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After Covid-19 sparked a sharp sell-off in markets at the start of the year, risk 
assets have rebounded strongly in the second quarter. The lifting in lockdown 
measures combined with considerable policy support worldwide have led 
to a robust rally in global equities. In particular, the European stock markets 
have delivered strong gains driven by a significant policy response from the 
European authorities. 

Despite renewed trade tensions between the US and China, emerging market 
equity was one of the strongest performers alongside a softer US dollar and 
recovery in commodity prices. After suffering the worst quarter in history, the 
sharp rise in the oil price on the back of greater optimism on the global economy 
has meant that it had the best quarter on record. Against this backdrop, bonds 
were mixed with credit and emerging market sovereign bonds recording 
positive gains, but government bond returns moving side-ways.  

We have downgraded our 2020 global growth forecast further given the 
weakness seen in the first quarter. With the lockdowns extended through 
April and into May, we expect activity will have been hit even harder in the 
second quarter. 

As we enter the third quarter, there should be a bounce in activity with 
the easing of lockdown restrictions, albeit to a lesser extent than we had 
previously anticipated. In terms of the likelihood of risks to our central view, 
we see the W-shape recovery as the greatest concern. This involves the return 
of the virus later in the year leading to a second wave of lockdowns such that 
there is a double-dip of global activity.

From an asset allocation perspective, we continue to prefer credit given 
the substantial liquidity provisions by the Federal Reserve (Fed). Policy 
intervention has also dampened the tail risks from Covid-19, which has led us 
to neutralise our underweight in equities. Moreover, we have added cyclical 
exposure through the  European market and US small caps. However, we 
continue to have a bias towards quality equities, as we do not expect a quick 
return to economic normality. 

Meanwhile, sovereign bonds continue to offer little value relative to equities. 
We also believe their ability to provide a hedge in the portfolio is deteriorating. 
Nevertheless, the unprecedented level of monetary accommodation by the 
central banks mean that we are neutral on duration. Instead, we continue to 
own gold to balance the cyclical risk in the portfolio. 

7th July 2020

Tina Fong, CFA
Strategist

Keith Wade
Chief Economist and Strategist

Introduction

Editors: Keith Wade, Tina Fong and James Reilly 
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Economic overview

We are downgrading our forecast for global growth once 
more to reflect the weakness seen in the first quarter. 
Overall we see global activity falling 5.4% this year, a 
deeper contraction than our previous forecast of -2.9% 
and mainly driven by downgrades to the US and China. We 
expect the recovery to be gradual as households and firms 
remain cautious.

In 2021, global growth should improve to 5.3%, based on 
fiscal and monetary policy remaining loose and, on the 
medical front, a vaccine being successfully developed by 
mid-year. We have also downgraded our global inflation 
forecast to 1.5% in 2020 (from 1.9% previously) and 1.8% in 
2021 (previously 2.1%).

We think the most likely risk to our central view is that we 
see a W-shaped recovery. This involves the virus returning 
later in the year and lockdowns being re-imposed, creating 
a double-dip recession. The V-shape recovery is the next 
most likely scenario. In this scenario, the virus remains 
subdued and the private sector response to the lifting 
of lockdowns, as well as government and central bank 
support, is stronger than assumed in our baseline.

Monetary and fiscal policy 

Governments face a trade-off between getting the 
economy back to work and the health risks of people 
coming into contact with Covid-19. The cost of 
programmes to cushion the blow from unemployment 
and the loss of income as a result of the shutdowns is 
now apparent in government borrowing figures, with the 
US Treasury planning to borrow $3 trillion in Q2 2020. 
Meanwhile, the UK government borrowed more in April 
than it expected to borrow for the whole year before the 
crisis, and a deficit of £300 billion is now expected for 
this financial year. At around 17% of GDP, such support is 
clearly unsustainable. 

We expect all four major central banks to keep interest rates 
unchanged through our forecast period, with each also 
expected to increase quantitative easing (QE) purchases. 
We anticipate a melange of different rate cuts in China 

Asset allocation 
views: Multi-Asset 
Group

(benchmark rate, reserve requirement ratio, medium term 
lending facility and loan prime rate) as well as fiscal spending 
on infrastructure following the latest policy meeting.

