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Highlights

• After a year of unprecedented disruptions, the global economy is poised to rebound in 2021. We 
maintain our economic outlook for a gradual recovery that should build significant momentum after 
some initially challenging winter months in the grip of the virus. A somewhat slow start of vaccination 
campaigns across the advanced economies is set to accelerate substantially in the coming months, 
allowing for a relatively swift recovery in economic activity later in the year. Together with the ongoing 
recovery in China, and backed by ongoing heavy policy support, a post-pandemic synchronised 
recovery is expected to carry well into 2022 in both advanced economies and emerging markets. 

• Led by China, the recovery in Asia is tracking ahead of much of the rest of the world and is expected 
to continue into 2021. Several economies in the region are likely to eventually leave the pandemic 
behind with less long-lasting economic damage, and in the case of emerging markets, with fewer 
structural vulnerabilities compared to peers. This, together with expected easy financial conditions 
globally and a further normalisation in international trade as vaccine campaigns support global 
demand, will support the recovery. Risks linger, however, with China and others in the region seeing 
a new rise in coronavirus cases, and with long-standing policy trade-offs resurfacing in China. We 
forecast strong (albeit somewhat mechanically elevated due to base effects) Chinese real GDP growth 
of 8.5% in 2021, followed by a moderate slowdown to 5.2% growth in 2022.

• The US economy also shows signs of resilience amid a surging number of new Covid-19 cases. High 
frequency indicators, however, paint a mixed picture, with particularly disappointing December 
labour market data. On the bright side, the approved USD 900 billion fiscal package, and the prospect 
of a further round of stimulus (USD 1.9 trillion proposed) as a consequence of the political ‘blue wave’ 
with Democrats now having effective control of both chambers of Congress should provide a boost 
to the US economy. Our annual growth outlook has been marginally upgraded to -3.5% in 2020, and 
4.2% in 2021. We expect a normalisation of real GDP growth to 2.5% in 2022. 

• Activity in the euro area remains heavily affected by virus dynamics. There are, however, encouraging 
signs of resilience, particularly a rebound in sentiment indicators. Furthermore, industrial production 
remains on a strong footing, partly offsetting lockdown-induced weakness in services. Against this 
background, we expect Q4 2020 growth to have contracted, but somewhat less than previously 
envisaged. The recently extended lockdowns reinforce our view for sluggish activity in Q1 2021 before 
the boost from vaccination to growth starts materialising. Overall, we have revised the euro area 
outlook for 2020 and 2021 slightly upward to -7.2% and 3.1%, respectively. In 2022, we pencil in a 
major payback from the pandemic with annual growth of 4.2%. The last-minute trade deal between 
the EU and UK avoids a ‘cliff edge’ outcome, but the limited nature of the deal means that the Brexit 
story is far from finished.
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Global economy 

The global economy has turned the page on a year like 

no other. As a response to the once-in-decades Covid-19 

pandemic, governments were forced to impose strict 

lockdowns, resulting in an unparalleled economic downturn 

across the globe. While massive policy support cushioned the 

economic shock, the virus has affected almost every aspect 

of our lives, causing many households and businesses to 

struggle. After a year in the grip of the virus, there is, however, 

reason to be more optimistic about the economic outlook 

for 2021. We maintain the view that the world economy has 

entered the ‘end phase’ of the pandemic. Most recently, this 

has been bolstered by the successful rollout of the vaccination 

campaigns in many countries, setting the stage for a strong 

post-pandemic recovery. 

Challenging winter before a vaccine-led 
rebound

A full-fledged post-pandemic normalisation will nonetheless 

take some time to materialise. More specifically, we expect 

it will follow a period of subdued economic activity in the 

current and coming months, particularly in the euro area 

and Latin America, given worrying dynamics of the virus and 

extended lockdowns in Europe. China may also see some near-

term, moderate headwinds to growth given rising Covid-19 

infections, but overall, the spread of the virus in China remains 

well below that of either Europe, Latin America, or the US, and 

the recovery is relatively further advanced (figure 1). For the 

time being, therefore, we don’t see evidence that this rise in 

infections will materially impact China’s growth outlook for 

2021. 

What is particularly concerning are the new more infectious 

strains of the virus that have emerged in the UK and South Africa, 

which have forced local authorities as well as governments in 

Europe and elsewhere to extend and even tighten lockdown 

measures. These developments highlight the ongoing risks 

posed by pandemic developments, even with the rollout 

of vaccination campaigns. On a more positive note, we saw 

encouraging signals of economic resilience in the last quarter 

of 2020 in many countries, indicating that current waves of the 

pandemic are inflicting relatively less severe economic damage 

than the first waves seen in the beginning of 2020.

