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Highlights

• Around the world, countries are at different stages of their fight against the coronavirus pandemic. Most 
East Asian countries are seeing very few daily confirmed cases (though figures are on the rise in Japan 
and Hong Kong), while in India, Indonesia and the Philippines, new cases are higher and increasing. 
Elsewhere in the world, Covid-19 developments also vary significantly. Most European countries have 
seen new confirmed cases decline meaningfully from April highs, while in the US and Latin America, new 
cases are still on the rise or have just started to peak. The possibility of countries seeing second waves of 
the virus spread (or an inability to get the first wave under control) remains the key risk for all economies 
globally.

• On the economic front, the first green shoots of a global recovery are in sight as lockdowns have been eased 
and economies have restarted. China leads the way, with most cities emerging from strict lockdowns 
by the end of March, and real GDP grew 3.2% yoy in Q2. For the rest of the world, the strength and 
sustainability of the recovery remains a crucial unknown. However, in our base scenario, we assume a 
more-or-less synchronized but gradual global recovery starting in Q3 2020, helped by the ample fiscal 
and monetary stimulus pumped out by global authorities in recent months.

• Throughout the rest of Asia, sharp GDP contractions in the second quarter are expected across the board, 
but the magnitude of the economic hit varies by country. While signs of a recovery have started, with 
survey indicators picking up (though often still in contractionary territory), hard data, such as retail sales 
and industrial production, appear to be lagging in many cases. Open economies in the region should be 
supported by the continued recovery expected in China, the US and Europe.

• Since end-March, financial markets reacted to the lifting of lockdowns and the abundant policy stimulus 
with extraordinary optimism, leading to an upswing in equity prices, despite a growing consensus that 
a full economic recovery will likely take several quarters if not years. The optimism has led to some 
renewed concerns about financial bubbles, including in China, where state media came out in support 
of a ‘healthy bull market’. Financial stability concerns therefore remain top of mind, especially for China’s 
longer-run economic outlook.

• An important risk to the global recovery (aside from the trajectory of the pandemic itself) is rising geopolitical 
tensions. As expected, the truce brought on by the Phase I trade deal between the US and China has 
proved short lived, and a new national security law in Hong Kong has heightened tensions between 
China and other countries, particularly the US and the UK. Hong Kong’s reputation as an international 
financial hub appears to be caught in the crossfire, and further collateral damage to the greater global 
recovery is a major downside risk to our outlook.
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Global economy 

Around the world, countries are at different stages of their fight 

against the coronavirus pandemic. But on the economic front, 

the first green shoots of a recovery are in sight as lockdowns 

have been eased and economies have restarted. The strength 

and sustainability of that recovery, however, remains a crucial 

unknown. 

Q1 and some available Q2 GDP figures, as well as more frequent 

data from Q2, highlight the sheer magnitude of the contraction 

in economic activity caused by the coronavirus crisis. At the 

same time, however, high-frequency indicators such as mobility 

data, and more traditional indicators such as business sentiment 

surveys and retail sales, suggest that economic activity began 

to pick up around the world by the end of Q2 as economies 

reopened. The abundant policy stimulus pumped into the global 

economy in recent months may be supporting the economic 

data and has likely contributed to the extraordinary optimism 

seen in financial markets since end-March, which has translated 

into an upswing in equity prices and declining government bond 

rates in vulnerable economies. The general sharp depreciation 

of emerging market currencies at the beginning of the year has 

also partially retraced for many currencies. In general, emerging 

Asia currencies have performed better this year compared 

to other emerging market currencies, likely reflecting lower 

external vulnerabilities. 

Still, risks related to the trajectory of the pandemic itself remain 

abundant, and for many countries, a full economic recovery 

(i.e. a return to GDP levels seen at end-2019) may take several 

quarters if not years. Indeed, despite some positive signals of 

late, there are still plenty of reasons to remain cautious. The 

ending of confinement measures is, in general, only partial and 

social distancing policies will remain in place for some time. 

What’s more, the extent to which the crisis has destroyed 

output potential remains unclear. In the US, for example, recent 

labour market statistics appear positive on the surface with net 

job gains the past two months, but a closer look at the data 

reveals that permanent job losses are rising.

