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US : High  Covid cases donôt help near-
term prospects. Vaccine news keeps the 

growth outlook positive for H2 2021 into 

2022. New fiscal stimulus help mean the 

US recovers well in the central case, but 

inflation looks more of a risk than in 

Europe too. 

China : Chinaôs recovery remains solid, 
but restrained policy support, weaker 

external demand and long-term 

fundamentals may hold growth back.   

Eurozone : Vaccine rollout and the EU 

recovery fund improve 2021/22 risk , but 

lockdowns mean a slow start to the year.  

Japan : Fiscal packages improve economic 

prospects, but confidence is weak.  

UK : The EU-UK deal removes some 

downside risk, although early withdrawal 

of fiscal stimulus remains a worry. 

Lockdowns in Q4 20 and Q1 21 mean 

downward revisions to 2021. 

 
The global recovery is in a rock y phase with Covid numbers high , 

tighter social distancing restrictions and all with activity  still below pre -

crisis levels in most major economies . Large -scale ongoing economic 

policy support remains crucial for the recovery . Multiple effective 

vaccines are now being distributed, increasing prospects of a calmer 

and more sustained recovery leg in  the second half of 2021. Recent US 

fiscal news  and the UK -EU trade deal have further reduced downside 

risk. Vaccine ro llout will take time, however. T here will be some lo ng -

term damage from the crisis that may weigh on the recovery . We are 

still likely several quarters  away from a  return to pre -crisis levels of 

economic output  in Europe . Premature fiscal tightening, virus 

mutation and inflation are among risks to the 2021 -22 outlook.  

Summary  

Rocky, uneven : Growth has slowed from its rapid May/June pace in Europe and 

the US. Chinaôs recovery remains relatively solid. Renewed lockdowns make falls in 

output likely in Europe again. Consumer services remain weak, while relatively 

more buoyant manufactured goods trade is seeing some inflationary pressure (at 

least partly linked to supply chain problems ).  

Virus versus vaccine : In the near-term, a lot depends on the virus.  Activity  in 

the medium-term will depend a lot on vaccine roll out.  With more than one vaccine 

and rollouts ongoi ng, the central  case sees a sharp pick-up in economic growth  in 

the second half of 2021. Virus mutations and incomplete global vaccine distribution 

threaten to make Covid a reduced, but ongoing challenge. 

Slow progress to pre -crisis levels :  Growth -dampening damage sustained 

during the crisis (permanent job losses, business closures, balance sheet damage) 

and a need for some social distancing will be among factors likely to mean that, in 

many economies and despite vaccine roll-out, the level of activity still wonôt be at 
pre-crisis levels by the end of 2021. In the UK, adjustment to new EU -UK trading 

rules is also likely to play a role.  

H ouseholds  key : Policy support and lockdowns have left  household saving rates 

and deposits well above pre-crisis levels and trends.  Households have the spending 

power to fuel a strong recovery, but revised assessments of risk and unequal 

savings distributions may limit  the boost to consumption.  

Our m ulti asset team  are overweight high yield bonds, equities, especially in 

emerging markets, and commodities. Policymakers are maintaining extraordinary 

fiscal and monetary stimulus, and the vaccine developments have raised optimism 

about the prospects of a cyclical recovery. See www.investmentclock.co.uk  

Chart 1: Global growth  central case: Strong 2021 bounce   

 
Source: IMF, IHS Markit, RLAM forecasts , January 2021 

Please visit www.investmentclock.co.uk  for up -to-date product information, 

thoughts and ideas. For further details, contact: multiassetsupport@rlam.co.uk
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Economic forecast summary  

 
Source: National Statistics offices, RLAM forecasts; Sep 2020  estimates in brackets. US policy rate shows upper bound of US Federal Reserve (Fed) Funds target range. Euro area shows refi rate 

Key economic policy  forecasts  

¶ With many economies taking until late 2021/2022 

just to regain pre-crisis output levels, and with 

inflation contained, central banks donôt raise rates 

any time soon.  

