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Risk assets continued to record gains in the third quarter but returns were 
more modest compared to the previous quarter. The recovery in global activity, 
hopes of a Covid-19 vaccine and ongoing policy support provided a strong lift 
to global equities. Although as the quarter drew to a close, the rally lost steam 
given the fresh rounds of lockdowns in Europe and a stalemate in the US over 
the fiscal stimulus package. Even with increasing political uncertainty in the US, 
however, the S&P 500 led the way thanks to tech. By contrast, the European 
stock markets suffered losses alongside a stronger euro.

Despite ongoing trade tensions between the US and China, emerging market 
equity remained one of the strongest performers benefiting from a softer US 
dollar and recovery in commodity prices. In comparison, bonds were more 
mixed with credit and emerging market sovereign bonds delivering positive 
gains, whilst government bond returns were flat.

In terms of our economic forecasts, we have upgraded global growth in 2020 
largely driven by a better-than-expected performance in US activity over the 
second quarter. In 2021, global growth should improve supported by loose fiscal 
and monetary policy and the arrival of a vaccine at mid-year, which is distributed 
in the third quarter. Against this backdrop, inflation is expected to remain 
subdued allowing central banks to keep policy loose. That said, we do see some 
easing in the pace of quantitative easing (QE) as growth continues through 2021.

On the risks to our central view, we see the W-shape recovery as the greatest 
concern, which involves the return of the virus leading to a second wave 
of lockdowns. The overall balance of risks has shifted in a slightly more 
reflationary direction led by a continued chance of a V-shape recovery.

From an asset allocation perspective, we maintain a positive view on credit 
given the substantial liquidity provisions by the Federal Reserve (Fed) and 
European Central Bank (ECB). However, we have rotated some of our credit 
exposure into equities in the search for a better return potential, as there is 
less room for credit spreads to tighten further from here. Within equities, we 
have diversified our quality and growth bias, which is increasingly a consensus 
trade, by adding some exposure to US small caps. We have also kept our 
exposure to local emerging market debt and emerging equities.

Meanwhile, government bonds continue to offer little value relative to equities. 
We believe that the upside to bonds is limited, but the unprecedented level of 
monetary accommodation by the central banks mean that we are neutral on 
duration. Moreover, we prefer inflation-linked bonds to nominals given the 
Fed’s new target on inflation. With bonds proving to be a less effective portfolio 
hedge, we own currencies such as the Japanese yen to manage cyclical risks in 
the portfolio.

9 October 2020.

Tina Fong, CFA
Strategist

Keith Wade
Chief Economist and Strategist
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Economic overview

Our forecast for global growth in 2020 has been upgraded 
to -4.6% from -5.4%, driven by a significant upward revision 
to the US after a better-than-expected performance in the 
second quarter. In the near-term, the forecast path for 
growth resembles a square root sign as the sharp V-shaped 
rebound is followed by a levelling off in activity. Overall, the 
growth profile is still a U-shaped recovery. 

In 2021, global growth should improve, though less than 
our previous forecast, to 5.1%, supported by loose fiscal and 
monetary policy and the arrival of a vaccine at mid-year, 
which is distributed in Q3. The latter is critical in overcoming 
business and consumer caution, which is likely to hold back 
investment and consumption. Meanwhile, we have also 
upgraded our global inflation forecast to 1.8% in 2020 and 
2.0% in 2021.

We continue to think the most likely risk to our central 
view is that we see a W-shaped recovery. There is evidence 
that as people are forced to spend more time indoors the 
Covid-19 virus spreads more rapidly and as the Northern 
hemisphere winter approaches there is an expectation that 
the incidence of the virus will rise as cold weather moves in. 

The V-shape recovery remains the next most likely 
scenario and cannot be ruled out, but would require a 
working vaccine by year-end. Recent news suggests this is 
achievable though the testing period has been remarkably 
short thus leaving doubts over its efficacy.

