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2021 Global Macro Outlook

The Next Phase of the V 
After a V-shaped recovery to pre-COVID-19 levels, the global economy rises to its pre-
COVID-19 path by 2Q21. Both DMs and EMs will drive this next phase of global reflation. 
Even as growth reaccelerates towards trend rapidly, policies remain extremely 
accommodative, laying the groundwork for a rise in inflation.

Pre-COVID-19 levels achieved, pre-COVID-19 path next: The 
V-shaped recovery since May has meant that global activity will have 
risen above its pre-COVID-19 levels  in 4Q20. We see global growth 
accelerating to 6.4%Y in 2021 (versus consensus at 5.4%Y). Our 
growth forecasts remain significantly higher than the consensus, 
especially for the US and EMs. The difference between us and con-
sensus lies in our assessment of the impact of the COVID-19 shock on 
private sector risk appetite and the effectiveness of a substantial 
policy stimulus. 

#3: Inflation regime change in the US: We see a very different infla-
tion dynamic taking hold, especially in the US. The COVID-19 shock 
has accelerated the pace of restructuring, creating a significant diver-
gence between the output and unemployment paths. With policy-
makers maintaining highly reflationary policies to get back to pre-
COVID-19 rates of unemployment quickly, wage pressures and 
inflation will pick up from 2H21. We expect underlying core PCE infla-
tion to rise to 2%Y in 2H21 and to overshoot from 1H22, with the risk 
that it happens sooner.

Risks to our view: The near-term risks hinge on virus and vaccine 
developments. A sharper rise in hospitalisations in the US or Europe 
could prompt policy-makers to adopt stricter lockdown measures 
than our base case, and approval of vaccines for emergency use could 
come later than January 2021. Looking a bit further out, we see scope 
for upside inflation risks from 2H21, which could create a disruptive 
shift in expectations on Fed policy. 

Exhibit 1:
Morgan Stanley real GDP growth forecasts 

2020E 2021E 2022E

MS MS Cons. MS Cons.
GLOBAL -3.5 6.4 5.4 4.4 3.7
DM -5.4 5.1 4.2 3.9 2.7
US -3.5 5.9 3.8 4.1 3.0
Euro Area -7.2 5.0 5.2 3.9 2.8
Japan -5.2 2.4 2.5 2.4 1.5
UK -11.4 5.3 5.5 5.5 3.0
EM -2.0 7.4 6.3 4.7 4.5
China 2.3 9.0 8.0 5.4 5.4
India -5.7 9.8 8.3 6.0 5.6
Brazil -4.0 4.3 3.5 2.7 2.5
Russia -4.0 3.4 3.0 3.2 2.3

Source: Bloomberg, Haver Analytics, IMF, Morgan Stanley Research forecasts; Note: Aggregates are 
PPP-weighted. Cons = consensus.

Three differentiating features of the global economy in 2021: 

#1: A global synchronous recovery: We expect a broad-based 
recovery, both geographically and sectorally, to take hold from 
March/April onwards. Driving this synchronous recovery will be a 
more expansive reopening of economies worldwide and the extraor-
dinary monetary and fiscal support now in place. Global GDP, already 
at pre-COVID-19 levels (based on seasonally adjusted GDP levels), 
continues to accelerate and is on track to resume its pre-COVID-19 
trajectory by 2Q21. We expect China to return to its pre-COVID-19 
path this quarter, and the US to reach it by 4Q21.

#2: EMs boarding the reflation train: After a prolonged period in 
which EMs have faced a series of cyclical challenges, macro stability 
is now in check. With the COVID-19 situation improving in a broad 
range of EMs, their pace of recovery is catching up. EM growth 
rebounds sharply in 2021, helped by a widening US current account 
deficit, low US real rates, a weaker dollar, China’s reflationary 
impulse, and EMs ex China's own accommodative domestic macro 
policies. 

https://ny.matrix.ms.com/eqr/research/ui/#/collection/28995316-59f8-4822-8a6e-0dac5ebec162/content
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A super-charged take-off lifts us back to pre-COVID-19 output 
levels: Global economic activity came to a near-standstill in March/
April. A supercharged recovery took hold from May, helped by the 
restart of economies and the opening of the monetary and fiscal 
stimulus floodgates. This steep decline and sharp recovery have 
meant that global economic output will have  climbed  above  pre-
COVID-19 levels in 4Q20 (based on seasonally adjusted GDP levels), 
an outcome we forecast but was distinctly not the consensus view. 

Three key differentiating features in the 2021 global macro out-
look: We see three key factors to keep in mind for the coming year: 
i) A global synchronous recovery; ii) EMs boarding the reflation train; 
and iii) A regime change in US inflation dynamics. 

A global synchronous recovery is taking 
hold

A recovery across DMs and EMs is unfolding… The once-in-a-cen-
tury pandemic of 2020 should morph into a global synchronous 
recovery in 2021. On our count, a global synchronous recovery – with 
both DM and EM growth accelerating in the same year – has taken 
place about 12 times over the last 40 years, the last one in 2017. 

…from March/April 2021: In the near term, COVID-19 still exerts a 
heavy influence on growth momentum. Rising COVID-19 cases con-
strain economic activity in DMs, but the improving COVID-19 situa-
tion in EMs keep them on a path of outperformance over the next 3-4 
months. As DMs emerge from the winter, growth momentum should 
pick up, and by March/April we expect all geographies and all sectors 
of the global economy to be joining the recovery. 

From pre-COVID-19 levels to the pre-COVID-19 path: With the 
global economy already back at pre-COVID-19 (i.e., 4Q19) levels of 
output, we expect the recovery to gain further momentum. We fore-
cast global growth of 6.4%Y for 2021, above the 5.4%Y that con-
sensus expects. Despite the sharp gyrations in economic output over 
six quarters, the global economy returns to the path it would have 
followed absent the COVID-19 shock. 

This projection stands in stark contrast to the consensus, who worry 
that the pandemic will have a bigger impact on private sector risk 
appetite and hence global growth. However, consumers have driven 

The next phase of the V 

Exhibit 2:
Global GDP: Pre-COVID-19 levels achieved in 4Q20, back to pre-
COVID-19 path by 2Q21  
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Source: Haver Analytics, IMF, national sources, Morgan Stanley Research forecasts; Note: The pre-
COVID-19 GDP path refers to the trajectory that global GDP would have followed prior to the COVID-19 
shock and is calculated using Morgan Stanley Research forecasts as of January 21, 2020.

the recovery and investment growth – a reflection of the private cor-
porate sector’s risk tolerance – is bouncing back too. As we have been 
highlighting (see Global Macro Mid-Year Outlook: Still Embracing 
the V, June 14, 2020), keep in mind that the shock was exogenous and 
policy support rode to the rescue with a timely, coordinated and size-
able response, helping to get the global economy back onto this path. 

Vaccine availability will provide another uplift: The recent posi-
tive newsflow on COVID-19 vaccine development bolsters our confi-
dence in our constructive views on the economy. We are cognisant 
that there are still processes before a vaccine is eventually approved 
for emergency use and broadly available, but these developments 
are nonetheless steps in the right direction. By now, households and 
corporates have already learnt how to manage in a COVID-19 envi-
ronment (for instance, adjusting their buying patterns from offline to 
online and managing work-from-home routines). 

The news on a vaccine will help to bolster private sector confidence 
that we can avoid further lockdowns beyond this year's winter and a 
full reopening of the economy can be a mid-2021 event. In addition, 
we believe that the vaccination of the vulnerable population (and not 
the higher bar for achieving herd immunity) and the advent of rapid 
testing will be key in reopening the economies, even for the 
COVID-19-sensitive sectors.

https://ny.matrix.ms.com/eqr/article/webapp/d96e4366-a0c2-11ea-849f-3018d86a1ee5?t=1592154284%3A3%3A1503%3Avmias1106668&m=1&ch=autob#
https://ny.matrix.ms.com/eqr/article/webapp/d96e4366-a0c2-11ea-849f-3018d86a1ee5?t=1592154284%3A3%3A1503%3Avmias1106668&m=1&ch=autob#
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In the near term, COVID-19 still influences the DM 
growth path 

DM growth to moderate in the winter…  In the US, hospitalisations 
are now above their June/July levels and will likely warrant imple-
menting restrictions in a number of states/cities, especially limiting 
indoor dining. However, the strong carryover momentum and still 
improving high-frequency indicators suggest to us that we are 
unlikely to see a sequential decline in GDP, though we do pencil in 
monthly declines in consumer spending in November and December. 
In Europe, restrictions have already been implemented and we there-
fore expect a decline in activity through the winter. Encouragingly, we 
already see early signs of stabilising case numbers in the UK and 
declining case counts in the Netherlands, which implemented restric-
tions about a week or two earlier than the rest of Europe, as well as 
more recently in France. In both the US and Europe, we expect that 
the growth payback once restrictions are lifted will keep their end 
destinations of pre-COVID-19 output levels intact. 

…but EMs to power on: EMs ex China initially lagged the recovery 
but are now catching up. The COVID-19 situation is improving across 
a large swathe of EMs, allowing policy-makers to reopen their econo-
mies further, even before a vaccine becomes available. 
Trade-dependent economies like Korea and Taiwan are already well 
into their recoveries, while in the large, arguably more domestic 
demand-oriented economies like India and Brazil, a number of indica-
tors have recently exceeded pre-COVID-19 levels and are registering 
positive year-on-year growth. This strong momentum should con-
tinue into 2021, with EM growth rising to 7.4%Y, higher than the con-
sensus expectation of 6.3%Y. In particular, we have a more 
constructive view on Asia ex Japan and LatAm as compared to the 
consensus (for more on the EM outlook, see EMs boarding the 
reflation train ). 

