
Economic 
perspectives

Asia edition

October 2021

Highlights

• We revised downward our general growth forecasts for 2021 and 2022. China’s slowdown is intensifying 
given a number of headwinds, and the dynamic peaks of the reopening cycles in the US and the euro 
area appear to have been in the second quarter of 2021. Quarterly growth dynamics in subsequent 
quarters are expected to slow but will still remain above potential growth rates. 

• Several factors are currently weighing on Chinese economic activity, the latest of which are the power 
shortages and planned outages that picked up steam in late September and have continued into 
October. On top of these electricity shortages, China also faces headwinds in the real estate sector, 
especially as the Evergrande saga remains unresolved, and other highly indebted and leveraged 
property developers are also reportedly running into liquidity problems. Given these headwinds, we 
have downgraded 2021 real GDP growth to 8.2% from 8.8% previously.

• Though the Delta-driven pandemic surge throughout much of Asia in the second and third quarters 
are subsiding, further disruptions to global supply chains persist, leading to somewhat longer lasting 
cost-push inflation pressures. While we note that inflation is likely to remain elevated in the remainder of 
2021 and somewhat stickier also throughout 2022, we maintain the view that that inflation is currently 
driven mostly by transitory factors.

• In light of the recent surge of energy prices, we now expect the price of a barrel Brent to stay around 
its current peak of about 80 USD until Q1 2022. The surge of the oil price is driven by a combination of 
strong energy demand during the post-pandemic reopening of the global economy, price spill-overs 
from the currently very tight gas market (especially in a European context) and continuing disciplined 
supply side management from OPEC+. As most of these drivers are expected to be temporary, we 
expect that the current elevated oil price level will not be sustainable and will turn out to be of a 
transitory nature. Therefore, we expect the oil price to gradually fall again in the subsequent quarters 
towards 65 USD per barrel by the end of 2022.

• We continue to expect the Fed to start its ‘tapering’ process of bond buying before the end of this 
year. The first Fed rate hike is likely to happen in 2022, after the tapering process is completed. This 
scenario is consistent with the Fed’s own forward guidance, the overall favourable US labour market 
performance of the US economy and strong current inflation dynamics. We expect a more frontloaded 
reaction of US and German bond yields to the more hawkish Fed policy cycle. Once this is fully priced 
into bond markets, further bond yield increases will remain more moderate. German yields are also 
expected to rise, in correlation with US yields. 
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Global economy

The pace of improvement in the global economic rebound 

appears to have peaked in the second quarter, with the latest 

activity data showing a step-down from the post-pandemic 

highs (Figure 1). A slowdown from unusually high sequential 

growth rates reflects, in part, the fading boost from reopening 

and the peak impulse from fiscal and monetary policy support. 

That said, the economic catch-up from the pandemic-induced 

recession is now largely finished, with activity above (in the US 

and China) or close to (in the euro area) pre-pandemic levels. 

At the same time, the global economy is facing a number of 

transitory headwinds that are weighing on forward momentum, 

ranging from the spread of the Delta variant, persistent supply 

chain disruptions, and most recently the global energy crunch.

Against this background, our overall outlook remains favourable, 

but we have pared our growth forecasts for major economies. 

That is to say, we are confident that the recovery remains on 

track, however, its pace is under increasing pressures from 

some material headwinds as we head to 2022. Our China 

outlook has seen the most sizable downward revision, with real 

GDP growth reaching 8.2% this year (versus 8.8% previously 

forecasted) and slowing to 5.1% in 2022. We have also revised 

down our forecast for the US real GDP growth to 5.7% in 

2021 and to 3.6% next year. In the euro area, we now expect 

moderately lower growth of 4.8% in 2021 and 4.4% in 2022. 

Global energy squeeze

Global energy prices have surged in recent weeks affecting 

coal, natural gas, crude oil and electricity prices. While there 

are idiosyncratic factors contributing to the developments in 

different regions, China, India, and Europe are all either dealing 

with or face the possibility of dealing with energy shortages 

in the current and coming quarters. Despite distinctive factors, 

such as decarbonisation policies in China (see below for details), 

the monsoon season in India, and supply issues between Russia 

and the EU, there are also a number of common threads 

connecting the global energy story. For example, high demand, 

sticky electricity prices versus rising coal and gas prices, and 

abnormal seasonal weather factors are playing a role in all 

cases. The higher energy prices and shortages are likely to have 

an important impact on the economic recovery in China and 

India and could also lead to new growth headwinds in Europe. 

