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Highlights

• Recent economic and pandemic developments are in line with our economic base scenario of a 
gradual, but increasingly asynchronous recovery, gaining ground in the second half of 2021. Certain 
economies, such as the UK and the US, are in a more advanced phase of the vaccination cycle 
and are therefore in a position to lift lockdown measures relatively soon, while continental Europe is 
somewhat lagging and will only see a notable acceleration of its growth dynamics in the second half 
of 2021. Asian economies are progressing relatively slowly with their vaccination rollouts, posing an 
important risk. However, given the ability – on average – of many economies in the region to better 
limit the spread of the virus through 2020, the slower inoculation process is not yet a disruptive factor 
for the economic recovery as a whole.

• The global medium-term inflation outlook remains moderate, though some emerging markets are 
grappling with rising headline inflation. In the near term, headline inflation is set to move mechanically 
and temporarily higher due to base effects and notably extreme volatility in the year-on-year energy 
price movements. Beyond short term volatility, we expect a moderate (upward) tendency in underlying 
core inflation globally as activity improves but substantial economic ‘slack’ persists. In China, core and 
headline inflation remain at very low levels but with some upward momentum as previous swings in 
food prices fade out and as producer prices have accelerated notably since the beginning of the year.

• The outlook for the Chinese economy remains unchanged with growth expected to reach 8.5% this 
year before moderating to 5.2% in 2022. The high growth figure this year is mainly driven by base 
effects (relatively low growth in 2020), as reflected in the Q1 GDP data, which showed growth of 
18.3% relative to a year earlier (when China faced the worst of its experience with the pandemic). 
A moderate deceleration of growth dynamics can be expected as the economy normalises and the 
authorities focus again on curbing financial risks. Other economies in the region are set to benefit from 
the ongoing recovery in international trade while service sectors – and particularly tourism sectors – 
will see a much more gradual rebound.

• We have upgraded our US growth forecast for 2021 and 2022 to 6.2% and 3.8% respectively, reflecting 
the advanced phase in the vaccination cycle of the US economy, the strong resilience of the US labour 
market and the unprecedented fiscal relief and support packages. Although the US recovery is likely 
to generate positive spill-over effects, progress in vaccination remains the most important precondition 
for full normalisation of the economy elsewhere. In that respect, we maintain our outlook for the euro 
area of approximately 4% growth this and next year. 
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Global economy 

Light flashing at the end of the pandemic 
tunnel

The Covid-19 pandemic is still the single most important driver of 

current global economic dynamics. The recent pandemic waves 

are holding most Latin American and continental European 

countries firmly in their grip. In particular, the circulation of more 

infectious and dangerous Covid-19 strains is putting pressure 

on health systems again, necessitating far-reaching lockdown 

policy measures in many countries. In contrast, the spread 

of the virus remains relatively more contained in most Asian 

economies, with a few exceptions such as India. Substantial 

progress in the health situation can only be expected as the 

ongoing vaccination campaigns gather pace. 

There are significant variations in degrees of progress in 

vaccination campaigns between countries. Among advanced 

economies, countries like the US and UK are much further 

ahead in the vaccination cycle, while continental Europe can 

probably only aim for some sort of herd immunity in the second 

half of 2021. Asian economies, with the exception of Singapore 

(19% of the population partially vaccinated), are lagging even 

further behind in terms of the percent of the population that 

have received at least one shot (Hong Kong: 8%, India: 7%, 

Indonesia: less than 4%, and the Philippines, Japan, Thailand, 

Taiwan and Vietnam all below 3% as of 14 April 2021). However, 

given the relatively more contained pandemic dynamics in most 

of those economies, the slower vaccination pace is not yet a 

major headwind to economic recovery. 

Global spillovers

The latest pandemic wave has translated into a multi-speed 

global recovery, at least for 2021, with continental Europe 

on the slow end, the US and the UK in the middle, and with 

the Chinese economy in the most advanced position. These 

variations in the recovery phase can in part be explained by 

each economy’s position in the vaccination cycle – and in 

the case of China, the ability to keep the spread of the virus 

relatively contained – and hence the degree to which the 

economy can remain open. A second crucial factor is the extent 

of policy support introduced into the economy and a third is 

structural differences between economies (such as the relative 

importance of service vs manufacturing sectors).