Monetary and fiscal policy 

In the US, we anticipate no moves in interest rates this 
year and next. The Fed balance sheet is expected to soar 
by $2 trillion to $9 trillion by the end of 2021. However, we 
expect the pace of QE will moderate to around $150 billion 
per quarter versus its current pace of $360 billion. This 
easing in the pace of QE is expected as growth continues 
through 2021.

Asset allocation 
views: Multi-Asset 
Group

As for the Bank of England (BoE), the central bank is unlikely 
to make any significant changes over the forecast horizon. 
Similarly, we assume that the ECB keep all interest rates 
unchanged but QE is expected to increase by €500 billion 
to keep purchases running until the end of 2021. This will 
allow enough time for the disbursement of the EU recovery 
fund. In Japan, the Bank of Japan (BoJ) is expected to keep 
interest rates on hold and continue QE as inflation falls into 
negative territory. 

Given the recent guidance by the People’s Bank of China 
(PBoC), we see fewer rate cuts than before, with the reserve 
requirement ratio (RRR) ending 2020 at 11% and 10% in 
2021. On the fiscal side, the authorities retain the option of 
further fiscal stimulus if the recovery looks in jeopardy.
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Implications for markets

We have upgraded our overall equity view to a positive. We 
recognise that equity valuations remain consistent with a 
V-shaped recovery and normality may take longer than 
expected. However, there are signs of economic 
improvement with our cyclical models pointing towards a 
shift into recovery as we move into the end of 2020.

Meanwhile, we expect that a combination of liquidity 
provided by the central banks and a gradual economic 
recovery will support further gains in the market. 
Conversely, downside risks to the market have been 
reduced as mortality rates are likely to be lower with 
hospitals better prepared than in March. There are also 
increased hopes for a vaccine before year-end. 

Among the equity markets, we are positive on the US.  
Despite expensive valuations, US stocks should continue to 
outperform on the back of ample liquidity provided by the Fed. 
For Europe ex UK equities, the market is aided by the 
unprecedented monetary support from the ECB and 
greater fiscal coordination within the region. 

Although valuations and monetary policy are supportive, we 
are neutral on UK equities. The pace of growth is expected 
to moderate due to further lockdown restrictions. There 
have also been renewed concerns over a no-deal Brexit.

We are positive on both Japan and Pacific ex Japan equities. 
Large fiscal responses from the authorities and very 
accommodative monetary policy should support the 
recoveries in these economies. 

On the emerging markets (EM), we hold an overweight 
position. EM offers attractive valuations with the weaker US 
dollar helping to create more beneficial monetary conditions.

On duration, we have retained our neutral view. With yields 
trading at historical lows, valuations remain very expensive. 
We believe that the upside to bonds is limited but central 
banks will be able to keep a low volatility regime in the rates 
markets. Duration also remains useful in a portfolio context 
given our risk positions elsewhere.

Within the sovereign bond universe, we are negative on all 
of the main markets. 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) but neutral on high yield (HY) bonds. Despite recent 
spread tightening making valuations less attractive, liquidity 
support measures from the central banks, particularly 
buying by the Fed, continue to benefit the market.

We remain positive on commodities and expect moderate 
gains as global economic activity begins to normalise. 
Within the sectors, we have stayed positive on energy. 
Although oil prices are likely to be range-bound in the short 
term, we expect them to move up in due course as global 
economic growth returns. On agriculture, we have 
remained positive as prices are expected to start to recover 
as lockdowns ease.

Meanwhile, our positioning on industrial metals has 
remained neutral. Whilst demand outside of China could 
increase, mine supply constraints are easing, which could 
lead to higher levels of supply overall. On gold, we have 
kept our positive stance due to our assumption of a 
weaker US dollar and this market being one of the main 
beneficiaries of central bank support measures.
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Regional 
equity views 
Key points

Despite expensive valuations, relative to 
history and other markets, we expect US 
stocks will continue to outperform. This 
is supported by ample liquidity provided 
by the central bank.

