pressures could limit dovish 
action*

Policy rate cuts and more forceful stimulus 
likely with growth falling below-trend*

The above represent the views of Barings as of January 18, 2022, 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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The above represent the views of Barings as of January 18, 2022, and are subject to change at any time. 
These predictions may not come to fruition. Asterisks indicate updated estimates from one month ago. 10Y 
UST projection is for end of period.

Scenario Matrix—Markets

Scenarios

Markets A Fine Balance Runaway Train Gravity Prevails

Rates 10Y UST around 2%; curve bear 
flattens*

Bear steepening as the 10Y UST jumps 
to 3.5%*

10Y UST rally to around 1% (on growth 
repricing); the curve flattens and likely 

inverts*

Corporate Credit Underweight duration* Underweight duration; overweight credit 
on robust economic growth*

Overweight duration; focus on Quality 
and credit risks*

Equities
Value (as rates rise) before turning to 

more Quality (as economic momentum 
continually slows, but remains positive)*

Weak returns on contracting multiples. 
Focus on financials and commodity-

linked names, and on companies with 
high pricing power*

Quality and Growth*

FX

Neutral dollar as U.S. rate differentials 
prove supportive, but could subside as 

other DM central banks eventually catch 
up to the Fed's hiking cycle later in the 

forecast horizon*

Stronger dollar on more hawkish Fed 
expectations*

USD strengthens in flight to safety as 
global growth stalls*

Commodities Positive commodities as global activity 
remains robust*

Positive commodities; precious metals a 
safe haven again*

Negative commodities; Oil and copper 
fall from current levels; gold range 

bound*
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What Changed Since December

WHAT’S NEW

• The economic impact of COVID stems more from self-restraint 
rather than government restrictions.

• Fed Chair Jerome Powell signaled a faster and sooner 
tightening of financial conditions. Reduction of the Fed’s balance 
sheet is expected to begin this year. 

• The tightness of the U.S. labor market broadens pressure on 
inflation. Labor participation remains low for now.

• In Europe, workers are returning to their jobs and 
unemployment is at pre-crisis lows. Participation is high.

• In China, policymakers are increasing fiscal spending and 
loosening monetary conditions to support growth.

WHAT WE ARE HEARING FROM OUR TEAMS

• Concerns that inflationary pressures will drive policy rates 
higher more quickly.

• Uncertainty around the impact of Omicron on both supply 
chains and demand.

• Cash balances are attractive given near-term uncertainty.

• Corporate issuance is off to a good start to get ahead of 
expected rate hikes.

• The correction in equity valuations is starting to make some 
sectors attractive.

WHAT WE ARE WATCHING

• Omicron and its impact on activity and inflation. In particular, 
how will China face risks from this wave given its zero-COVID 
policy?

• Is the pandemic turning endemic—and what does that mean?

• Wages and sectoral labor shortages.

• The speed of U.S. savings deployment and pent-up demand 
for services.

• Additional signs of incremental stimulus from China’s 
policymakers. 

• The face off between Russia, Ukraine, and, indirectly, the U.S. 
remains a risk for energy prices and stability in Europe.

WHAT WE LEARNED

• Omicron peaks more quickly than previous variants and is less 
severe but continues to spread rapidly across the globe.

• The hit to activity will be more manageable than with previous 
variants. In Europe, German Q4 activity declined slightly.

• Differences in the intensity and breadth of inflation pressures are 
leading to divergent monetary policy stances in the U.S., euro 
area, and China.
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Source: Bloomberg and Haver. As of January 13, 2022.

Inflation is running well above the Fed’s average 2% target and the labor market is tightening, leading the FOMC to make 
a hawkish pivot. While financial conditions remain easy, great uncertainty surrounding COVID remains.

Fed Radar Screen

INFLATION: CONCERN EMPLOYMENT: NEUTRAL

FINANCIAL CONDITIONS: EASY RISKS: CONCERN
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ST. LOUIS FED FINANCIAL STRESS INDEX 2.0

ABOVE AVERAGE

GLOBAL VACCINATION RATES
(% of population fully vaccinated)

U.S. 62.6%

EU 70.8%

U.K. 71.4%

Brazil 74.0%

India 46.4%

South Africa 27.3%
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Note: Gray bars refer to dates the WHO designated select variants a “variant of concern.” 
Source: Bloomberg, WHO, CDC, Goldman Sachs. As of January 13, 2022. 