¶ We assume the US Federal Reserve (Fed) will be one 
of the first central banks to start gradually un winding 

easing, but that no central banks will do so rapidly.  

¶ Asset purchase programmes are likely to continue 

unt il a robust recovery is secured. US tapering could 

start later this year. Explicit y ield curve control , 

negative rates and purchasing a wider selection of 

assets are next steps if needed for some.  

¶ Fiscal support  is likely  to reduce dramatically in 

2021/2022 as Covid-crisis related programmes and 

funding are wound up. However, sharp non-Covid 

related spending cuts are not in the central case, 

partly as spending to tackle longer-term challenges 

(e.g. climate change) steps up. 

 

Global economic scenarios 20 20 -22 (Chart 1)  

Upside scenario (20% probability): Consumption fuelled boom   

¶ Compared to the base case, a vaccine is delivered faster and consumer spending accelerates as households rapidly reduce 

savings rates and spend savings built up over the crisis. GDP quickly  regains and exceeds pre-crisis levels.  

¶ Policymakers remain cautious, however, and do not start removing stimulus much earlier than in the base case.  

¶ Inflation is higher in this scenario as growth runs above potential.  

Base case (60%): Storm before the calm  

¶ Activity remains bumpy in the near-term as Covid case numbers fluctuate, alongside social distancing regulations.  Vaccine 

distribution continues and by the second half of 2021 social distancing restrictions are being widely and reduced. Activity 

levels recovery to pre-crisis levels over several quarters (faster in the US). Businesses investment picks up gradually, rather 

than rapidly , given higher debt burdens and consumers are not quick to reduce stocks of savings.  

¶ Inflation rises, but isnôt high by the end of the forecast horizon. Underlying inflationary pressure rises somewhat as the 

output gap closes; policymakers keep monetary stimulus in place until the recovery is well established. However, there is 

no fundamental change in the monetary policy framework or a sharp jump  in inflation expectations.  

¶ Fiscal policy becomes rapidly less supportive, but non-Covid public spending is not cut significantly over the coming 

twelve months or taxes raised significantly. 

Downside scenario (20%): Recovery  disrupted  again  

¶ Relatively strict forms of social distancing are re-imposed periodically for longer amid widespread worries around re-

infection until well into 202 2. Business investment and consumer spending are subdued, unemployment stubbornly high .  

¶ Although government support programmes remain in place, damage to balance sheets and the banking system means that 

it takes several years for the level of GDP to sustainably regain pre-crisis levels in advanced economies.  

¶ Inflation remains well below central bank targets, despite more stimulus from governments and central banks. 

Probabilities are subjective and indicative such that weôd broadly see a 20% chance that the economy performs in line with/better 

than the upside case and a 20% probability tha t the economy performs in line with/worse than the downside scenario.  

January 2021 Base Case

2019 2020 2021 2022

Region
GDP 

growth

CPI end 

Q4

Policy 

Rate Q4

GDP 

growth

CPI end 

Q4

Policy 

Rate Q4

GDP 

growth

CPI end 

Q4

Policy 

Rate Q4

GDP 

growth

CPI end 

Q4

Policy 

Rate Q4

US 2.2 2.1 1.75 -3.4 1.3 0.25 6.0 2.0 0.25 3.5 2.4 0.25

(-5.7) (0.4) (0.25) (4.5) (1.9) (0.25) (3.5) (2.1) (0.5)

China 6.0 4.3 - 2.3 0.1 - 8.0 1.9 - 5.2 1.9 -

(1.9) (1.4) - (6.9) (1.9) - (5.0) (1.9) -

UK 1.4 1.4 0.75 -10.0 0.5 0.10 4.1 1.6 0.10 6.0 1.9 0.10

(-9.4) (0.2) (0.10) (6.8) (2.1) (0.10) (3.9) (2.0) (0.25)

Euro area 1.3 1.0 0.0 -6.8 -0.3 0.0 4.1 0.9 0.0 3.6 1.1 0.0

(-8.0) (0.3) (0.00) (5.3) (1.0) (0.0) (3.6) (1.5) (0.0)