Exhibit 3:
New COVID-19 cases are still rising in the US but declining in the euro 
area  and EMs ex China 
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Exhibit 4:
Hospitalisation trend in top 20 US states (by GDP size)  at June/July 
peaks 
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Exhibit 5:
Hospitalisations in the UK, France and Italy approaching the spring 
peaks 
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Exhibit 6:
A global synchronous recovery from 2Q21 
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Strong private sector risk appetite pushes global 
growth back onto the pre-COVID-19 path

The global economy is on a self-sustaining path: Beyond the 
bounce-back after the lifting of restrictions in DMs in the spring, we 
believe that the global economy is on a self-sustaining path. Our 
framework all through the year (which also explains why we have 
been more constructive than the consensus) is that COVID-19 is an 
exogenous shock, private sector balance sheets and the financial 
system were in good shape coming into this recession and we had a 
policy response that was timely, coordinated and sizeable. The com-
bination of these three factors meant that private sector risk appe-
tite, which is crucial in any recovery, has remained relatively healthy. 
In some ways, this was what had played out around the world in 
3Q20, especially so in DMs, where growth was able to rebound 
sharply, and we made up good ground on the output losses. The US 
and euro area economies already moved to 97% and 96% of their pre-
COVID-19 levels, respectively. Moreover, even as the economies are 
well on their recovery paths, policy-makers are keeping extremely 
reflationary policies in place as they try to mitigate the impact on 
unemployment. We expect that the G4 central banks will expand 
their balance sheets collectively by a further US$3.4 trillion in 2021  
(after an expansion of US$8.6 trillion in 2020) and the G4 fiscal defi-
cits will remain relatively wide at 9% of GDP in 2021. 

The consumer has been leading the recovery so far: Consumer 
spending is now much closer to where it was pre-COVID-19. US per-
sonal consumption expenditure is estimated to be at 98.5% of pre-
COVID-19 levels in October and euro area private consumption is 
estimated to have reached 95.2% of pre-COVID-19 levels in 3Q20. In 
large EM economies, China’s real retail sales are now growing by 
2.4%Y, Brazil’s real retail sales are now 7.7% above pre-COVID-19 
levels in September and auto sales in India are also growing by 20%Y. 

In the US, the strength in the consumer can lead to a self-sustaining 
recovery. Personal incomes of US households have already reached 
3.6% above pre-COVID-19 levels in September, even after the first 
round of direct related fiscal support  expired. This increase in per-
sonal incomes was primarily driven by a strong recovery in income 
from wage compensation, which has risen by 8.4% since its April 
bottom. The rebound in wage compensation in turn reflects the turn-
around in the labour market, with both employment and wage 
growth picking up. Moreover, households, bolstered by fiscal trans-
fers, have room to dip into their excess savings stock. Our US econo-

Exhibit 7:
Global growth on track for a reflationary rebound 

-10%

-5%

0%

5%

10%

15%

Dec-04 Dec-06 Dec-08 Dec-10 Dec-12 Dec-14 Dec-16 Dec-18 Dec-20 Dec-22

Global Real GDP Growth %Y

Global* Nominal GDP Growth %Y

MS f'casts

Source: Haver Analytics, Morgan Stanley Research forecasts; *Global nominal GDP includes economies 
under Morgan Stanley coverage excluding South Africa. Aggregates are PPP-based GDP-weighted aver-
ages.

mists highlight that large fiscal transfers and lower spending (con-
strained by lockdown measures) in the initial months of the pan-
demic have led households to run up large amounts of excess savings. 
Relative to the pre-COVID-19 baseline, households have saved an 
extra US$1.2 trillion (non-annualised) as of September (which trans-
lates to 8.5% of 2019 PCE levels). This savings buffer should provide 
an additional cushion for consumer spending in the coming months. 
To an extent, a similar dynamic is also under way in Europe, and we 
expect consumer activity to surge again in the spring once restric-
tions are lifted. 

We expect a vibrant capex cycle to follow: A key feature of any 
self-sustaining recovery is the capex cycle. While consumers have 
been leading the recovery so far, the damage to the capex cycle has 
not been as bad as feared. A continued recovery in consumption and 
the fact that private sector risk attitudes are healthy mean that we 
expect a vibrant capex cycle to kick off from 2Q21. 

We are already seeing some early signs of a pick-up in capex. 
High-frequency indicators that we track – including capital goods 
production and imports – are bouncing back in a similar fashion as 
aggregate economic activity. In the US and Asia, where the recoveries 
are arguably more advanced than other economies, US capex plans 
have risen to their highest level since August 2019 and core capital 
goods orders are running ahead of shipments, suggesting that a 
revival in business capex is already under way. In China and other 
trade-dependent economies, stronger external demand conditions 
should also lead to a rise in capex, particularly in the private manufac-
turing sector. 
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EMs boarding the reflation train

A strong EM rebound is in the works: Investors have become 
increasingly sceptical of EM over the years. While structural factors 
weighing on potential growth have played a role, EMs have been 
growing well below their potential due to numerous cyclical chal-
lenges as well. Just as they were emerging from a deep cyclical down-
turn in 2017, the advent of trade tensions from 2H18 and the outbreak 
of COVID-19 disrupted the recovery. We expect a strong cyclical 
recovery in 2021, with EMxC economies – which account for roughly 
25% of nominal US dollar global GDP – catching up with the pace of 
recovery elsewhere. 

In 2020, the severe outbreak of COVID-19 and the lack of fiscal policy 
space to provide substantial counter-cyclical support (unlike post-
2008) meant that EMs ex China lagged initially. But we think that the 
cyclical outlook has improved recently and will likely continue in 
2021, for five reasons:

l The improving COVID-19 situation in most large EMs;
l Additional acceleration in growth momentum after a vaccine 

becomes available;
l Rising support from external demand, especially driven by a 

wider US current account deficit, low US rates and a weak US 
dollar;

l China’s growth impulse; 
l Lagged effects of EM monetary easing and liquidity provision.

EM growth is already gaining momentum… As noted, many of the 
EMs ex China economies have started to see a strong pick-up in 
growth. This strength should continue to improve in the next 3-4 
months, even before a vaccine is available.

…and should see a boost from a vaccine in 1H21: EMs also stand 
to benefit strongly from a vaccine, which is likely to be available for 
emergency use in 1Q21. EMs are either developing their own vaccines 
or have procured supplies of the numerous types of vaccine that are 
currently in advanced stage trials. 

While initial quantities may be limited, as we have argued before, the 
population will not need to reach herd immunity to almost fully 
resume economic activity. By protecting vulnerable populations, 
even limited vaccinations are likely to lower fatalities and the strain 
on public health systems – the only real constraints on governments 
loosening COVID-19-related restrictions, especially in economies 
where reopening has lagged.

External demand conditions are favourable: EM real exports were 
already growing on a year-on-year basis in September 2020, helped 
by a recovery in end demand in key markets and the restocking cycle. 
These external demand conditions are likely to remain supportive, 
helped by improving demand in the US and China – the two largest 
economies. 

Exhibit 8:
EMs ex China have gone through a deep cyclical downturn 
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Exhibit 9:
COVID-19 cases have declined in most EMXC economies
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Exhibit 10:
EM exports volume already back in positive year-on-year territory
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US reflationary policies will widen its current account deficit: In 
combination with easy monetary policy, fiscal stimulus will remain an 
active policy tool in 2021 (and likely beyond) in the US, a key pillar of 
our views on the speed of the US recovery and the return of inflation. 
But these reflationary policies will also have key implications for 
global growth, and especially for emerging markets, because of a 
shift in the savings-investment balance.

In contrast to the last cycle, a rise in government deficits will not be 
offset by increased domestic saving in the private sector, particularly 
households. Households do not face the same deleveraging pres-
sures as they did coming out of the GFC, private debt/GDP ratios 
have been stable for some time, and low interest rates provide little 
incentive to save. The resulting widening of the current account def-
icit will be another factor driving USD weaker, as our global macro 
strategy team forecasts. We believe that the set-up of continued low 
real rates and a widening US current account deficit will provide a 
reflationary impulse for the rest of the world, especially EMs, since 
EM economies account for roughly two-thirds of the US trade deficit 
and are likely to benefit most from the increase in import demand. 

China’s growth impulse: China likely will have returned to its pre-
pandemic growth path by year-end, but it will maintain policy sup-
port in the near term as policy-makers are working on restoring 
health to the labour market. China’s credit impulse has reached its 
highest level since mid-2016, and its effects, especially on infrastruc-
ture spending, will flow through to other EM economies in the 
coming quarters.

Moreover, private consumption is expected to bounce back sharply 
in 2021 as households gain confidence and will begin to draw down 
their precautionary savings. The availability of a vaccine will lead to 
the full resumption of contact-based activities, providing a fillip to 
consumption growth. Favourable external demand conditions 
should also translate to a rebound in private manufacturing sector 
capex, meaning that private sector activity looks set to recover in a 
fully fledged manner. While we do expect some tightening of macro 
policies in 2021, we argue that this will come against a backdrop in 
which a recovery would have been well under way. In many ways, this 
exemplifies the counter-cyclical policy approach in which support is 
reduced when the private sector recovers. 

A lagged effect from monetary easing: Fiscal policy capacity may 
have been limited, but with macro stability factors in check, EM cen-
tral banks have been able to ease aggressively in response to the 
downturn. Real policy rates have declined into negative territory, and 
EMxC central bank balance sheets have expanded at the fastest pace 
in recent history. As the recovery progresses and confidence returns, 

Exhibit 11:
US saving-investment gap (current account deficit) set to inflect   
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Exhibit 12:
China's imports growth has rebounded at a fast pace
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we expect the effectiveness of easy monetary policy to increase, 
which should be reflected in a pick-up in domestic credit demand. 

Importantly, EM central banks are unlikely to feel any pressure to 
remove liquidity prematurely. This reflects the improved state of EM 
macro stability indicators but also the removal of external pressures 

Exhibit 13:
 Macro stability in EMs ex China are healthy 

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

2%

3%

4%

5%

6%

7%

Sep-06 Sep-08 Sep-10 Sep-12 Sep-14 Sep-16 Sep-18 Sep-20

EMXC Core Inflation %Y

EMXC Current Account Balance (% of GDP, RHS)

Source: CEIC, Haver Analytics, IMF, Morgan Stanley Research forecasts; Note: Left: EMXC excludes 
Argentina Turkey and the Philippines; Right: EMXC excludes Hungary.