Within the US market, we have 
established a position in small caps 
to diversify our quality and growth 
bias in the portfolio. In our core 
allocations, however, we still prefer 
quality and growth stocks, as we do 
not expect a quick return to normality 
post lockdowns.

US

Valuations and monetary policy are 
supportive, and the re-opening of 
the UK economy has led to a pick up 
in activity. However, we expect the 
pace of growth to moderate in the 
coming months. This is driven by 
social distancing restrictions and the 
rise in number of new virus cases, 
which should spur further lockdown 
restrictions. 

Meanwhile, there have been renewed 
concerns over a no-deal Brexit, which 
could prompt GBP weakness. This 
is likely to benefit the multinational 
corporates that dominate the FTSE 
100 index.

UK

We have kept a positive view 
on Europe ex UK equities as 
valuations remain attractive 
compared to elsewhere. We expect 
a broader cyclical recovery to 
follow as economic activity starts 
to rebound. This has been aided 
by the unprecedented amount of 
liquidity support from the ECB.

At the same time, greater fiscal 
coordination, via the European 
Recovery Fund and Pandemic 
Emergency Purchase Programme, 
should also help with the 
economic recovery.

Europe ex UK

We have turned positive on Japanese 
equities, as the market is expected 
to regain some lost ground as the 
economy starts to recover. 

The large fiscal response from 
the government and very 
accommodative monetary policy 
should support the improvement 
in economic activity. Moreover, 
valuations remain supportive.

Japan

We have upgraded the region to 
a positive score. Significant fiscal 
and monetary policy support from 
the authorities have dampened the 
impact of lockdowns.

For Australia, the recovery in 
commodity prices, particularly iron 
ore prices, and China are positives for 
the market. In Hong Kong, valuations 
look compelling and sentiment 
towards the market should benefit 
from the recovery in China.

Pacific ex Japan1

Compared to other markets, 
emerging equities offer attractive 
valuations. At the same time, the 
weaker US dollar is helping to create 
more beneficial monetary conditions 
in emerging markets.

Despite ongoing trade tensions 
between the US and China, we 
believe the market will overlook this 
headwind given that activity in China 
is rebounding strongly. Meanwhile, 
we continue to prefer 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

We have retained our neutral view 
on duration. With yields trading at 
historical lows, valuations remain very 
expensive. We believe that the upside 
to bonds is limited but central banks 
will be able to keep a low volatility 
regime in the rates markets. Duration 
also remains useful in a portfolio 
context given our risk positions 
elsewhere. 

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

We are underweight UK gilts. Compared 
to other developed sovereigns, 
there is less value in gilts given their 
relatively poor carry, which may drive 
flows in the coming months. 

We have stayed negative on German 
Bunds, as this market is currently 
offering negative yields. Germany’s 
€130 billion stimulus package, 
together with the €750 billion EU 
Recovery Fund, will effectively result 
in debt mutualisation within the 
eurozone, which will be negative  
for Bunds.

On Japanese government bonds, 
we have an underweight position. 
Inflation is likely to remain 
significantly lower than target; 
therefore, the Bank of Japan will be 
limited to keeping unconventional 
policies for longer.

Government Investment grade 
(IG) corporate

We have maintained our overweight 
stance on US and European 
IG corporate bonds. However, 
compared to the last quarter, 
we have turned less positive as 
valuations have become richer with 
the tightening in spread levels.

In the US, the Fed still has the 
discretion to buy more US IG credit, 
if necessary, helping maintain 
market confidence. There remains 
significant capacity in the Secondary 
Market Corporate Credit Facility 
(SMCCF) programme, which has been 
extended to the end of this year.  

In Europe, fundamentals are 
improving as corporate earnings 
have surprised on the upside. The 
ECB’s support programmes continue 
to aid European IG credit.

High yield (HY)

In the US, fiscal and monetary 
stimulus continue to be supportive 
of the HY market. However, US HY is 
looking slightly less attractive on a 
valuation basis than European HY.

For European HY, fundamentals 
appear stronger given lower 
leverage, better interest cover and a 
lower projected default rate. Overall, 
we are positive on European HY and 
neutral on US HY.