While an improving growth outlook in the US is usually good 

news for the global business cycle, the faster recovery in the 

US, along with a (very modest) normalisation of inflation 

expectations has led to a rise in global government bond yields, 

led by US 10-year government bonds (from 0.93% at the start 

of this year to above 1.70%, before stabilising currently at 

about 1.65%).  Given that the rise of US nominal bond yields 

also led to a rise of real US yields, market uncertainty related to 

the expectation of the Fed’s future policy may have also played 

a major role, leading financial markets to demand a higher risk 

premium to hold bonds with a longer maturity. We continue 

to expect the yield trend to persist in the near term and expect 

the US 10-year yield to rise further to about 1.90% at the end 

of the second quarter. Because many emerging markets are 

lagging behind in the economic recovery, rising US interest 

rates may mean a possible premature tightening of financial 

conditions that could lead to more volatility in capital flows and 

exchange rates, particularly for vulnerable economies.

• The extent of Chinese policy tightening this year remains top of mind, with recent reports that the PBoC 
has asked banks to curtail credit lending to reign in risks in the corporate sector and real estate market. 
However, a marginal reduction in the pace of credit growth while keeping policy rates stable is in 
line with China’s return to a moderately decelerating growth path as the government attempts to 
address risks and engineer a transition to a more consumption-focused economy driven by so-called 
‘high-quality’ growth.

• Global bond yields are expected to moderately rise further in Q2 2021 to about 1.90% for US 10-year 
yields and -0.15% for German 10-year yields. The current upward trend for US yields is mainly driven 
by a rise in real yields. Rising global yields present a risk to some highly indebted emerging markets 
(particularly those with high external vulnerabilities). In general, however, economies in emerging 
Asia have larger external buffers compared to emerging markets in Latin America, for example.
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Moderate inflation due to economic 
slack…

Despite the faster than initially anticipated recovery from the 

Covid-19 pandemic, the inflation rate in the global economy 

remains well under control, though there are exception for 

some individual economies (e.g. in Brazil, Russia, and India 

headline inflation has risen above the respective central bank 

targets). In advanced economies, the underlying core inflation 

rate (excluding the volatile energy and food prices) remains 

linked to the output gap, a measure of the underutilisation 

of economic production capacity in economies. As a result 

of the ongoing recovery and in particular the unprecedented 

global policy stimulus provided by fiscal and monetary policy, 

this output gap is likely to narrow and eventually close, but we 

expect this to occur gradually and in an orderly fashion, without 

creating structural runaway inflationary pressure. 

Despite this moderate and gradual upward trend of underlying 

inflation, increasing volatility of headline inflation (including 

energy and food prices) should be expected, especially in the 

first half of 2021. This increase in inflation is not a surprise. It 

is largely the result of the oil price recovery in 2021, and the 

year-on-year comparison to prices one year earlier, implicit in 

headline inflation measures. From the current level of about 63 

USD per barrel Brent oil, we expect the oil price to further rise 

with a moderate overshooting to a peak of 70 USD per barrel by 

the third quarter of 2021, and then gradually decline to about 

65 USD by the end of 2022. 

Asia Focus

Though risks related to the pandemic still clearly abound, Asian 

economies are positioned to benefit from the gradual, though 

increasingly asynchronous, global economic recovery this year. 

While the recovery was led by China in 2020, other economies 

in the region still have space to catch up, and data from Q1 

2021 suggests that the recovery continues in most economies. 

Business sentiment surveys – particularly for the manufacturing 

sector – continue to improve in Taiwan, South Korea, 

Singapore and Japan, as demand for high tech exports, such 

as semiconductors, remains strong (figures 1 and 2). It should 

be noted, however, that increased supplier delivery times due 

to shortages could be artificially elevating PMI surveys at the 

moment.

In general, international trade has proven to be quite resilient 

throughout the pandemic, with the evolution of global trade in 

goods (data available until January 2021) displaying a V-shape 

recovery. Though Chinese exports led this recovery, other Asian 

economies have benefited from this trade resilience as well, 

with export growth sharply rebounding since the second half 

of 2020. While the resilience of traded goods has supported 

economies that have been otherwise impacted by the partial or 

full closure of service sectors during the pandemic, it has also 

led to temporary bottlenecks, supply shortages (particularly for 

semiconductors) and surging shipping costs (see Box - Global 

trade disruptions: a nuisance but not a crisis for more 

details).

Despite the generally upbeat trade and manufacturing data at 

the beginning of the year, there are still a number of risks that 

could weigh on the recovery for the region. The most important 

risk factor remains the development of the pandemic. Though 

case rates per capita have generally remained lower in Asian 

economies than compared to Europe, the US, or South America, 

even the relatively more limited outbreaks experienced by Asian 

economies can weigh on sentiment and mobility. Indonesia, 

Malaysia and Thailand, for example, all saw a spike in daily cases 

at the beginning of this year, while India and the Philippines are 

seeing a worrisome rise in cases since the beginning of March. 