M

MORGAN STANLEY RESEARCH 9

M
that have cut short EM easing cycles in the past. With the Fed on hold 
for the foreseeable future and the outlook for a weaker USD, EM cen-
tral banks will face little pressure to raise rates to protect the 
exchange rate or prevent foreign capital outflows. While structural 
issues linger in the background, we think that they are not likely to 
be constraints on the cyclical recovery. In addition, a cyclical recovery 
will actually help to alleviate some pressures, such as on public 
finances, as tax revenues rebound alongside nominal GDP growth. 

The inflation regime change in the US

A fundamental shift in inflation dynamics: Every recession leaves 
an indelible mark and 2020 is no exception. Post-2008, the con-
sensus slowly but surely got to grips with how economies would 
evolve post a financial crisis and the long-lasting effects it would 
have. This time around, we think it is inflation dynamics that have fun-
damentally changed, and consensus has not fully embraced this 
notion. We see a strong case for the return of inflation in this cycle, 
especially in the US. Our chief US economist Ellen Zentner expects 
core PCE inflation to reach 2%Y by 2H21 and rise above 2%Y on a 
sustained basis starting in 2022. 

Triggers for action were already in place before the recession: 
We have been highlighting for some time that political and economic 
triggers would bring about changes leading to higher inflation in this 
cycle. To recap, we saw the declining wage share in GDP, rising income 
inequality and declining natural interest rates as catalysts for policy-
makers to take action. What this in effect meant was that policy-
makers were coming around to the idea of using fiscal policy actively 
and were moving towards disrupting the trio of tech, trade and titans 
that had played a role in depressing wages and their transmission to 
inflation. 

Policy-makers are focused on the state of the labor market… As 
the recession hit, it exacerbated the pre-existing trends in income 
inequality. Low-income households have borne the brunt of this 
recession, accounting for as much as 68% of the private sector job 
losses from February to April. While decisive policy stimulus has 
helped to lift economic output, the accelerated restructuring of the 
economy has driven a divergence between economic activity (which 
has been on a V-shaped recovery) and the labour market. As a case 
in point, despite US GDP being at 97% of pre-COVID-19 levels in 
3Q20, the underlying adjusted unemployment rate is still at 10.2% 
versus a pre-COVID-19 run rate of 3.5%. 

Exhibit 15:
EM central banks have expanded their balance sheet by 6% of GDP  
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Exhibit 14:
An accommodative Fed reduces external pressures on EM to tighten 
monetary policy
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…and are keeping policies highly reflationary: Against this back-
drop, policy-makers have made clear their intent to enact policies 
that would help lower-income households, either via direct fiscal 
action or indirectly by allowing the economy to run ‘red-hot’. By 1Q21, 
GDP levels in the US would have reached 98.7% of pre-COVID-19 
levels, yet policy support will likely remain very accommodative. We 
expect the Federal Reserve to maintain an accommodative monetary 
policy stance in 2021, keeping rates at zero while continuing to 
expand its balance sheet by a further ~US$1.3 trillion over the course 
of 2021. We are expecting further fiscal stimulus to be enacted, which 
will keep the fiscal deficit relatively high at 10.7% of GDP in 2021 rela-
tive to 15.2% in 2020. With these accommodative policy stances 
unchanged even as output nears pre-COVID-19 levels in 2021, they 
will only help to lift aggregate demand and, along with it, inflationary 
pressures. As context, when GDP was last close to these levels in 
4Q19, the policy rate stood at 1.625%, the Fed’s balance sheet was 
19.2% of GDP and the fiscal deficit for 2019 was 4.8%. 
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In our view, inflation will quickly return to 2%Y: In this cycle, we 
expect inflation to rise above 2%Y  22 months after the start of the 
recession (i.e., from 2022 onwards) and will be sustained above that 
thereafter. After the last two recessions, it took 40 and 50 months, 
respectively. 

The consensus remains bearish on inflation prospects: The con-
sensus does not expect inflation to rise back to 2%Y, even looking out 
to 2022: 

1.  Labour market: Among other reasons, the main pushback is 
that elevated unemployment rates will be a constraint on 
higher inflation. At the outset, we expected a stronger 
recovery in GDP growth and the labour market as compared 
to the consensus. Moreover, policy-makers are deploying the 
full force of their counter-cyclical policies in a bid to get the 
unemployment rate back to pre-pandemic levels in the 
shortest possible time. But the pandemic has produced his-
toric job losses and an accelerated restructuring of the 
economy. Displaced workers will need time to be retrained 
for new jobs, which means that in all likelihood the frictional 
and structural rates of unemployment (the natural rate of 
unemployment) will rise as well. Pushing extremely refla-
tionary policies, especially when output has already recov-
ered to a large extent, will overstimulate aggregate demand, 
with higher inflation the end result. One could counter that 
the US economy had achieved low levels of unemployment 
(3.5%) without facing inflation pressures. However, we con-
tend that this was accomplished over a very long expansion 
cycle, where the pace of economic restructuring was gradual, 
giving businesses and workers time to adjust. 

2. Velocity of money: The other pushback to our inflation view 
we often hear is that accommodative monetary policies will 
not translate into an uptick in velocity, just as they didn’t post-
2008. We believe that this cycle will be different in that the 
financial system started off this recession in a much better 
shape than during the global financial crisis. Post-2008, the 
severe impairments to the financial system meant that the 
intermediary of the credit flows was risk-averse. This in turn 
led to the Fed’s balance sheet expansion translating into a rise 
in excess reserves. This time round, the financial system is not 
impaired and the banking system is in good shape – so they 
will be there to ensure a relatively smooth flow of credit 
flows and won’t be a big drag on velocity. Moreover, the pri-
vate sector balance sheets are also not as badly impaired. 
Policy support and a shorter duration of the recession will 

Exhibit 17:
In the previous cycle, the Fed tightened monetary policy well before 
inflation reached 2%Y
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Exhibit 16:
US core PCE inflation  to cross 2%Y faster than in past cycles 
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help to mitigate the adverse impact on private sector balance 
sheets. As risk appetite improves, credit demand will pick up 
too. 

Inflation overshoots 2%Y in 2022: We think that the rise of infla-
tion will not stop even as it approaches 2%Y and will in fact overshoot 
in 2022. Key is the role of the Fed and its new average inflation tar-
geting framework. Sceptics will argue that it is one thing to target an 
inflation overshoot but another to actually get inflation close to 
2%Y. Past cycles show that the US economy was able to reach 2%Y 
inflation, but the Fed played a role in preventing a significant over-
shoot, particularly in the last cycle when it hiked interest rates even 
before inflation reached 2%Y. However, the new framework effec-
tively means that the Fed will not only accommodate a sustainable 
rise in inflation to 2%Y but also aim for a modest overshoot above 
2%Y.
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Exhibit 18:
Job losses in the US are concentrated in the low-wage sectors in this 
cycle 
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Exhibit 19:
US fiscal deficit to remain large in 2021
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Exhibit 20:
Fed's balance sheet to peak at US$9 trillion in 2022
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Risks: Virus, fiscal policy uncertainty and 
an inflation surprise

The key factors that we are watching include: 

1) Virus and vaccine developments: In the near term, downside 
risks are dominated by the path of COVID-19 infections. After Europe, 
we expect several states/cities in the US to announce restrictions on 
activities, especially indoor dining, considering that new hospitalisa-
tions are rising closer to June/July peak levels. We have already 
accounted for a moderation in activity in a number of DM economies 
in the coming months. But if these measures do not contain the virus 
spread, even tighter restrictions will likely kick in, posing downside 
risks to our forecasts for the next 3-4 months. This scenario would 
become more likely if the development of a vaccine hits a snag and 
emergency authorisation is delayed until later in 2021. 

2)  Uncertainty around the fiscal policy path: In our base case, we 
expect additional, moderate fiscal easing measures in DMs (espe-
cially the US) in response to the impact of COVID-19, even in a divided 
government scenario. However, if political gridlock prevents even a 
reactive fiscal expansion effort, we see downside to our growth fore-
casts. Moreover, a split government scenario also increases the risk 
of more aggressive fiscal tightening in 2022. On the flip-side, a large 
fiscal stimulus package of about US$2-2.5 trillion will impart upside 
to our growth estimates, and also creates an environment where the 
growth recovery will be much sharper, and inflation could overshoot 
2%Y even earlier than our expectations. 

3)  Early emergence of an inflation overshoot and a potential dis-
ruptive shift in Fed policy expectations: In our base case, we expect 
underlying US inflation to overshoot the Fed’s inflation target mod-
erately in 2022. However, we are concerned that the shift in inflation 
could occur at an even faster pace than we expect – both in terms of 
how quickly it reaches 2%Y and also the momentum and extent of 
overshoot after reaching 2%Y. The key issue is the uncertainty 
around the natural rate of unemployment in this cycle. If the acceler-
ated restructuring of the economy means a higher NAIRU, the highly 
reflationary policies will lead to wage and inflation pressures 
emerging earlier. In addition, a faster pace of reopening, aided by posi-
tive developments on the vaccine front, will also rekindle the risk 
appetite of the private sector. With an accommodative monetary 
policy backdrop, this could translate into an uptick in credit creation 
and aggregate demand more quickly, pushing inflation higher too. 
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We are concerned that as inflation crosses 2%Y, we could see a 
sharper pace of acceleration, increasing the risk of inflation over-
shooting 2.5%Y. This scenario could produce a disruptive shift in 
inflation expectations and may prompt the Fed to tighten much 
sooner than we and the market are currently anticipating. Moreover, 
concerns about public debt sustainability have been held in abeyance 
precisely because of the expectation that real interest rates will 
remain lower for longer. If inflation prompts the Fed to shift to a more 
hawkish policy stance, higher real rates would bring these concerns 
back to the fore, which could bring about an adverse tightening of 
financial conditions. 