We have turned positive on US-
breakevens. Inflation expectations 
are returning to normal as the 
economy recovers. The Fed has 
recently announced that it would 
tolerate higher inflation, indicating 
that a highly accommodative 
monetary policy will remain in place.

Index-linked

maximum positive neutral negative maximum negativepositive

Denominated in USD: Our view on 
EMD denominated in USD remains 
positive given relatively wide spreads 
in key segments of the market. We 
continue to favour higher quality EM 
corporate credit and upper tiers of 
high yield in the EM sovereign space 
due to more attractive valuations.

Denominated in local currency: 
We have remained constructive, 
as central banks in the emerging 
world are expected to remain very 
accommodative. However, there 
is likely to be more differentiation 
within the region. Countries in Latin 
America and Asia are likely to provide 
more upside and higher real yields.

EMD
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Alternatives 
views 
Key points

We remain positive on commodities 
and expect moderate gains as global 
economic activity begins to normalise.

On the energy complex, we have 
stayed positive. Although oil prices 
are likely to be range-bound in 
the short term, we expect them to 
move higher in due course as global 
economic growth returns. 

We have remained neutral on 
industrial metals. There has been 
a strong rebound in demand from 
China, particularly in property and 
infrastructure spending. However, 
the authorities have started to rein 
in stimulus spending. At the same 
time, disruptions to supply in metal 
producing countries, such as Chile 
and Peru, have eased.

On agriculture, we are still upbeat 
about the sector. We expect prices 
to recover as lockdowns ease and 
economic activity returns to more 
normal levels.

Although US dollar weakness may 
have added volatility to this market, 
we remain overweight on gold. 
Ongoing central bank stimulus 
underpins the negative real rate 
environment, which should support 
gold prices. 

Covid-19 has intensified the plight of 
retail real estate by increasing online 
sales and structural vacancy. Retail 
warehouses have generally fared 
better than shopping centres due 
to more affordable rents. We expect 
that retail warehouse rents will fall by 
10% to 15% over the next 18 months 
while shopping centres rents are 
likely to fall by 25% to 30%. 

Meanwhile, the shift to online retail 
has boosted demand for industrial 
warehouses. However, rental growth 
has slowed given the bargaining 
power of big occupiers and the rise 
in vacant second-hand space. We 
expect that industrial rental growth 
will pause, before resuming in 2022.

In the office sector, there is likely 
to be less demand for space post 
Covid-19 due to greater home 
working. However, lease agreements 
mean that the immediate savings 
will be modest and there will still be 
a need for space if most of the staff 
choose to be in the office. We expect 
that rents will fall by 5% over the next 
18 months.

In recent months, there has been 
a partial recovery in investment 
transactions. However, investors 
remain cautious on assets where 
tenants have recently withheld rent 
and there is a risk of insolvency. 
The prospect of a hard Brexit is 
also deterring many international 
investors. Given the uncertainty over 
Covid and Brexit, we assume that 
capital values will fall by around 10% 
this year.

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 
it hard by the collapse in tourism and 
business travel.

European property

Alternatives

maximum positive neutral negative maximum negativepositive
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Economic 
views

Forecast upgraded, but risks remain

Our updated forecasts reflect our expectation of further 
recovery in Q3, before growth moderates in Q4. Overall, 
we have upgraded global GDP growth for 2020 following 
the better-than-expected Q2 results for the US, Japan and 
emerging economies.

Overall we see global activity falling 4.6% this year, an 
upgrade from our previous -5.4% forecast on the back of 
relatively strong Q2 performance. We continue to expect 
the recovery to be gradual after Q3 as households and firms 
remain cautious. 

In 2021, global growth should improve to 5.1% (previously 
5.3%) supported by loose fiscal and monetary policy and the 
arrival of a vaccine at mid-year which is distributed in Q3. The 
latter is critical in overcoming business and consumer caution, 
which is likely to hold back investment and consumption. 