Implications for markets

We are neutral on equities. Our cyclical indicators still 
point to a recessionary environment but, in the short term, 
activity is bouncing back as lockdowns are easing and 
the European authorities have surprised on the upside 
in terms policy response. Government intervention has 
reduced tail risks, which has been necessary to plug the 
huge gap in demand. 

However, equity valuations remain consistent with a 
V-shaped recovery, but in reality the return to normality 
may take longer than expected. We are already seeing a 
second wave of infections in countries such as China and 
South Korea after the lifting of lockdown restrictions.
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Within equities, we are neutral on the US. With levels 
having rebounded close to all-time highs, we expect 
other regions to catch up as the global economy reopens. 
Europe is now our preferred market as the European 
Central Bank (ECB) continues to support liquidity, while the 
prospect of fiscal coordination is alleviating political risk. 
We are more cautious on the UK, where we are neutral. 
Economic weakness resulting from lockdown measures is 
compounded by renewed concerns over a no-deal Brexit, 
although valuations and monetary policy are supportive.

For Japanese equities, the large fiscal response and the 
relatively limited economic impact from the virus allows for 
further recovery – as such, we raise our stance to neutral. 
We also upgrade Pacific ex. Japan to neutral, with fiscal and 
monetary policy having dampened the impact of lockdowns

In the emerging markets, we remain neutral; the potential 
for increased trade tensions between China and the US is 
a headwind, though we continue to favour the cyclical and 
tech-heavy markets of Korea and Taiwan.

On duration, we are neutral as we believe that government 
bonds do not offer the same yield cushion compared to 
previous crises. We are concerned that in today’s low yield 
environment the efficacy of government bonds as a hedge 
is deteriorating. However, the global recession caused by 
the coronavirus is likely to keep monetary policy ultra-
loose for an extended period. 

Among the sovereign bond markets, we are negative on 
US Treasuries and Japanese government bonds (JGBs). 
We are very negative on UK gilts and German Bunds. In 
comparison, we are positive on emerging market debt 
(EMD) denominated in USD and local currency.

On corporate credit, we remain positive on investment 
grade (IG) and high yield (HY) bonds. Despite recent 
spread tightening, valuations remain attractive. 
Importantly, liquidity support measures from the central 
banks, particularly buying by the Fed, continue to benefit 
the market.

We have upgraded commodities to a positive score. This is 
a reflection of our outlooks on the individual sectors. We 
remain overweight gold, as ongoing central bank stimulus 
should support prices. 

Meanwhile, we are positive on the energy market as there 
appears to be less of a supply glut following OPEC cuts and 
demand for inventory has also increased. 

We have become more upbeat on the agriculture sector 
as we believe that prices have levelled out for the time 
being. In comparison, our positioning on industrial metals 
has remained neutral. There has been a strong rebound 
in demand from China, although this has started to show 
signs of moderation. At the same time, disruptions to 
supply in metal producing countries appears to have eased. 
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Regional 
equity views 
Key points

With levels having rebounded close to 
all-time highs, we expect other regions to 
catch up as the global economy reopens. 
Hence, we remain neutral for now.

Within the US market, we have 
established a position in small caps 
to hedge against the upside risk to 
our neutral equity view. In our core 
allocations, however, we continue to 
have a bias to quality stocks, as we do 
not expect a quick return to normality 
post lockdowns.

US

Though valuations and monetary 
policy are supportive, economic 
weakness caused by lockdown 
measures and renewed concerns 
over a no-deal Brexit mean we are 
neutral overall.

The re-opening of the UK economy 
has been considerably slower than 
other parts of Europe, and certainly 
slower than we had expected. 

With little progress on a EU trade 
deal being made, and with a ‘real 
deadline’ of 31 October, tensions are 
likely to grow as the two parties seek 
to break the deadlock.

UK

Europe ex UK is now our preferred 
market given the unprecedented 
amount of liquidity support from 
the ECB.

The prospect of greater fiscal 
coordination, via the European 
Recovery Fund and Pandemic 
Emergency Purchase Programme, is 
helping to alleviate the political risks.

Relative to the US, valuations 
appear cheap and there is an 
opportunity for the European 
market to catch up given the 
significant underperformance to 
the S&P 500. 