It is important to note that this global energy price shock is 

expected to be temporary, with governments stepping in to 

alleviate the shortages. However, tighter energy markets could 

last through Q1 2021 and will likely add to currently elevated 

inflationary pressures. While we maintain the view that headline 

inflation is set to gradually ease in advanced economies next 

year, the risks to inflation in the coming quarters are clearly 

tilted to the upside.

Higher near-term inflation, but no need to 
fear stagflation

Following a sharp drop in prices after the outbreak of the 

pandemic in early 2020, inflationary pressures have accelerated 

considerably over the summer months, and have consistently 

come out as an upside surprise to financial markets. However, 

very low inflation in 2020 implies that underlying inflation 

during the whole pandemic cycle 2020-21 is still behaving 

relatively normally.

There are several factors behind the current high inflation 

readings, largely reflecting the unique nature of the post-

pandemic economic recovery. Since early 2021, the rise in 

inflation has been mainly driven by higher energy prices (and 

base effects from weak or falling prices in 2020) that have yet 

to fully run their course. While Brent crude oil is currently up by 

90% on a year-on-year basis (and the highest in three years), 

gas prices in Europe (as measured by Dutch TTF) have surged 

even more spectacularly by more than 600% year-over-year 

due to some notable dislocations on the global gas market. 

However, because the year-on-year price comparison relates 

current elevated prices with the extraordinary low energy prices 

in 2020, it likely serves to exaggerate the underlying momentum 

in energy costs. 

Finally, unprecedented supply-chain disruptions have led 



KBC Economic Perspectives I  I October 2021 I 3

to a surge in pipeline price pressures and robust core goods 

inflation. In essence, amid strong demand conditions, many 

manufacturers are unable to increase output fast enough at 

present due to pandemic-induced production cutbacks, input 

shortages (e.g., essential raw materials and most prominently 

semiconductors), and surging shipping costs. 

While we note that inflation is likely to remain elevated in the 

remainder of 2021 and somewhat stickier also throughout 

2022, we maintain the view that that inflation is currently 

driven mostly by transitory factors. That is to say, we expect 

price pressures to moderate eventually as 1) the energy base 

effects turn more favourable (with an expected stabilisation in 

oil prices in 2022), 2) the disruptive effects of the pandemic ease 

(i.e. once ‘opening up’ is completed), and 3) supply bottlenecks 

start to abate.

At the same time, we acknowledge a significant degree of 

uncertainty around the inflation profile going forward, and, 

while we do not anticipate runaway inflation, the risks to 

inflation in the coming quarters are clearly tilted to the upside.

Pandemic developments remain critical in this respect as 

recently seen in the rapid spread of the Delta variant in much 

of Asia during Q2 and much of Q3. Any major setback in 

reopening is likely to lead to longer – if not more intensified – 

supply chain disruptions and related higher cost-push inflation. 

Furthermore, we acknowledge the risk that temporary 

inflationary pressures could become more persistent if they 

feed through to long-run inflation expectations. Finally, as ECB 

president Lagarde mentioned, there is a risk that the structural 

trend of decarbonisation of the economy may add to the annual 

inflation rate in the coming years in a non-negligeable way.

Importantly, the recent surge in inflation has not dislodged 

inflation expectations, which we view – along with still ample 

capacity and significant employment gaps in major economies 

(like the US and euro area) – as crucial arguments in favour of 

a judgement as to the temporary nature of currently elevated 

inflation prints. In addition, 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. As a 

result, the so-called transitory narrative of inflation continues to 

dominate not only the main central banks’ assessments but also 

among most financial markets participants.

Still, we continue to monitor closely inflationary developments 

across advanced economies, in particular those with a potential 

of leading to more entrenched inflationary pressures. These 

include especially the evolution of market-based inflation 

expectations, for example implied by inflation swaps. In line 

with our expectation, financial markets are pricing in the 

scenario of a temporary inflation surge, with inflation expected 

to normalise again from 2022 on. In other words, inflation 

expectations remain well-anchored. 