On the virological front, Covid-19 has not disappeared and 

presents an ongoing risk to any recovery. Most East Asian 

countries are seeing very few daily confirmed cases (though 

figures are on the rise in Japan and Hong Kong), while in 

India, Indonesia and the Philippines, new cases are higher and 

increasing. Elsewhere in the world, Covid-19 developments 

also vary significantly. Many European countries have seen new 

confirmed cases decline meaningfully from April highs, while 

in the US and Latin America, new cases are still on the rise 

or have just started to peak. Even for those countries which 

have the pandemic temporarily under control, the possibility 

of second waves emerging that necessitate increased social 

distancing measures, or new full or partial lockdowns, should 

not be discounted. The uptick of cases around Beijing at the 

end of June, which led to new restrictions on movement in the 

area, is an example of this risk.

Finally, there are a number of other risks that could derail the 

global economic recovery. In particular, the re-emergence of 

US-China trade tensions and general geopolitical wrangling, 

especially related to China and Hong Kong, are important 

developments to keep an eye on. 

In our base scenario, we expect the global economic recovery 

to continue from Q2 on in China and from Q3 on in much of 

the rest of the world. For Europe and the US, Q2 was likely 

markedly worse than Q1 in terms of the magnitude of the 

growth contraction experienced. However, the reopening of 

the economies in both regions progressed faster than originally 

expected. Furthermore, sentiment has clearly improved, and 

policy responses have led to better financial conditions and a 

fiscal impulse that should support the economy this year and 

beyond. These policy responses have also helped mitigate the 

direct impact of the crisis through temporary unemployment 

schemes and transitory financing for companies. In the US, 

however, the recovery remains especially clouded by uncertainty 

related to the virus itself. Rapidly rising case numbers in certain 

US states have led to a scale back of reopening measures in 

some places, and the Dallas Fed’s mobility index for the US as a 

whole has plateaued at levels well below pre-Covid. Thus, while 

we still expect to see relatively strong growth in the US from Q3 

on in our base scenario, downside risks to this outlook could 

weigh on the global recovery, particularly for export-oriented 

economies. Indeed, monthly export performance has been 

disappointing in many western countries, despite the relatively 

strong Chinese trade performance in recent months. 

Asia Focus

China: first in, first out

Relative to the rest of the world, China is the furthest along in its 

post-Covid recovery, which is to be expected given that China 

was the first country to implement major economic and social 

lockdowns and, consequently, the first to lift those measures. 

Though China experienced a historically sharp contraction in 

Q1 2020 (-6.8% yoy), growth recovered to 3.2% yoy in Q2. 

The GDP figures, as well as activity and sentiment data, suggest 

that China’s recovery is ongoing and that it appears to be 

‘V-shaped.’ 
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The industrial sector is leading the way with industrial 

production growth rates of 4.4% and 4.8% yoy in May 

and June, respectively. The service sector and retail trade, in 

contrast, is lagging. Retail trade has yet to recover to positive 

year-over-year territory but has improved from -15.8% yoy 

in February to -1.8% yoy in June. From a trade perspective, 

Chinese exports recovered in April (8.2% yoy) following year-

over-year contractions in both February and March (-15.9% and 

-3.5% respectively). Export growth dipped to 1.4% yoy in May 

but accelerated again to 4.3% yoy in June, perhaps reflecting 

weaker global demand in May and the expected start to the 

global recovery in June. 

While China’s policy response to the coronavirus crisis has 

been relatively more muted compared both to other major 

economies and its previous response to the global financial 

crisis, policy is likely still playing an important role in China’s 

recovery. The IMF estimates China’s fiscal policy response at 

about 4.1% of GDP. However, at the same time, China’s local 

government bond issuance increased significantly in May 

(figure 1). New credit in the form of corporate bonds has also 

been particularly strong this year, especially through April. 

Indeed, state-owned enterprises (SOEs) have led the rebound in 

fixed asset investment since February and SOEs are reportedly 

being relied on again to support employment (figure 2). The 

rise in corporate credit can likely also be attributed to measures 

taken by the Chinese central bank (PBoC) to increase lending 

to corporates and SMEs. Other actions taken by the PBoC to 

improve liquidity and ease financial conditions in China included 

reducing the Bank Prime Loan Rate by 30 basis points to 3.85 

since the start of the year, cutting the reserve ratio requirement 

from 13% to 11%, and injecting cash into the market at the 

beginning of the crisis via open market operations.

