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Stronger growth to force policy pivot by the Fed 

– The success of the vaccine roll out, official policy support and the adaptability of 
many firms in operating with significant Covid-19 restrictions has led us to 
increase our forecast for global growth with significant upgrades to the US, UK 
and eurozone.  

– Inflation is also higher in the near term as a consequence of the rise in commodity 
prices and the impact of the re-opening of the service sector. We concur with the 
Federal Reserve (Fed) that this will be transitory, but looking further out see 
inflation building as the output gap closes and capacity tightens in 2022.  

– Such an outlook will force the Fed off the side-lines and we now expect the central 
bank to begin tapering asset purchases at their December meeting this year and 
to start raising rates in Q4 2022. The challenge for the Fed will be to communicate 
the pivot in policy without generating substantial market volatility. 

– Other economies are lagging behind the US, but not by much and policymakers 
can expect to come under similar scrutiny in 2022. 

– Growth in Europe receives a significant upgrade as the pace of vaccinations has 
been stepped up, improving the prospects for an earlier re-opening, and also the 
avoidance of further restrictions. Inflation has also been revised up, but remains 
low in comparison to the US, and therefore does not force the European Central 
Bank to change its policy path. 

– Emerging markets (EMs) will benefit from a stronger global economy. But the 
upgrades to our forecasts are not large and GDP growth may barely exceed the 
pace of expansion in developed markets next year. A period of above-target 
inflation in many EMs should subside as the impact of higher food and energy 
costs fades, negating the need for aggressive interest rate hikes by most central 
banks. Nonetheless, with the Fed set to turn more hawkish all of this points to a 
more challenging period for investors. 

Chart: Recovery paths – advanced economy output gaps closing in 2023 

 
Source: Schroders Economics Group. 27 May 2021. Please note the forecast warning at the back of 
the document. 
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Forecast update: Stronger growth to force 
policy pivot by the Fed 
  

We are upgrading our forecast for global growth and now expect the world economy 
to expand by 5.9% this year (previously 5.3%) before slowing to 4.5% in 2022 
(previously 4.6%). Our forecasts for inflation are also increased, with global CPI now 
expected to be running at 2.9% this year (previously 2.6%) and 2.5% in 2022 
(previously 2.4%). In moving in a reflationary direction we are recognising the success 
of the vaccine roll out, official policy support and the adaptability of many firms to 
operate even under significant Covid-19 restrictions.  

The increase in inflation is largely a consequence of the rise in commodity prices and 
the rapid pace of recovery which has created bottlenecks in some sectors of the world 
economy. Growth in 2021 will be the fastest in the 21st century and while there is 
significant spare capacity, it cannot be put in place rapidly enough to prevent 
shortages of materials, parts and labour emerging in the short term.  

The recovery in growth is being driven by a re-opening of the service sector and so 
favours the advanced economies over the emerging markets. Consequently, the 
upgrade is led by the US and Europe with only a minor increase in the emerging 
market forecast. The differential is reinforced by the greater availability of vaccines 
and fiscal support in the developed economies. Such an outcome is a contrast with 
the recovery from the last recession when massive stimulus in China led the 
emerging markets out of the global financial crisis (GFC).  

We still believe that the current inflation spike will prove to be temporary. However, 
we do see inflation picking up next year and the need for a tighter monetary policy 
from the US Federal Reserve (Fed).  

The US headline CPI rate hit 4.2% year-on-year in April, its highest since 2008,  
but should fall back as base effects from commodity prices drop out of the index.  
Re-opening is also causing some inflation pressure, but notwithstanding the near 
term difficulties, our view is that the economy has spare capacity and can absorb the 
increase in demand without causing a second round of price increases as a result of 
higher wages.  

This is key to the inflation process. Inflation tends to decline during recoveries as 
firms get back to work and use the slack created by the downturn to raise output. 
Productivity strengthens and unit labour costs fall, allowing companies to keep prices 
competitive. The process is already in train in the US with the upswing generating a 
moderation in unit wage costs which represent the greatest cost element in the 
economy (chart 1). 

Growth and 
inflation upgraded 

Rise in inflation 
should prove 
transitory this 
year… 
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Chart 1: Turn in wage costs points to lower inflation 

 
Source: Refinitiv, Schroders Economics Group. 26 May 2021. 

However, this does not mean the US Fed is off the hook and can simply continue to 
project interest rates remaining at zero for the next three years. The strength of 
growth in the US and wider world economy means that the output gap is closing 
more rapidly than previously expected. We have increased our inflation forecast 
accordingly, with core CPI now rising more in the second half of next year than before 
and taking headline inflation back towards 3% (chart 2). 

Chart 2: US inflation – breakdown and forecast 

 
Source: Refinitiv, Schroders Economics Group. 25 May 2021. 

Arguably this is not that high and could be in line with the Fed's new policy of Average 
Inflation Targeting (AIT), where underlying inflation should be allowed to run above 
2% for a period so as to average 2% over a whole cycle. The problem is that inflation 
could then continue to rise in 2023 and beyond unless action is taken to cool demand.  

Fiscal stimulus should be fading at this point, but will still be positive while the loose 
setting for monetary policy will keep activity robust. The level of real rates in the 
economy will then be too low. In our view we are probably at this point already as 
even with substantial slack in the labour market (measured here by comparing 
employment: population to trend), the real Fed funds rate looks low. The same 
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applies to house prices which are rising rapidly and indicate that interest rates are 
out of line (see charts 3 & 4).  