We see the risks to our forecasts as balanced: 

Bear case: In our bear case, global growth dips more than expected, 
as a large rise in fatalities leads policy-makers to implement aggres-
sive, far-reaching lockdowns that extend beyond social gatherings 
and restaurants. A March/April-style shutdown leads to substantial 
financial market volatility and widening of credit spreads, weighing 
on private sector spending and investment. Global growth comes in 
at 4.6%Y in 2021 versus our base case of 6.4%Y. 

Bull case: Our bull case consists of a combination of a faster return 
to normal and even more accommodative fiscal policy. A vaccine 
becomes broadly available more quickly and is widely disseminated, 
leading to a normalisation of activity across the board by 3Q21, even 
including international travel and tourism. Fiscal stimulus surprises 
on the upside in the US, and financial conditions ease. These factors 
lift global growth up to 8.2%Y in 2021.  

Exhibit 21:
Morgan Stanley bull-bear GDP growth forecasts: We see balanced risks to the outlook

2020E 2021E 2022E 2023-25E

Base Bear Base Bull Bear Base Bull Base
GLOBAL -3.5 4.6 6.4 8.2 3.4 4.4 5.4 3.1

G10 -5.4 2.8 5.1 7.5 2.8 3.9 4.9 1.6

US -3.5 3.1 5.9 8.7 3.0 4.1 5.3 1.7
EA -7.2 2.7 5.0 6.9 3.0 3.9 4.3 1.5
Japan -5.2 1.4 2.4 3.7 0.9 2.4 3.9 1.0
UK -11.4 2.3 5.3 8.1 4.5 5.5 6.5 2.5

EM -2.0 6.0 7.4 8.8 3.8 4.7 5.7 4.2

China 2.3 8.0 9.0 10.0 4.8 5.4 6.0 4.7
India -5.7 9.0 9.8 10.9 5.3 6.0 7.0 6.0
Brazil -4.0 2.1 4.3 5.5 1.3 2.7 4.3 2.2
Russia -4.0 1.1 3.4 5.6 2.6 3.2 3.8 1.8

Source: Haver Analytics, IMF, Morgan Stanley Research forecasts; Note: Aggregates are PPP-based GDP-weighted averages.
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Exhibit 24:
G4 and BRIC headline government budget deficits to stay wide in 2021

Headline government budget balance (% of GDP)

2016 2017 2018 2019 2020E 2021E 2022E
G4

US -3.1 -3.5 -4.2 -4.8 -15.2 -10.7 -4.5
EA -1.5 -0.9 -0.5 -0.6 -9.5 -5.8 -4.4
Japan -3.7 -3.1 -2.5 -3.3 -13.1 -8.2 -4.4
UK -3.3 -2.5 -2.2 -2.1 -19.3 -9.2 -6.6

BRIC

China* -10.4 -7.6 -7.1 -9.9 -15.4 -12.0 -10.5
India -6.9 -6.1 -6.1 -7.4 -10.4 -9.6 -7.9
Brazil -9.0 -7.8 -7.1 -5.9 -16.8 -7.6 -6.7
Russia -3.5 -1.5 2.6 1.8 -4.8 -2.5 -1.0

G4+China -5.1 -4.1 -4.1 -5.3 -14.0 -9.8 -6.8

G4+BRIC -5.3 -4.3 -4.1 -5.2 -13.3 -9.4 -6.6

Source: IMF, national sources, Morgan Stanley Research forecasts; *China's overall government balance is the augmented balance including both on- and off-budget balances. Note: The G4+China and G4+BRIC aggre-
gates are the PPP-based GDP-weighted average.

Exhibit 25:
G4+BRIC cyclically adjusted fiscal spending to remain accommodative  

Cyclically adjusted primary government budget balance (% of GDP)

2016 2017 2018 2019 2020E 2021E 2022E
G4

US -1.4 -1.8 -2.5 -3.3 -11.4 -8.5 -3.5
EA 1.0 0.7 0.8 0.5 -3.6 -2.8 -1.9
Japan -3.4 -2.9 -2.1 -2.8 -11.4 -7.2 -4.0
UK -1.2 -0.8 -0.8 -1.1 -9.0 -5.6 -3.6

BRIC

China* -8.4 -5.4 -5.5 -8.4 -12.8 -10.0 -8.7
India -2.3 -1.4 -2.0 -2.2 -5.2 -3.8 -3.4
Brazil -1.2 -0.6 -0.6 0.0 -10.4 -2.0 -1.4
Russia -2.4 -0.1 2.9 2.0 -3.0 -1.7 -0.7

G4+China -3.2 -2.4 -2.6 -4.0 -10.1 -7.6 -5.1

G4+BRIC -3.0 -2.1 -2.2 -3.4 -9.3 -6.7 -4.6

Source: IMF, national sources, Morgan Stanley Research forecasts; *China's cyclically adjusted  government primary balance is the cyclically adjusted augmented primary balance including both on-budget and off-budget 
balances. Note: The G4+China and G4+BRIC aggregates are the PPP-based GDP-weighted average.

Exhibit 22:
G4 central banks' balance sheet
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Exhibit 23:
G4 and China cyclically adjusted primary balances
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Taking stock of the policy response in the G4 and BRIC 
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US: Resilient and self-sustaining  – Momentum sustains the recovery through a  difficult winter, lifting GDP growth to 5.9%
2021. Inflation is sustained higher, unemployment lower, and the Fed begins to remove accommodation nine months earlie
than previously expected, with the first rate hike in 3Q23.

Euro area: Second slump to robust recovery  – After a second slump this winter, we see a spring surge ahead once restrict
lift. With ongoing policy support – the ECB buying assets amid sub-par inflation, and the recovery fund locking in higher 
investment – the initial rebound should turn into a robust recovery.

Japan: Recovery continues under PM Suga  – We expect Japan's solid recovery to continue on the back of the firm global 
economic recovery led by the US, the government continuing accommodative economic policies, and resilient capex with p
support for digital transformation. 

UK: Lagging on double trouble   – Following a second slump in 4Q20, we see a spring surge as restrictions are lifted. Howe
Brexit will be an extra drag, helping to delay a return to pre-COVID-19 levels to 2023. With the slow recovery, we expect fu
fiscal easing and a Bank Rate cut to 0%. 

China: Consumption roaring back  – We see 9%Y GDP growth in 2021, led by a strong recovery in private consumption and
global demand, before moderating towards its potential of 5.4%Y in 2022. Policy will tighten  counter-cyclically amid reflat

India: Gaining strength in 2021     – We maintain a constructive view on the economy and expect the growth recovery to gain
strength from 2Q21. Inflation will remain marginally above the 4%Y target but external stability risks stay contained and p
rates only see a first lift-off at year-end from an extraordinarily accommodative stance.

Russia: Sailing through headwinds   – Though Russia faces multiple headwinds, we think that economic activity will recove
its pre-COVID-19 level in 4Q21 as the availability of a vaccine boosts domestic demand in spring. Reflation begins in 2H21 an
CBR eyes neutral rates in 2022.

Brazil: The fiscal balancing act  – The recovery continues on the back of strong global growth and domestic demand helped
low interest rate environment. Some limited fiscal slippage keeps uncertainty high, but is gradually reduced with progress 
the reform agenda. A still wide negative output gap should keep core inflation in check and help the central bank to keep r
low and only start normalising monetary policy in 4Q21. 

Country snapshots
14
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Key forecasts

Quarterly Annual

2020 2021 2022 2020E 2021E 2022E

Real GDP 1Q 2Q 3QE 4QE 1QE 2QE 3QE 4QE 1QE 2QE 3QE 4QE
Global (YoY) -1.6 -9.0 -2.6 -0.8 4.0 12.5 5.5 5.2 5.1 4.4 4.1 3.8 -3.5 6.4 4.4
G10 (YoY) -1.2 -11.7 -4.3 -4.2 -1.6 12.4 4.5 5.9 5.7 4.2 3.2 2.6 -5.4 5.1 3.9
United States 0.3 -9.0 -2.9 -2.3 0.0 12.2 5.9 6.0 5.8 4.4 3.6 2.7 -3.5 5.9 4.1
Euro Area -3.3 -14.8 -4.4 -6.6 -1.9 13.8 2.7 6.3 6.0 4.1 3.1 2.5 -7.2 5.0 3.9
Japan -1.8 -9.9 -5.8 -3.2 -2.4 6.9 3.1 2.7 3.3 2.7 2.0 1.7 -5.2 2.4 2.4
UK -2.1 -21.5 -9.6 -12.4 -8.7 18.3 5.1 9.5 8.9 5.7 4.0 3.8 -11.4 5.3 5.5
EM (YoY) -1.9 -6.9 -1.2 1.8 8.2 12.5 6.2 4.6 4.7 4.7 4.8 4.8 -2.0 7.4 4.7
China -6.8 3.2 4.9 6.1 19.6 8.0 6.4 5.0 5.0 5.3 5.5 5.5 2.3 9.0 5.4
India 3.1 -23.9 -6.0 3.5 4.2 27.9 7.0 5.0 5.4 5.5 6.5 6.4 -5.7 9.8 6.0
Brazil -0.3 -11.4 -3.7 -0.4 1.8 13.0 3.5 0.1 1.7 2.2 2.9 3.8 -4.0 4.3 2.7
Russia 1.6 -8.0 -4.6 -4.4 -3.2 7.5 4.4 4.7 4.5 3.5 2.8 2.2 -4.0 3.4 3.2
Global (%Q, SAAR) -12.7 -16.6 37.1 6.9 5.5 7.3 5.0 5.1 4.6 3.5 3.4 3.7 -3.5 6.4 4.4
G10 (%Q, SAAR) -7.8 -35.3 42.1 -0.4 4.3 8.8 6.0 4.6 3.3 2.7 2.3 2.1 -5.4 5.1 3.9
United States -5.0 -31.4 33.1 4.8 4.5 8.6 5.8 5.3 3.6 2.9 2.4 2.0 -3.5 5.9 4.1
Euro Area -14.1 -39.5 60.5 -8.7 4.2 10.0 6.4 4.6 3.2 2.3 2.3 2.2 -7.2 5.0 3.9
Japan -2.3 -28.1 20.8 3.0 1.4 4.2 3.3 2.5 2.4 2.0 1.2 1.2 -5.2 2.4 2.4
UK -9.7 -58.7 78.0 -11.5 6.6 16.5 10.8 4.5 4.1 3.6 3.6 3.6 -11.4 5.3 5.5