Looking beyond challenging winter months, we see a more 

favourable macroeconomic backdrop, backed by the gradual 

rollout of vaccines. In December, most western economies 

initiated vaccination campaigns, targeting high-risk groups, 

such as medical staff and elderly people. At the time of the 

writing, two vaccines from Pfizer/BioNTech and Moderna have 

been approved for emergency authorisation in the US and the 

European Union. Furthermore, other vaccine candidates are 

expected to be approved later in the year (according to the 

WHO, there are currently more than 230 vaccine candidates in 

total). A number of vaccines developed in China, Russia and India 

have also been approved for limited use in a handful of other 

countries, though there are concerns over data transparency 

and efficacy. Recent data out of Brazil showing that the Chinese 

Sinovac vaccine is only 50% effective at preventing mild cases, 

• On the monetary policy front, we expect major central banks to maintain a highly accommodative 
stance. The ECB has extended its policy support in December, including both the pandemic asset 
purchases and long-term refinancing operations. While inflation is set to gradually pick up from negative 
territory, it will remain below the inflation target, prompting the ECB to keep its policy rates unchanged 
at least until end-2022. In the US, the Fed is also expected to keep the rates at the current low level, 
while maintaining sizable asset purchases. This is underpinned by changed forward guidance that 
draws on the Fed’s policy review of last year, which indicated that achieving ‘maximum employment’ 
has taken precedence over the price stability goal. We expect the PBoC’s interest rate policy to remain 
on hold while it uses more targeted tools to address competing policy needs (e.g. appreciation of the 
RMB vs. increasing credit risks). 
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for example, is a setback, particularly for a number of emerging 

markets.

The vaccination campaigns have also generally seen a slow 

start, highlighting the logistical challenges of the large-scale 

distribution. Among the advanced economies, Israel stands 

out with already 21.42 doses per 100 people administered (as 

of January 12, 2021), while others experience a significantly 

slower-paced distribution (figure 2). In the wake of new strains 

of the virus, there appears even more urgency to speed up 

the rollout of vaccination. From a macroeconomic viewpoint, 

the pace of vaccination is important too, since the earlier 

distribution of vaccines is likely – all else equal – to limit the 

structural damage to the economy. 

Despite some early hiccups, we project that effective 

vaccination campaigns are set to accelerate substantially in 

the coming months, allowing for a gradual normalisation in 

economic activity across advanced economies, with positive 

spillover effects for emerging markets. Coupled with sustained 

and substantial policy stimulus, both on the fiscal and monetary 

fronts, our economic outlook, therefore, assumes the recovery 

gains pace in the latter part of 2021. In China, following real 

positive GDP growth of 2.3% in 2020, we pencil in (somewhat 

mechanical) strengthening in 2021 (8.5%), and a return to a 

moderate deceleration in pace in the following years (5.2% in 

2022). In the euro area, the annual growth profile suggests a 

major payback from the pandemic in 2022, while in the US this 

should be the case already a year earlier. 

Looking ahead, the evolution of the virus (with possible 

mutations as seen lately), as well as the pace of vaccination 

rollouts, including possible disruptions to the distribution, 

remain the two most important risks to our economic outlook.

Asia Focus

A number of economies in Asia are likely to eventually leave 

the pandemic behind with more limited economic damage than 

others. China, Taiwan and Vietnam stand out in this respect, 

with all three economies seeing positive growth between 

Q4 2019 and Q3 2020 (figure 3). This likely reflects these 

economies’ strong starting positions, good containment of 

the virus, a limited drop in mobility, and the fact that exports 

have held up relatively well, despite the global recession. Japan, 

Malaysia, Hong Kong, and South Korea did register contractions 

in growth over this period, but they were to a similar or lesser 

extent than the contractions seen in the US and euro area. Of 

course, there is significant heterogeneity across Asia and some 

economies performed much worse for various reasons. In both 

the Philippines and India, workplace mobility plummeted in the 

spring. In Thailand and Indonesia, mobility held up better, but 

tourism receipts account for a significant share of exports and 

GDP. 