Chart 3 & 4: Are US real rates too low? 

  
Source: Refinitiv, Schroders Economics Group. 27 May 2021. 

The Fed, of course, is focussed on a wide range of targets, particularly maximum 
employment. However, the risk is that other aims such as stable inflation and 
financial stability get ignored.  

We still believe that there are significant deflationary forces in the world economy, 
but as we have previously argued, there are significant lags in the inflation process 
and the Fed will need to act to make sure the pick-up in inflation at the end of 2022 
does not get out of hand. Our models suggest core CPI would be running above 3% 
in 2023 on unchanged policy. 

This would argue for a return to a more pre-emptive approach to policy making. In 
our forecast we now see the Fed beginning to taper earlier (Q4 this year, rather than 
Q2 next) and raising rates at the end of 2022 (previously 2023). This is at the more 
hawkish end of expectations and implies that the Fed will have to carefully manage a 
re-appraisal of policy if it is not to generate substantial market volatility. The Fed may 
be able to stay on the side-lines for now, but will be forced into action next year as 
capacity tightens and inflation accelerates. 

From a global perspective, the pressure on capacity is less than in the US given 
deeper downturns and slower recoveries. The chart on the front page shows the 
output gaps in the Europe and Japan closing later in 2022. However, these economies 
are not far behind and investors will be asking the same questions of policymakers 
in the UK and eurozone.  

We look at the risks around inflation and growth in our scenario section below, but 
first look at our regional forecasts in more detail. 
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Regional views 

Europe: catching up 

We have revised eurozone growth up from 3.6% in 2021 to 4.1%, while growth for 2022 
has also been nudged a little higher to 4.9% (table 1). The growth profile has seen some 
significant revisions. First, the smaller than expected contraction at the start of the year 
has been very helpful, but the tightening of Covid related restrictions into the second 
quarter has led to a downgrade there. However, this has merely shifted re-openings 
and the recovery in activity to the third quarter, which has now become the strongest 
quarter of the year. 

Table 1: Schroders GDP forecast for Europe 

  2020     2021     2022 
Eurozone -6.6 4.1  (3.6) 4.9  (4.8) 

Germany -4.9 3.2  (2.7) 5.3  (4.9) 
France -8.2 6.3  (4.0) 4.4  (4.7) 
Italy -8.9 4.5  (4.1) 4.8  (4.8) 
Spain -10.8 5.2  (5.4) 6.3  (6.6) 

UK -9.9 6.8  (5.3) 6.1  (5.1) 

Source: Eurostat, ONS, Refinitiv, Schroders Economics Group. 21 May 2021. 

According to the purchasing managers’ surveys (PMIs), manufacturing output had 
been strong throughout the year, thanks to exceptionally high demand and new 
orders. In contrast, the services sector had seen a dip in activity as restrictions were 
gradually tightened. However, the latest reading for May shows a resumption of 
growth in services, as some re-openings have been allowed to take place.  

This has in part been thanks to the faster than anticipated distribution of vaccines. 
Most of the large EU member states are now vaccinating a larger share of their 
respective populations on a daily basis than both the US and UK – two of the most 
exemplary vaccinators. Faster vaccinations have raised hopes of reaching herd 
immunity by next winter, and though some concerns remain over the lack of take up, 
especially in France, progress made so far has been very encouraging. Southern 
Europe may yet be able to salvage some of the tourism season this year.  

Eurozone HICP inflation is forecast to rise from 0.3% in 2020 to 1.9% this year, revised 
up from 1.7% due to higher wholesale oil and commodity prices. While deflation risks 
have subsided, inflation fears are not as prevalent in Europe as for example in the US. 
This is partly because the monetary union is starting from a lower base, but also 
because taxes on energy including fuel duties are high, meaning that fluctuations in 
energy prices have a smaller impact on final prices.  

Nevertheless, headline inflation is forecast to average 1.9% in 2021, but to rise to 
2.5% y/y in the fourth quarter of this year, marking the peak in the cycle. Inflation is 
then forecast to fall back and average 1.3% for 2022, as the rise in energy prices falls 
out of the annual comparison. Core inflation (excluding energy, food, alcohol and 
tobacco) is forecast to rise from 0.7% last year, to 1.2% this year, and 1.5% in 2022. 
Though the forecast has a gradual recovery, most of the rise this year is simply the 
unwind of various tax cuts from last year. The real recovery in underlying pricing 
pressures does not begin until the end of 2022, which is when the output gap is 
forecast to close.  

Against this backdrop, the outlook for the European Central Bank (ECB) may seem 
straightforward, but it is likely to be complicated by its strategic review. On the one 
hand, we expect the cost of housing to be introduced into the HICP, which would 
raise headline inflation and be a hawkish sign. But on the other hand, we expect the 
central bank’s target to change to a symmetric inflation target around 2%, similar to 

Eurozone growth 
has been revised 
up to 4.1% for 2021 
and 4.9% for 
2022… 

…mainly thanks  
to faster 
vaccinations, and  
a re-opening of 
economies 

Inflation has also 
been revised up 
due to higher 
energy prices… 
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that of the Bank of England. This would essentially raise the target, making it more 
difficult to hit. Overall, these changes would probably cancel each other out in terms 
of their impact on monetary policy.  