Monthly Spotlight: COVID Developments

Following the World Health Organization’s (WHO) November 
announcement of Omicron as a variant of concern, global case 
counts have surged to over three-times the prior high. The 
infection increase is most likely due to a combination of two factors, 
according to the U.S. Centers for Disease Control (CDC): increased 
transmissibility and the variant’s ability to evade immunity conferred by 
past infection or vaccination. 

Nevertheless, early indications suggest Omicron may be less 
severe compared to prior variants. The experience from South 
Africa and London, both hit hard and early, show hospital admissions 
only reaching 50-60% of the pre-Omicron peak, despite case counts 
reaching 120-200% of prior peaks. Both also show a relatively shorter 
wave compared to previous variants. 

With Omicron now appearing throughout the world, some 
governments have reimposed a variety of restrictions, though 
the economic impact appears to stem more from consumers’ 
self-restraint.

Alpha, Beta 
variants

Delta 
variant

Omicron 
variant

Alpha, Beta 
variants

Delta 
variant

Omicron 
variant

Nevertheless, as measured by the Goldman Sachs Effective 
Lockdown Index, Western Europe—including Germany, Italy, and the 
U.K.—saw curbs retightened since November, while restrictions also 
ramped up in China and parts of Southeast Asia. Meanwhile, only a 
marginal increase was seen in the U.S. 

As governments learn to manage COVID as an endemic and 
vaccinations become more widespread, economic costs— either 
from mandated mobility restrictions or consumer caution—will 
likely dissipate over time. This should also help facilitate the rotation 
from goods to services spending in much of the developed world, 
particularly as tourism and face-to-face industries return to normal.

China, however, seems the notable exception with its zero-
COVID strategy. A combination of low natural immunity and lower 
vaccine efficacy may lead to an increased economic drag and a delay 
in consumption recovery. 
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Source: Bloomberg and Haver. As of January 13, 2022.

United States

• Inflation has been rising and is set to remain 
elevated in the first few months of the year.

• While consensus expects it to ease by year-
end as supply and demand normalize, risks 
loom large.

• Though inflation pressures remain most 
pronounced in the “flexible” category, the 
upward move in “sticky” pressures raises 
concerns on how much headline numbers 
can ease.

• Substantial improvement in labor supply is 
taking much longer than originally expected. 

• A record number of job openings are hard to 
fill and boosting wage pressures, particularly 
for low-wage positions.

• Until supply and demand of labor normalize, 
labor market dynamics are consistent with 
full employment. If the FOMC believes this 
and is less concerned with an equitable 
recovery, it would pave the way for faster 
tightening.

• Elevated inflation, and acknowledgement of a 
tightening labor market, have led to the Fed’s 
hawkish pivot last December. A lift off in March 
is increasingly likely. Balance sheet reduction 
would start this year.

• Thanks to the strong economic backdrop, a few 
rate hikes in 2022 would be manageable 
without derailing growth. The Fed will remain 
supportive and respond if activity slows again.

• An easing of inflation in 2H22 and rise in labor 
supply could allow the Fed to pause its rate 
hiking cycle.

Elevated and broadening INFLATION is 
raising concerns, particularly among 

members of the FOMC.

Without further gains in LABOR SUPPLY, 
the labor market is likely approaching a 

full-employment environment.

A more hawkish pivot by the FOMC has 
led MARKETS TO PRICE IN three rate 

hikes this year.
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United States

• Rising wages and ample savings are 
supporting consumption.

• As of 3Q21, consumers have $2.5 trillion 
more in bank deposits and currency than in 
4Q19. Liquid assets increased across all 
income cohorts in 3Q21.

• While spending trends are expected to begin 
normalizing this year, healthy household 
balance sheets should continue to support 
strong spending.