Looking forward, we expect the recovery to continue into 2021, 

with some headwinds from pandemic developments. Industrial 

production in the region appears to have mostly recovered, 

with some stabilization in November. Business sentiment 

surveys, particularly on the manufacturing side, also signal a 

continued recovery, while exports have clearly rebounded in 

most economies, perhaps with the exception of Singapore 

(see below for more details). There should, however, be further 

positive spillover effects for trade from the global growth 

rebound that we expect will pick up speed in the second half of 

2021. The recently signed Regional Comprehensive Economic 

Partnership (RCEP) could provide additional benefits for the 

region as well (for more details, see Box - RCEP simplifies and 

support supply chains).  
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Box - RCEP simplifies and supports supply chains

The Regional Comprehensive Economic Partnership (RCEP) is a new trade agreement signed on 15 November 2020 between the 

Association of Southeast Asian Nations (ASEAN), Australia, China, Japan, New Zealand and South Korea. These economies account 

for more than 30% of global GDP, making it the world’s largest free trade agreement. Hence, the signing of the RCEP is a clear 

counterpoint to concerns that the US-China trade wars and the disruptions caused by the coronavirus pandemic have hastened a 

decline in globalisation.

Given already existing regional trade agreements among signatories, the RCEP simplifies many of those agreements. At the same 

time, it also now covers trading relationships between certain countries that were not previously covered by FTAs (including China-

Japan and Japan-South Korea). While tariff reduction is part of the agreement, the speed and extent of tariff reduction appears to 

be more limited than what is for example outlined by the Comprehensive and Progressive Agreement for Trans-Pacific Partnership 

(CPTPP) signed in 2018. After a sharp reduction in average tariffs applied by the RCEP economies between 2000 and 2010, tariff 

rates have since only seen marginal reductions, and in some cases have risen (figure B.1).

Perhaps the most significant measure within the agreement, however, is the common definition for rules of origin (the criteria by 

which a product’s origin is determined, which can have a significant impact on the cost of tariffs, especially within complicated 

supply chains). A common rule of origin is therefore expected to promote supply chain development within the region and reduce 

transaction costs. This development also has benefits not only for local businesses, but any business that ships within the countries 

covered by the trade agreement. Furthermore, the rule of origin criteria appears relatively lenient, requiring only 40% of a product’s 

origins to come from within the RCEP region.

Aside from the economic impacts from the agreement, which will likely take some time to fully come to fruition (as new supply 

chains are not established overnight), the RCEP is also significant from a geopolitical perspective. For ASEAN nations, it shows the 

effectiveness of its intergovernmental cooperation for building the diplomatic power of smaller countries. For China, it solidifies 

and expands its economic importance in the region. This likely comes at a welcome time for China given the recent election of Joe 

Biden to the US presidency. The Biden administration’s approach to China (in terms of geopolitical and technological challenges) is 

expected to be much less tariff based than that of the Trump administration (though there is little to suggest current tariffs will be 

quickly lifted). However, with Biden possibly set to focus on revitalizing regional relationships through a “soft power” approach, the 

RCEP diminishes the United States’ economic importance for signatory countries and makes such an approach more complicated. 

As economic relationships in the region further develop, with China playing a key role, the United States’ influence in the region 

could wane further. 
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Furthermore, among emerging economies in Asia, there tend 

to be more limited macroeconomic vulnerabilities, particularly 

compared to emerging markets in Latin America (e.g. current 

account surpluses as opposed to deficits, narrower fiscal 

deficits, and smaller public debt burdens) (figure 4). The better 

fiscal situation for these economies means less pressure to 

quickly consolidate budgets in 2021 and more fiscal space to 

continue supporting the economy through what will likely be 

a somewhat rough start to the year. Higher current account 

surpluses also mean more breathing room to maintain 

accommodative monetary policy, even if there is a sudden 

shift in investor sentiment (based, for example, on a possible 

change in market expectations for advanced economy central 

bank policies). Thus, with the end of the pandemic in sight, the 

outlook for Asia is once again cautiously optimistic.

China

The recovery in China continues at a still swift pace amid some 

normalisation following the strong rebound in the second half 

of 2020. In the fourth quarter, real GDP grew a faster-than-

expected 2.6% quarter-on-quarter (6.5% year-over-year), 

bringing annual average growth in 2020 to 2.3%. Notably, 

consumption contributed 3.5 percentage points to year-over-

year growth, while investment contributed 2.8 percentage 

points (figure 5). Given that the swift recovery in China has 

been led by investment while consumption lagged, this further 

recovery in consumption is a positive signal for the momentum 

of the Chinese recovery going into 2021. 

External trade data, particularly on the export side, also suggest 

that this strong growth momentum will continue into 2021, with 

exports (measured in USD) growing 18.1% yoy in December. 

The recovery in exports has outpaced the recovery in imports, 

which may be reflective of the two-speed nature of China’s 

domestic recovery (with investment and industrial production 

leading the way while consumption and retail sales lagged 

behind). However, just as the most recent GDP figures show 

that the consumption side of the economy is finally catching 

up, Chinese imports are also recovering and grew 6.5% yoy 

(measured in USD) in December.