Consumer Price Inflation (YoY)
Global* 3.2 1.9 2.1 1.5 1.6 2.4 2.1 2.3 2.4 2.5 2.6 2.6 2.2 2.1 2.5
G10 1.6 0.3 0.6 0.4 0.6 1.6 1.3 1.5 1.7 1.8 1.9 1.9 0.7 1.2 1.8
United States 2.1 0.4 1.3 1.0 1.1 2.5 1.8 2.0 2.3 2.5 2.6 2.6 1.2 1.8 2.5
Euro Area 1.1 0.2 0.0 -0.3 0.2 0.8 1.0 1.4 1.4 1.5 1.5 1.4 0.3 0.9 1.4
Japan** 0.5 0.1 0.2 -0.4 -0.4 0.0 -0.5 -0.1 0.0 0.2 0.5 0.5 0.1 -0.2 0.3
UK 1.7 0.6 0.6 0.4 0.5 1.5 1.3 1.7 1.8 1.6 1.7 1.8 0.8 1.3 1.7
EM* 4.5 3.2 3.2 2.4 2.3 3.1 2.8 2.9 2.9 3.0 3.1 3.1 3.3 2.8 3.0
China 5.0 2.7 2.3 0.4 0.7 1.9 1.6 2.2 2.2 2.2 2.1 2.1 2.6 1.6 2.2
India 6.7 6.6 6.9 5.9 5.2 5.2 4.3 3.3 3.6 4.1 4.8 5.3 6.5 4.5 4.5
Brazil 3.8 2.1 2.6 3.7 3.5 4.7 4.4 3.4 3.5 3.7 3.9 3.7 3.1 4.0 3.7
Russia 2.4 3.1 3.5 3.7 3.7 3.2 3.5 3.9 4.0 4.1 4.0 4.1 3.2 3.6 4.1

Core Inflation (YoY)
Global (G4 & BRIC) 1.7 1.5 1.4 1.4 1.6 2.0 2.1 2.2 2.1 2.1 2.3 2.4 1.5 2.0 2.2
G4 1.4 0.9 1.0 0.9 1.1 1.5 1.3 1.5 1.4 1.5 1.6 1.6 1.0 1.3 1.5
G3 1.4 0.9 1.0 0.9 1.1 1.5 1.3 1.5 1.4 1.5 1.6 1.6 1.0 1.3 1.5
United States^ 1.8 1.0 1.6 1.6 1.6 2.3 1.8 1.9 2.0 2.1 2.1 2.2 1.5 1.9 2.1
Euro Area 1.1 0.9 0.6 0.2 0.7 0.9 1.1 1.5 1.1 1.1 1.2 1.1 0.7 1.1 1.1
Japan 0.5 0.1 -0.2 -0.2 -0.3 -0.2 -0.4 -0.3 -0.2 0.1 0.5 0.6 0.0 -0.3 0.2
UK 1.6 1.4 1.3 1.1 1.1 1.9 1.7 1.7 1.8 1.6 1.7 1.9 1.4 1.6 1.8
BRIC 2.1 2.1 1.9 1.9 2.1 2.5 2.9 3.0 2.9 2.8 3.0 3.2 2.0 2.6 3.0
China 1.2 1.0 0.5 0.6 1.0 1.6 2.2 2.2 2.2 2.1 2.0 2.0 0.8 1.8 2.1
India 4.1 5.1 5.7 5.4 5.0 4.8 4.4 4.4 4.4 4.4 4.8 5.6 5.1 4.7 4.8
Brazil 2.4 1.3 0.8 1.3 1.4 2.3 2.9 3.1 3.4 3.7 3.9 3.6 1.4 2.4 3.7
Russia 2.5 3.0 3.3 3.1 3.0 2.7 3.5 4.1 3.2 3.4 4.0 4.4 3.0 3.3 3.8

Monetary Policy Rate (% p.a.)
Global 1.8 1.5 1.6 1.6 1.6 1.6 1.6 1.7 1.7 1.8 1.9 1.9 1.6 1.7 1.9
G10 0.0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
United States 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125
Euro Area# -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50
Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
UK 0.75 0.10 0.10 0.10 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.10 0.00 0.00
EM 3.2 2.8 2.9 2.9 2.9 2.9 2.9 3.1 3.2 3.3 3.4 3.5 2.9 3.1 3.5
China^^ 1.83 1.99 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20
India 4.40 4.00 4.00 4.00 4.00 4.00 4.00 4.25 4.50 5.00 5.25 5.75 4.00 4.25 5.75
Brazil 3.75 2.25 2.00 2.00 2.00 2.00 2.00 3.00 4.00 5.00 5.00 5.00 2.00 3.00 5.00
Russia 6.00 4.50 4.25 4.25 4.25 4.25 4.50 4.75 4.75 5.00 5.00 5.00 4.25 4.75 5.00

Source:  IMF, Morgan Stanley Research forecasts; Note: Global and regional aggregates for GDP growth are GDP-weighted averages, using PPP weights; Japan policy rate is the interest rate on excess reserves; CPI num-
bers are period average. Global* and EM* Consumer Price Inflation Aggregates exclude Argentina. The global core inflation aggregate consists of G4+BRIC. ^The US core inflation number is the core PCE inflation. ^^7-day 
repo rate. **Japan CPI includes VAT and free child education impact. #Euro area policy rate refers to depo rate. 
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Consumption and investment spending forecasts

Quarterly Annual

2020 2021 2022 2020E 2021E 2022E

Pvt Consumption (%Y) 1Q 2Q 3QE 4QE 1QE 2QE 3QE 4QE 1QE 2QE 3QE 4QE

Global* -2.9 -11.5 -3.7 -2.0 4.2 15.8 5.7 5.7 5.5 4.7 4.3 4.1 -4.9 7.5 4.6
G4 -1.8 -13.3 -4.6 -5.0 -1.6 13.7 3.9 5.6 5.5 3.7 3.0 2.7 -6.2 5.1 3.7
United States 0.2 -10.2 -2.9 -2.4 0.3 13.4 5.4 5.6 5.6 4.0 3.5 3.0 -3.8 6.0 4.0
Euro Area -3.9 -16.0 -4.7 -7.3 -2.1 14.6 2.0 5.7 5.7 3.7 2.9 2.5 -8.0 4.7 3.7
Japan -2.6 -10.8 -6.2 -2.4 -1.6 7.6 2.1 1.3 1.5 1.1 0.9 0.9 -5.4 2.3 1.2
UK -2.9 -26.2 -13.1 -16.7 -11.9 21.1 5.7 12.0 10.3 6.2 4.4 4.2 -14.7 5.6 6.2
BRIC -4.8 -10.0 -2.2 1.8 11.1 19.4 7.7 6.0 5.8 5.8 5.9 5.8 -3.5 10.5 5.8
China -9.0 -2.0 1.0 4.5 19.0 14.5 9.0 7.5 6.6 6.4 6.3 6.2 -1.0 12.4 6.3
India 1.8 -25.5 -6.3 0.8 2.3 34.1 6.6 4.4 5.4 6.1 6.8 6.8 -6.9 9.9 6.3
Brazil -0.7 -13.4 -5.2 -1.7 -0.3 14.3 4.2 0.5 1.7 2.3 2.8 3.5 -5.2 4.3 2.6
Russia 3.3 -22.3 -10.1 -9.7 -9.7 20.6 4.9 4.8 4.7 4.0 3.1 2.5 -9.8 4.3 3.5

Investment (%Y)

Global* -2.7 -9.0 -3.5 -2.3 3.6 13.8 5.8 5.7 5.5 5.0 4.7 4.5 -4.1 5.9 5.0
G4 -1.6 -11.6 -5.2 -5.1 -2.3 11.5 4.7 6.5 6.3 4.9 4.1 3.4 -5.8 4.8 4.7
United States 1.4 -5.8 -1.4 -0.8 0.4 10.3 6.4 6.8 6.8 5.3 4.3 3.5 -1.6 5.9 4.9
Euro Area# -5.5 -19.7 -8.6 -10.4 -4.6 14.7 2.0 6.1 6.3 4.8 4.1 3.6 -11.0 4.1 4.7
Japan -1.5 -5.1 -6.8 -3.1 -2.8 1.3 4.3 4.6 4.5 4.2 3.2 2.7 -4.1 1.7 3.6
UK -2.3 -22.6 -12.2 -11.5 -7.3 21.4 7.0 9.3 6.4 4.6 4.0 3.8 -12.1 6.7 4.7
BRIC -4.7 -5.8 -0.5 1.8 11.2 17.0 6.3 4.7 4.8 5.2 5.5 5.6 -1.6 7.2 5.3
China -5.1 10.3 5.8 4.0 18.0 3.0 5.5 5.0 5.0 5.1 5.2 5.2 4.8 5.5 5.2
India -7.7 -45.5 -12.6 -0.5 2.0 61.2 9.0 4.1 4.7 6.4 7.6 7.8 -16.6 13.9 6.6
Brazil 3.1 -15.2 -8.9 -0.9 -1.2 18.9 10.7 6.4 5.6 5.2 5.2 5.9 -5.3 8.3 5.5
Russia -1.7 -9.5 -5.5 -4.4 -1.3 3.5 2.2 2.4 2.7 3.0 3.1 3.2 -5.3 2.0 3.1

Source: Haver Analytics, IMF, CEIC, Morgan Stanley Research forecasts; *Global includes G4, BRIC, Korea, Indonesia, Taiwan and Mexico, and is PPP-weighted. #Euro area investment is gross fixed capital formation excluding intel-
lectual property products and cultivated biological assets.
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Bull-base-bear scenarios – DM

Bear Base Bull 

US: Ellen Zentner & US Economics Team

Downside risks are dominated by the path of 
COVID-19, and particularly if it comes in the 
absence of further fiscal stimulus. In this sce-
nario, a more drawn-out recovery leads to 
longer stints of unemployment and greater 
permanent job loss. The Fed remains pre-
pared to offset any sustained material tight-
ening in financial conditions by expanding the 
size and/or duration of its asset purchases. 
Compared with the base case, GDP growth is 
2.8pp lower in 2021 at 3.1%Y.