And while these policy measures may be supporting the 

recovery, growing debt burdens and easy financial conditions 

renew long-held concerns by some market participants and 

economists that China’s growth model is unsustainable, or 

that a financial crisis might be brewing under the surface. The 

outperformance of China’s equity market in recent weeks, in 

particular after state media came out in support of a “healthy 

bull market,” has stoked these concerns in the short run. In 

the longer run, China will likely need to address its overreliance 

on debt-led growth and state-owned enterprises and continue 

on its path towards a more service and consumption-oriented 

economy. Indeed, given already high debt levels among not 

only the government and corporate sector, but also among 

households, our long-term view that China’s economic growth 

will face headwinds during this transition still holds. 

At the same time, the fact that the initial coronavirus shock 

did not cause any major, lasting meltdown in China’s financial 

sector is a sign that perhaps worries of a bubble are overblown. 

Indeed, China’s strong state influence over important players 

in the economy (such as banks and SOEs), its relatively closed 

financial system, and its ample reserves are all important 

factors to consider when trying to assess the fragility of China’s 

economic system. Thus, while it is important to monitor 

financial sector risks and the future trajectory of China’s debt, 

we expect the recovery in China to continue and for real GDP 

growth overall to reach 1.8% yoy in 2020 before recovering to 

8.1% in 2021.

Hong Kong’s reputation at risk

Hong Kong’s economy was hard hit in Q1 2020, contracting 

8.9% yoy, despite being able to contain its Covid-19 outbreak 

relatively successfully in March and April. On top of the 

pandemic, Hong Kong’s economy is still reeling from social 

unrest last year, which led to a 1.2% contraction in annual real 

GDP growth in 2019. The drop in consumer sentiment, retail 

sales, and tourism from mainland China that coincided with 

the start of protests last April had only just started to recover 

ground when the pandemic led to further steep falls. 
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As noted in January, questions surrounding Hong Kong’s 

long-term status will not simply fade away and indeed, such 

questions have come roaring back in the face of Hong Kong’s 

new national security law, which has garnered international 

criticism, particularly from the US and UK. From an economic 

perspective, the question is whether the social unrest, the new 

security law, or retaliatory responses from other countries could 

hurt Hong Kong’s standing as a major international financial 

hub. So far, there have only been limited signs that the turmoil 

is causing lasting damage. International investment in Hong 

Kong (both portfolio and direct investment) has dropped 

notably since Q1 2019 (figure 3). However, external claims of 

Hong Kong banks remained relatively steady over 2019, equity 

trading volumes increased in 2019 relative to 2018, and the 

Hong Kong dollar (HKD) is currently at the strong end of its 

narrow trading range.

The HKD itself has become the subject of some debate lately 

given statements by some members of the US administration that 

they were considering taking steps to undermine the currency’s 

peg with the USD as a way to punish China for the new national 

security law. More recent statements suggest that this option is 

off the table, and it seems that the US administration has come 

to accept the analysis of most economists and investors that 

undermining the peg would likely have worse consequences 

for the US and Hong Kong than for China. If the US were to use 

sanctions to limit the access of Hong Kong banks to buy USD, 

the cost of dollar funding would likely soar, not just in Hong 

Kong but around the world. A destabilization of dollar funding 

markets could lead to a sell off in US equity markets and throw 

a wrench in the US post-Covid recovery. Given the upcoming 

US elections in November, this is a scenario US President Trump 

probably wants to avoid. 

Still, the fact remains that the US government is looking for 

ways to put pressure on China and, by extension, Hong Kong’s 

financial system (see Box: Geopolitics threaten supply chains). 

For example, new legislation was passed with bi-partisan 

approval at the beginning of July which penalizes banks   

and companies that do business with Chinese officials who 

carry out the national security law in Hong Kong. Mounting 

pressure from both the US and UK on top of ongoing social 

concerns could indeed hurt Hong Kong’s attractiveness as an 

international financial hub. 

Singapore’s sharp contraction

Though Singapore initially managed to keep the spread of 

Covid-19 at bay through March and early April, rising cases, 

particularly among migrant workers living in dormitories, 

led to a strict lockdown for part of April and all of May. The 

economic consequences of this lockdown can be clearly seen in 

Singapore’s GDP figures. The economy contracted 0.3% yoy in 

Q1 followed by a much more severe 12.6% yoy contraction in 

Q2 (preliminary figures) (figure 4). 

The construction sector (which employs many migrant workers) 

contracted 54% yoy in Q1 as most construction work came to a 

standstill. The service sector was also severely hurt, contracting 

Box - Geopolitics threaten supply chains

Many Asian economies are highly integrated through complex supply chains that have become the subject of much debate since 

the US administration first imposed tariffs on China back in mid-2018. The ensuing US-China trade war raised questions about 

whether businesses would choose to relocate production outside of China, thereby disrupting established value chains. Indeed, 

the trade war and slowing of China’s economy in 2019 did have a dampening impact on growth in other economies in the region. 