With the recovery in China being well advanced compared to 

other major economies, the pace of growth on a quarterly basis 

should soon return to pre-pandemic trends. Given the relative 

weakness of 2020, this leads to somewhat mechanically strong 

annual GDP growth of 8.5% in 2021. In the longer term, and 
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heading into 2022, we expect a continuation of the growth 

trends seen pre-pandemic – namely a moderate but continuous 

structural slowdown in the pace of economic growth as China 

transitions to a consumer-driven economy. For this reason, we 

pencil in a more moderate growth rate of 5.2% in 2022.

The relatively quick recovery in China, along with long-standing 

structural issues, may present a policy dilemma for the Chinese 

central bank (PBoC) in 2021, however. On the one hand, the 

swift recovery of the Chinese economy and limited monetary 

easing in 2020 has led to a strong appreciation of the RMB 

versus the USD since end-May (roughly 10%). At the same time, 

inflation in China has trended down steadily the past several 

months, and even dipped into deflation territory in November 

(-0.5% yoy). Most of this was led by a normalisation in food 

prices, which should fade out in the next few months. Core 

inflation, however, has also declined (to a lesser extent) and 

the strength of the RMB may continue to weigh on inflation 

in 2021. 

On the other hand, the expectation for further policy easing is 

still limited. Credit risks in the Chinese economy remain high, 

particularly for highly indebted state-owned enterprises and 

in the real estate market. With these risks lingering, and the 

economic recovery expected to continue in 2021, the PBoC is 

likely to remain on hold in the medium term and rely instead on 

more targeted tools to address the appreciation of the RMB.

Hong Kong

Like mainland China, Hong Kong saw the biggest hit to its 

economy from the pandemic in the first quarter of 2020 

(-5.5% qoq). Unlike China, however, the economy remained 

exceptionally weak in Q2, contracting another 0.09% compared 

to Q1 (in other words, stabilization at a very low level and no 

immediate rebound). The economy only started to gradually 

recover in Q3, when real GDP grew by 2.8% sequentially, 

leaving Hong Kong’s GDP level 2.96% below where it was as 

of Q4 2019. Part of the explanation for the relatively slower 

recovery in Hong Kong may be the fact that Hong Kong has 

faced three separate Covid-19 waves since March. Mirroring 

this, business sentiment as measured by the Markit Composite 

PMI has been quite volatile in 2020, most recently falling to 43.5 

in December (indicating contraction) just after reaching a high 

of 50.1 in November (figure 6). Further weakness in services 

exports in Q3 also reflects a suspension of tourism due to the 

pandemic (tourism expenditure amounted to 9.6% of GDP in 

2018, before social unrest led to a decline in tourism in 2019). 

There are significant risks surrounding the recovery in Hong 

Kong (including political risks) but the ongoing recovery in 

China and a local rollout of vaccinations expected in the coming 

weeks should support growth in 2021.

Singapore

Singapore’s economy contracted 5.8% in 2020, led by a 

massive decline in the construction industry in Q2 2020 (-61% 

yoy). The recovery steadily progressed throughout the second 

half of the year, but construction still ended 2020 down 28.5% 

compared to a year earlier. Manufacturing, meanwhile, was a 

small bright spot for Singapore’s economy in 2020, contracting 

only -0.5% year-over-year in Q2 and growing 9.5% year-over-

year by Q4. While exports have bounced back from the lows 

reached in May, exports remain relatively weak, down 7% in 

November compared to a year earlier. This follows on a relatively 

weak 2019 for Singapore’s exports, which coincided with a 

downturn in the high-tech chip industry. An upturn in global 

semiconductor sales since June 2020 should provide some 

support for Singapore’s growth outlook in 2021 (figure 7). 
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Japan

Japan’s GDP growth recovery in Q3 2020 (+5.3% quarter-over-

quarter) puts Japan squarely between the euro area and the 

US in terms of the magnitude of economic damage sustained 

between Q4 2019 and Q3 2020 (see again figure 3). A positive 

signal for Japan’s recovery is the fact that both net exports and 

private consumption contributed positively to quarter-over-

quarter growth in the third quarter (2.8 and 2.7 percentage 

points respectively). However, like in the euro area, there may 

have been some further growth slowdown in Q4 in Japan due 

to a third wave of the pandemic starting in November. Over 

the same period, consumer confidence, which hadn’t yet fully 

recovered to pre-pandemic levels, dropped further, led by a 

decline in confidence about employment (figure 8). So far, the 

authorities have only introduced a state of emergency in and 

around Tokyo to contain the pandemic. If the measures stay 

focused on this area, the economic impact could be contained. 