Asia Focus

With the Q2 and Q3 Delta waves finally abating in much of 

emerging Asia, the main headwind to growth in the region 

so far this year appears to be finally easing. Though mobility 

statistics for the most part started to improve toward the end of 

the third quarter, Q3 GDP growth was likely still relatively weak 

for the region, and a stronger improvement in activity should 

be seen from the fourth quarter onward. 

Of course, new headwinds to growth do appear to be popping 

up, mainly in the form of a stronger-than-expected slowdown 

in China. For a number of economies in the region, value added 

attributable to Chinese final demand is above 6% (Figure 2). 

But it is not only the final demand side of the equation that 

could hinder regional growth. Supply-side bottlenecks and 

disruptions have been a key challenge for the global economy 

this year, and developments in Asia have been at the centre of 

it. Covid-induced factory shutdowns and port closures in recent 

months may be easing, but the energy crisis in China is likely to 

significantly disrupt industrial output, putting new pressures on 

supply chains.

These supply-side disruptions, which began with the onset 

of the pandemic in early 2020 and have lasted well into the 

recovery, raise the question of whether global supply chains will 
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structurally shift going forward. Indeed, even before the Covid 

crisis, escalating tariff measures imposed on imports between 

the US and China prompted such questions. It should be noted 

that there are demand pressures at play too, with global trade 

having been an important driver of the global recovery thus 

far. Momentum in global trade does appear to be slowing 

(Figure 3), and this could help alleviate dislocations that have, 

for example, led to surging shipping prices. 

Aside from these short-term disruptions, it is also important 

to note that there are longer-term, structural factors that 

could affect supply chains. Digitalisation and automation are 

particularly important ones, especially in the context of the 

shortage in semiconductors since the end of 2020. While these 

dislocations partially reflect a faster-than-expected rebound in 

demand, for example in the auto industry, as well as a surge in 

demand for electronics throughout the pandemic, the ongoing 

trend toward digitalisation means a structurally higher demand 

for chips going forward (see KBC Opinions: Could a post-Covid 

world see a digital boost to productivity? and Chip shortage 

is a harbinger of the digital future). In line with this, we see 

many governments focusing on boosting investment in semi-

conductors, with an underlying goal of protecting high-tech 

industries from future disruptions, whether those disruptions 

stem from shocks like a global pandemic or from shocks that 

are more geopolitical in nature. 

The climate crisis is another structural challenge that will likely 

have a long-term impact on supply chains. As seen already 

this year, extreme weather events such as flooding can disrupt 

factory activity and output, leading to bottlenecks within value 

chains. The upstream links in supply chains are also vulnerable 

to swings in commodity prices as evidenced by recent energy 

shortages globally. As policies continue to adjust to incentivise 

the transition to a low-carbon economy, more disruptions are 

possible. Finally, the effects that the climate crisis will have on 

regional labour forces (either through migration or adverse 

health impacts) may also lead to a shift in global supply chains 

away from more exposed regions. While the above factors are 

all long-term in nature, in the short-term, we expect logjams in 

supply chains to abate in the coming quarters.

China’s problems at the centre stage

Chinese GDP growth continued to decelerate in Q3 to 4.9% 

yoy from 7.9% yoy the previous quarter. This reflected a 

strong deceleration in quarterly momentum from 1.2% qoq in 

Q2 to 0.2% qoq in Q3. While external demand held up well, 

consumption only modestly recovered after the most recent 

Covid wave, and investment weakened further, pulling down 

the year-over-year growth figure (Figure 4). This is consistent 

with what we see in industrial production figures (decelerating 

from 0.5% mom growth in June to 0.05% mom growth in 

September), retail sales figures (which contracted 0.23% mom 

in July but recovered to 0.3% mom growth in September) and 

export growth (which accelerated in August (25.5% yoy) and 

September (28.1% yoy)). 