For countries where tourism contributes significantly to value 

added (particularly Malaysia and Thailand), a full normalisation 

of the economy hinges on successful vaccination programs, 

which will take time to fully roll out. 
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Box - Global trade disruptions: a nuisance but not a crisis

Global trade has rebounded swiftly following its collapse in the first half of 2020. This recovery in traded goods, however, has 

also resulted in bottlenecks, supply shortages (particularly for semiconductors) and surging shipping costs globally. While these 

disruptions should be seen as temporary, prolonged disruptions to global trade could present a further headwind to the post-

pandemic economic recovery. 

In many ways, the ongoing trade disruptions can be seen as the result of disjointed supply and demand dynamics. With 

semiconductors, for example, a temporary drop in demand for cars at the outset of the pandemic led manufacturers to cut back 

on supply orders while demand for consumer electronics soared. As demand for cars bounced back sooner than expected, chip 

manufacturers had already promised their deliveries to electronics manufacturers instead, creating a backlog (for more details 

see KBC Economic Opinion: Chip shortage is a harbinger of the digital future). The surging prices for container freight shipping, 

meanwhile, are also to some extent the result of out-of-sync supply and demand dynamics. Chinese exports, which fell earlier 

in the year compared to other major economies, then also rebounded earlier as demand for medical supplies and consumer 

electronics rose. As global trade recovered elsewhere in the second half of 2020, supply shortages of container boxes and container 

ships became more prevalent, in part due to container ships not being where they needed to be to meet demand as a consequence 

of the earlier unbalanced trade flows. The result has been skyrocketing shipping costs, particularly between Europe and China 

(figure B.1).

While there are already some repercussions evident from these supply chain disruptions, such as the temporary halting of 

production at various automotive plants and increasing producer price pressures (figure B.2), the disruptions do not yet pose a 

threat to the global recovery. Indeed, sustained demand for goods has rather supported the resilience of economies facing renewed 

pandemic-related restrictions throughout the end of 2020 and beginning of 2021. This is true across the board, but demand for 

high-tech exports seems to have particularly supported exports from Asian economies (figure B.3). 

Furthermore, the gradual reopening of economies this year should help alleviate the shortages and disruptions. Indeed, container 

shipping rates between China and Europe have already eased somewhat from February to March. Business sentiment surveys 

for the manufacturing sector generally continue to improve as well, though these figures may be partially elevated by increased 

supplier delivery times. On the inflation front, meanwhile, though the increased shipping costs may put some additional temporary 

pressure on prices (which are already expected to be volatile this year due to the recovery in oil prices), we expect core inflation to 

remain rather moderate in most major economies. 

https://www.kbc.com/en/economics/publications/chip-shortage-is-a-harbinger-of-the-digital-future.html
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A second important risk includes the development of global 

financial conditions, particularly as US benchmark yields have 

trended higher in recent months, which can have negative 

knock-on effects for emerging markets, particularly those 

with high external vulnerabilities. Fortunately for most Asian 

emerging markets, macroeconomic buffers, such as current 

account balances, fiscal balances and reserve coverage are 

generally strong (figure 3). The better fiscal situation for 

these economies means less pressure to quickly consolidate 

budgets and withdraw fiscal support too early. Higher current 

account surpluses, manageable external debt balances and well 

contained inflation also mean more breathing room to maintain 

accommodative monetary policy, even as global yields rise. The 

exception may be India, with high inflation pressures and public 

debt close to 90% of GDP, but external debt relative to reserve 

coverage remains relatively low, and the central bank (RBI) is 

expected to remain on hold through 2021 (see further details 

below).

China

The economic outlook for China remains unchanged with real 

GDP expected to reach 8.5% in 2021 before moderating to 

5.2% in 2022. The high growth figure this year is mainly driven 

by base effects (relatively low growth in 2020) and incorporates 

a moderate deceleration of growth dynamics as the economy 

normalises and the authorities focus again on curbing financial 

risks. Q1 real GDP data confirms this outlook with year-over-

year growth reaching 18.3%, reflecting the sharp contraction 

recorded a year earlier. Recent activity data suggest that the 

economy remains on strong footing, with retail sales growth 

accelerating on a quarterly basis in both February and March 

(1.45% and 1.75% respectively). The NBS manufacturing and 

service sector business surveys also both improved in March.

