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Highlights

• Recent high frequency data suggest that the global, yet asynchronous recovery is underway. In many 
economies, favourable developments on the virus and vaccination front reinforce our positive growth 
outlook, which assumes that activity will accelerate further into the summer months. The recovery 
is nonetheless facing some headwinds, largely due to the bottleneck-related supply-side pressures, 
which we see as mostly transitory. The spread of more contagious virus variants is also a concern for 
those economies where vaccination progress is slower. 

• The Chinese economy grew a stronger-than-expected 7.9% year-over-year in the second quarter. From a 
quarterly perspective, the economy gained momentum in Q2 2021, supported especially by external 
trade. Furthermore, activity data, particularly in the manufacturing and trade sectors, signaled a 
strong end to Q2. Elsewhere in Asia, sentiment indicators have begun to ease, but trade remains 
relatively strong and supportive of the recovery. However, an uptick in coronavirus cases in some 
countries is a worrying development and could delay normalisation of the services sectors. 

• The recovery in the US is already in full swing as suggested both by Q1 GDP data and more recent 
high frequency data like consumer confidence, which is consistent with our view of strengthening 
real GDP growth in the second quarter. Despite impressive progress since the trough of the pandemic 
crisis, the labour market is experiencing a range of supply and demand issues, highlighted by a few 
underwhelming jobs reports. In the euro area, although the first batch of Q2 hard data came out 
somewhat mixed, buoyant May and June sentiment indicators bode well for underlying momentum. 
The latest business confidence gains suggest a pick-up in services and manufacturing activity, 
although the latter is constrained by widespread supply chain disruptions. We reiterate our view that 
the recovery has most likely taken off in the second quarter and will gain momentum in the remainder 
of 2021 as more containment measures are (eventually) rolled back and pent-up demand is released. 

• Near-term inflationary pressures have strengthened significantly in recent months. In the US, headline 
inflation continues to surprise to the upside and surged to the highest level since 2008, while price 
pressures in the euro area are also firming. Emerging markets are seeing rising price pressures as well, 
mainly from higher commodity prices and supply-side constraints. This has also led to a recent surge in 
producer prices in China, where inflation otherwise remains relatively subdued due to negative base 
effects (e.g. on food inflation). Although it may take longer than initially expected for these pressures 
to clearly ease, the factors driving inflation are mostly transitory and set to fade away gradually. 
Therefore, while inflation risks are tilted to the upside, we do not anticipate spiralling inflation.

• While the Fed and ECB both kept their highly accommodative monetary policy stances unchanged in 
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Global economy 

Recent high frequency data suggest that the global yet 

asynchronous recovery is underway. China remains in a more 

advanced stage of its recovery and is likely to see moderating 

growth going forward as the economy continues to rebalance 

toward consumption. In the US and euro area, strong 

sentiment indicators suggest a growth boom was underway 

in both economies in the second quarter. At the same time, 

the latest business surveys signal a sectoral rotation with 

momentum in activity moving from manufacturing towards 

services. This is supported by the roll-back of restrictions and a 

gradual reopening of economies, while business confidence in 

manufacturing remains elevated on both sides of the Atlantic 

amid strong growth in output and new orders. In many Asian 

economies, business sentiment in the manufacturing sector 

remains strong, buoyed by still robust global trade. 

The post-pandemic recovery is nonetheless facing some 

headwinds, including the bottleneck-related supply-side 

pressures that have mounted since the end of 2020 (see KBC 

Economic Opinion of 27 May). The strength in manufacturing 

continues to be accompanied by input shortages and rising 

production costs. Along with rising shipping costs, supplier 

delivery times have lengthened dramatically, reaching levels in 

the US last witnessed in the 1970s (figure 1). Moreover, the 

global chip shortage is affecting production in several sectors, 

highlighting the industrial sector’s reliance on a small group of 

semiconductors manufacturers. The combination of surging 

input prices and healthy demand conditions is leading to a pick-

up in output prices, fuelling inflationary pressures.

These headwinds, however, do not materially change our 

assessment of the economic outlook. Admittedly, with buoyant 

growth in final goods demand, it is unlikely that supply 

disruptions will be alleviated quickly and may result in speed 

bumps in the post-pandemic recovery phase. Still, we maintain 

the view that these supply-side constraints are mostly transitory 

and will eventually abate as supply conditions improve without 

derailing the economic recovery. A demand shift from goods 

to services should also help narrow demand-supply imbalances 

somewhat as economies continue to reopen.