Europe ex UK

We have turned neutral on Japanese 
equities. The large fiscal response 
from the government and the 
relatively limited economic impact 
from the virus should support a 
strong economic recovery. Valuations 
are also supportive. 

Nonetheless, exporters which are 
an important part of the Japanese 
market are unlikely to benefit from 
weakness in the currency.

Japan

We have upgraded the region to 
neutral given the way fiscal and 
monetary policy have dampened the 
impact of lockdowns. 

For Australia, the recovery in 
commodity prices, particularly iron 
ore prices are a positive for the 
market. Domestic banks also appear 
in a better position to weather the 
slowdown in activity. 

However, rising geopolitical risk in 
Hong Kong is an ongoing concern.

Pacific ex Japan1

Compared to other markets, 
emerging equities offer attractive 
valuations. At the same time, a 
relatively stable US dollar could be a 
supportive backdrop to the region.

Despite this, we maintain our 
neutral score. Whilst activity in 
China is rebounding, so too is 
geopolitical risks. The potential for 
increasedtrade tensions between 
China and the US is therefore a 
headwind, though we continue to like 
the cyclical and tech-heavy markets 
of Korea and Taiwan. 

Emerging markets

1Australia, New Zealand, Hong Kong and Singapore

Equities

maximum positive neutral negative maximum negativepositive
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Fixed income 
views 
Key points

Bonds

Valuations in the government space 
remain very expensive as yields are 
at historical lows. The effectiveness 
of bonds as a hedge in the portfolio 
has deteriorated.  However, the 
global recession is likely to keep 
monetary policy ultra-loose for an 
extended period. Overall, we are 
neutral on duration.

At current yields levels, we believe 
Treasuries will struggle to deliver 
significant returns. However, we are 
less negative compared to other 
markets where yields are even lower. 

Relative to other developed markets, 
we believe there is less value in UK 
gilts given their relatively poor carry, 
which may drive flows in the coming 
months. Hence, we are double 
underweight on this market.

We are double negative on German 
Bunds as this market is currently 
offering negative yields and there 
is limited room for yields to rally 
further. The proposed European 
Recovery Fund will be a step toward 
recovery and debt mutualisation, 
which would weigh on Bunds.

On Japanese government bonds, we 
hold a neutral score. With room for 
monetary policy limited, coupled with 
negatively yielding bonds, the Bank of 
Japan will have to keep unconventional 
policies in place for longer.

Government Investment grade 
(IG) corporate

We remain very positive on US 
and European IG corporate bonds. 
Despite the recent tightening in 
spread levels, valuations continue to 
be attractive. 

In the US, the Fed’s liquidity support 
measures, such as the Primary 
Dealer Credit Facility and Secondary 
Market Corporate Credit Facility, 
continue to benefit the market.

Although we still prefer US IG 
corporate bonds, we remain positive 
on the Europe IG sector. We believe 
that the support from the ECB will 
help to underpin the market for the 
near future.

High yield (HY)

On US HY corporate bonds, we 
remain positive as US monetary 
policy initiatives continue to 
support the sector.

For Europe, the expansion of the 
Pandemic Emergency Purchase 
Programme leads us to upgrade 
this market. The programme now 
provides a bridge to the European 
Recovery Fund, which should 
become effective in 2021.

We have a neutral view on US- 
breakevens. Inflation is not a risk in 
the short-term given the fall in the 
oil price and weakness in activity. 
However, over a longer-term basis, 
aggressive fiscal and monetary 
policy stimulus may support the 
recovery of inflation expectations. 

Index-linked

maximum positive neutral negative maximum negativepositive

We have downgraded EM sovereign 
credit based on less attractive 
valuations and the ongoing 
deterioration in credit quality of 
some of the lower tier names. 
Meanwhile, we have retained our 
ultra-positive view on emerging 
markets corporates.

EMD denominated  
in USD 

EMD denominated in  
local currency

We have turned positive given 
compelling valuations, particularly 
in longer maturity bonds. 
Inflationary pressures in the 
emerging markets are also on a 
downward trend, which should 
support prices.
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Alternatives 
views 
Key points

We have upgraded commodities to a 
positive score. Prices appear to have 
bottomed out and have started to 
recover, led by the energy sector. 