The particularly weak industrial production data at the end of 

last quarter is indicative of the power shortages and planned 

outages that picked up steam in late September and have 

continued into October. The electricity shortages stem from 

several factors coalescing at once, including a reduction in 

coal production and electricity production due to China’s 

new emission efficiency targets, reduced coal imports due to 

geopolitical disputes, and spiking coal costs which, combined 

with capped electricity prices, have eaten into electricity 

https://www.kbc.com/en/economics/publications/could-a-post-covid-world-see-a-digital-boost-to-productivity.html
https://www.kbc.com/en/economics/publications/could-a-post-covid-world-see-a-digital-boost-to-productivity.html
https://www.kbc.com/en/economics/publications/chip-shortage-is-a-harbinger-of-the-digital-future.html
https://www.kbc.com/en/economics/publications/chip-shortage-is-a-harbinger-of-the-digital-future.html
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producer’s profits. Given that China still derives roughly 60% of 

its electricity from coal, the result is that electricity production 

can’t keep pace with China’s still fairly elevated, albeit slowing, 

economic growth rate (particularly on the industrial side). 

Planned (as well as some unscheduled) outages will weigh 

significantly on industrial production in Q4 and impacted Q3 

activity. Reduced production capabilities in China could add 

further fuel to the ongoing global supply chain disruptions. 

While the government is stepping in to improve flexibility 

around electricity production, the shortages could last until Q1 

2022. Furthermore, the long-term nature of decarbonisation 

efforts means that this may not be the last we hear of energy 

market disruptions in China.

On top of these electricity shortages, China also faces possible 

headwinds in the real estate sector, especially as the Evergrande 

saga remains unresolved, and other highly-indebted property 

developers are reportedly running into liquidity problems as 

well. There has been growing financial stress stemming from the 

potential collapse or restructuring of Evergrande, China’s most 

indebted property developer saddled with liabilities estimated 

at USD 300 billion. This comes on the back of increased 

regulatory efforts to rein in an overleveraged housing market 

and economy, in part to mitigate risks to financial stability. 

While there has been some clear market reaction within 

China, on the real economy side, the impacts are only starting 

to appear in the high-frequency data, with some downward 

pressure on house prices. Widespread turbulence across the 

sector could weigh further on economic activity in China, as 

fixed asset investment in real estate development amounts to 

12% of Chinese GDP and a large fraction of household wealth 

is held in the form of real estate. There could also be spill overs 

to consumer confidence and the production of certain inputs 

such as steel and cement.

Given these headwinds, we have downgraded 2021 real GDP 

growth to 8.2% from 8.8% previously. Given overhang effects, 

and the possibility that electricity shortages last into Q1 2022, 

we have also downgraded 2022 real GDP growth to 5.1% from 

5.4% previously. 

While the above-mentioned headwinds have raised the risk of a 

more severe slowdown in China, it is important to note that the 

Chinese government still assigns a high importance to economic 

stability and will step in to counteract any significant downward 

pressure on the economy. Indeed, aside from the government 

stepping in to address the energy shortage, it is also increasingly 

likely that the PBoC will moderately ease policy conditions 

further in the coming months, likely through some combination 

of reducing the reserve ratio requirement, increasing liquidity 

operations, and potentially reducing the Medium-term Lending 

Facility interest rate. In this context, the limited convertibility 

of the Renminbi and the resulting incomplete integration of 

Chinese financial markets in the global financial system also 

help to reduce the risk of potential contagion to the global 

financial system should a financial stress event in China occur.

Hong Kong

Although Hong Kong faces important negative headwinds 

from the slowdown in Mainland China, the recovery remains 

on track with GDP growth of 7.2% year-over-year in Q2 2021. 

While this reflected negative momentum in quarter-over-

quarter terms (0.9%), this was partially due to an exceptionally 

strong growth figure in the first quarter. Much of the recovery 

in Hong Kong has been due to strong growth of goods exports 

while services have lagged. Unsurprisingly, tourism has hardly 

recovered from the pandemic-induced collapse. Notably, 

however, hotel occupancy rates have started to rise again, 

suggesting a gradual normalisation of consumer behaviour 

(Figure 5). As of mid-October, around 57% of the population 

was fully vaccinated, but the pace does seem to be dropping 

off. Hong Kong’s economy therefore remains vulnerable not 

only to the slowdown in China, but also to the general external 

environment, and ongoing risks from the pandemic.