The supply shortages, together with trade frictions and 

geopolitical tensions, do raise questions as to what changes 

we will see to global supply chains in the future. As mentioned 

in the previous edition of this publication, 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. However, between 2019 and 2020, China’s share of 

European imports actually increased from 14% to 16%, while 

the share of imports from other major Asian economies either 

stayed constant or rose slightly. Furthermore, according to 

AmCham China’s 2021 China Business Climate Survey Report, 

83% of respondents say they “are not considering relocating 

manufacturing or sourcing outside of China.” Still, it will take 

time to see what supply chain adjustments are, or will be, 

underway. 

their June meetings, the Fed also signalled that interest rates are set to increase earlier and faster than 
previously expected. Meanwhile, Fed policymakers have also started to discuss the timing of tapering. 
In response to higher inflation, a number of central banks of smaller economies have already started 
their hiking cycles, including most recently in Hungary and Czechia. The PBoC, in contrast, recently 
cut its reserve ratio requirement by 50 bps to support smaller businesses as overall credit growth in 
China has slowed notably this year.

• In bond markets, sovereign yields in advanced economies have stabilised after the sharp spike earlier 
in the year, with a moderate flattening of the US yield curve seen following recent Fed communication. 
This likely partially reflects expectations that inflationary pressures are indeed perceived as transitory. 
Our outlook, however, assumes some room for further upward movement for long-term yields in 
advanced economies in the remainder of 2021 and 2022.

https://www.kbc.com/en/economics/publications/when-can-I-ride-my-bike.html
https://www.kbc.com/en/economics/publications/when-can-I-ride-my-bike.html
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Vaccination progress coupled with 
downside risks

Globally, the situation on the virus front is mixed, with rapid 

improvement seen in countries that have quickly vaccinated 

significant proportions of the population, while other countries 

are still seeing rising infection rates and a slower pace of 

vaccination. The spread of new variants, particularly the Delta 

variant, has also become an important point of concern. 

The Delta variant appears more transmissible than other 

strains, which pushes up the reproduction number and the 

vaccination threshold for herd immunity. Combined with signs 

of vaccination reluctance, this is likely to remain an ongoing 

concern for policymakers in regions where the variant is 

spreading. On a positive note, the available evidence suggests 

the Delta variant doesn’t seem to materially reduce the efficacy 

of existing vaccines as long as individuals are fully vaccinated. 

Sufficiently high vaccination rates therefore seem to break the 

link between rising infections and rising hospitalisations and 

may hence lead to a smaller economic impact from potential 

new waves. 

From a geographic perspective, Europe appears to be quickly 

catching up to the US in terms of the number of people 

vaccinated, and in both regions, infection rates are down 

markedly from their earlier peaks. In Asia, wealthier economies 

including Singapore, Hong Kong, China, South Korea, and 

Japan have also accelerated their vaccination campaigns and are 

catching up with Europe and North America (Figure 2). Many 

emerging Asian economies, on the other hand, are further 

behind and are also grappling with rising daily cases.  Against 

this backdrop, the uneven pace of the easing of restrictions 

from country to country will continue through much of 2021, 

but overall, the inoculation campaigns are setting the stage for 

a sustained normalisation in economic activity going forward.

Strengthening inflationary pressures

Near-term Inflationary pressures have strengthened considerably 

across the world. A key driver of higher inflation thus far in 

2021 has been higher commodity prices (especially oil/energy) 

and base effects that have yet to fully run their course. For 

some emerging markets, not only the relative increase in energy 

costs, but also surging food prices have contributed to higher 

inflation. Furthermore, in advanced economies, the ‘reopening 

effect’ on aggregate prices has been significant, particularly 

in the US and to a lesser extent in the euro area, where the 

easing of mobility restrictions was delayed and more gradual. 

Finally, the emergence of widespread supply-side bottlenecks 

led to the unprecedented rise in input prices as manufacturers 

struggle to meet the surge in demand, fuelling inflationary 

pressures further.

In general, the recent inflation prints have come out somewhat 

stronger than envisaged, and it may likely take some significant 

time for these pressures to clearly ease. Nonetheless, we 

expect price pressures to moderate eventually as the disruptive 

effects of the pandemic ease further (i.e. once ‘opening up’ is 

completed), and supply bottlenecks start to dissipate. In other 

words, we believe that inflation is currently mostly driven by 

transitory factors which are set to fade away gradually.