Thus, similar to our outlook for other advanced economies, and 

in particular the euro area, the economic recovery in Japan may 

face headwinds at the beginning of 2021 before accelerating as 

vaccination campaigns gain speed.

India

Among emerging markets, India saw one of the most devastating 

second quarters in 2020, when real GDP fell 26% compared to 

the previous quarter. Though Covid-19 cases continued to rise 

at a rapid pace through Q3 2020, setting India up for prolonged 

weakness, mobility instead started rising as well following a 

steep collapse at the beginning of the year. Perhaps of most 

significance for the recovery in India, however, is the fact that 

the country appears to have broken the link between rising 

mobility and Covid-19 cases (figure 9). New daily cases peaked 

at the end of August, while mobility has continued to normalise 

alongside a rebound in economic activity. As a result, India’s 

economy grew 22% quarter-over-quarter in Q3 2020 (-7.5% 

yoy), suggesting a V-shaped recovery is in the cards. 

Short-term indicators also suggest that the recovery continued in 

Q4 2020, though with some headwinds. Industrial production, 

for example, returned to positive year-over-year territory 

in October (4.2%) but dipped back into negative territory in 

November (-1.9%). Sentiment indicators (PMIs) for December, 

however, stabilised in expansionary territory for both services 

(53.4) and manufacturing (57.2). Other headwinds, however, 

can be seen in the labour market, where the unemployment 

rate jumped from 6.5% in November to 9.1% in December. This 

is after the unemployment rate skyrocketed to 25.3% in April 

and then fell back down to the low reached in November. This 

suggests that aside from the temporary job losses in the spring, 

there is some scarring in the Indian economy that is spilling 

over into the labour market. Overall, we expect the economy to 

contract 8.6% in fiscal year 2020, before growing 12% in 2021.
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Figures
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Real GDP growth (period average, in %) Inflation (period average, in %)
2020 2021 2022 2020 2021 2022

US -3.5 4.4 2.5 1.3 2.0 2.1

Euro area -7.2 3.1 4.2 0.3 1.0 1.3

UK -11.0 4.5 2.5 0.9 2.0 2.2

China 2.3 8.5 5.2 2.5 2.0 2.5

Hong Kong -7.5 3.7 3.4 0.3 2.4 2.5

India* -8.6 12.0 4.7 6.3 4.2 4.2

Indonesia -1.5 6.1 5.3 2.1 1.6 2.5

Japan -5.3 2.6 1.7 0.0 0.3 0.7

Malaysia -6.0 7.8 6.0 -1.1 2.4 1.9

Taiwan 0.0 3.2 2.1 -0.1 1.0 1.2

Singapore -5.8 5.0 2.6 -0.4 0.3 1.1

South Korea -1.9 2.9 3.1 0.5 0.9 1.1

*Real GDP growth measured over fiscal year from April-March

Source: Forecasts for euro area, US, China, India and Japan are KBC Economic’s own forecasts. All others 

are latest IMF WEO figures.

11/1/2020

Outlook main economies in the world

Policy rates (end of period, in %)

8-Jan-21 Q1 2021 Q2 2021 Q3 2021 Q4 2021

United States 0.13 0.13 0.13 0.13 0.13

Euro area (refi rate) 0.00 0.00 0.00 0.00 0.00

Euro area (depo rate) -0.50 -0.50 -0.50 -0.50 -0.50

United Kingdom 0.10 0.10 0.10 0.10 0.10

China (MLF) 2.95 2.95 2.95 2.95 2.95

Japan -0.10 -0.10 -0.10 -0.10 -0.10

India 4.00 4.00 4.00 4.00 4.00

10 year government bond yields (end of period, in %)

8-Jan-21 Q1 2021 Q2 2021 Q3 2021 Q4 2021

United States 1.09 1.10 1.30 1.30 1.40

Germany -0.52 -0.40 -0.30 -0.25 -0.20

United Kingdom 0.29 0.25 0.30 0.40 0.50

China 3.20 3.25 3.42 3.40 3.50

Japan 0.04 0.00 0.00 0.00 0.00

India 5.89 6.05 6.30 6.30 6.40

Exchange rates (end of period)

8-Jan-21 Q1 2021 Q2 2021 Q3 2021 Q4 2021

USD per EUR 1.22 1.23 1.25 1.25 1.25

USD per GBP 1.36 1.35 1.36 1.36 1.36

JPY per USD 103.84 104.00 104.00 104.00 104.00

RMB per USD 6.46 6.50 6.48 6.46 6.45

INR per USD 73.28 73.60 73.50 73.25 73.25
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