The pace of the recovery picks up steam after a 
difficult winter as it returns to normalisation. We 
expect the rise in new COVID-19 cases to 
dampen growth at the start of 2021, but the 
baseline level of activity created by momentum 
through the fall is enough to sustain the 
economy. We expect strong growth to continue  
into 2021 and lift our GDP growth forecast to 
5.9%Y. Seeing inflation sustained at or above 
2%Y  with substantial progress towards max-
imum employment, the Fed begins to raise the 
target range of the federal funds rate in 3Q23, 
nine months earlier than our previous expecta-
tion.

A less severe second wave and earlier b
based dissemination of the vaccine and
Democrats completing a larger portion 
wish list are key drivers of upside risk tha
lead to materially higher GDP growth. Th
ployment rate falls near pre-COVID-19 l
the end of 2021, and inflationary pressu
more quickly. Though the path of rate in
remains shallow, the interest rate lift-off
earlier, beginning in mid-2023. GDP gro
2021 is 2.8pp higher compared with the
case at 8.7%Y.

Euro area: Jacob Nell & EA Economics Team

More severe restrictions related to the 
second wave in COVID-19 cases this winter 
result in a deeper slump and a shallower 
recovery, with a vaccine becoming available  
with a  delay. The  ECB extends its pandemic 
response from end-2021 to end-2022, tops 
PEPP up another time in late 2021, and starts 
to buy  additional private assets,  in response 
to weaker growth and inflation. 

Restrictions curb  recovery through winter, fol-
lowed by a spring rebound, as a vaccine 
become widely available in 2Q.  Growth recovers 
to 5%Y next year and 3.9%Y in 2022, normal-
ising as  GDP reaches pre-COVID-19 levels, while 
inflation rises but remains well below  target. 
Policy remains supportive – with the ECB's pan-
demic response extended to end-2021, and con-
tinuing to buy assets  in 2022,  and  ERF 
disbursements starting from mid-2021.

Improved COVID-19 management and ea
availability of a vaccine allow restrictions
lifted earlier, paving the way for a strong
earlier rebound. While growth and inflat
modestly higher than in the base case, w
expect strong fiscal and monetary supp
through 2021, but then reduced policy s
2022, with  a slower pace of ECB asset p
in 2020, and faster  fiscal consolidation, n
Germany. 

Japan: Takeshi Yamaguchi & Hiromu Uezato

Weaker global growth slows Japan's 
exports. Premature fiscal tightening dam-
ages domestic demand, resulting in a higher 
risk of deflation. A decline in the Cabinet 
support rate raises concerns about political 
stability, making it difficult for the govern-
ment to implement structural reforms.  GDP 
stays well below pre-COVID-19 levels over the 
forecast horizon. The BoJ announces addi-
tional easing without cutting the negative 
rate.

We expect Japan's solid recovery to continue on 
the back of a firm and broadening global eco-
nomic rebound led by the US. GDP growth aver-
ages 2.4%Y in 2021 and economic activity 
returns to pre-crisis levels by 1Q22. The govern-
ment continues accommodative economic poli-
cies and capex is very resilient, helped by  policy 
support for digital transformation.

Stronger global growth with a faster fad
the global virus impact  accelerates Jap
exports and lifts overall GDP growth to 3
more expansionary fiscal policy stance 
a Lower House election supports domes
demand in the near term while monetary
stays accommodative. The BoJ may sta
malise policy in 2022 by shortening the
duration target to 5yr under YCC.

UK: Jacob Nell & Bruna Skarica

We see  a longer COVID-19 second wave and  
lockdown as well as a no-deal Brexit from 
January 2021.  In response, the BoE will pro-
vide bank funding at negative rates in early 
2021, and in late 2021 will take Bank Rate to 
-25bp  and  add £100bn more QE. GDP grows 
by only 2.3%Y in 2021, followed by a 4.5%Y 
increase in 2022 – leaving the economy still 
far below 4Q19 levels at the end of our fore-
cast horizon.

Following a second slump, we see a spring 
surge. However, Brexit will be a drag on the 
rebound, as even an FTA deal involves signifi-
cant new barriers to trade, helping to delay a 
return to pre-COVID-19 levels to 2023. 
Inflation will move gradually higher but still, in 
a reflection of the slow recovery, end 2022 
below target. With the sub-par recovery, we 
expect further policy easing, with rates going to 
zero and further public investment. 

The virus impact fades more quickly an
cine is broadly available sooner. With no
ture fiscal consolidation and a pragmati
deal, implemented a full year after it is ag
economy expands to pre-COVID-19 leve
2022, with GDP growth at 8.1%Y in 2021
6.5%Y in 2022. The BoE remains on hold
2022 sees fiscal consolidation.
MORGAN STANLEY RESEARCH 17
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Bear Base Bull 

China: Robin Xing & China Economics Team

While aggressive global lockdowns  weigh  on 
China's exports and domestic manufacturing 
capex, a premature domestic policy tight-
ening   on construction activity caps the  eco-
nomic recovery. In this case, we expect  
growth to reach 8%Y in 2021 and 4.8%Y in 
2022, and CPI could come in lower at  1.1%Y in 
2021. 

China will reach  9%Y growth in 2021, led by a 
strong recovery in private consumption and 
global demand. Meanwhile, CPI will likely enter 
reflation from 1Q21, driven by accelerated 
recovery in the contact-based services sector, aver-
aging 1.6%Y in 2021. This  would necessitate 
modest, counter-cyclical tightening of policy, 
with broad credit growth slipping by 2pp to 11.5%Y. 
Growth moderates to its potential trend of  5.4%Y in 
2022.

The combination of a faster-than-expe
fadeout of the global virus impact and
accommodative policy stance than the
case  on construction activity could lift 
growth to 10%Y in 2021, before moder
6%Y in 2022. In this case, we expect a 
reflation, with CPI reaching 2.1%Y in 2

India: Upasana Chachra, Bani Gambhir

A delay in vaccine availability and a rise in 
COVID-19 cases  globally lead to longer-than-
expected economic disruptions. Furthermore, 
heightened risk-aversion  exposes India to 
risks of external stability, limiting scope for 
incremental policy support. A prolonged 
growth slowdown  creates credit stress, 
leading to premature tightening of domestic 
financial conditions. 

We expect the growth recovery to strengthen 
from 2Q21, helped by continued normalisation in 
economic activity as new COVID-19 cases remain 
in check and do not create the need for large-
scale shutdowns. Vaccine availability in 1Q21  
helps as well. We expect  real rates to remain in 
negative territory in 2021 and fiscal policy to 
remain supportive, with spending directed 
towards rural and infrastructure areas. 

Increased support from external dema
against the backdrop of stronger globa
and easier global financial conditions s
stage for a stronger recovery in privat
demand and quicker rebound in privat
Inflation risks come to the fore and lea
central bank to raise policy rates. Fisc
solidation gathers pace as revenues a

Russia: Georgi Deyanov, Alina Slyusarchuk

Protracted weakness in oil prices due to 
spare supply capacity  and market volatility 
amid weaker global growth – driven by a 
more severe surge in COVID-19 cases and 
broad-based lockdowns – hurt fiscal reve-
nues  and drive stronger fiscal consolidation,  
while the CBR puts more emphasis on man-
aging RUB volatility and  highlights the risk of 
higher rates. 

Though Russia faces multiple headwinds, we think 
that economic activity will recover to its pre-
COVID-19 level in 4Q21 as the availability of a vac-
cine boosts domestic demand in spring. We expect 
the CBR to remain on hold and cautious until mid-
2021 and then to raise its key policy rate  as the 
economy and inflation  normalise. We see rates 
reaching 5.0% by mid-2022.

A quicker reduction in risks from COV
leads to a normalisation of travel dem
2021, which would mean higher oil pri
higher growth and a more gradual pick
inflation, thanks to a stronger RUB. In
scenario, we expect the CBR to normal
monetary policy  towards the mid-poin
neutral interest rate range of 5-6%. 

Brazil: Fernando Sedano, Thiago Machado

COVID-19 woes are extended and the gradual 
recovery of activity is not enough to reduce 
government spending pressures. The author-
ities decide to scrap all fiscal rules (as was 
the case in 2020), which  leads to financial 
instability. This would force the central bank 
to hike rates, further choking off the 
recovery. 

 The recovery continues on the back of strong 
global growth and domestic demand helped by a 
low interest rate environment. Some limited fiscal 
slippage keeps uncertainty high, but is gradually 
reduced with progress on the reform agenda. A 
still wide negative output gap should keep core 
inflation in check and help the central bank to 
keep rates low and only start normalising mone-
tary policy in 4Q21. 

In the bull case, Brazil keeps its fiscal 
intact and makes good progress on th
agenda next year. Comprehensive prog
the broader reform agenda further stre
the growth outlook, which entails lowe
and lower inflation for longer. 

Bull-base-bear scenarios – EM 
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4.0
1.8
4.9

4.2
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0.4
4.0
2.5
2.1

0.125
-4.5

126.0
MM
ment we expect points to a substantial closing of the em
gap, which supports higher core PCE inflation, as does 
aggregate demand. We forecast core PCE inflation to mov
2%Y on a sustained basis starting in late 2021, then rising 
2.2%Y at end-2022. 

On a stronger outlook, the Fed begins to take its foo
accelerator by reducing the pace of its asset purchases b
in January 2022 (at a US$10 billion Treasury/US$5 bil
monthly pace over eight months): This is one quarter ea
we had previously anticipated. An outcome in line with ou
tion would bring the size of the balance sheet to US$8.7 
end-2021 and US$9.0 trillion by end-2022. Seeing inflation
at or above 2%Y for a time with substantial progress tow
imum employment, the Fed begins to raise the target ran
federal funds rate in 3Q23, nine months earlier than our
expectation. 