Importantly, the primary argument in favour of the transitory 

nature of current inflationary pressures is the ample spare 

capacity that has been created, particularly in labour markets. At 

the same time, we continue to hold the view that the structural 

forces weighing on inflation such as globalisation and ageing 

have not been removed by the pandemic. Still, there remain 

large uncertainties around the inflation profile going forward, 

and, while we do not anticipate spiralling inflation, the risks 

to inflation in the coming quarters, and probably beyond, are 

clearly tilted to the upside.

Asia Focus

Though Asian economies are susceptible to the various 

important risks facing our baseline scenario (namely, spreading 

variants, supply shortages, and higher albeit transitory 

inflation), overall, the region is still set to benefit from the 

ongoing global recovery. While business sentiment indicators 

for the manufacturing industry did edge down in June from 

multi-year highs, they still remain above 50 (i.e. signalling 

expansion) in most economies in the region. In parallel, exports 

have remained relatively strong, partially reflecting the ongoing 

strong demand for high-tech products, including semi-

conductors. 
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While this high demand has supported growth in the region 

since the second half of 2020, supply shortages and higher 

commodity prices have also caused producer prices in much of 

Asia (as well as elsewhere) to jump (Figure 3). On top of this, the 

spread of new Covid-19 cases in pockets of the region may add 

to supply disruptions. 

Meanwhile, the generally slower recovery in the services 

sector also faces important headwinds from the rising spread 

of the Delta variant. Those economies where tourism is highly 

important to GDP, including Thailand and Malaysia, face a 

particularly difficult setback. Malaysia, for example, went into a 

full lockdown (with the exception of essential sectors) on June 1, 

and most of the country and economy still remain in lockdown. 

In Thailand, new Covid-19 restrictions have come more recently, 

with a new curfew imposed in Bangkok from 12 July and non-

essential shops closing. Hence, the risks to the otherwise strong 

economic outlook for the region are mounting.

China

The Chinese economy grew a stronger-than-expected 7.9% 

year-over-year in the second quarter. This is down from the 

mechanically strong 18.3% yoy registered in Q1, which was a 

function of the extreme economic decline seen a year earlier 

during China’s major lockdown. From a quarterly perspective, 

the economy gained momentum in Q2 2021, with seasonally 

adjusted quarter-over-quarter GDP growth of 1.3%, up from 

0.4% in Q1 according to the data release. When looking at 

GDP by expenditure, we can see that while consumption has 

recovered relative to last year, as a percentage of total GDP 

growth its contribution remained roughly stable between 

Q1 and Q2 (contributing just over 60% to yoy GDP growth). 

Instead it appears that net exports led the positive momentum, 

contributing 1.5 ppts (19%) to yoy GDP growth (up from 12% 

the quarter earlier).

The boost from external trade is not entirely surprising, given 

the ongoing, gradual reopening of many major economies 

around the world, leading to strong demand. Furthermore, 

activity data on the manufacturing side signaled a strong end to 

Q2, with June exports accelerating on a year-over-year basis (in 

USD terms) and industrial production accelerating on a month-

over-month basis. Furthermore, though business sentiment 

indicators have declined somewhat in recent months, they 

continue to signal expansion in both the manufacturing and 

services sectors. 

Notably, the Chinese central bank (PBoC) cut the Reserve 

Requirement Ratio (RRR) for all banks in July by 50 basis points 

(from 11.0% to 10.5% for large banks, and from 9.0% to 8.5% 

for medium-sized banks). While the cut had prompted some to 

anticipate rather weak Q2 GDP figures, the move seems to be 

rather pre-emptive and reflects China’s advanced stage of the 

recovery.  While the messaging behind the cut conveys a desire 

to promote lending to small businesses, the decision also signals 

an end to the marginal tightening stance China has held for the 

past several months, which was evident through the evolution 

of credit growth (i.e., total social financing) in the economy 

(figure 4).