On the energy complex, we have turned 
positive. There appears to be less of a 
supply glut following OPEC cuts and 
with activity recovering, demand for 
inventory has also increased.

We have remained neutral on 
industrial metals. There has been 
a strong rebound in demand from 
China, although this has started to 
show signs of moderation. At the 
same time, disruptions to supply in 
metal producing countries appears to 
have eased.

On agriculture, we are more upbeat 
on the sector. We are of the view 
that agriculture prices have levelled 
out for the time being. However, we 
are also cognisant that the market is 
faced with weaker economic demand 
and the re-emergence of US-China 
trade tensions. 

Against a backdrop where there 
is a global recession, we remain 
overweight on gold as an attractive 
portfolio hedge. Additionally, ongoing 
central bank stimulus underpins the 
negative real rate environment, which 
should support gold prices.

Investment transactions fell sharply 
during the lockdown due to the 
uncertainty over the economy 
and the difficulties of conducting 
site visits. The lack of transactions 
coupled with some tenants deferring 
rent meant that valuers decided to 
apply material uncertainty clauses.  
This forced open-ended funds to 
suspend dealing of primary shares. 

We are starting to see a recovery 
in transactions, at least where the 
tenant has a strong covenant and 
paid rent through the lockdown. 
Consequently, valuers have lifted 
the material uncertainty clause on 
industrial assets and we expect 
office will follow shortly.  However, 
it may be some months before the 
clause is lifted on the retail sector.

Despite the low level of bond yields, 
we expect that property yields 
will now rise, as investors price-in 
potential falls in rental income - 
albeit they should be short-lived 
in the office and industrial sectors.  
Given the uncertainty over the 
economy it is difficult to estimate 
the fall in capital values, but we 
assume that they will decline on 
average by 10 to 15% in 2020 and 
then stabilise in 2021. Industrial and 
regional office are likely to be the 
most defensive sectors, assuming 
rents are broadly flat, while retail 
and leisure will probably be the 
weakest. In 2021, London offices 
could be one of the best performing 
sectors if foreign investors start to 
bid down yields, assuming there is 
then greater clarity on Brexit.

Commodities UK property

Real estate investment markets 
are starting to open up again, but 
investors are very selective and 
focused on assets with long secure 
income streams.  While yields on 
prime assets will probably be stable 
over the next six months, at least in 
the office and warehouse sectors, 
yields on secondary assets are likely 
to rise by 0.5%, or more, as investors 
factor in slower, or negative rental 
growth and potential tenant failures. 
Capital values will also come under 
pressure from lower rents. Retail 
rents were already falling in northern 
European before the virus and the 
decline is likely to accelerate as 
consumers remain hesitant about 
visiting stores. Moreover, this year 
will probably see a limited decline 
in office and industrial rents. The 
temporary shift to home working will 
push some serviced office providers 
into insolvency. 

Assuming a sustained economic 
recovery from the second half of 2020 
onwards, we should see an upturn in 
office and industrial capital values in 
2021 to 2022. However, the recovery 
will be gradual as higher levels of 
vacancy will hold back rents in the 
office and warehouse sectors for 12 to 
24 months. While there will be some 
distressed sales, we do not expect 
them to be on the same scale as 
the Global Financial Crisis, given the 
generally lower level of borrowing in 
recent years.  The exception could be 
the hotels market, which has been hit 
hard by the collapse in tourism and 
business travel.

European property

Alternatives

maximum positive neutral negative maximum negativepositive
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Economic 
views

More U than V

Our updated forecasts suggests that after a weak first quarter, 
global activity in the second quarter is likely to be as bad if not 
worse, as the lockdowns extended through April and into May. 
However, the profile through the quarter should be one of 
improvement as lockdowns eased toward the end of May and 
are expected to loosen further in June.

Overall we see global activity falling 5.4% this year, a 
downgrade from our previous forecast of -2.9% and is mainly 
driven by downgrades to the US and China. We expect the 
recovery to be gradual as households and firms remain 
cautious. In 2021, global growth should improve to 5.3% as 
fiscal and monetary policy remain loose and on the medical 
front a vaccine is successfully developed by mid-year. 