Japan 0.3 0.5 -0.1 -5.2 -0.9 -0.1 3.2 0.4 -0.1 2.3 0.6 -0.1

(-5.0) (-0.5) (-0.1) (3.7) (0.6) (-0.1) (1.8) (0.7) (-0.1)

Global 2.9 - - -2.9 - - 5.5 - - 4.5 - -

(-2.1) - - (4.5) - - - - -

Sep 2020 estimates in brackets. US policy rate shows upper bound of Fed Funds target range. Euro area shows refi rate
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Global economy : The storm before the calm  

With several highly effective vaccines and rollout 

underway, confidence in a vaccine led -upswing in the 

second -half of 2021 is growing. There are still 

question marks, however, around how strong and 

sustained that recovery will be. Before then, thin gs 

seem likely to remain bumpy . Policy tightening and 

inflation are  likely to be bigger talking point s in 2021 .  

In the bum py phase  

We are currently in a slower, bumpy, de-synchronous phase of 

the recovery. Drivers of the current  phase arguably remain 

three-fold with government policy having a role to play in all:  

1) Degree of mandated social distancing;  
2) Fear (of the virus, but also, for example, including 

around job security) ; 
3) Damage/repair  (relating to permanent job losses, 

permanent business closures and household/business 
balance sheet damage and repair);  

As Covid numbers rise and fall (Chart 2) and many areas of the 

world cycle in and out of tighter and looser social distancing 
restrictions, countries are likely to remain in a bumpy phase of 

recovery. Rules are not being tightened in unison though and 

Covid is being experienced differently in different regions, 

leaving the patterns of growth de-synchronous (likely good 

news for keeping underlying inflation from moving too far in 

either direction).  

China remains the largest exception for now, maintaining low 

Covid case numbers and with the economy duly experiencing a 

relatively solid and sustained recovery. 

The óbumpinessô of the current phase of recovery is most 

apparent in high frequency data (e.g. Google mobility data in 

Chart 4) and business survey data (e.g. the Purchasing 

Managersô Indices (PMIs) in chart 3)).  

A more sustained leg of recovery in H 2 2021  

Drivers of the next phase of recovery will be the vaccine rollout  

and normalising of social distancing rules and practices once it 

is safe to do so. Most of the forecasts on page 2 tentatively 

pencil in the second half of 2021 for a period of more 

substantive normalisation .  

Chart 2 : Covid case numbers still high  and variable  

Source: Refinitiv Datastream , WHO, RLAM as at 18/ 01/2021.  

Chart 3: Composite PMIs bumpy  

 
Source: Refinitiv Datastream, IHS Markit  as at 15/12/ 2020 .  

Chart 4: Patterns of mobility  fluctuating  with Covid 

numbers and social distancing restrictions  

 
Source: Google as at 12/ 01/2021. This looks at a subset of Google mobility trends data 

compared to a pre-crisis baseline across places categorised as retail and recreation. More data 

and information available here.  

Potential drivers of stronger than expected gains  

There are at least three reasons why the recovery could be 

much stronger than many expect: Consumer savings, corporate 

cash piles and policy. In essence, this has been an unusual 

recession and could see a very unusual recovery too. 

1)  Consumer savings:  The potential unlocking of consumer 

savings is a significant source of upside risk. Savings rates 

soared in the spring as income support from governments met 

inability to spend  as much because of lockdowns. The actual 

stock of deposits held by households has risen significantly  in 

some places (see Chart 5 for the US).  Consumer spending 

could be boosted significantly if savings rates return to pre-

crisis levels and households decide to run down much of those 

unexpectedly accumulated savings deposits.  That will, 

however, likely require employment security fears to drop 

significantly first (Chart 6).  