• Despite receding substantially since the 
onset of the pandemic, 1.1 million people 
said in December they were still not looking 
for work due to the pandemic. These data 
were collected ahead of the large spikes in 
COVID cases and can rise again in January. 

• Continued strains on labor supply could keep 
wage pressures elevated for longer.

• However, when health concerns fade again, 
re-entry to the labor force could accelerate, 
particularly given the lack of new fiscal 
support. This would help ease wage 
pressures later this year.

• High-frequency mobility and OpenTable data 
suggest easing of in-person service demand in 
the last COVID wave. 

• While the full impact of Omicron on demand—
particularly on goods—is not yet clear, reduced 
activity suggests growth could slow in 1Q22.

• However, this impact should be temporary as 
health concerns ease. Therefore, this should not 
derail the strong growth expected this year, 
particularly given ample consumer savings.

GROWTH in 2022 should remain strong, 
given healthy household balance sheets.

Risks remain amid the Omicron wave and 
weigh on LABOR SUPPLY.

Mobility data suggest Omicron will weigh 
on Q1 ACTIVITY, though the impact should 

only delay and not derail the recovery.

Source: Federal Reserve, Haver, and Google. As of January 11, 2022.
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Note: Unemployment figures are annual averages. 
Source: Bloomberg. As of January 13, 2022. (E)—Bloomberg private market consensus estimates. 
*Represents actual data

United States

CONSENSUS FORECAST

• Our view is largely in line with consensus for growth and inflation in 2022.

• However, we see a stronger labor market recovery in 2022 than consensus, due to elevated labor 
demand and a broadening of job gains across sectors. We also see stronger growth in 2023 amid 
healthy household balance sheets and an improving labor market.

Economic Growth 1/13/2022 12/31/2019 12/31/2020 2021 (E) 2022 (E) 2023 (E)

Real GDP (Y/Y %) 4.9 2.3 -3.4 5.6 ▲ 3.9 -- 2.5 --

Inflation

CPI (Y/Y %) 7.0 1.8 1.2 4.7 ▲ 4.5 ▲ 2.3 --

Core PCE (Y/Y %) 4.7 1.7 1.4 3.3 ▲ 3.3 ▲ 2.3 --

Labor Market

Unemployment (%) 3.9 3.7 8.1 5.4 -- 3.9 ▼ 3.5 ▼

Rates

Fed Funds 0.13 1.63 0.13 0.13* 0.85 ▲ 1.55 ▲

2Y Treasury 0.91 1.57 0.12 0.73* 1.12 ▲ 1.62 ▲

10Y Treasury 1.73 1.92 0.92 1.51* 2.04 ▲ 2.34 ▲
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• Omicron is proving considerably more 
contagious: new cases have reached 
unseen levels across Europe.

• Vaccines are however delivering 
results, as infected people do not end 
up in the hospital (or worse): the 
fatalities/new cases ratio has hit new 
lows.

Source: Bloomberg and Haver. As of January 10, 2022.

Europe

• While manufacturing remained resilient 
throughout the fall, service sectors have 
seen some softness as the fourth 
COVID wave, combined with Omicron, 
forced European governments to 
reintroduce limited restrictions on some 
social activities.

• This suggests economic activity and 
employment in the service sector 
experienced a slowdown around the end 
of 2021, but not a contraction. 

• PMIs remain well in expansionary 
territory.

The more contagious OMICRON 
VARIANT is well managed thanks to 

vaccines…

…but restrictions have been needed, 
hurting SERVICE SECTORS… …and CONSUMER CONFIDENCE.

• Longer-lasting supply disruptions in 
addition to Omicron are hurting consumer 
confidence, too.

• While unemployment is not a concern, 
general confidence—a good proxy for 
spending intentions—has deteriorated as of 
late.

• Together with service PMIs turning down, 
some softness in demand may potentially 
have disinflationary implications.