The path for growth is similar to our previous forecast, which 
we described as a U-shape. However, in the near term, given 
the sharp rebound, we have a V followed by a levelling off in 
activity – similar to the uptick on a square root sign. 

On the inflation side, we see a slight pick-up in our global 
CPI inflation forecast – as a consequence of firmer oil prices 
– to 1.8% in 2020 and 2.0% in 2021 (previously 1.5% and 
1.8% respectively). However, the recovery in activity is not 
strong enough yet to close the output gap. Hence, core 
inflation remains weak ending 2021 at 0.8%, well below the 
Fed’s target of 2%.

With President Trump assumed to lose office to Joe Biden in 
the November election with a divided congress,  
US-China tensions should ease somewhat although remain 
high as China falls short of its phase 1 commitments on 
purchases from the US. The trade war between the two 
countries is likely to resume towards the end of 2021.

There is a possibility that the presidential election turns 
into a fiasco: Trump is already complaining that the high 
number of postal votes due to Covid-19 will result in 
electoral fraud. If so this could result in the election being 
declared invalid and Mr Trump refusing to leave the White 
House. The effect would be to bring much of the economy 
to a halt as business and consumers put their plans on hold.
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Recovery continues, but at 
a more moderate pace
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Regional Views

Following a significant revision on the back of better-than-
expected Q2 performance, US growth is expected to fall by 
4.1% in 2020 compared to the previous 8.2% contraction 
forecasted for 2020.  

Meanwhile, our eurozone growth forecast has been revised 
down from -6.1% to -7.8% for 2020, largely due to a worse-
than-expected outturn for Q2. For 2021, growth has been 
revised up from 4.6% to 6.2% given the faster rebound 
following the deeper recession in 2020 and the additional 
fiscal stimulus from the EU recovery fund. The €750 billion 
fund will be distributed from the second half of 2021, with 
most of the disbursement completed by 2023.

Inflation in the eurozone is likely to fall below zero in the 
coming months, but average 0.3% over the year. This is 
driven mainly by lower energy prices, but also Germany’s 
cut to its VAT rate for 2020. Inflation is forecast to then rise 
to 1.1% in 2021; sufficiently weak to keep ECB QE going 
through to the end of the forecast period, albeit with a 
slower pace of purchases. Interest rates are forecast to 
remain unchanged.

In the UK, following a deep downturn, pent up demand 
helps growth recover in the second half of 2020 before 
rising 6.2% 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. 

UK inflation is expected to fall to 0.3% in 2020 due to lower 
energy prices, various hospitality sector discounts including 
a VAT cut and weaker growth, but as the first two factors 
unwind, inflation rises to 1.7% over 2021. The BoE is forecast 
to keep interest rates and QE purchases unchanged.

In Japan, the second wave hampers the recovery in the 
near term, but fiscal support along with an upturn in the 
industrial cycle and recovery in global trade should help 
growth reach -4.6% in 2020. Domestic demand will likely 
remain soft as firms and households remain cautious. 
Meanwhile, the BoJ are expected to keep rates on hold and 
continue QE as inflation falls into negative territory.

China returned to growth in the second quarter with GDP 
rising from -6.8%  to 3.2%. Meanwhile, industrial production 
has rebounded strongly helped by a recovery in autos and 
high-value added manufacturing products, but households 
remain cautious on spending. The recovery in fixed asset 
investment has been supported by infrastructure and 
real estate investment. Moreover, exports have recovered 
back to pre-Covid-19 levels, although we are wary of 
extrapolating this trend given second lockdowns around 
the world and the significant amount of Chinese exports of 
Covid-19 related medical supplies.

In terms of the China forecast for the overall year, we 
have tweaked growth slightly lower by 0.1% to 2.1%. The 
weakness in demand relative to supply will likely result in 
destocking in the second half of 2020, acting as a drag on 
growth. In 2021, we have upgraded the GDP outlook to 7% 
due to an improved trading relationship between US and 
China from a Biden presidency.