2) Corporate cash piles : Consumers arenôt the only ones 

that have built up deposits. Assisted by government and 

central bank loan schemes, guarantee schemes and liquidity 

injections, along with grants and tax deferrals, in aggregate , 

there has also been a jump in non-financial corporate deposits 
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(Chart 7). In theory that could provide funding for investment 

in the recovery phase as well as help firms adapt to more 

lasting structural change in a post-Covid world . Despite near-

term disruption, vaccine developments already seem to have 

left firms feeling more confident about the outlook for the next 

12 months ï an important first step in unlocking investment 

and hiring (Chart 8).  

3)  Central bank policy  remains very accommodative and 

some of this yearôs monetary and fiscal stimulus is likely to 
impact the economy with a bit of a lag (as usual). Central Bank 

balance sheets have expanded massively as a plethora of 

facilities were announced (Chart 9) and interest rates are 

exceptionally low in most developed ï and a large number of 

emerging, economies (Chart 10). The Fed and European 

Central Bank (ECB) are signalling that they donôt expect there 

to be rate rises for (at least) three years: 

The Federal Reserve : ñThe Committeeéexpects it will be 

appropriate to maintain [the current]  target range until labor  

market conditions have reached levels consistent with the 

Committee's assessments of maximum employment and 

inflation has risen to 2 percent and is on track to moderately  

exceed 2 percent for some timeò. Reluctant to be pinned down 

numerically on ómaximum employmentô, Fed Chair Powell in 

September did admit that there ñwas a lot to likeò about the 

3.5% unemployment rate number. On the current median 

Federal Open Markets Committee (FOMC) forecasts, the 

unemployment rate is still a little above this at the e nd of 2023 

and inflation reaches 2.0% on their forecasts only 2023. Only 

five of sixteen members expect a rate rise before end-2023. 

Chart 5: Q3 sees stock of US household sector deposits 

build further  

Source: BEA, Federal Reserve, RLAM, Refinitiv Datastream as at Nov 2020. 

Chart 6: Job security worries elevated  

 

Source: Refinitiv Datastream, Eurostat, ONS, European Commission as of 15/11/2020  

Chart 7: Corporate cash levels jumped in Q2  

 
Source: ECB, BoJ, Federal Reserve, ONS, Refinitive Datastream. Data as of Q3 

Chart 8 : Business confidence mostly higher post -

vaccine effectiveness data   

 
Source: Refinitiv Datastream, ECB, Federal Reserve, BoE as at Dec 2020 

Chart 9: Central bank facilities and asset purchases 

mean balance sheets have expanded rapidly  

 
Source: Refinitiv Datastream, ECB, Federal Reserve, BoE as at 08/01/2021  

ECB : ñThe Governing Council expects the key ECB interest 

rates to remain at their present or  lower levels until it has seen 

the inflation outlook robustly converge to a level sufficiently 

close to, but below, 2 per cent within its projection horizon, 

and such convergence has been consistently reflected in 

underlying inflation dynamics. ò Current staff forecasts have 

inflation at only 1.4%Y in 2023.  
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Chart 10 : Central bank rates at very low levels, and 

likely to remain so for some time  

 
Source: Bloomberg as at 18/ 12/2020  

So why arenõt our forecasts stronger? 

The current óstormô of high Covid numbers and stop-go 

lockdowns comes at a point where the global economy has 

already sustained nearly a year of damage. Policy stimulus is 

ongoing rather than about to be unleashed for the first time;  

governments and companies have already run up high debt 

levels; household finances for some, in some parts of the 

world , will be at breaking point, if not beyond it .   

Country specific factors  include Brexit in the UK (and, to a 

lesser extent the Euro area), where adjusting to new trading 

conditions  will likely take s ome toll on growth in 2021 and, in 

China, where the authorities seem keen to refocus on financial 

stability issues and are sending relatively hawkish signals.   

Not expecting households to rapidly run down their 

stocks of savings : A rapid run down of óexcessô savings, 

thereby boosting consumption is not built into the forecasts for 

two main reasons: 1) Fear and 2) inequality.  

On 1), this is the second óonce in a lifetimeô economic shock to 

hit in a decade and may have jolted many householdsô 

perceptions of risk. A substantial proportion of households 

may raise their desired stocks of savings.  