The main question surrounding China’s outlook, however, 

is the approach the government will take toward potentially 

tightening policy. Concerns flared up at the beginning of 

February when the overnight repo rate jumped after some 

liquidity was withdrawn via open market operations ahead 

Still, the numerous, recent disruptions to international trade, including the temporary blockage of the Suez Canal for a week at 

the end of March, are a reminder of the importance of global trade flows for the still fragile economic recovery. Indeed, together 

with the trade wars of the Trump administration, the supply shocks caused by the outbreak of the pandemic, and the most recent 

disruptions to shipping, some companies are reportedly considering changing their supply chain management, either by changing 

suppliers (to more local ones) or by moving away from a “just-in-time” supply chain model. So far, however, there is little evidence 

that European countries, at least, are importing less from Asia. Indeed, a comparison of euro area imports in 2019 vs 2020 show 

that China’s share of euro area imports increased from 14% to 16%, while the share of imports from other Asian economies either 

stayed constant or rose slightly (figure B.4). Still, supply chain adjustments take time, and there indeed may be changes ongoing 

that are not yet (fully) evident in the data. 
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of the Spring Festival period. However, PBoC officials quickly 

spoke out against the idea that there would be a sudden sharp 

change in policy this year. The repo rate has since resettled 

around levels seen at the end of 2020, and net injections or 

withdrawals of liquidity via open market operations have been 

remarkably stable around zero since the end of March (figures 

4 and 5).

However, questions regarding the magnitude of policy stimulus 

(or its withdrawal) in China this year are far from settled. 

Though the government’s latest 5-year plan, which was 

approved in March, did not include the usual medium-term 

growth targets inherent in the past plans, the government did 

set a growth target above 6% for 2021. Because most analysts 

see growth in 2021 easily surpassing that rate thanks to a low 

base in 2020 and ongoing recovery, the announcement was 

seen by some as a signal that more policy tightening could be 

on the way. Given the government’s insistence that the removal 

of the growth targets was a way to provide more flexibility, it is 

probably best not to read too much into the figure. Rather, the 

easily reachable figure will give the government room to target 

a lower rate of growth in 2022, as growth dynamics normalise, 

and the Chinese economy returns to its medium-term trend of 

moderately declining growth.

Still, some deceleration of credit growth can be expected as 

the government aims to reign in both corporate sector debt 

and risks of a bubble in the real estate market. Indeed, the 

PBoC has reportedly instructed banks to curtail credit supply 

this year. However, it must be remembered that corporate 

sector deleveraging has been a long-term goal of the Chinese 

government, disrupted by the economic impact of the US-

China trade war and then by the Covid-19 crisis. Hence, some 

deceleration of credit is in line with a steady normalisation of 

growth dynamics. Our outlook therefore remains that policy 

will be moderately tightened this year, with policy rates stable, 

state-owned enterprises stepping back somewhat from the 

important role they played in stabilising growth through the 

pandemic, and credit growth decelerating from temporarily 

elevated levels (figure 6).
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Hong Kong

Economic developments in Hong Kong have seesawed since 

the start of 2020, mirroring the multiple pandemic waves 

Hong Kong has experienced. The most recent of such waves, 

which peaked in late December, has slowly and haltingly come 

under control, with Hong Kong now recording around 10 new 

cases per day (figure 7). In line with this, the Markit PMI index 

(composite business survey) moved back into expansionary 

territory in February (50.2), and remained there in March 

(50.5), suggesting the recovery is slowly regaining its footing. 

While year-over-year retail sales data for February 2021 show 

a somewhat distorted picture given the extremely low base 

in 2020, the level index on a 3-month moving basis shows 

continued improvement (figure 8). This suggests that following 

the nearly flat quarter-on-quarter GDP growth recorded in Q4 

2020, the growth figure for Q1 2021 should be more firmly in 

positive territory. With Hong Kong’s vaccine rollout progressing 

relatively slowly (roughly 8% of the population partially 

inoculated so far), there are still risks to Hong Kong’s economic 

outlook, but the recovery is expected to continue and gradually 

pick up this year.

Singapore

The surge in global demand for semiconductors since the 

second half of 2020 has supported Singapore’s export sector, 

partially offsetting the collapse in activity elsewhere (particularly 

in the construction sector). Though the retail sector has lagged 

in the recovery somewhat, retail trade has continued to improve 

since the second half of last year, and finally measured positive 

year-over-year growth in February (2.9%) (Figure 9). Singapore’s 

vaccination efforts are progressing relatively quickly compared 
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to regional peers (19% of the population partially vaccinated), 

which together with the ongoing vaccination efforts elsewhere 

in the world, and the subsequent expected normalisation of 

economic activity, should allow Singapore’s economic recovery 

to gather pace. The Monetary Authority of Singapore estimates 

annual growth in 2021 of between 4% and 5%.