We still expect inflation in China to fall this year, but by less 
than before due to higher oil and food prices. In 2021, lower 
oil prices and a stronger currency lowers our expected 
path of inflation. With the economic recovery on track, 
less disinflationary pressure and concerns surrounding 
speculative bubbles, the People’s Bank of China has slowed 
the pace of easing. 

Given the recent guidance, we see fewer rate cuts than 
before, with the reserve requirement ratio ending 2020 
at 11% and 10% in 2021. On the fiscal side, the authorities 
retain the option of further fiscal stimulus if the recovery 
looks in jeopardy.
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We have updated our scenarios to reflect the shifting 
balance of risks. The historic decision by the EU to set up a 
recovery fund to help the region overcome the impact of 
coronavirus offers much needed fiscal support and also 
marks a step toward fiscal union. Such co-operation 
combined with the ECB’s decision to expand its QE 
programme (the Pandemic Emergency Purchases 
Programme or PEPP) means we no longer see a meaningful 
risk of a crisis in the eurozone and we drop this scenario. 

We continue with the different letter shaped recoveries 
(V, W and L) and our Modern Monetary Theory (MMT) - 
fuelled fiscal expansion. In place of the eurozone debt 
crisis, we introduce a “Democrat sweep” scenario where 
the Democrats win the presidency and the Congress. This 
gives the new president more scope to expand fiscal policy 
and consequently results in a rise in growth and inflation 
compared to the baseline. 

In terms of the impact on activityur scenario grid shows the 
variation in growth and inflation compared to our baseline 
(chart 2). 

Second wave W scenario is 
the greatest risk 
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Chart 2: Risks around the baseline 
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Source: Schroders Economics Group. 21 September 2020.
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Sharp global recovery (V) MMT fueled fiscal splurge

Democrats sweep Private sector scarring (L)
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Chart 3: Scenario probabilities
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Our greatest risk scenario remains the “W-shape second 
wave” (chart 3). There is evidence that as people are forced 
to spend more time indoors the virus spreads more rapidly. 
For example, recent heat waves in the southern US or in 
Tokyo or Jerusalem have been followed by increases in 
the virus as people seek air conditioning. As the Northern 
hemisphere winter approaches, there is an expectation that 
the incidence of the virus will rise as cold weather moves 
activity indoors. 

The V-shape recovery still receives a relatively high 
probability and cannot be ruled out, but would require a 
working vaccine to be discovered by the end of the year. 
Recent news from Russia suggests that this may have been 
achieved, although the testing period has been remarkably 
short thus leaving doubts over its efficacy. 

The Democrat sweep scenario also has a relatively high 
probability and would be in line with the betting odds such 
as PredictIt, which attach a nearly 70% probability to the 
Democrats winning the Senate. Note though that compared 
with our Covid-19 scenarios the variation in growth and 
inflation is considerably smaller. 

Overall, taking account of our other two scenarios, the 
balance of risks has shifted in a slightly more reflationary 
direction led by the switch in our scenarios and a continued 
chance of a V-shape recovery.
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Summary Macro impact

 
Sharp global 
recovery 

Global growth rebounds sharply as a vaccine 
becomes available at the end of 2020 allowing 
activity to normalise. Fiscal and monetary policy 
prove more effective in boosting growth once 
economies open up. There is strong pent up 
demand from households with little evidence of 
scarring and government policies are successful 
in preventing output being lost permanently. This 
is the closest scenario to a "V  shape" recovery.

Reflationary: Economies see output surpassing 
pre-COVID19 levels in the second half of 2021 
and inflation also rises. In most countries, 
monetary policy is forced to tighten by the end 
of 2021 and fiscal policy support is reined in.

MMT fuelled 
fiscal spurge

With no other ammunition left, central banks 
begin to engage in MMT, the direct monetary 
financing of government spending. Fiscal policy 
becomes much more aggressive, and while 
the ECB refrains from MMT, authorities join 
their counterparts in boosting fiscal spending. 
The additional fiscal stimulus 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 inflation. Inflation expectations rise 
and commodity prices spike with oil prices hitting 
$100 per barrel 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 over 4% 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. No rate rises in the US, but with MMT 
QE is seen as unnecessary. The eurozone is the 
exception as the ECB is forced to hike in 2021.