Chart 1: Contributions to World GDP growth (y/y), %

US Europe Japan Rest of advanced China Rest of emerging World
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Source: Refinitiv Datastream, Schroders Economics Group. 28 May 2020.

Economic activity is not 
expected to return to pre-
Covid levels by the end of 
the year… 
However, the level of activity is not expected to return to 
pre-Covid levels by the end of the year. This is because some 
permanent scarring effects are expected to hold back the 
recovery, with certain sectors likely to struggle with new 
regulations and health requirements. 

Furthermore, with President Trump assumed to return 
for a second term, US-China tensions are expected to rise 
again in 2021 as the US questions the origins of the virus 
and China falls short of its commitment to increase imports 
from the US. Another round of US tariffs are likely to be 
enacted at the end of 2021. 

On the inflation side, lower oil prices, the weaker outlook 
for global growth and a more persistent output gap lead us 
to downgrade our global inflation forecast to 1.5% in 2020 
and 1.8% in 2021.
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We have replaced the V-shape recovery in our previous 
forecast with a profile that looks more like a U. This reflects 
the difficulty of lifting the lockdowns amidst fears of a 
second wave of infections, and consequently we assume 
that economic activity comes back more slowly than 
previously expected.

The economy is not a light 
switch that can be simply 
turned off and on…
Underpinning this is a recognition that the economy is not 
a light switch that can be simply turned off and on. The 
experience of the virus will make people more cautious. In 
some areas, spending habits will not return for some time. 
For example, the travel, hospitality and leisure sectors 
have already acknowledged that social distancing, tighter 
border controls and quarantine requirements will make 
much activity impractical. Money saved in these areas will 
eventually be spent elsewhere, but this will take time.

In addition, we might expect some more immediate 
consumer caution as governments begin to roll back the 
support provided to business. In the UK, the chancellor 
has already announced that the furlough scheme that 
is currently paying 80% of workers wages will be altered 
so the government pays 60%, with companies paying 
the remaining 20% from August. It is then likely to be 
phased out entirely by the end of the year. The decision is 
understandable given the cost, but nonetheless, changes 
to the scheme will add to household uncertainty over 
future employment, as businesses have to decide whether 
or not to take people back on full pay. 

At the corporate level, the uncertainty over the outlook 
will weigh on investment and following the sharp increase 
in debt, we would expect a period of de-leveraging from 
firms as we go through 2021. This will weigh on real 
activity and incomes as firms prioritise debt reduction over 
spending on new equipment and technology or dividends.

So the government can flick the switch, but the economy 
will not simply revert to its pre-crisis state. Science will 
ultimately guide us, but visibility on activity will remain 
clouded as we recover from the lockdowns.

Regional Views

US growth is expected to fall by 8.2% in 2020 with declines 
concentrated in the first half of the year. As the lockdown 
is lifted and business restarts, activity should bounce back 
in the second half.

It is a similar story elsewhere; Eurozone growth is 
expected to fall by 6.1% in 2020, before a modest recovery 
in the second half of the year. Growth of 4.6% in 2021 
reflects a gradual recovery. With a higher fatality rate and 
longer lockdown, the UK economy is forecast to have one 
of the deepest downturns, with GDP likely to fall 8.5% 
in 2020 before rising 6% in 2021. The UK is expected to 
negotiate a partial free trade agreement with the EU 
covering some sectors that comes into force from 2021.

With a lower scale shutdown and strong government 
support (40% GDP); Japan is expected to have one of the 
least deep downturns as GDP falls by 5.4% in 2020. Low 
unemployment and strong corporate balance sheets 
should mean relatively little permanent damage and fiscal 
support should help growth recover to 3.8% in 2021.

We expect an outright contraction in EM economies in 
2020 of 2.8%. After a terrible first quarter, China should 
see a modest rebound but is unlikely to see strong growth 
for the year as a whole; we expect 2.2% growth for China 
in 2020, recovering further to 6.9% in 2021.
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Our scenarios can be divided into two groups: those that 
capture different paths from the lifting of the lockdowns 
and those that relate to second round reactions to the 
crisis. In the first group, we have the different letter 
shaped recoveries (V, W and L) with the W being driven by 
a return of Covid-19 and the re-imposition of lockdowns 
creating a double dip recession. The V is our previous 
February baseline and the L reflects a much more severe 
increase in private sector caution, which keeps activity 
weak for longer. In the second group, we have a eurozone 
debt crisis (where Italy has to receive special funding from 
the European Stability Mechanism (ESM)) and an increase 
in fiscal spend financed directly by printing money (MMT 
fuelled fiscal expansion). 