After all, value added attributable to Chinese final demand is particularly high for Taiwan, Hong Kong, Malaysia, Singapore and 

South Korea. Forward participation in global value chains with China (i.e. the value-added contributing to China’s exports as a 

percent of the source country’s exports) is also non-negligible for Taiwan (10.7%), South Korea (7.1%), the Philippines (6.4%), Japan 

(4.8%) and Malaysia (4.5%) (Figure B.1). While it is too early to say if the trade war has or will cause a fundamental reorganization 

of supply chains, these economies (apart from Malaysia) did see declines of their exports to China between 2018 and 2019. 
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13.6% following a 3.1% contraction in Q1. Manufacturing, on 

the other hand, grew 2.5% yoy. Another positive note is that the 

government has stepped up with four fiscal stimulus packages 

worth 19% of GDP, which should support the recovery going 

forward. However, Singapore is a small open economy with 

a high percentage of external trade relative to GDP. Indeed, 

exports contracted sharply on a year-over-year basis in both 

April (-12.7%) and May (-23.8%). Thus, the pace and strength 

of Singapore’s recovery will be influenced by that of the global 

economy, and in particular, that of China and the United States. 

Japan: three quarters of negative growth

After lifting its state of emergency towards the end of May, 

Japan has started to see an uptick in cases again, led by a surge 

in Tokyo. While the government has yet to reintroduce a state 

of emergency, the risk of such a scenario is growing. 

Meanwhile on the economic front, Japan is facing the current 

Covid-19 crisis from an already weak position. A new VAT tax 

introduced at the end of last year sent consumption and retail 

sales plummeting. Japan’s economy consequently contracted 

1.9% qoq in Q4. While a rebound in consumption had 

previously been anticipated, given disruptions related to the 

pandemic, the economy contracted another 0.6% qoq in Q1. 

The outbreak of the coronavirus crisis, however, has renewed concerns that companies (and governments) will shift their focus to 

domestic markets and will work to become less reliant on overseas supply chains. The vulnerabilities associated with complex supply 

chains became glaringly apparent when China first imposed lockdowns that caused major supply problems for businesses worldwide. 

However, as evidenced by recent business survey and industrial production data, the manufacturing sector is bouncing back from the 

Covid-induced supply shock at the beginning of the year. The concern, however, is that demand may remain lacklustre for longer, 

especially given disruptions to labour markets and ongoing social distancing measures in many countries. 

This is not to say that global supply chains are not at risk. As noted in a previous opinion article (International trade can save or break 

recovery), the coronavirus crisis may exacerbate protectionist tendencies by some governments. Geopolitical wrangling between the 

US and China has certainly increased since the Phase I trade deal was reached at the end of last year, which can also put pressure 

on existing supply chains. Recent developments related to US sanctions on Chinese tech company Huawei and the subsequent 

decision by the UK to ban Huawei’s 5G kit, are indicative of these growing geopolitical discords. Thus, political decisions cannot be 

disentangled from the trajectory of the global recovery, and further harm to supply chains remains an important risk. 

https://www.kbc.com/en/economics/publications/international-trade-can-save-or-break-recovery.html
https://www.kbc.com/en/economics/publications/international-trade-can-save-or-break-recovery.html
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Q2 was likely even weaker according to high frequency data. 

The Nikkei composite business sentiment survey fell from 36.2 

in March to 25.8 and 25.7 in April and May, respectively (where 

anything below 50 signals contraction). The survey indicator did 

improve to 40.8 in June but notably remains below that of the 

other G4 economies (figure 5).

It is therefore likely that Japan’s recovery will be relatively gradual 

in the second half of the year. A strong fiscal stimulus package 

(around 20% of GDP), focused especially on aiding businesses 

and preventing unemployment, however, should support 

the recovery. Likewise, the expansion of the Bank of Japan’s 

(BoJ) already ultra-accommodative monetary policy, including 

an expansion of government bond purchases, facilitation of 

financing for corporates, and a temporary expansion of the 

purchase of ETFs and corporate debt have helped improve 

liquidity and ease financial conditions. 

India struggles to contain the virus

India has seen rising confirmed Covid-19 cases and death rates 

per capita since mid-March, despite introducing a relatively 

strict lockdown starting 24 March. The government began to 

lift those measures at the end of May, and the growth rate of 

new cases has clearly accelerated since June. India’s economy 

therefore likely endured a steep contraction in Q2 and may 

struggle to find strong footing during the recovery phase 

starting in Q3. 