45

50

55

60

65

Ja
n-

21
Fe

b-
21

M
ar

-2
1

Ap
r-2

1
M

ay
-2

1
Ju

n-
21

Ju
l-2

1
Au

g-
21

Se
p-

21
O

ct
-2

1
N

ov
-2

1
D

ec
-2

1

EURO AREA PMIS

PMI manufacturing PMI service

‐20

0

20

40

60

80

‐25

‐20

‐15

‐10

‐5

0

De
c‐
19

M
ar
‐2
0

Ju
n‐
20

Se
p‐
20

De
c‐
20

M
ar
‐2
1

Ju
n‐
21

Se
p‐
21

De
c‐
21

EU CONFIDENCE INDICATORS

Confidence Indicator
Unemployment next 12 months [rhs]

0.0

1.0

2.0

3.0

4.0

0

200

400

600

800

M
ar

-2
0

Ju
n-

20

Se
p-

20

D
ec

-2
0

M
ar

-2
1

Ju
n-

21

Se
p-

21

D
ec

-2
1

COVID WAVES IN THE EU
(7-DAY AVERAGES)

New cases Fatalities [rhs]



For Investment Professionals Only | baringsinvestmentinstitute.com 15

• Germany, the country that suffered the 
most from supply-side disruptions, is 
also the one that saw the sharpest 
acceleration in inflation.

• If Omicron makes disruptions worse, it 
could exacerbate inflation pressures and 
counterbalance disinflation pressures 
from slowing demand.

• Triggering counterbalancing inflationary 
and disinflationary forces, the Omicron 
variant’s impact on prices is thus 
ambiguous.

Source: Bloomberg and Haver. As of January 10, 2022.

• COVID has not triggered a generalized 
acceleration in inflation; it has been the 
result of rising energy prices.

• A slowdown in energy inflation and base 
effects should see inflation peaking at the 
start of 2022 in most EU countries. 
Omicron is unlikely to have a meaningful 
impact on the outlook for ECB policy.

• However, we remain watchful for pass-
through of energy inflation to other 
sectors and wage negotiations.

A solid recovery in labor markets points 
to continued strength on the SUPPLY 

SIDE. 

Omicron’s impact on inflation is 
AMBIGUOUS.

ENERGY, not COVID, has been and 
should remain the main driver of inflation 

in Europe.

Europe

• Booming job openings show that labor
markets could get tighter in the coming 
months, sustaining inflation.

• As furlough schemes are being phased 
out, the transition of furloughed workers 
back to employment has progressed 
fairly smoothly.

• Wages have remained subdued but 
need to be watched if workers demand 
compensation for inflation later this 
year.

0.0%
0.2%
0.4%
0.6%
0.8%
1.0%
1.2%
1.4%
1.6%

0

200

400

600

800

1,000

D
ec

-1
8

Ju
n-

19

D
ec

-1
9

Ju
n-

20

D
ec

-2
0

Ju
n-

21

D
ec

-2
1

JOBS OPENINGS 3M AVG.

France Germany
Netherlands Italy [rhs]

-0.2%

0.0%

0.2%

0.4%

0.6%

0.8%

Ja
n-

21

Fe
b-

21

M
ar

-2
1

Ap
r-2

1

M
ay

-2
1

Ju
n-

21

Ju
l-2

1

Au
g-

21

Se
p-

21

O
ct

-2
1

N
ov

-2
1

D
ec

-2
1

DEVIATION FROM AVERAGE INFLATION

Core Goods Energy
Food, Alcohol, Tobacco Services
Total

‐2.0
‐1.0
0.0
1.0
2.0
3.0
4.0
5.0

De
c‐
19

M
ar
‐2
0

Ju
n‐
20

Se
p‐
20

De
c‐
20

M
ar
‐2
1

Ju
n‐
21

Se
p‐
21

De
c‐
21

CORE CPI Y/Y

Germany France Italy Spain



For Investment Professionals Only | baringsinvestmentinstitute.com 16

Note: Unemployment figures are annual averages. 
Source: Bloomberg. As of January 13, 2022. (E)—Bloomberg private market consensus estimates. 
*Represents actual data

Europe 

CONSENSUS FORECAST

• We are slightly above-consensus for euro area growth in 2022 (4.5% vs. 4.2%). We see inflation 
starting its descent towards 2% with the January date, though there are risks from renewed gas 
price strength.