We forecast the ECB to keep interest rates on hold this year and next. Its quantitative 
easing programme has recently been stepped up to counter rising government bond 
yields, but the programme is currently due to be halted early next year. If the above 
mentioned forecast is borne out or bettered, then we are unlikely to see any 
additional QE. The next step would be to start to slowly withdraw excess liquidity 
before raising interest rates, but this is unlikely to begin before 2023, and only if 
inflation can rise further.  

UK: full steam ahead (cautiously) 

With over 70% of the adult population having received at least one vaccine dose, the 
UK continues to make great progress towards herd immunity. Concerns over the 
‘Indian’ variant (B.1.617.1) threatened to slow the re-opening of non-essential 
businesses, but indoor activities were allowed to return earlier this month, and 
ministers appear confident that because current vaccines appear to be working on 
the more transmissive new strain, all restrictions are expected to be removed on time 
on 21 June.  

The government took a big (and expensive) step towards helping the recovery by 
extending most supports to the autumn in this year’s Budget. This means that the 
furlough scheme will continue to help ease firms back to business as usual – well 
beyond the date for the removal of all restrictions. As a result, the official 
unemployment rate has remained low, and while we expect some job shedding as 
the scheme expires, the peak in unemployment is likely to be lower, and later than 
previously expected.  

More recently, data for the first quarter of the year showed a smaller contraction than 
previously expected. There is growing evidence that households are becoming 
increasingly likely to spend more of their built-up savings from during lockdown. In 
addition, firms are also gaining confidence, signalling a greater willingness to invest 
in the near future.  

As a result of the above, our forecast for UK GDP growth has been revised up from 
5.3% to 6.8% for 2021, and from 5.1% to 6.1% for 2022. This is notably higher than 
consensus estimates of 6 % and 5.4% growth respectively.  

Inflation is set to follow a similar path, and for similar reasons as set out above for 
the eurozone. Headline CPI inflation is currently rising due to higher energy prices, 
while the reduction in VAT rates for hospitality services last year should fall out of the 
annual comparison by the end of the year. Headline inflation is forecast to average 
1.9% over 2021, but peak at just over 3% by the end of this year. Inflation is then 
forecast to moderate and average 1.8% over 2022, though the headline rate is 
expected to fall below 1.5% in the second half of 2022. 

The Bank of England has recently slowed its QE programme to ensure that it does 
not hit its purchase target/limit too quickly. Though the Bank refuses to admit to it, 
its QE programme has effectively been tapered. With purchases due to finish at the 
end of this year, one could argue that the BoE is further ahead of other major central 
banks in approaching the exit from its stimulative policy. As CPI is forecast to fall short 
of the Bank’s inflation target, interest rates are unlikely to rise during the forecast 
horizon, but the BoE may opt to tighten liquidity conditions through the use of macro 
prudential policy, if only to cool the housing market which has seen strong inflation 
despite the current backdrop.  

  

…but this should 
not change the 
ECB’s loose stance 
over the forecast 

The lifting of 
restrictions in the 
UK has gone well, 
helping the 
economy to beat 
expectations 

UK growth has 
been revised up to 
6.8% in 2021 and 
6.1% in 2022 

The BoE is 
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further away 
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Japan likely to slip into technical recession 

Japan has been disappointingly slow with its vaccine roll-out, lagging well behind 
other developed markets. At the time of writing, only 3.7% of the population has been 
vaccinated, with only 1.6% having had the double dose needed to secure full 
immunity. This has left Japan unable to control new waves of the virus without 
restricting activity and as a result, output dropped in the first quarter. More 
widespread restrictions announced in recent months will likely cause the economy to 
contract again, slipping into a technical recession. Consumption should remain 
lacklustre for the rest of the year as poor immunity rates suggest Covid will be an 
ongoing problem. Due to the weaker-than-expected first half of the year with little 
chance of a strong domestic rebound, we are forced to slash our growth expectation 
for this year from 3.2% to 1.1%.  

Its not all bad news. The export sector should continue to be a key beneficiary of 
strong global demand. The decline in China’s credit impulse – which tracks lending 
growth – suggests the country is set to pass the baton to the US as the driver of 
exports in the second half of the year. And as global trade continues to improve, this 
should support the manufacturing and industrial sector, though semi-conductor 
shortages may temporarily weigh on the latter. Nonetheless, investment plans 
remain relatively strong and should be bolstered by a recovery in corporate profits 
and fiscal stimulus. Meanwhile, consumption should pick up more strongly next year 
as wage growth recovers and herd immunity allows Japan to fully reopen its 
economy. Piecing this together, growth should rise to 2.3% next year.  

We expect inflation to rise to 0.4% this year as commodity prices lift headline inflation, 
though a negative output gap until mid-2022 along with lower mobile phone charges 
should weigh on core inflation somewhat. Stronger demand and higher food prices 
leave us more constructive on inflation next year, pencilling in 0.7%. This is unlikely 
high enough to lift inflation expectations in Japan, which should keep the Bank of 
Japan (BoJ) from tightening monetary policy. In the pursuit of making easy monetary 
policy more sustainable, its latest move to make policy more flexible has meant less 
(rather than more) balance sheet expansion. For investors focussed on liquidity, this 
may have gone under the radar as yields have since moved lower under the power 
of yield curve control. We now expect the balance sheet to expand marginally 
through the forecast horizon, with the BoJ retaining the option of ramping up 
purchases if needed.  