In terms of the impact on activity, the W and L scenarios 
are the most deflationary with both output and inflation 
weaker than the baseline (chart 2). On the other side, 
MMT fuelled fiscal expansion and the V-shape recovery are 
more reflationary with the money printing MMT adding to 
inflation as, unlike QE, the increase in money supply is fed 
directly into the economy rather than becoming trapped in 
the banking system.

Risk of second wave remains the 
main concern

Economic Risk 
Scenarios

Source: Schroders Economics Group. 28 May 2020.
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Chart 2: Risks around the baseline 
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Chart 3: V,W or L: What shape will the recovery take?

Source: Refinitiv Datastream, Schroders Economics Group. 28 May 2020.

In terms of the likelihood of these scenarios, we see the 
W-shape as the greatest risk with a number of scientists 
warning of the high chance of the virus returning later in 
the year (chart 3). The V-shape recovery is the next highest 
with the virus remaining subdued and the private sector 
responding more positively to the lifting of lockdowns and 
the easing of fiscal and monetary policy. The Eurozone 
debt crisis is our third greatest risk, although the scenario 
probability has been diminished by recent policy action 
and the announcement of the European recovery fund. 
Meanwhile, we have lower risks being attached to the 
remaining scenarios. Overall, our balance of macro risks is 
skewed in a deflationary direction.
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Summary Macro impact

 
Sharp global 
recovery 

Global activity rebounds sharply in the second 
half of 2021 as economies reopen and things 
go “back to normal”. Fiscal and monetary policy 
prove very effective in boosting growth once 
economies open up. There is strong pent up 
demand from households with little evidence of a 
scarring and government policies are successful 
in little output being lost permanently. This is 
the closest scenario to a “V  shape” recovery.

Reflationary: Economies see growth surpassing 
pre-Covid-19 levels in the second half of 2021 
and inflation also rises. In some countries, 
such as the US, UK and China, monetary policy 
is forced to tighten before the end of 2021.

MMT fuelled 
fiscal spurge

With no other ammunition left, central banks 
begin to engage in MMT, the direct monetary 
financing of fiscal policy. Fiscal policy becomes 
much more aggressive, and while the ECB refrains 
from MMT, authorities join their counterparts 
in boosting fiscal spending. The additional 
fiscal spending and transfers help lift demand 
and in turn, the global economic recovery.

Reflationary: The rapid rise in money supply, 
combined with aggressive fiscal spending boosts 
growth and in particular, inflation. Inflation 
expectations rise and commodity prices spike 
as investors fearing inflation shift to the asset 
class. In turn, this pushes up producer prices 
and inflation to levels not seen in decades for 
most countries. US inflation peaks at 4.1% in 
2021. Monetary policy remains loose, but we 
would expect a change in personnel at the Fed 
and other central banks as policy moves in 
an unorthodox direction. The eurozone is the 
exception as the ECB is forced to hike in 2021.

Eurozone  
debt crisis

Markets decide that they will not fund the huge 
increase in borrowing from Italy once fiscal and 
monetary support reaches its end. At the end of 
2020, BTP yields start to rise, effectively shutting Italy 
out of capital markets. Contagion starts to spread as 
other member states face funding pressure along 
with some banks. After huge political uncertainty, 
Italy is persuaded to take an ESM bailout, helping 
to activate Outright Monetary Transactions (OMT) 
purchases by the ECB. Italy is forced to restructure 
its debt, including terming-out bonds maturing 
in the next three years and forcing haircuts.

Deflationary: Political uncertainty drags on 
growth. Italy sees GDP 5ppt lower compared to 
the baseline, while the wider eurozone sees a 2ppt 
hit. The euro plunges below parity against the 
USD, making this a stagflationary scenario for the 
eurozone, but a deflationary scenario for the global 
aggregate as commodity prices are also lower.