• Omicron’s impact on supply constraints and Brexit-related disruptions are delaying normalization, 
leading us to expect the U.K. economy to grow 4% in 2022, below consensus.

Economic Growth 1/13/2022 12/31/2019 12/31/2020 2021 (E) 2022 (E) 2023 (E)
EZ Real GDP (Y/Y %) 3.9 1.6 -6.4 5.1 -- 4.2 -- 2.5 ▲

U.K. Real GDP (Y/Y %) 6.8 1.7 -9.4 6.9 -- 4.8 ▼ 2.2 --

Inflation
EZ CPI (Y/Y %) 5.0 1.2 0.3 2.5 -- 2.7 ▲ 1.5 --

U.K. CPI (Y/Y %) 5.1 1.8 0.9 2.5 -- 4.0 ▲ 2.1 --

Labor Market
EZ Unemployment (%) 7.2 7.6 7.9 7.8 -- 7.4 -- 7.1 ▼

U.K. Unemployment (%) 4.2 3.8 4.4 4.6 ▼ 4.4 ▼ 4.0 ▼

Rates
EZ Central Bank 0.00 0.00 0.00 0.00* 0.00 -- 0.05 ▲

EZ 2Y Note -0.60 -0.61 -0.72 -0.64* -0.57 ▲ -0.31 --

EZ 10Y Bond -0.09 -0.19 -0.57 -0.18* 0.09 ▲ 0.37 --

U.K. Central Bank 0.25 0.75 0.10 0.25* 0.65 ▼ 1.10 ▼

U.K. 2Y Gilts 0.76 0.53 -0.17 0.66* 0.92 -- 0.98 --

U.K. 10Y Gilts 1.11 0.82 0.19 0.97* 1.42 ▲ 1.67 --

Currencies
EUR/USD 1.15 1.12 1.22 1.14* 1.14 ▼ 1.15 ▼

GBP/USD 1.37 1.33 1.37 1.35* 1.37 ▼ 1.37 ▼
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Asia Pacific

• The latest reserve requirement ratio (RRR) 
and one-year loan prime rate cuts mark the 
pro-growth pivot from policymakers and 
signals the bottom in credit growth.

• We’ve only seen a measured approach so 
far, but further simulative action can be 
expected and will likely be skewed toward 
supporting small- and medium-sized 
enterprises, manufacturing investment, 
and the green transition.

• The central government has explicitly 
called for advancing infrastructure 
investment and increased issuance of 
special bonds to counteract downward 
pressures on the economy. 

• Stabilizing growth is its top priority for 
2022. 

• China’s fiscal balance has already shown 
early signs of reversing amid increased 
intentions to spend. 

• Real exports remain above-trend, 
supported by U.S. goods demand. 
Normalization as U.S. spending shifts to 
services should be expected but may be 
delayed by recurring viral waves.

• Energy constraints should be less 
constricting in 2022 as coal shortages 
have eased and policymakers pivot away 
from “campaign style” decarbonization to 
focus on an “investment before de-
investment” framework. This should 
support industrial activity. 

CREDIT GROWTH should stabilize as 
monetary policy turns supportive.

Expect FISCAL POLICY to be a tailwind 
amid an acceleration in government bond 

issuance.

The EXTERNAL DEMAND environment 
remains strong…
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Asia Pacific

• Strong exports and robust industrial profits 
have translated into a steady rebound in 
manufacturing investment. 

• Constrained by availability of suitable 
projects and concerns of overcapacity, 
infrastructure investment has been slow. 
Nevertheless, a rebound can be expected 
amid increased fiscal spending.

• Meanwhile, real estate investment will 
likely continue to be a drag.

• The sharp property slowdown in 2021 is 
likely to ease modestly in coming months 
as policymakers have provided 
incremental easing actions to limit 
downward pressures (window guidance on 
mortgage loans and increasing access to 
developer liquidity). 

• Property developer defaults and the 
impact on the broader economy remains a 
primary unknown risk.

• Animal spirits remain depressed, with 
persistent COVID waves weighing on 
consumer confidence.