Singapore

With 80% of the population full vaccinated, confidence has 

swiftly rebounded in Singapore, though activity still faces 

headwinds from government-imposed containment measures 

(such as limits on gathering sizes). The outlook is largely positive, 

however, and should be supported by still buoyant external 

demand, especially for semiconductors. Following a GDP 
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contraction of 1.4% quarter-over-quarter in Q2 2021, growth 

recovered 0.84% quarter-over-quarter in Q3 2021 (Figure 6). 

Like elsewhere, Singapore is facing higher price pressures, and 

the Monetary Authority of Singapore (MAS) unexpectedly 

tightened policy in mid-October (through an adjustment of the 

currency band). 

India

As the result of a severe Covid wave through much of April and 

May, India’s economic activity collapsed in the second quarter, 

with a contraction of 12.24% quarter-over-quarter. That 

wave has since come under control, and mobility, consumer 

confidence, and business sentiment have all consequently 

rebounded. We therefore anticipate a strong recovery in growth 

in the third quarter as the economy opened back up. The pace 

of vaccination has also picked up since the beginning of July, 

with 50% of the population partially vaccinated and 20% fully 

vaccinated, which should aid the recovery further.

New headwinds are forming, however. Much like China, India 

faces an energy crunch of its own, fuelled by higher coal prices. 

A number of India’s coal-fired power plants reportedly have 

only a few days of coal supplies. Though the power outages so 

far seem to be relatively contained, a wider-spread energy crisis 

would be a major disruption to India’s nascent recovery.

Like elsewhere, higher coal prices and higher electricity prices 

will temporarily add to inflationary pressure. The central bank 

(RBI) will likely continue to look through these price pressures. 

Indeed, inflation in India is currently trending down alongside 

food inflation since June. We therefore continue to expect the 

RBI to wait until the second half of 2022 to hike its policy rate.
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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 -3.4 5.7 3.6 1.2 4.4 2.7

Euro area -6.5 4.8 4.4 0.2 2.4 1.8

UK -9.8 6.7 5.5 0.9 2.3 3.0

China 2.3 8.2 5.1 2.5 1.1 2.3

Hong Kong -6.1 6.4 3.5 0.3 1.9 2.1

India* -7.3 8.6 8.1 6.2 4.8 4.5

Indonesia -2.1 3.2 5.9 2.0 1.6 2.8

Japan -4.7 2.3 3.0 -0.1 -0.2 0.5

Malaysia -5.6 3.5 6.0 -1.1 2.5 2.0

Taiwan 3.1 5.9 3.3 -0.2 1.6 1.5

Singapore -5.4 6.0 3.2 -0.2 1.6 1.5

South Korea -0.9 4.3 3.3 0.5 2.2 1.6

*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.

11 October 2021

Outlook main economies in the world

Policy rates (end of period, in %)

8-Oct-21 Q4 2021 Q1 2022 Q2 2022 Q3 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 0.25 0.50

China (MLF) 2.95 2.95 2.90 2.90 2.90

Japan -0.10 -0.10 -0.10 -0.10 -0.10

India 4.00 4.00 4.00 4.25 4.25

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

8-Oct-21 Q4 2021 Q1 2022 Q2 2022 Q3 2022

United States 1.59 1.70 2.00 2.30 2.40

Germany -0.16 0.00 0.30 0.40 0.50

United Kingdom 1.15 1.30 1.45 1.60 1.70

China 2.91 3.10 3.40 3.70 3.80

Japan 0.09 0.00 0.00 0.00 0.00

India 6.32 6.05 6.70 7.00 7.10

Exchange rates (end of period)

8-Oct-21 Q4 2021 Q1 2022 Q2 2022 Q3 2022

USD per EUR 1.16 1.15 1.17 1.19 1.21

USD per GBP 1.36 1.34 1.33 1.34 1.34

JPY per USD 111.84 112.00 113.00 113.00 114.00

RMB per USD 6.44 6.45 6.45 6.45 6.45

INR per USD 74.91 75.00 74.00 73.50 73.25
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