Private  
sector  
scarring (L)

The development of a vaccine is delayed to the 
end of 2021. In the meantime, demand does not 
pick up even as economies come out of lockdown. 
Households decide to keep raising their savings 
in the fear of a second wave or another rainy day, 
reducing demand in the economy. Firms, faced 
with structurally lower demand start to pull out of 
certain markets, as capex remains depressed. This 
is the closest scenario to an “L shape” recovery.

Deflationary: Despite the best efforts of fiscal and 
monetary policy makers, no amount of stimulus will 
lift demand. The world economy falls into secular 
stagnation as growth rate does not return to pre-
Covid-19 levels. Inflation falls close to 0% by the 
end of 2021 and the eurozone falls into deflation.

Covid-19 
second  
wave (W)

Economies reopen too quickly and a second 
outbreak of the virus at the end of 2020 
prompts another wave of lockdowns. These 
are more stringent and last longer than the 
first, but as a vaccine is developed in 2021, 
the global economy begins to tepidly recover 
in the second half of the year. This the 
closest scenario to a "W shape recovery"

Deflationary: Growth is very badly hit in 
2020 and is 5.5ppt lower than the baseline. 
Inflation is also dragged lower owing to further 
weakness in demand and falling commodity 
prices. Global growth in 2021 is stronger 
than the baseline, but not enough to offset 
the hit from the previous year. Through this 
scenario, policy makers have no choice but to 
further loosen fiscal and monetary policy

Source: Schroders Economics Group. 28 May 2020.

Table 1: Summary of the risk scenarios
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Market returns
 Total returns Currency June Q2 YTD

Equity

US S&P 500 USD 2.0 18.6 -3.1

UK FTSE 100 GBP 1.7 11.3 -16.9

EURO STOXX 50 EUR 6.5 18.7 -12.0

German DAX EUR 6.2 25.4 -7.1

Spain IBEX EUR 2.8 10.2 -22.9

Italy FTSE MIB EUR 6.8 16.3 -16.2

Japan TOPIX JPY -0.2 8.7 -8.2

Australia S&P/ ASX 200 AUD 2.6 14.1 -10.4

HK HANG SENG HKD 7.4 6.7 -11.9

EM equity

MSCI EM LOCAL 6.7 19.0 -5.4

MSCI China CNY 8.9 17.4 3.5

MSCI Russia RUB -1.2 13.4 -14.3

MSCI India INR 6.7 25.5 -12.1

MSCI Brazil BRL 8.6 27.4 -16.5

Governments  
(10-year)

US Treasuries USD 0.1 0.9 14.6

UK Gilts GBP 0.0 1.3 6.9

German Bunds EUR 0.4 -0.4 3.1

Japan JGBs JPY -0.2 -0.2 -0.4

Australia bonds AUD 0.3 -0.7 5.2

Canada bonds CAD 0.0 1.8 10.8

Commodity

GSCI Commodity USD 5.1 10.9 -36.3

GSCI Precious metals USD 2.5 10.3 15.7

GSCI Industrial metals USD 7.3 13.5 -8.1

GSCI Agriculture USD 0.7 -4.4 -13.3

GSCI Energy USD 8.9 18.9 -53.8

Oil (Brent) USD 16.4 81.0 -37.8

Gold USD 3.0 10.0 17.3

Credit
Bank of America/ Merrill Lynch US high yield master USD 1.0 10.3 -4.8

Bank of America/ Merrill Lynch US corporate master USD 2.0 9.7 4.8

EMD

JP Morgan Global EMBI USD 2.9 12.2 -1.9

JP Morgan EMBI+ USD 1.7 10.3 -0.4

JP Morgan ELMI+ LOCAL 0.3 0.9 1.8

Spot returns Currency June Q2 YTD

Currencies

EUR/USD 1.0 1.8 0.1

EUR/JPY 1.1 1.6 -0.7

USD/JPY 0.1 -0.2 -0.7

GBP/USD -0.1 -0.5 -6.7

USD/AUD -3.6 -10.6 2.1

USD/CAD -1.5 -3.8 5.0

Source: Refinitiv Datastream, Schroders Economics Group. 30 June 2020.
Note: Blue to red shading represents highest to lowest performance in each time period.
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