Downside and upside risks to our outlook: Downside
dominated by the path of COVID-19, and particularly if it co
absence of further fiscal stimulus. In this scenario, a more d
recovery leads to  longer stints of unemployment and great
nent job loss. An earlier, robust dissemination of the va
Democrats completing a larger portion of their wish lis
drivers of upside risk that could lead to materially hig
growth.

United States: Forecast summary 

2019 2020E 2021E
Real GDP (%Y) 2.2 -3.5 5.9

 Private consumption 2.4 -3.8 6.0
 Government consumption 2.3 1.2 1.5
 Gross fixed investment 2.3 -1.6 5.9

Contribution to GDP (pp)
 Final domestic demand 2.4 -2.9 5.6
 Net exports -0.2 0.2 -0.9
 Inventories -0.1 -0.7 1.2

Unemp. rate (eop, % labour force) 3.5 6.7 5.1
CPI (%Y) 1.8 1.2 1.8
Core PCE (%Y) 1.7 1.5 1.9
Policy rate (eop, %) 1.625 0.125 0.125
General govt. balance (% GDP) -4.8 -15.2 -10.7
Gross govt. debt (% GDP) 107.7 125.1 128.0

Ellen Zentner  
(1 212) 296 4882 

US Economics Team  

US: Resilient and self-sustaining

Momentum sustains the recovery through a  difficult 
winter, lifting GDP growth to 5.9%Y in 2021. Inflation 
is sustained higher, unemployment lower, and the Fed 
begins to remove accommodation nine months earlier 
than previously expected, with the first rate hike in 
3Q23.

The pace of recovery picks up steam after a difficult winter as it 
returns to normalisation: We expect the rising threat of COVID-19 
to dampen growth through the first months of 2021, but the baseline 
level of activity created by momentum through the fall is enough to 
sustain the economy and lift our GDP growth forecast to 5.9%Y 
(6.0% 4Q/4Q). Moreover, further fiscal support is likely to come in 
reaction to the rise in hospitalisation and renewed restrictions, and 
could include increased money for testing, tracing and vaccine distri-
bution, as well as income for households. 

We initiate 2022 GDP growth at 4.1%Y (2.7% 4Q/4Q). In our forecast, 
the economy returns to its pre-COVID-19 (4Q19) level of output in 
2Q21.

 The post-vaccine recovery encourages increased labour force 
participation, while a faster pace of economic output creates 
plenty of space for new entrants into the labour market: On net 
this brings the unemployment rate down to 5.1% in 4Q21 and 4.0% 
in 4Q22 – a historically sharp decline –  in turn supporting growth in 
labour income throughout the forecast horizon. 

Following a difficult winter, with sequential declines in consumer 
spending into the new year,  growth in labour income and broad dis-
semination of a vaccine in spring 2021 help services spending to catch 
up to goods spending – which had already moved above its pre-
COVID-19 level in 2Q20 – by mid-year. Meanwhile, low mortgage 
rates, sizing up  and continued out-migration from city centres keep 
housing activity strong, which in turn fuels home-related spending. 

Fiscal expansion, when done early in a recovery, is most 
impactful and lifts inflationary pressures further: We have 
repeatedly made the case that inflation will surprise to the upside in 
this cycle, and indeed both consensus and the Fed have risen to our 
MORGAN STANLEY RESEARCH 19

Current account balance (% GDP) -2.2 -3.2 -3.8 -4.0
Source: Bureau of Economic Analysis, Bureau of Labor Statistics, Morgan Stanley Research forecasts 

forecasts this year. Still, we take our expectation for core measures 
of inflation higher over the forecast horizon. The level of unemploy-
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1.1

-0.50
-4.4
98.0
2.8
MM
Fiscal policy – the key to the recovery: Fiscal policy has
key role in the economic response, supported by ECB actio
think it will be the main determinant of the recovery. 
recovery fund agreed and 2021 national budgets maintain
support, fiscal policy should continue to be supportive in 2
the focus on the speed and effectiveness with which the
fund disbursements ramp up. The 2022 fiscal stance is less c
a risk of a premature return to austerity if for example
moves rapidly back to the constitutional debt brake, the 
refuses ERF loans and the Stability and Growth Pact (SGP
with minimal changes. However, in our base case we assume
mature withdrawal of fiscal support does not under
recovery, with  only  gradual consolidation in the core, the 
taking ERF loans, and a reformed SGP.

Scenarios driven by COVID-19: Our bull case assumes tha
is contained quicker and the recovery is stronger, allowin
return to pre-COVID-19 levels by 1Q22. In this scenario, we w
a sharper decline in ECB asset purchases in 2022, to €20 b
month. Our bear case assumes the virus continuing to
driving a weaker recovery, with the ECB pandemic respons
and TLTRO extended to end-2022 with growth holding b
COVID-19 levels.  Beyond the virus, the main uncertainty we
a key debate through 2021 – is the stance of fiscal policy.

Jacob Nell   
(44 20) 7425 8724 

European Economics Team

Euro area: Second slump to robust recover

After a second slump this winter, we see a spring surge 
ahead   once restrictions lift. With ongoing policy 
support – the ECB buying assets amid  sub-par inflation, 
and the recovery fund locking in higher investment – 
the initial  rebound should turn into a robust recovery.    

From second slump   – via spring surge –  to robust recovery: We 
see a second slump this winter driven by the second lockdown, 
though  resulting in a milder contraction, as more sectors (manufac-
turing, construction, education)  stay open, and others that are par-
tially impacted adapt.  In spring 2021, when we expect a widely 
available vaccine to allow restrictions to be lifted,  we see pent-up 
demand and higher savings fuelling a surge, in an echo of 3Q20.  We 
then see this initial surge turning into a sustained robust recovery, 
backed by ongoing policy support, notably the 2H21 start of  large-
scale recovery fund disbursements.  Despite a volatile and complex 
asymmetric W-shaped recovery, we still expect it to be swift, with 
output back at  pre-crisis levels after 10 quarters in mid-2022, a 
quarter of the time  needed after the GFC. We also expect it to be  
synchronised, with Germany, France and Italy essentially already on 
a par in their recovery, and Spain – the laggard among the large econ-
omies –  set to  close the gap as the recovery fund steps up.

Sub-par inflation creeps slowly higher: With the rise in unemploy-
ment mitigated by extended furlough schemes, and likely to peak at 
under 10% in 1H21, we think, oil prices stabilising from spring 2021 
and the temporary German VAT cut reversed  in January, we see infla-
tion  moving back into positive territory. However, we do not see it 
getting close to target, ending 2022 at 1.3%Y, given an overhang of 
slack,  EUR appreciation and weak inflation expectations providing 
persistent headwinds.

ECB stays dovish, keeps buying: We expect the ECB to run its main 
pandemic instruments – PEPP and discount TLTRO – through 2021, 
using purchases through the flexible PEPP – likely expanded by a fur-
ther €400 billion in December 2020 – as the ECB’s primary tool for 
responding to the crisis. We expect the strategic review to agree on 
a symmetrical average inflation target of 2%Y, and introduce more 
flexibility into asset purchases and bank funding. In 2022, post-PEPP, 
we expect asset purchases to continue at a reduced pace, and dis-
count TLTRO to also continue, with a lower 25bp discount.  Rate cuts 

Euro area: Forecast summary 

2019 2020E 2021E
Real GDP (%Y) 1.3 -7.2 5.0

 Private consumption 1.4 -8.0 4.7
Government consumption 1.8 0.6 3.3
 Gross fixed investment* 2.9 -11.0 4.1

Contribution to GDP (pp)
 Final domestic demand 2.3 -6.2 4.0
 Net exports -0.5 -0.8 1.3
 Inventories -0.5 -0.1 -0.3

Unemp. rate (eop, % labour force) 7.4 9.1 8.5
HICP (%Y) 1.2 0.3 0.9
Core HICP (%Y) 1.0 0.7 1.1
Policy rate (eop, %) -0.50 -0.50 -0.50
General govt. balance (% GDP) -0.6 -9.5 -5.8
Gross govt. debt (% GDP) 84.1 98.3 98.5
Current account balance (% GDP) 2.3 2.1 2.6
20

and more exotic policy options, such as buying bank bonds, only look 
plausible to us if the economy stagnates and inflation expectations 
weaken further.   

Source: ECB, Eurostat, Morgan Stanley Research forecasts; *Gross fixed investment is gross fixed capital 
formation excluding intellectual property products and cultivated biological assets.
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Japan: Recovery continues under PM Suga

We expect Japan's solid recovery to continue on the 
back of the firm global economic recovery led by the 
US, the government continuing accommodative 
economic policies, and resilient capex with policy 
support for digital transformation. 

Revising up our economic outlook for 2021: We retain our view 
that  the Japanese economy is in the early phase of a cyclical recovery 
after bottoming in May 2020, despite being hit by both COVID-19 and 
a consumption tax hike. We raise our economic growth forecast for 
Japan in 2021 from 1.7%Y to 2.4%Y on the back of the firm global eco-
nomic recovery led by the US, the government continuing accommo-
dative economic policies, and resilient capex with policy support for 
digital transformation. 

Global economic recovery to support Japanese exports and pro-
duction: We anticipate an ongoing recovery in Japan’s exports and 
production of capital goods, automobiles and IT-related products, as 
we expect the global recovery trend to continue with macro policy 
support and progress on treatments and vaccine development. In 
particular, our US team is forecasting strong growth of around 6%Y 
in the US in 2021. In Europe, our team expects a spring surge after a 
second slump this winter. Our China team also looks for recovery to 
continue. 