On 2), those who have built up savings during the crisis may be 

already wealthy households. Those wealthy households are 

more likely to use those excess savings to buy assets rather 

than consume, in comparison with  lower income households.  

The most likely outcome might  therefore be higher house and 

equity prices than directly higher consumption.  There is 

evidence in the UK of significant inequality in the impact of the 

crisis on household savings; the accumulation of UK household 

savings has been greatest for high income households (see 

Bank of England (BoE)).  

Will corporates spend ócash pilesô? Corporate cash levels 

have risen alongside borrowing in a way that does not seem to 

have been the case for households (Chart 11). Cheap borrowing 

will enable some companies to invest. However, many 

companies may have acquired debt just to enable the company 

to keep running at all this year and may be more cautious on 

hiring and investment  in the recovery.  

Chart 11: Business loan growth rose sharply   

 
Source: Federal Reserve (Commercial Bank assets: commercial & industrial loans); Bank of 

England (M4 lending to private non -financial corps.); ECB (MFI loans to non -financial 

companies); Refinitiv Datastream as of 15/11/2020  

Chart 1 2: Fiscal stance shifts  dramatically in 2021  

 
Source: International Monetary Fund ( IMF ), World Economic Report  October 2020.  

Fiscal drag : After the exceptional levels of fiscal support in 

202o, fiscal policy is expected to drag in 2021 (see Chart 12). 

Elements of Covid support packages are already scheduled to 

roll off, or did already for a period in the case of some US 
programmes. That is not to say that the focus of governments 

will turn to austerity, but more to emphasise that lower 

household saving and high corporate investment will be 

needed to offset the drag from retreating fiscal support.  

Central bank  policy outlook  

As noted above, major central banks are signalling that rates 

will remain on hold for years. That does not of course mean 

that, as circumstances change, central banks wonôt change 

their minds. In December, for example, the Norges Bank stood 

out for publishing a forecast for the policy rate bringing 

forward the date of an expected first rate hike. None of the 

major central banks are likely to raise rates in 2021 but, given 

our views on the outlook, it would be much less surprising to 

see various central banks taper asset purchase programmes, 

end them by 2022 and even see some developed economy 

central banks raise rates in 2022, despite what they may be 

signalling now.  

Downside risks  

For now, with Covid still with us , the balance of risks to the 

page 2 2021 GDP forecasts still feels on the downside. The 

main sources of downside risk are threefold, firstly, greater 

than expected óscarringô from the crisis ï more people finding 
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more difficulty returning to work than expected, a delayed but 

substantial rise in company closures, a significant and long-

lasting increase in householdsô desired savings rates and levels.  

Secondly, premature policy tighten ing also seems a risk not to 

take lightly. Getting the balance right between public finance 

repair and causing a recovery setback will be difficult and 

made more so if bond yields rise significantly.  

Thirdly, a s for Covid-19 itself, significant virus mutation s 

remain a risk. Vaccines this year may well be a first step, rather 

than a final step, in ending economic disruption . A significant 

mutation requiring vaccine adjustments would conceivably 

also require social distancing measures to linger longer than 

expected, or to be reintroduced at intervals.  

Future inflation  

There is more upside than downside risk  to inflation 

over the short to medium term  from current levels. For 

most countries, headline inflation will get a mechanical boost 

soon when low energy prices drop out of year on year 

comparisons (Chart 13). There are indications too of rising 

goods prices pressure, likely partly linked to supply chain 

problems including shipping container shortages  (Chart 14). 

Spare capacity in economies (Chart 15) is likely to shrink i nto 

2022 as economies are able to return to some kind of 

functional normality as vaccine rollouts widen.  Beyond 2021, 

there is every chance that the monetary policy stance stays very 

accommodative for longer than necessary; central bankers are 

being clear that there is a high bar to tightening.  