• The zero-COVID approach could delay 
the consumption recovery to H2, which 
should be underpinned by solid labor 
market dynamics, positive spillovers from 
strong industrial activity, and unwinding of 
high precautionary savings.

• Lower efficacy of homegrown vaccines 
pose downside risks to any consumption 
recovery amid Omicron.

…and should support further gains in 
MANUFACTURING CAPEX, despite an 

overall mixed investment picture. 

But, the epicenter of the slowdown remains 
within PROPERTY, given regulatory 

tightening.

The INTERNAL DEMAND revival also 
remains delayed amid the zero-COVID 

approach.
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Note: Unemployment figures are annual averages. 
Source: Bloomberg. As of January 13, 2022. (E)—Bloomberg private market consensus estimates. 
*Represents actual data

Asia Pacific

CONSENSUS FORECAST

• A high vaccination rate, together with prospects for a decent unwinding of excess savings 
and increased government spending, has us expecting above-consensus growth for 2022 
GDP in Japan.

• While we remain cautious on China amid the tight regulatory environment, authorities’ 
transition to a pro-growth stance, together with strong external demand, could see China 
grow slightly above consensus in 2022.

Economic Growth 1/13/2022 12/31/2019 12/31/2020 2021 (E) 2022 (E) 2023 (E)
Japan Real GDP (Y/Y %) 1.2 -0.2 -4.6 1.7 ▼ 2.9 ▲ 1.5 ▲

China Real GDP (Y/Y %) 4.9 6.0 2.2 8.0 -- 5.2 ▼ 5.3 --

Inflation
Japan CPI (Y/Y %) 0.6 0.5 0.0 -0.2 -- 0.7 -- 0.7 --

China CPI (Y/Y %) 1.5 2.9 2.5 0.9* 2.2 -- 2.2 --
Labor Market
Japan Unemployment (%) 2.8 2.4 2.8 2.8 -- 2.6 -- 2.5 ▲

China Unemployment (%) 3.9 3.6 4.2 3.9 -- 3.7 ▲ 4.0 ▲

Rates
Japan Central Bank -0.10 -0.10 -0.10 -0.10* 0.00 -- 0.00 --

Japan 2Y Note -0.08 -0.13 -0.13 -0.09* -0.07 ▼ -0.06 ▼

Japan 10Y Bond 0.13 -0.02 0.02 0.07* 0.14 ▲ 0.16 --

China Central Bank 4.35 4.35 4.35 4.35* 4.30 ▼ 4.30 --

China 2Y Note 2.33 2.63 2.71 2.36* 2.43 ▲ 2.39 ▲

China 10Y Bond 2.79 3.13 3.14 2.77* 2.93 ▼ 2.93 ▼

Currencies
USD/JPY 114.22 108.61 103.25 115.08* 116.00 ▲ 115.50 ▲

USD/CNY 6.35 6.98 6.52 6.38* 6.48 ▲ 6.23 ▼
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As economic growth continues above trend, inflation is 
high from input cost pressures and vigorous demand. 
Western central banks aim to tighten financial conditions 
and ensure a downward path for inflation, while preserving 
the strong economic recovery. They have to strike a fine 
balance, but they succeed. Their credibility is strong and, 
despite volatility along the way, markets price it in. In the 
second half of the year, inflation starts to decelerate, even 
though economic dynamism remains strong. 

In this third year of the pandemic, disruptions are lasting. 
Inflation persists from a demand for goods in excess of what 
global factories can produce and trading routes can deliver. 
Households saved a large share of their fiscal payouts in 2021 
and have become less sensitive to prices; in the U.S., they are 
also taking their time before returning to work. Commodities 
prices are rising in an already-tight market. In Europe, this 
continues to drive inflation.

This central scenario takes the view that price pressures 
progressively subside over the course of 2022 and inflation 
converges at, or just above, target by year-end. Vaccinations, 
the run-down of accumulated savings, and a rebuilding of 
inventories support a resilient expansion without disruptive price 
pressures. The Fed feels comfortable enough with the strength 
of the recovery to continue engaging in the gradual removal of 
accommodation it has already announced, but patiently. 