Finally, on politics, we continue to take the view that Prime Minister Suga will not gain 
the support from his party needed to continue after September. This could slow down 
the reform agenda and mark a change for investors, who, for some years, have seen 
Japan as source of political stability. 

Emerging markets 

Faster economic growth in the developed markets this year is likely to filter through 
to the emerging world via increased demand for exports. But while we have nudged 
up our forecast for EM growth this year, those revisions are nowhere near as large 
as in DM. Moreover, any boost to activity this year is likely to come at the expense of 
growth in 2022, which we have slightly lowered. 

However, the bigger picture remains that comparatively poor handling of the Covid-
19 pandemic and slow roll-out of vaccines, coupled with relatively little monetary and 
fiscal stimulus, mean that aggregate EM growth will barely outpace that in developed 
markets over the next 18 months. Indeed, our projections envisage the narrowest 
EM growth premium since the turn of the millennium (chart 5). 

  

Poor immunity 
rates suggest 
Covid will be an 
ongoing problem 
this year for Japan 

Yields have been 
contained despite 
less balance sheet 
expansion... 

…reflecting the 
power of yield 
curve control 

Relatively slow 
emerging market 
growth will be a 
headwind for 
markets 

https://www.schroders.com/en/gr/professional-investor/insights/economics/japans-cautious-approach-leaves-it-behind-in-the-vaccine-race/
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Chart 5: Relatively slow GDP growth a headwind for EM assets 

 
Source: Refinitiv, Schroder Economics Group. 19 May 2021. 

Investing in EM is not only about tapping into relatively fast GDP growth and it is 
worth remembering that activity in some key economies has not outpaced developed 
markets for some time. But as the chart above shows, it has historically been more 
difficult for EM assets to outperform those in DM during periods of relatively weak 
economic growth. And, when coupled with our view that the Fed will begin to pull its 
policy levers sooner rather than later, means that investing in EM will need careful 
consideration in the months ahead. 

China 

China's economy delivered blockbuster growth of 18.3% y/y in Q1, the fastest pace of 
expansion in a single quarter on record since data begin in 1992. However, that stellar 
performance was flattered by powerful base effects and output expanded by only 
0.6% in seasonally-adjusted, quarter-on-quarter terms. 

Strong global growth should bolster demand for exports and the recent increase in 
new orders relative to inventories hints at a burst of manufacturing activity in the 
near term (chart 6). As a result, we have nudged up our forecast and now expect GDP 
to expand by 9.2% this year. 

Chart 6: Strong demand should support Chinese manufacturing in the near term 

 
Source: Refinitiv, Schroder Economics Group. 20 May 2021. 
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Looking further ahead, though, leading indicators such as the credit impulse and real 
M1 have continued to decline in recent months consistent with a turn down in the 
domestic economic cycle in the months ahead. And while we do not anticipate that 
the People’s Bank will change any of its official monetary policy settings, short-term 
interest rates are likely to drift higher. We do not expect activity to collapse and a 
steady recovery in consumption should continue. However, we still expect China's 
economy to resume its trend slowdown and have lowered our forecast for GDP 
growth next year to 5.5%. 

India battles with its second wave 

India has made headlines around the world due to its devastating second wave 
overwhelming its weak healthcare system. Restrictions on activity have been 
implemented at the state level which on the whole, have not been as strict as last 
year. Significant undercounting of cases makes it difficult to know exactly what is 
going on, but official data suggests restrictions are working; new daily coronavirus 
cases are now coming down at the national level. Based on this, the risk of a national 
lockdown has fallen markedly though it is still likely that restrictions will be extended 
into next month as the level of cases are still very high and a low share of the 
population are fully vaccinated.  

In terms of the growth outlook, powerful base effects will push growth up strongly 
to 25% y/y in the second quarter before falling in the second half of the year. But 
restrictions to counter the coronavirus will weigh on consumption, causing 
sequential growth to slow. We estimate that the recent restrictions take off an 
additional 3.5 percentage points to quarterly growth, though activity should bounce 
back as the economy re-opens. As a result, we revise down our growth expectations 
for this year to 9% from 11.5%. Turning to next year, we still see growth slowing from 
this year to next as poor credit growth leaves us ruling out a structural upswing in 
investment. Though we leave the quarterly profile unaltered for 2022, our 
downgrade to 2021 has a mechanical knock-on effect to annual growth (by 0.4pp to 
6.6%) as the economy grows from a lower level than before.  

We revise up inflation for this year from to 5.5% from 4.9%, reflecting higher 
commodity prices and supply chain disruption from restrictions. However, inflation 
should then fall in 2022 to 4.6% as these forces ultimately prove temporary and 
supply improves. Elevated core inflation constrains the Reserve Bank of India (RBI) 
somewhat, but focussing on the downside risks to growth, we expect the central bank 
to provide additional liquidity in coming months, which should also help absorb 
upcoming government bond issuance. Liquidity will then likely be withdrawn in 2022 
and we expect one rate hike (rather than two) at the end of next year.  