Higher, but probably not high : However, without a  

permanent regime shift here from central banks  towards ófiscal 

dominanceô and an abandonment of inflation targeting as the 

core of most central banksô mandates, if and when inflat ion 

really starts to pick up, central banks are unlikely to  sit back 
and let that happen.  So the medium to longer term outlook for 

inflation is higher, but probably not high.  Many of the factors 

that have likely weighed on inflation in recent years , from the 

growth of internet shopping to greatly weakened power of 

labour, are unlikely to shift in an inflationary way for some 

years to come. 

Upside > downside?  There are plenty of factors that could 

knock this rather benign inflation view off course.   

¶ Stronger than expected recovery : There are 
some significant upside risks to the demand outlook 
that could have the economy unexpectedly 
óoverheatingô, especially if paired with  worse than 
expected scarring from this crisis that  restrains 
supply capacity.  

¶ Regime change : A second group of risks come from 
regime change, likely in the wake of a further crisis. 
This crisis already saw a shift in fiscal orthodoxy 
compared to the financial crisis. M onetary policy and 
fiscal policy were both deployed in tandem, by 
multiple countries, rapidly and very strongly .  
Another crisis on the heels of this one could see a 
further change in central bank tolerance for higher 
inflation, a more formally acknowledged role in 
supporting fiscal policy through keeping rates low and  
a more meaningful shift in mandates.  

¶ Demographics and climate change : A third 
group of risks come from longer-term shifts in 
demographics and climate change.  The latter may 
herald an era of more volatile prices through more 
regular supply chain disruption and volatile 
agricultural commodity prices.  The former, where 
many of the worldôs major economies are starting to 
age rapidly, may usher in a period of greater 
rebalance towards worker power.  

Chart 13: Oil base effects to boost inflation  

 
Source: National statistics offices, RLAM, Refinitiv Datastream as at 30/ 12/2020 . Profile for 

WTI and Brent assumes that the spot price stays at levels as of 30/12/2020. 

Chart 14: Some signs of emerging price pressure  

 
Source: Refinitiv Datastrea, IHS Markit  as at December 2020. 

Chart 15: Less spare capacity expected into 2022, 

likely to support inflation  

 
Source: Refinitiv Datastream, IMF, OECD as at 31/0 6/2020   
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United States : Growth disrupted  

The pace of recovery slowed after the May/June burst, 

with rising Covid  numbers followed by election 

uncertainty not helping  in Q4 . The US continues to 

struggle to contain Covid .  As elsewhere, vaccine 

prospects keep the growth outlook positive for H 2 

2021  into 2022 . In between now and then it is 

important for policymakers to limit long -term 

damage. New  fiscal stimulus and prospects for more  

are positive in that regard; the US is a dynamic 

economy and recovers well in the central case . 

Inflation looks more of a risk than in Europe . 

Near -term: Slower, bumpier  

Sharp recovery slows é: GDP growth rose 33%Q 

annualised in Q3. Q4 growth will be more pedestrian. Looking 

at data like industrial production and retail sales (Chart 16), 

growth  was already slowing by July and well before levels of 

activity were back at pre-crisis levels (let alone made up ólost 

groundô).  As elsewhere, some slowing in pace made sense 

against a backdrop where much pent up demand had been 

sated and reopening slowed, followed by new waves of Covid.  

In the last couple of months, the more severe wave of Covid 

cases has likely dampened the recovery somewhat, although 

data has been mixed. Social distancing restrictions were 

increased materially at local level in some parts of the country 

and, until the end of 2020, with  much less generous fiscal 

support in place.  

Business surveys suggest that the US economy continues to 

grow (Chart 17), but are mixed on pace. Non-farm payrolls  and 

retail sales are among data suggesting a loss of recovery 

momentum in December and initial jobless claims havenôt 

been on a clear improvement trend (Chart 18).  Google 

mobility data for retail/recreation areas looks relatively flat in 

January (Chart 4), although some card spending data suggests 

a pick-up after a weak December.  

Chart 1 6: Gains slowed by July; Below pre -crisis levels  

Source: Refinitiv Datastream , BEA, Federal Reserve, Census Bureau as at 15/11/ 2020 . 