The fact that India’s fiscal policy response has been relatively 

muted compared to other larger economies (direct government 

spending on crisis measures amounts to only around 2% 

of GDP), may also limit the strength of the recovery. With a 

government deficit last year estimated at 7.4% of GDP (IMF), 

India doesn’t have an enormous amount of fiscal space to work 

with. 

The central bank (RBI), however, has stepped in with fairly 

substantial policy easing. Over 2019, as the Indian economy 

slowed significantly, the central bank cut the repo rate by 135 

basis points to 5.15%. Since March 2020, the RBI cut the policy 

rate by another 115 basis points to 4%. The RBI also introduced 

liquidity-injecting open market operations and lending through 

standing facilities. Indeed, the monetary authorities in India 

have been working to improve credit in the economy for quite 

some time, as a credit crunch last year, driven by a crisis in India’s 

shadow banking industry, contributed to slowing growth in 

recent quarters. 

Year-over-year quarterly growth slowed steadily from 5.7% in 

Q1 2019 to only 3.1% in Q1 2020. This brought fiscal year 2019 

real GDP growth to only 4.2%. And though India did register 

positive growth in Q1, the brunt of the negative consequences 

of the Covid-19 pandemic can be expected to show up in 

the Q2 figures. India’s business sentiment surveys hit their 

lowest levels in April, with the composite survey falling from 

50.6 in March to a dismal 7.2. The composite has recovered 

somewhat (to 14.8 in May and 37.8 in June), but is still well 

below the level that signals expansion (figure 6). On the more 

positive side, industrial production grew 64.9% mom in May. 

However, this followed contractions of 54.5% mom in April  

and 12% mom in March. That leaves industrial production still 

well below pre-Covid levels. Similarly, unemployment rose to 

23% in April and May but declined significantly to 11% in June. 

The labour market picture is clouded, however, by reports that 

many migrant workers with little recourse fled cities during the 

lockdown, resulting in labour shortgages. These points, along 

with other data like petroleum consumption and consumer 

confidence, support the view that while the recovery should 

start from Q3 on in India, it will likely be gradual.
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Figures
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Real GDP growth (period average, in %) Inflation (period average, in %)
2019 2020 2021 2019 2020 2021

US 2.3 -6.5 4.4 1.8 0.5 1.9

Euro area 1.2 -9.6 6.2 1.3 0.4 1.5

UK 1.4 -9.0 6.0 1.8 -0.5 2.5

China 6.1 1.8 8.1 2.9 2.5 2.4

Hong Kong -1.2 -4.8 3.9 2.9 2.0 2.5

India* 4.7 -1.4 8.0 4.8 3.4 3.8

Indonesia 5.0 0.5 8.2 2.8 2.9 2.9

Japan 0.7 -5.2 3.0 0.5 -0.5 0.0

Malaysia 4.3 -1.7 9.0 0.7 0.1 2.8

Taiwan 2.7 -4.0 3.5 0.5 0.5 1.5

Singapore 0.7 -3.5 3.0 0.6 -0.2 0.5

South Korea 2.0 -1.2 3.4 0.4 0.3 0.4

*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.

07/17/2020

Outlook main economies in the world

Policy rates (end of period, in %)

14-Jul-20 End 2020Q3 End 2020Q4 End 2021Q1
United States 0.25 0.25 0.25 0.25

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 0.10

China (MLF) 2.95 2.85 2.85 2.85

Japan -0.10 -0.10 -0.10 -0.10

India 4.00 3.75 3.75 3.75

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

14-Jul-20 End 2020Q3 End 2020Q4 End 2021Q1
United States 0.62 0.80 0.80 0.80

Germany -0.43 -0.40 -0.30 -0.30

United Kingdom 0.12 0.40 0.40 0.40

China 2.93 2.90 2.80 2.70

Japan 0.02 0.00 0.00 0.00

India 5.81 6.05 6.00 5.90

Exchange rates (end of period)

14-Jul-20 End 2020Q3 End 2020Q4 End 2021Q1
USD per EUR 1.13 1.11 1.14 1.14

USD per GBP 1.25 1.21 1.25 1.27

JPY per USD 107.27 106.00 106.00 106.00

RMB per USD 7.02 7.00 7.00 7.00

INR per USD 75.42 75.00 75.00 74.00
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