On the political front, Prime Minister Modi’s popularity is slipping, though investors 
should not be overly concerned. In our view, it is too early to write him off – approvals 
still remain at very high levels, there is lack of opposition and plenty of time to recover 
ahead of the next national election in 2024. 

Brazil 

The economy was far more resilient during the second wave of Covid infections during 
the first quarter than leading indicators had suggested. This, coupled with a sharp 
improvement in Brazil's terms of trade on the back of the rally in commodity prices, 
means that we have revised up our forecast for GDP growth this year to 4.7%, from 
2.8% previously. 

Further increases in commodity prices would lend more support to economic activity if 
they were to materialise. However, the outlook remains challenging for several 
reasons. First, emergency fiscal support during the renewed outbreak of Covid will 
fade, while the government will have to rein in spending if it is to respect its fiscal rules. 
Second, in response to the spike in inflation that we warned of, the central bank is in 

…but leading 
indicators 
continue to  
roll over 
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The risk of a 
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the process of aggressively raising interest rates. The benchmark Selic rate has been 
hiked by 150bp so far this year to 3.50% and we anticipate further increases to about 
5% in the months ahead which will begin to weigh on activity. Third, uncertainty about 
the political outlook may dent confidence as next year's general election draws closer. 
As such, we continue to expect growth to be slower next year, at around 2%. 

Russia 

Russia's economy continues to recover gradually from last year's recession. The pace 
of contraction in GDP eased to -1% y/y in the first quarter, from -1.8% y/y in Q4 of last 
year. Higher oil prices should support activity in the months ahead and so we have 
lifted our forecast for GDP growth this year to 3.3%, from 3% previously. 

Like in Brazil, the bond market was caught off guard after the bout of higher inflation 
that we anticipated forced the central bank to raise interest rates by 75bp to 4% across 
two meetings in March and April. We expect rates to climb further towards 5.75% in the 
months ahead, which will curb domestic demand meaning that we still expect GDP 
growth to slow to around 2.3% next year. 

Geopolitical tensions have subsided since the Biden administration announced a new 
round of financial and economic sanctions in April, including barring US investors from 
purchasing newly issued sovereign debt. But relations remain tense and could easily 
flare up again at some point in the future, which would be a risk to the economic 
outlook and performance of local markets. 

Scenario analysis 

We have added two new scenarios where inflation is higher than in the baseline: 
boom and bust and supply side inflation. The former captures the risk of a stronger 
than expected recovery in growth where fiscal multipliers are higher and pent up 
demand greater. Monetary policy is tightened resulting in a bust which eventually 
brings inflation down again.  

The latter is where the natural rate of unemployment rises as people are slow to 
return and participate in the labour force, resulting in a greater acceleration in wages 
and persistent supply shortages. Inflation in the Boom and bust is demand-pull while 
in the supply side inflation scenario it is more persistent and of the cost-push variety. 
Corporate profitability suffers more in the latter as margins are squeezed.  

On a more optimistic note we introduce a creative destruction scenario where 
productivity accelerates in the post Covid economy as a result of greater use of 
technology and digitalisation. Output is stronger but inflation lower as unit wage 
costs are better contained.  

Meanwhile, we have kept our vaccines fail scenario. We are assuming a high degree 
of normalisation this year allowing the service sector to return and drive the next leg 
of the recovery. However, the recovery path is vulnerable to the emergence of new 
variants of concern (such as B.1.617.1) and greater caution on the part of consumers 
than in the baseline. The trade wars return scenario is also retained as president 
Biden keeps the pressure on and brings others in to raise tariffs on China. 

Higher oil prices 
are supportive for 
Russia’s economy, 
geo-political 
tensions are a 
major risk to 
markets 



 

 Economic and Strategy Viewpoint June 2021 12 

 

Chart 7: Scenario grid – growth and inflation deviations from baseline 

 
Source: Schroder Economics Group. 26 May 2021. Please see forecast warning at end of document. 
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Schroders Economics Group: Views at a glance 
Macro summary – June 2021 

Key points 
Baseline 
– Global: We expect strong growth of 5.9% this year, helped by loose fiscal and monetary policy and a recovery in activity following 

the distribution of vaccines. As economies reopen, the driver of growth should change from the industrial to the service sector. 
Though we expect growth in Europe and Japan to continue to improve in 2022, slower growth in the US, China and wider 
emerging markets means that global growth should moderate but remain high at 4.5% in 2022. The rise in commodity prices 
will push up inflation up to 2.9% 2021 from 1.8% last year, but this should moderate to 2.5% in 2022 as base effects wash out 
and core inflation remains contained. US-China tensions are expected to remain high. 

– US: We expect growth to reach 6.7% this year, driven by pent up demand and fiscal stimulus. Inflation should peak at 4.6% in 
Q2 due to energy prices, but core inflation should fall through to the middle of next year as supply improves. Core inflation 
accelerates in the second half of 2022, shortly after the output gap is expected to close (January 2022). As activity improves, the 
Fed should taper QE from Q4 this year and raise interest rates at the end of 2022.  