Chart 1 7: Business surveys indicate expansion  

Source: Refinitiv Datastrea m, BEA as at 15/10/ 2020 , IHS Markit  

Chart 1 8: Jobless c laims not trending lower  

Source: Refinitiv Datastream , US Department of Labour as at 08/ 01/ 2021 

Consumer : Virus versus vaccine and savings  

The forecasts on page 2 assume that the US does not 

experience another  quarterly contraction . The economy grew 

throughout the summer, despite high Covid case numbers. 

Still, the winter months may see soft growth, even with a 

vaccine on the horizon and more fiscal support:  

1) Local social distancing measures add up. Hours worked 
for some will be reduced and others back on furlough;  

2) Covid case numbers are high and there is evidence to 
suggest voluntary social distancing  was a more 
important driver of activity  than mandatory measures 
(see, for example, the evidence summarised by Vlieghe, 
2020);  

3) Consumer confidence remains soft and fear of losing jobs 
may be heightened as yet another wave of Covid hits.  

However, with vaccine roll out underway, households, as they 

feel more secure about the trajectory of the virus (and their 

own job security) may spend some of their accumulated 

savings (Charts 5 and 19). A key driver of upside risk would 

include households spending more of those savings. However, 

to the extent that these savings are skewed towards already 

wealthier households, that might do more to boost housing 

and asset prices than fuel a consumption boom.  

https://www.bankofengland.co.uk/-/media/boe/files/speech/2020/assessing-the-health-of-the-economy-speech-by-gertjan-vlieghe.pdf
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Chart 19: (Some) US households will have savings to 

burné but might chose not to  

Source: Refinitiv Datastream , BEA, as at 15/11/ 2020 . 

Business investment  brighter  

Business investment prospects are brighter  with  

levels of uncertainty lower . The virus and near-term 

trading environment remain significant sources of uncertainty .  

However, the outcome of the election and vaccine trials were 

important known unknowns two or three months ago. T he 

level of US economic policy uncertainty has dropped 

dramatically since the spring (Chart 20). Meanwhile, multiple 

vaccines with high efficacy look set for widespread availability 

at some point this year.  Survey measures of investment 

intentions are already well off their lows (Chart 21). However, 

as elsewhere, corporate debt is high and could weigh on the 

strength of the investment recovery (Chart 22). 

Policy backdrop ð fiscal support matters  

The Democrats have a óclean sweepô, where control of House, 
Senate and the Presidency gives Biden scope to implement a 

larger part of his policy agenda and raises the prospect of 

another  sizeable fiscal stimulus  package after the one passed in 

December (which was more of a partial extension of the 

CARES Act). However, Senate control is by the thinnest of 

margins, limiting prospects for a rapid  stimulus as large as the 

one Biden has proposed, especially with the fiscal finances in 

such a dire state already (Chart 23). Nevertheless, with the 

now-passed December package of measures ï including direct 

cheques for households ï already having improved prospects 

for H1 2020 , prospects of a further fiscal package cement the 

central case assumption of a relatively strong further leg of 

recovery ï once Covid allows.  

Policy backdrop : Fed stay dovish (for now)  

The Federal Reserve (Fed) continue to buy assets and the 

policy rate remains extremely low. Official guidance from the 

FOMC and their own forecasts are consistent (on the face of it) 

with no rate rises until after 2023. Corporate b orrowing 

growth remains strong  against a pre-crisis backdrop of already 

high levels of corporate debt and debt service costs, (Chart 22), 

leaving loose monetary policy (and broad financial conditions) 

even more important  while the economy is far from óout of the 

woodsô with this crisis.  

What more do the Fed have to give  if needed ? Increased 

asset purchases or focusing buying power at the longer-end of 

the curve are among relatively likely policy options. The Fed 

may try to re-open facilities such as the Corporate Credit 

Facility and likely wonôt hesitate to re-calibrate existing 

facilities. The FOMC have already changed their forward 

guidance framework and further tweaks are possible too 

(which they would regard as providing stimulus ). The Fed have 

at least discussed forms of yield curve control. Negative 

interest rates remain unlike ly in a US context.  