Japan

While many economies expect to see relatively large annual 

growth figures in 2021, simply on the basis of low base 

effects after economic activity collapsed in 2020, we maintain 

a more cautious view for Japan, pencilling in growth of only 

2.3% in 2021, following a 4.9% contraction last year. While 

manufacturing sentiment data and exports continue to 

improve, services sector sentiment and consumer confidence 

remain weak (figure 10) and Japan’s inoculation efforts are 

proceeding very slowly (less than 1% of the population partially 

covered). At the same time, an upward trend in new infections 

poses further risks to domestic consumption growth. A second 

important driver behind our relatively cautious outlook is the 

outcome of the Bank of Japan’s (BoJ) policy review, which 

resulted in only marginal fine-tunings of the policy framework 

and is unlikely to add much additional support to economic 

growth or to lifting below-target inflation. Furthermore, it is 

unlikely that the hosting of the Olympics this summer (originally 

scheduled for 2020) will do much to support growth, given the 

restrictions in place (such as no overseas spectators allowed).

 

India

India’s economic outlook is increasingly complicated by its 

current resurgence of the pandemic since the beginning of 

March, with daily Covid-19 cases quickly reaching the previous 

wave’s peak. Mobility in India has since dropped off, though 

it still remains above the levels seen during the first wave in 

the spring and summer (figure 11). Business sentiment surveys 

have so far held up in March, but it is likely there will be 

some deterioration evident in next month figures. While our 

outlook for the fiscal year 2020 growth figure has only been 

slightly downgraded to -7.6% (from -7.4% last month), we 

downgraded our outlook for FY 2021 from +12.4% to 11.8%. 

While this figure is still quite high on its surface, much of it 

reflects the low comparison level in FY 2020. However, the 

economic recovery is still expected to accelerate later in 2021. 

Though the vaccine rollout is proceeding slowly, with only 6% 

of the population partially inoculated, the pace of vaccination 

is picking up. Risks to the downside still remain, however, with 

reports of vaccine shortages in certain regions threatening to 

slow the rollout further.

Despite a recent uptick in headline inflation (5.0% yoy in 

February) the central bank (RBI) is expected to remain on 

hold through 2021, particularly given the new headwinds to 

growth. And despite the recent uptick, inflation pressures 

have come down significantly relative to where they were in 

2020 thanks to declining food prices. However, core inflation 

remains somewhat more concerning at 5.9% yoy in February, 

suggesting the RBI will likely be keeping an eye on its further 

development.
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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 6.2 3.8 1.2 2.6 2.2

Euro area -6.8 4.0 4.1 0.2 1.6 1.4

UK -9.8 4.8 4.5 0.9 1.8 2.0

China 2.3 8.5 5.2 2.5 1.7 2.4

Hong Kong -6.1 4.3 3.8 0.3 1.4 1.9

India* -7.6 11.8 4.7 6.2 4.5 4.2

Indonesia -2.1 4.3 5.8 2.0 2.0 3.1

Japan -4.9 2.3 2.3 -0.1 -0.2 0.4

Malaysia -5.6 6.5 6.0 -1.1 2.0 2.0

Taiwan 3.1 4.7 3.0 -0.2 0.9 1.2

Singapore -5.4 5.2 3.2 -0.2 0.2 0.8

South Korea -1.0 3.6 2.8 0.5 1.4 0.9

*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.

6 April 2021

Outlook main economies in the world

Policy rates (end of period, in %)

1-Apr-21 Q2 2021 Q3 2021 Q4 2021 Q1 2022

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 %)

1-Apr-21 Q2 2021 Q3 2021 Q4 2021 Q1 2022

United States 1.68 1.90 2.15 2.15 2.20

Germany -0.32 -0.15 -0.15 0.00 0.10

United Kingdom 0.80 1.10 1.20 1.30 1.30

China 3.20 3.40 3.60 3.60 3.65

Japan 0.12 0.05 0.00 0.00 0.00

India 6.18 6.05 6.90 6.90 6.90

Exchange rates (end of period)

1-Apr-21 Q2 2021 Q3 2021 Q4 2021 Q1 2022

USD per EUR 1.18 1.15 1.15 1.18 1.21

USD per GBP 1.38 1.37 1.35 1.37 1.39

JPY per USD 110.57 111.00 111.00 111.00 111.00

RMB per USD 6.56 6.55 6.52 6.50 6.45

INR per USD 73.32 73.00 72.95 72.90 72.80
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