– Eurozone: We expect growth to reach 4.1% this year as faster vaccinations should result in herd immunity by the winter allowing 
the economy to reopen, catching some of the tourism season. Growth should rise to 4.9% in 2022 helped by the EU recovery 
fund (5.4% GDP). Inflation is forecast to rise to 1.9% this year due to higher commodity prices, but this should be transitory and 
inflation should fall to 1.3% in 2022. Core inflation is forecast to rise to 1.2% this year and 1.5% next year. Most of the rise this 
year is an unwind of various tax cuts from last year with the real recovery set to begin at the end of 2022, when the output gap 
is forecast to close. The ECB is expected to keep interest rates on hold and we are unlikely to see any additional QE. 

– UK: With vaccinations advanced, activity should rise sharply at the UK eases restrictions. Fiscal policy is likely to remain very 
loose over the forecast horizon, backed by QE until the end of this year. This should help achieve strong growth over 2021 (6.8%) 
and 2022 (6.1%). 

– Japan: Poor immunity rates suggest Covid will be an ongoing problem this year. The recovery in exports and the industrial 
sector should continue, but restrictions in activity will hamper the domestic recovery. We expect growth at 1.1% this year but to 
improve to 2.3% next year as the economy reopens and domestic growth improves. The BoJ should keep yield curve control 
policy unchanged allowing QE to slow markedly, whilst retaining the option to step in if yields rise dramatically. PM Suga is likely 
to struggle in the LDP election in September. 

– EM: Upward revisions to our expectations for EM growth have not been as big as in developed markets. So while we expect GDP 
to expand by 7.1% this year, the pace of growth is likely to slow to just 4.8% in 2022 – barely faster than in developed markets. 
A bout of higher food and energy inflation, coupled with cyclical economic recovery, has forced some EM central banks to begin 
normalising monetary policy. However, ample spare capacity in most economies should anchor inflation in the long term, 
making a prolonged and aggressive tightening cycle unlikely. 

Risks 
Although the team put the single highest probability on the reflationary ‘boom-bust’ scenario the balance of risks is tilted toward 
weaker growth with many of our other scenarios bringing weaker output. The inflation risks are skewed toward the upside so the 
net balance of risks is in a more stagflationary direction. 

Chart: World GDP forecast 

 
Source: Schroders Economics Group. 26 May 2021. Please note the forecast warning at the back of the document. 
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Schroders Baseline Forecast 

 
 

Real GDP
y/y% Wt (%) 2020 2021 Prev. Consensus 2022 Prev. Consensus
World 100 -3.5 5.9  (5.3) 5.9 4.5  (4.6) 4.4

Advanced* 60.9 -4.9 5.2  (4.2) 5.3 4.3  (4.4) 4.1
US 26.9 -3.5 6.7  (4.7) 6.6 4.3  (4.9) 4.2
Eurozone 16.8 -6.6 4.1  (3.6) 4.2 4.9  (4.8) 4.4

Germany 4.8 -4.9 3.2  (2.7) 3.3 5.3  (4.9) 4.1
UK 3.6 -9.9 6.8  (5.3) 6.0 6.1  (5.1) 5.4
Japan 6.4 -4.8 1.1  (3.2) 2.8 2.3  (2.5) 2.6

Total Emerging** 39.1 -1.4 7.1  (7.0) 6.9 4.8  (4.9) 4.8
BRICs 26.2 -0.1 8.3 (8.3) 7.9 5.1  (5.3) 5.2

China 18.1 2.3 9.2  (9.0) 8.7 5.5  (5.7) 5.6

Inflation CPI 
y/y% Wt (%) 2020 2021 Prev. Consensus 2022 Prev. Consensus
World 100 1.8 2.9  (2.6) 2.6 2.5  (2.4) 2.5

Advanced* 60.9 0.7 2.4  (1.9) 2.0 1.7  (1.6) 1.7
US 26.9 1.2 3.3  (2.6) 2.8 2.3  (2.0) 2.3
Eurozone 16.8 0.3 1.9  (1.7) 1.7 1.3  (1.2) 1.3

Germany 4.8 0.4 2.5  (2.2) 2.2 1.6 (1.6) 1.6
UK 3.6 0.9 1.9  (1.8) 1.6 1.8  (1.5) 2.2
Japan 6.4 0.0 0.4  (0.3) 0.0 0.7  (0.9) 0.5

Total Emerging** 39.1 3.5 3.8  (3.6) 3.6 3.7 (3.7) 3.6
BRICs 26.2 3.1 2.9 (2.9) 2.6 3.1  (3.2) 2.9

China 18.1 2.4 1.7  (2.0) 1.5 2.5  (2.8) 2.2

Interest rates 
% (Month of Dec) Current 2020 2021 Prev. Market 2022 Prev. Market

US 0.25 0.25 0.25 (0.25) 0.20 0.50  (0.25) 0.41
UK 0.10 0.10 0.10 (0.10) 0.11 0.10 (0.10) 0.36
Eurozone (Refi) 0.00 0.00 0.00 (0.00) 0.00 (0.00)
Eurozone (Depo) -0.50 -0.50 -0.50 (-0.50) -0.50 (-0.50)
Japan -0.10 -0.10 -0.10 (-0.10) -0.06 -0.10 (-0.10) -0.08
China 4.35 4.35 4.35 (4.35) - 4.35 (4.35) -

Other monetary policy
(Over year or by Dec) Current 2020 2021 Prev. Y/Y(%) 2022 Prev. Y/Y(%)