Chart 2 0 : US policy has dropped  

Source: www.policyuncertainty.com ; Refinitiv Datastream  as at 08/0 1/ 2021. 

Chart 2 1: Capex indicators well off the lows  

Source: Census Bureau, BEA, survey sources as listed, IHS Markit, Refinitiv Datastream  as at 

15/ 11/ 2020.  

Chart 22: High debt service ratio   

 
Source: Refinitiv Datastream, Federal Reserve, BEA as at 30/0 9/2020  

http://www.policyuncertainty.com/
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Chart 23: Increasing cost of fiscal support  

Source: Refinitiv Datastream , BEA, Bureau of the Fiscal Service, CBO as at 15/11/2020  

When will the Fed  take away the punchbowl?  More 

seem to worry about the Fed keeping loose monetary policy 
settings in place for too long, rather than the opposite, 

especially following the move to an inflation targeting 

framework that explicitly tolerates inflation overshoots and the 

recent focus of Chair Powell on returning, not just to full 

employment but to a tight labour market .  The forecasts on 

page 2 assume that  the FOMC wonôt agree to a rate rise until  

2023. However, the FOMC have indicated that they would like 

asset purchases to taper well before raising rates. Tapering the 

pace of asset purchases seems plausible later this year (more 

likely early 2022) , as the recovery steps up again. Several 

factors could see tapering and tightening expectations brought 

forward:  

1) There are plenty of upside risks to inflation (see page 6); 
2) I t is not clear that the US has a low inflation problem 

(see below);  
3) Unemployment fell  more quickly than the FOMC 

expected at the start of the recovery (Chart 24) and may 
do so again, assuming the recovery steps up again by H2 
2021;  

4) Some FOMC members already seem to be contemplating 
tapering asset purchases later this year/early next year.  

Chart 24 : Unemployment fell  faster than initially 

expected  

 
Source: FOMC, BLS, Refinitiv Datastream as at 15/ 11/2020  

What  inflation problem?  

Survey-based measures of pricing suggest a significant recent 

build in pipeline inflationary pressure (likely partly reflecting 

supply chain disruption) (Chart 25).  The core PCE deflator is 

at 1.4%Y and core CPI at 1.6%Y, which begs the question of 

how much of a low inflation problem the US has.  These 

inflation rates are well into positive territory and only half a 

percentage point below the FOMCôs 2% (core PCE deflator) 

target, despite the US experiencing a recession this year that at 

one point pushed the US unemployment rate to 14%.  So far, 

however, you could argue that has required enormous policy 

stimulus and that persistently below target inflation pre -crisis 

justifies the Fedôs future tolerance for inflation overshoots.  

Recent work by the Atlanta Fed challenges part of  that 

narrative by taking a ódashboardô approach to inflation rather 

than focusing solely on the core PCE deflator . In short, when a 

wider range of underlying inflation measures are taken into 

account, the persistent inflation narrative no longer holds . 

Moreover, many of these measures are not significantly 

different to their levels in October 2019  (Chart 26). 

Chart 25: Pipeline inflationary pressure?  

 
Source: Refinitiv Datastream, ISM, IHS/Markit, BEA, survey data as of Dec 2020 , PCE 

deflator as of Nov 2020.  

Chart 26 : What low inflation problem?  

 
Source: Atlanta Fed, RLAM. Data as at October 2020. Distance from target is percentage point 

difference between measure of underlying inflation and - as calculated by the Atlanta Fed - the 

level equivalent to the FOMC 2% target for core PCE deflator.   

The US economy is already operating closer to pre -
crisis levels than many other advanced economies .  

There are a number of near -term risks, but the extent 

of policy support and general dynamism of the 

economy gives the US a strong chance of making a 

quick furt her recovery , beyond pre -crisis output 

levels , in H 2 2021 . Monetary policy tightening 

expectations may be unexpectedly quick to rise too.  

  

https://www.frbatlanta.org/blogs/macroblog/2020/11/12/a-dashboard-approach-to-monitoring-underlying-inflation