The growth-inflation mix is easier to manage in the euro area as 
it relies on energy price pressure stabilizing at the start of the 
spring. The green transition may impose new pressures that 
settle inflation closer to target. The ECB tapers asset purchases 
over the course of the year and starts raising rates in 2023. 

U.S. Treasuries: 2% over 12-18 months

Conditions
• The pandemic turns endemic and more manageable
• No pass-through of inflation to wages and receding gas price 

inflation in Europe

Indicators to watch
• Labor market dynamics

Scenario risks
• More supply change disruption
• Energy price spike
• Meaningful Chinese slowdown

Central Scenario: A Fine Balance (60% odds)

The above represent the views of Barings as of January 18, 2022, and are subject to change at any 
time. These predictions may not come to fruition.
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RUNAWAY TRAIN (30% ODDS)

Economic growth remains above trend in advanced 
economies but inflation stabilizes at a higher level than pre-
pandemic. Central banks tighten financial conditions too 
gradually or without much impact on the source of the price 
pressures. Second-round effects, through wage growth, 
propagate inflation higher to next year. Structural changes, 
including lower labor force participation in the U.S., supply 
chain reshoring, and the green transition add fuel to the 
fire. In the next 12-18 months, growth remains high but 
inflation does, too.

In this scenario, inflation does not peak in the first half of 2022 
and stays elevated. This may result from a number of separate 
or correlated shocks:

• The pandemic does not turn endemic and China’s zero-
COVID policy aggravates goods shortages. 

• The reshoring of supply chains may accelerate because of 
tensions with China or evolving business models—either 
way, higher labor costs push an inflation repricing. 

• An extended energy shock, from a combination of geopolitics 
and the “green transition,” needs months before stabilizing. 

The large public investment commitment, high savings buffers, 
and the continued reopening of the economy still support 
growth, but inflation changes patterns of demand. Markets pre-
empt central banks and price in higher inflation in interest rates, 
steepening the yield curve to a higher level of the real interest 
rate. 

U.S. Treasuries: 3.5% over 12-18 months

Conditions
• High savings or saving rate
• The pandemic and related disruptions persist
• Inflation passes through to wages, at least in part
• High commodity prices

Indicators
• Geopolitics
• Tightness of restrictions on economic activity
• Inflation expectations and wages

Scenario risks
• A sharp downturn in economic activity
• Brutal central bank reaction

Alternative Scenarios: Runaway Train

The above represent the views of Barings as of January 18, 2022, 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, euphoria pushes households to 
spend their savings fast. Demand normalizes. Supply adjusts 
down. Government spending plans disappoint. Both growth 
and inflation fall back to lackluster levels, typical of the pre-
pandemic era.

A lack of consumer confidence, if the pandemic persists, or a 
rundown of accumulated savings slows economic activity. Failures 
in sectors that lag behind may start to rise. Firms do not want to 
invest. Costs associated with the regulatory regime shift in China 
depress growth. Developed market growth drifts back to pre-
pandemic levels.

Technological progress, ageing, and globalization continue to 
depress demand and keep prices low. Inflation falls far below 
targets.

Central banks reverse course and return to accommodative 
policy. 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, but governments have to 
put high debt on a sustainable path, which makes them reluctant to 
spend more.

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. A trade war between the U.S. and 
China, and other geopolitical risks, would also hurt badly. Elections 
could see the expression of anger and radicalism.

U.S. Treasuries: 1% over 12-18 months

Conditions
• Little further spending
• Talks of significant tax increases that affect the middle class

Indicators
• Pace of spending of the savings buffer
• Bond pricing of credit risk
• Falling Service PMIs

Scenario risks
• Geopolitical risks
• Meaningful Chinese slowdown

Alternative Scenarios: Gravity Prevails

The above represent the views of Barings as of January 18, 2022, and are subject to change at any 
time. These predictions may not come to fruition.
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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 
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.

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.

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.

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.

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.

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.
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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 
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 THAILAND:
This document is only made available to qualified institutional investors/high-net-worth individuals 
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.

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.
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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.