US QE ($Tn) 4.0 7.4 8.7  (8.8) 17.6% 9.2  (9.7) 5.7%
EZ QE (€Tn) 2.4 2.7 3.4  (3.8) 25.9% 3.8  (4.2) 11.8%
UK QE (£Bn) 422 725 875  (875) 20.7% 875  (875) 0.0%
JP QE (¥Tn) 557 703 734  (798) 4.5% 739  (841) 0.7%
China RRR (%) 13.50 12.50 12.50 12.50 - 12.50 12.50 -

Key variables
FX (Month of Dec) Current 2020 2021 Prev. Y/Y(%) 2022 Prev. Y/Y(%)

GBP/USD 1.42 1.32 1.44 (1.44) 9.1 1.43  (1.28) -0.7
EUR/USD 1.22 1.18 1.25 (1.25) 5.9 1.23  (1.08) -1.6
USD/JPY 109.0 105.0 110  (107) 4.8 112  (107) 1.8
EUR/GBP 0.86 0.89 0.87 (0.87) -2.9 0.91  (0.84) 4.9
USD/RMB 6.43 6.60 6.50 (6.50) -1.5 6.80  (7.50) 4.6

Commodities (over year)
Brent Crude 66.5 43.3 65.7  (58.7) 51.5 43.5  (36.4) -33.8

Consensus inflation numbers for Emerging Markets is for end of period, and is not directly comparable.

Previous forecast refers to February 2021

** Emerging markets: Argentina, Brazil, Chile, Colombia, Mexico, Peru, China, India, Indonesia, Malaysia, Philippines, South Korea,
Taiwan SAR, Thailand, South Africa, Russia, Czech Rep., Hungary, Poland, Romania, Turkey, Ukraine, Bulgaria, Croatia, Latvia, Lithuania.

-0.53 -0.45

Source: Schroders, Thomson Datastream, Consensus Economics, May 2021

Market data as at 21/05/2021

*  Advanced markets:  Australia, Canada, Denmark, Euro area, Israel, Japan, New Zealand, Singapore, Sweden, Switzerland,
United Kingdom, United States.
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Schroders Forecast Scenarios 

 

*Scenario probabilities are based on mutually exclusive scenarios. Please note the forecast warning at the back of the document.  

Scenario Summary Macro impact Probability* Growth Inflation

Baseline Global GDP growth in 2021 has been upgraded to 5.9 from 5.3%. This is predominantly driven by a
significant upgrade to our expectations for US growth as we factor in additional fiscal stimulus. This has spill
overs to China and the rest of the world through global trade. We also revise our growth expectation for the
eurozone higher following faster than expected progress on the vaccine leaving Europe is a position to
reopen for summer tourism. In terms of the shape of the forecast, we continue to expect strong growth,
helped by loose fiscal and monetary policy and a recovery in activity following the distribution of vaccines.
Growth should slow in 2022 to 4.5% led by lower growth in the US, China and Emerging Markets. Meanwhile,
growth should continue to improve in the Eurozone and Japan who suffered second lockdowns and are
further behind in their respective recoveries. US-China tensions should ease somewhat in the Biden era but
should remain high as China falls short of its phase one commitment on purchases from the US. On the
inflation side, firmer oil prices push global inflation up to 2.9% in 2021 from 1.8% in 2020. Thereafter
inflation should moderate somewhat as the commodity spike washes through and core inflation remains
contained.

In developed markets, we expect the US and UK to achieve herd immunity first, with the eurozone and
Japan lagging behind. While this results in a boost to activity in the former, the latter are still supported by 
fiscal stimulus and stronger global trade this year. In developed markets, the US is expected to surpass
pre-COVID-19 GDP levels this quarter though the output gap should not close until Q2 next year when
unemployment falls to 3.5%. After peaking in q2 this year, headline inflation is expected to decline as
commodity related base effects wash through the index. Core CPI inflation also eases, but picks up again
in the second half of next year after the output gap has closed. We now expect the Fed to taper QE in Q4
this year and raise rates at the end of 2022. Meanwhile, the ECB, BoE and BoJ are expected to keep interest
rates on hold through the rest of 2021 and 2022, the ECB and BoE should end QE by the end of 2022.
China is forecast to keep rates on hold at 4.35% and the RRR at 12.5%. We expect Brazil and Russia to
raise rates this year and India to join in hiking next year.

63% - -

1. Boom-bust Global growth rebounds sharply as pent up demand is unleashed following the distribution of the vaccine.
There is little scarring and fiscal and monetary policy prove more effective in boosting growth once
economies open up. Demand outpaces supply and the output gap is closed by the end of the year. Inflation
rises strongly and monetary and fiscal policy reverse course very quickly to stop an overheating economy.

Reflationary: An upswing in household consumption and corporate capex leads to much stronger growth
than in the baseline. As inflation rises, monetary and fiscal policy is tightened. The Federal Reserve raises
interest rates this year and twice more in 2022. However, the economy goes back into recession in 2022
forcing the central bank to cut interest rates again shortly after. Other central banks, including the BoE,
ECB and PBoC follow a similar path, raising interest rates in early 2022 only to cut them later in the year. 

10% +0.3% +0.2%

2. Creative 

destruction

The covid-19 shock results in a permanent increase in the adoption of technology allowing businesses to
improve efficiency. Overall, the pandemic sparks new, more efficient ways of working and those unemployed
retrain and adapt to areas where there is higher demand for labour. 