This policy move once again highlights the desynchronized 

nature of the recovery, as many central banks are only just 

starting to tighten monetary policy, or even signal that monetary 

policy may be tightened in the coming years. Meanwhile 

China’s monetary policy support throughout the pandemic was 

much more subdued. After reducing the Medium-term Lending 

Facility (MLF) Rate from 3.25% to 2.95% between February 

and April 2020 and reducing the Reserve Ratio Requirement for 

large banks in March 2020, China’s main monetary policy tools 

have largely remained on hold. However, China did start to 
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tighten policy through other means at the end of 2020, partly 

reflecting the government’s desire to once again address risks 

related to growing debt burdens and rising real estate prices. 

Given China’s advanced stage of the recovery and expectations 

for some moderation in growth going forward, the RRR cut 

suggests the authorities are conscious to avoid an overly tight 

monetary policy stance.

Hong Kong

In Hong Kong, the number of daily Covid-19 infections remains 

well below previous peaks, and the vaccination campaign has 

accelerated since the start of June, with 42% of the population 

having received at least one dose as of 19 July. The recovery 

also seems to be well underway following the strong Q1 GDP 

growth of 5.4% quarter-over-quarter. While retail sales seem 

to have flattened somewhat in Q2, and consumer confidence 

remains subdued, the Markit composite PMI for business 

sentiment has remained very strong in recent months (Figure 

5). Thus, after several years of macroeconomic difficulties in 

Hong Kong, brought on first by social unrest and then by the 

coronavirus pandemic, the economic outlook appears to be 

finally gaining stronger footing. Progress on the vaccination 

front should further support the normalization of service 

sectors and retail going forward. The IMF currently forecasts 

annual growth of 4.3% in 2021, which would be Hong Kong’s 

first positive growth figure in two years, and the highest rate 

since 2011. The pandemic, however, does pose an ongoing risk.

Singapore

The recovery in Singapore is still facing clear headwinds 

stemming from the pandemic. Though GDP grew 1.3% year-

over-year in Q1 2021 and 14.3% year-over-year in Q2 2021 

(reflecting the recovery of the economy relative to the steep 

decline recorded one year earlier), quarterly growth dynamics 

tell another story. On a quarterly basis, growth decelerated 

between Q3 2020 and Q1 2021, from 9.0% qoq to 3.1% qoq. In 

Q2 2021 GDP actually contracted 1.99% relative to the previous 

quarter. This quarterly contraction reflects stricter pandemic-

related restrictions that were imposed in May and June due to 

local COVID-19 clusters. 

Despite this setback, the recovery in Singapore has not been 

completely derailed. The manufacturing sector, which has fully 

led the recovery so far thanks to strong external demand, should 

remain supportive in the coming months. Indeed, Singapore is 

a major supplier of semiconductors, and the strong demand for 

electronic products since the middle of last year has supported 

Singapore’s recovery. Meanwhile, the services and construction 

sector have lagged in the recovery, and the Q2 restrictions were 

a further headwind for these sectors. However, Singapore’s 

vaccination campaign has progressed at a rapid pace. Over 

70% of the population has received at least one vaccination 

shot and over 45% of the population is fully vaccinated as of 

17 July. While officials have taken a more gradual approach to 

reopening than the US or many countries in Europe, consumer 

confidence in Singapore had already rebounded significantly as 

of Q1 2021, and the eventual reopening of the economy should 

support contact-intensive sectors (Figure 6). As of April 2021, 

the Monetary Authority of Singapore was forecasting that 

growth in 2021 will “exceed the upper end of the official 4-6% 

forecast range.”

Japan

Compared to other advanced economies, the growth recovery 

in Japan in 2021 is expected to be relatively moderate at 2.6% 

following a decline of 4.7% in 2020. After a relatively slow start 

to its inoculation campaign, vaccination rates started to pick 

up in Japan in mid-May, and 35% of the population is at least 

partially vaccinated (as of 20 July). However, only 23% are fully 

vaccinated. 
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While Japan has recently brought its fourth wave under control, 

a recent uptick in cases, particularly in Tokyo, and concern 

about the spread of the Delta variant has prompted a State of 

Emergency to be declared in Tokyo, which means the Olympic 

games (starting 23 July) will be held without any spectators. 

The decision is an indication of the fact that Japan’s economy 

is still far from back to normal, particularly for contact-intensive 

sectors. Business sentiment indicators also indicate this, with 

the services PMI at only 48 in June (signalling contraction). 

The manufacturing PMI, in contrast, remains in expansionary 

territory, but ticked down from 53.6 in April to 52.4 in June 

(Figure 7). Like Singapore, Japan’s goods exports have been 

supported by high demand for high-tech products. While the 

Bank of Japan forecasts that the pace of goods export growth 

will slow going forward, the global recovery will continue to 

support demand for Japanese goods.