Democrats 
Sweep 

In November, the Democrats flip more than 
the four seats needed to win the Senate and 
they retain the House. With Biden winning the 
presidency, the Democrats have a clean sweep 
enabling them to take full control of Washington. 
They quickly pass a big fiscal package to help the 
economic recovery and trade tensions between 
the US and China tensions ease. Biden avoids 
raising the corporate tax rate until 2022.

Reflationary: Fiscal stimulus boosts US growth 
by 0.6pp in 2021. Better growth, a weaker dollar 
and an improved trading relationship between 
the US and China has positive spill-over effects, 
boosting global trade helping growth in the rest 
of the world, including emerging markets. Better 
growth allows the Fed, the BoJ and ECB to slow 
the pace of QE, despite the latter dealing with 
disinflationary pressures from a stronger euro.

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 re-open too quickly and a second 
outbreak of the virus at the end of 2020 prompts 
another wave of lockdowns. These are more 
targeted and localised and alongside better 
track and trace programmes, have a less severe 
impact than the first lockdowns. As a vaccine is 
developed in 2021, the global economy begins 
to 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 2.8ppt 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. 21 September 2020.

Table 1: Summary of the risk scenarios
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Market returns
 Total returns Currency September Q3 YTD

Equity

US S&P 500 USD -3.8 8.9 5.6

UK FTSE 100 GBP -1.5 -4.0 -20.2

EURO STOXX 50 EUR -2.3 -0.7 -12.6

German DAX EUR -1.4 3.7 -3.7

Spain IBEX EUR -3.6 -6.6 -28.0

Italy FTSE MIB EUR -3.0 -1.4 -17.4

Japan TOPIX JPY 1.3 5.2 -3.4

Australia S&P/ ASX 200 AUD -3.7 -0.4 -10.8

HK HANG SENG HKD -6.4 -2.6 -14.2

EM equity

MSCI EM LOCAL -1.6 8.8 2.9

MSCI China CNY -2.8 12.0 15.9

MSCI Russia RUB -3.5 3.1 -11.6

MSCI India INR 0.9 12.5 -1.1

MSCI Brazil BRL -4.5 -0.7 -17.1

Governments  
(10-year)

US Treasuries USD 0.2 0.1 14.8

UK Gilts GBP 0.7 -0.6 6.3

German Bunds EUR 1.2 0.5 3.6

Japan JGBs JPY 0.3 0.2 -0.1

Australia bonds AUD 1.6 0.9 6.2

Canada bonds CAD 0.7 -0.2 10.5

Commodity

GSCI Commodity USD -3.6 4.6 -33.4

GSCI Precious metals USD -5.7 5.4 21.9

GSCI Industrial metals USD -2.2 9.8 0.9

GSCI Agriculture USD 4.0 11.2 -3.6

GSCI Energy USD -8.0 -0.5 -54.0

Oil (Brent) USD -9.2 -0.6 -38.2

Gold USD -3.5 6.5 24.9

Credit
Bank of America/ Merrill Lynch US high yield master USD -1.0 4.7 -0.3

Bank of America/ Merrill Lynch US corporate master USD -0.3 1.7 6.6

EMD

JP Morgan Global EMBI USD -1.7 2.3 0.4

JP Morgan EMBI+ USD -2.0 1.8 1.3

JP Morgan ELMI+ LOCAL 0.2 0.6 2.4

Spot returns Currency September Q3 YTD

Currencies

EUR/USD -1.9 4.4 4.5

EUR/JPY -2.4 2.1 1.4

USD/JPY -0.5 -2.2 -2.9

GBP/USD -3.4 4.6 -2.4

USD/AUD 3.2 -3.9 -1.9

USD/CAD 2.5 -1.9 3.0

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