Productivity Boost: The world experiences higher growth as productivity rises. However, an improvement
in supply keeps inflation contained; at sub-2% next year. Consequently, despite stronger growth central
banks remove liquidity fairly slowly as in the baseline forecast. 

6% +0.8% -0.3%

3. Vaccines fail Despite the vaccines, the population is unable to reach herd immunity and coronavirus continues to rise as a
variant of the virus returns. Governments across the world are forced to lock-down again this coming winter,
before re-opening in 2022.

Deflationary: Growth is badly hit as lockdowns return and the recovery in 2022 is more fragile due to the
hit to confidence to both firms and businesses. Inflation is also dragged lower owing to further weakness
in demand and falling commodity prices. Policy makers loosen fiscal and monetary policy further, the
latter through QE. As in 2020, the authorities in China are able to effectively control the fresh outbreak of
Covid and deliver a large and effective economic support package, ensuring that the economy gets back
on track during the course of 2022. However, many other EMs such as Brazil and India are left with little
room for manoeuvre meaning that they suffer badly and are slow to recover.

8% -3.9% -0.7%

4. Trade wars return Once President-elect Biden has settled in and rekindled the United States’ relationship with Europe and
other allies, he leads a multilateral stance against China's trade policies. China’s failure to reach purchasing
commitments of US goods agreed in the phase 1 deal add to tensions. Tariffs on Chinese goods are hiked in
Q4 2021 by the US, Europe and Japan. China retaliates in kind and tariffs then remain at these levels through
2022. 

Stagflationary: Higher import and commodity prices as countries attempt to stockpile push inflation
higher. Weaker trade weighs on growth. Capital expenditure is also hit by the increase in uncertainty and
the need for firms to review their supply chains. Central banks focus on the weakness of activity rather
than higher inflation and ease policy by more than in the baseline. In China, the renminbi is allowed to
weaken in order to absorb some of the increase in tariffs, however more punitive levies and supply chain
disruption cause economic growth to slow. Small, open EMs in Asia also suffer from weaker trade, but the
negative impact is less on the relatively closed EMs such as Brazil and India. Some EMs may in the long-
term benefit from re-orientation of supply chains. Oil producers such as Russia receive some short-term
benefit from higher crude prices as energy-importing countries stock up.

6% -0.8% +0.8%

5. Supply side 

inflation 

As demand rises, supply struggles to comes back online. Bottlenecks in the industrial sector have knock on
impacts through global supply chains and commodity markets also struggle with supply shortages.
Meanwhile the labour participation rate in the US does not improve, whilst mismatch between worker skills
and jobs in the post covid economy means the NAIRU rises and available slack is less than in the baseline.

Stagflationary: Commodity prices continue to rise due to shortages in supply. This adds to inflation and
energy price base effects do not wash out. Meanwhile, this feeds through to underlying inflation, which is
also pushed up from supply side constraints and higher costs through global supply chains. Even though
growth slows through 2022, demand still outpaces supply in the labour market and wages rise. This
results in persistent inflation above 3% in the US through 2022 leaving the Federal Reserve hiking interest
rates to 2% by the end of next year.

7% -0.6% +1.0%

6. Other 0% - -

*Scenario probabilities are based on mutually exclusive scenarios. Please note the forecast warning at the back of the document.

Cumulative 2021/22 global vs. baseline



 

 

 Economic and Strategy Viewpoint June 2021 16 

 

Updated forecast charts – Consensus Economics  

For the EM, EM Asia and Pacific ex Japan, growth and inflation forecasts are GDP weighted and calculated using 
Consensus Economics forecasts of individual countries. 

Chart A: GDP consensus forecasts 

2021  2022 

 

 

 

 
 

Chart B: Inflation consensus forecasts 

2021  2022 

 

 

 

 
Source: Consensus Economics (May 2021), Schroders. 
Pacific ex. Japan: Australia, Hong Kong, New Zealand, Singapore. 
Emerging Asia: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand. 
Emerging markets: China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan, Thailand, Argentina, Brazil, Colombia, Chile, 
Mexico, Peru, South Africa, Czech Republic, Hungary, Poland, Romania, Russia, Turkey, Ukraine, Bulgaria, Croatia, Estonia, 
Latvia, Lithuania. 
 
The forecasts included should not be relied upon, are not guaranteed and are provided only as at the date of issue. Our forecasts 
are based on our own assumptions which may change. We accept no responsibility for any errors of fact or opinion and assume no 
obligation to provide you with any changes to our assumptions or forecasts. Forecasts and assumptions may be affected by 
external economic or other factors. The views and opinions contained herein are those of Schroder Investments Management’s 
Economics team, and may not necessarily represent views expressed or reflected in other Schroders communications, strategies or 
funds. This document does not constitute an offer to sell or any solicitation of any offer to buy securities or any other instrument 
described in this document. The information and opinions contained in this document have been obtained from sources we 
consider to be reliable. No responsibility can be accepted for errors of fact or opinion. This does not exclude or restrict any duty or 
liability that Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended from time to time) or 
any other regulatory system. Reliance should not be placed on the views and information in the document when taking individual 
investment and/or strategic decisions. For your security, communications may be taped or monitored. 
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