Indeed, despite the evolution of the pandemic, the economic 

recovery led by exports and manufacturing is unlikely to be 

derailed, and domestic demand is unlikely to drop significantly. 

Unlike the lockdowns in other countries, states of emergency 

in Japan do not involve a legally binding ban on leaving homes, 

and restrictions on businesses are also limited to requests for 

cooperation. Moreover, the government of Prime Minister 

Suga is increasingly likely to propose a large-scale economic 

fiscal stimulus package after the Olympics and ahead of the 

Lower House election in autumn to support economic growth 

in the context of the still sizeable output gap (latest estimate 

released on 6 July by the Cabinet Office refers to a gap of 

4.4% of potential GDP for the period from January to March 

2021). Meanwhile, though inflation pressures have increased 

throughout 2021 due to higher energy costs, headline inflation 

remained at only -0.1% year-over-year in May, and the Bank of 

Japan expects CPI to remain around 0% year-over-year in the 

short run.

India

India’s economy faced a very difficult start to the year, with 

its fragile economic recovery getting pummelled by a severe 

second wave of the pandemic. Daily infections reached a 

peak at the end of April, meaning the wave started in Q1 and 

spanned most of Q2. And indeed, in quarter-over-quarter 

terms, India’s GDP growth slowed significantly from 9.4% in 

Q4 2020 to 1.2% in Q1 2021, leaving FY 2020 growth at -7.3%. 

Q2 was likely much worse, with the economy expected to have 

contracted sizably. Indeed, the composite business sentiment 

indicator (manufacturing and services), collapsed from 57.3 

in February (indicating a strong expansion) to 43.1 in June 

(indicating contraction). 

Meanwhile, inflation has risen in India in May, despite the 

expected economic slowdown and driven instead primarily 

by food inflation (but also higher energy prices). Reserve Bank 

of India (RBI) officials have indicated that the price pressures 

are seen as temporary, which has since been supported by a 

stabilisation in inflation at 6.3% yoy in June. Unlike some other 

emerging markets that have already started to raise rates due to 

higher inflation, it is therefore likely that the RBI will wait until 

2022 to start its hiking cycle. Though Inflation did stabilise in 

June, a late monsoon season in India could threaten to increase 

food prices further. 
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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 6.5 3.8 1.2 3.2 2.3

Euro area -6.7 4.1 4.4 0.2 1.8 1.4

UK -9.8 6.4 5.4 0.9 2.0 2.0

China 2.3 8.3 5.4 2.5 1.4 2.4

Hong Kong -6.1 4.3 3.8 0.3 1.4 1.9

India* -7.3 10.0 6.6 6.2 4.9 4.8

Indonesia -2.1 4.3 5.8 2.0 2.0 3.1

Japan -4.7 2.6 2.8 -0.1 0.0 0.5

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, prevailing 

14 June 2021. All others are latest IMF WEO figures.

14 June 2021

Outlook main economies in the world
NOTE: Forecasts are those prevailing on 14 June 2021

Policy rates (end of period, in %)

11-Jun-21 Q3 2021 Q4 2021 Q1 2022
United States 0.13 0.13 0.13 0.13

Euro area (refi rate) 0.00 0.00 0.00 0.00

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

United Kingdom 0.10 0.10 0.10 0.25

China (MLF) 2.95 2.95 2.95 2.95

Japan -0.10 -0.10 -0.10 -0.10

India 4.00 4.00 4.00 4.00

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

11-Jun-21 Q3 2021 Q4 2021 Q1 2022
United States 1.47 1.90 2.15 2.20

Germany -0.27 0.15 0.15 0.20

United Kingdom 0.72 1.20 1.25 1.40

China 3.13 3.35 3.60 3.65

Japan 0.04 0.00 0.00 0.00

India 6.01 6.55 6.85 6.90

Exchange rates (end of period)

11-Jun-21 Q3 2021 Q4 2021 Q1 2022
USD per EUR 1.21 1.23 1.26 1.30

USD per GBP 1.41 1.45 1.47 1.49

JPY per USD 109.75 109.00 109.00 109.00

RMB per USD 6.40 6.35 6.30 6.25

INR per USD 73.17 72.95 72.90 72.00
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