Domestic demand to continue recovering as well with policy sup-
port: We expect the Suga administration to maintain the framework 
of fiscal and monetary coordination under Abenomics, and the gov-
ernment’s various pandemic support measures and the BoJ's accom-
modative policies to be extended. Capex is set to increase not only 
due to the cyclical recovery but also on the back of tax incentives 
related to software investment and the supply chain realignment 
subsidy. In addition, ahead of the Lower House elections that will 
take place by autumn 2021 at the latest, public works investments 
are likely to trend up. Despite a recent decline in employee compen-
sation, consumer spending will likely be supported by savings buffers 
that have been boosted by government support. Spending on ser-
vices has been sluggish, but continuation of government support 
measures (GoTo programmes and various financing measures) 
would prevent a double-dip.  Unlike in Europe, Japan’s COVID-19 situa-

BoJ to remain on hold except in the case of sharp yen 
tion: We expect CPI YoY growth to be marginally negativ
but we do not expect deflation, or a sustained decline i
prices. The BoJ is prioritising corporate funding support in
to COVID-19, and an extension of the current special 
beyond March 2021 is likely as early as in the December MP
current policies under YCC are to be maintained.  In the case
yen appreciation, we could see additional easing measure
think that the BoJ would consider easing in the 'quality d
(purchases of local government bonds, etc.) rather th
menting further rate cuts into negative territory. During
period, the BoJ would accelerate the pace of equity ETF pur
to the current JPY 12 trillion ceiling. 

Policy themes from a micro perspective: Digital trans
will remain one of the key policy themes under the new ad
tion.  In addition to tax support and the establishment o
agency, we anticipate various regulatory reforms related t
sation such as regular online medical consultations. Lon
themes include the new target of becoming carbon-neutra
and we anticipate that there will be sustained governmen
for renewable energy development and new technologi
policy themes of interest include addressing overcentra
Tokyo, the Global Financial City concept with competitio
Tokyo, Osaka and Fukuoka, and reforms of regional banks a

Japan: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 0.7 -5.2 2.4

 Private consumption 0.1 -5.4 2.3
 Government consumption 1.9 1.2 1.1
 Gross fixed investment 1.3 -4.1 1.7

Contribution to GDP (pp)
 Final domestic demand 0.8 -3.8 1.8
 Net exports -0.2 -1.3 0.6
 Inventories 0.1 -0.1 0.0

Unemp. rate (eop, % labour force) 2.3 2.8 3.2
CPI (%Y) 0.5 0.1 -0.2
Core-core CPI (%Y, ex VAT, free 
education impact)

0.5 0.0 -0.3

Policy rate (eop, %) -0.1 -0.1 -0.1
General govt. balance (% GDP) -3.3 -13.1 -8.2
Gross govt. debt (% GDP) 238 261 263
MORGAN STANLEY RESEARCH 21

tion is relatively quiescent, and the number of severe cases per capita 
remains very low. 

Current account balance (% GDP) 3.6 2.8 2.3 2.6

Source: BoJ, CAO, MIAC, MoF, Morgan Stanley Research forecasts; Note: Figures show calendar-year basis. 
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Following a second slump in 4Q20, we see a spring 
surge as restrictions are lifted. However, Brexit will be 
an extra drag, helping to delay a return to pre-COVID-
19 levels to 2023. With the slow recovery, we expect 
further fiscal easing and a  Bank Rate cut to 0%. 

A W-shaped recovery: We think that the second lockdown will drive 
a second slump – a  3.0%Q contraction in 4Q20. But we then expect 
a sharp rebound in 2Q21, on the back of wide availability of an effec-
tive vaccine, which will lead to a lifting of restrictions and a surge in 
consumer spending, as seen in 3Q20, supported by higher savings 
and pent-up demand. Still, Brexit will be a drag on the rebound. While 
we see a Canada-style FTA in place by mid-2021, businesses will have 
to adjust to the new trading regime. This might support growth 
briefly ahead of the transition via stockpiling and increased exports, 
but the new trade barriers will then weigh on business investment, 
exports and potential growth. We see GDP back at normal levels only 
in 2023, making the UK a laggard in the recovery.

Inflation inches higher: With a higher level of slack and an output 
gap post-lockdown, we see COVID-19 as a largely deflationary hit. 
With the fall in oil prices, weak core inflation and a large VAT cut for 
the hospitality sector, we see 2020 CPI inflation at just 0.8%Y. In 
2021, however, energy prices should be supportive, as well as gradu-
ally rising core inflation, as the VAT cut comes out of the headline 
figures and demand recovers. Still, we project that headline inflation 
will end 2022 sub-target, with core close to, but still below, 2%Y. We 
expect a weaker housing market after the stamp duty tax holiday 
ends, leading to the RPI wedge averaging a low 45bp in 2021. 

BoE eases only when pushed: With a weak growth and inflation out-
look, we expect the BoE to be ready to ease further, but – given  some 
misgivings about further easing –  only if pushed.  In the end we expect 
a 1H21 Bank Rate cut to 0%, and see live risks – but do not make it our 
base case – of further QE in May 2021, and a move to negative rates 
in 2022, especially if fiscal policy is tightened, and the recovery slows. 

Fiscal policy is key to the strength of the recovery: The deficit in 
FY2020/21 will come in at ~19% of GDP, given a strong support 
package in the most acute stage of the COVID-19 crisis. Despite the 

UK: Lagging on double trouble

investment projects. Thereafter, we see an active and u
debate between those who argue that fiscal policy should
recovery, supporting wide deficits when inflation and rate
and those who favour early consolidation – partly perhap
more easing ahead of the next scheduled election in late 

Brexit – the UK's own drag on growth: The Canada-style F
we expect to be agreed between the EU and the UK is still a
hard Brexit, introducing non-tariff trade barriers. We expe
ment for businesses to weigh on business investment. Ex
also be hit, as supply chains get gradually re-routed toward
tinent. However, it is not a short-term sharp shock but wil
over an extended period, with a relatively modest year 1 hi
relative to a no-Brexit counter-factual, on our estimates.
long run, we expect lower potential growth as a result of a
economy.

COVID-19 and Brexit drive the outlook: In our bear case
double-whammy of a longer COVID-19 second wave and p
lockdown as well as a no-deal Brexit from January 2021, trig
BoE to offer TFS to banks at  negative rates,   and then cu
-25bp and add another £100 billion more QE in late 2021. I
case,  a vaccine is available sooner, and with a pragma
growth and inflation rebound more strongly, and the BoE
hold. 

United Kingdom: Forecast summary 

2019 2020E 2021E
Real GDP (%Y) 1.3 -11.4 5.3

 Private consumption 0.9 -14.7 5.6
 Government consumption 4.1 -10.7 4.7
 Gross fixed investment 1.5 -12.1 6.7

Contribution to GDP (pp)
 Final domestic demand 1.6 -13.7 5.5
 Net exports -0.2 2.8 -0.4
 Inventories -0.1 -0.5 0.2

Unemployment rate (%, EOP) 3.8 4.6 7.6
CPI 1.8 0.8 1.3
Core CPI 1.7 1.4 1.6
Policy rate (EoP) 0.75 0.1 0.0
General govt. balance (% GDP) -2.1 -19.3 -9.2
Gross govt. debt (% GDP) 84.7 102.2 105.0
22

government’s recent focus on public debt, we think that next year’s 
budget will bring 2% of GDP of net easing, largely focused on public 

Current account balance (% GDP) -4.3 -2.9 -4.5 -4.1

Source: ONS, BoE, Morgan Stanley Research forecasts 

https://ny.matrix.ms.com/eqr/article/webapp/5aa798d0-1ac4-11eb-86c1-4b50abb8bdf5?ch=rpint&sch=eur
https://ny.matrix.ms.com/eqr/article/webapp/4fc87f00-07c9-11eb-8334-3374a54a582a?ch=rpext&sch=ar
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Australia: Resilient reopener

We expect Australia's low virus incidence  and 
supportive policy settings to provide a solid backdrop 
for a continuing recovery in 2021, with GDP growth of 
3.2%Y and a return to pre-COVID-19 activity levels by 
the end of the year.

Continued resilience into 2021: We expect GDP growth to rebound 
by 3.2%Y in 2021 after a 3.3%Y decline in 2020. While consumption 
spending was the main drag on activity during the crisis, driven by 
mobility restrictions, we expect that this will recover solidly in 2021, 
helped by the strong income support provided by stimulus. The 
housing market should also be stronger, with stimulus and low rates 
driving modest price growth, although lower population growth 
should constrain the construction recovery as well as the important 
investor cohort. The key swing factor for 2021 will be business invest-
ment – we expect this to be slower to recover, given the uncertainty 
in the outlook, and ultimately see a vaccine as the key catalyst for a 
recovery here. 

Government to stay supportive: Importantly, we expect that policy 
settings will remain supportive for growth. The government is likely 
to continue tapering crisis support as planned, and pivot towards 
more indirect business support, although we do expect selective 
industry support measures, and an extension of unemployment ben-
efit supplement. Fiscal spending is likely to remain an important com-
ponent of the recovery, and we expect the budget next year (likely 
the last before the next election) to be another stimulatory one. We 
think that the focus will be on further reopening of the economy 
through easing restrictions, although international borders are still 
likely to lag significantly. 

Still a long road back for the labour market: The clear surprise in 
the near-term recovery has been the resilience of the labour market, 
which should see the unemployment rate peak at a lower level than 
previously thought, ending the year at 7.7%. However, there will still 
be significant spare capacity to absorb, and this will take some time, 
with unemployment still expected to be 6% by end-2022, above the 
levels targeted by the government and RBA. Additionally, elevated 

result, wage growth is likely to remain relatively low th
2021 and 2022, limiting household income growth.

RBA retaining an easing bias: We expect inflation to recov
ally over the next few years, but remain below the RBA's ta
later in 2022. A stronger global inflation pulse will be im
Australia, but the domestic impacts of labour market cap
slower population growth provide some downward pressu
we think that inflation will surprise the RBA's forecasts to t
we still don't see its targets being met, and so we expect it t
its QE and Term Funding Facility programmes when th
rounds expire in May and July, respectively. We expect thes
slightly reduced sizes (~A$60 billion for each), but they w
the RBA's balance sheet reach ~A$650 billion (33% of GD
end of 2021.

Reopening reversal the key risk: The bull case for Austra
on  a faster vaccine development, stronger global economy
stimulatory fiscal policy driving a faster recovery in the mo
parts of the economy, particularly business investment an
tial construction. The bear case is linked to a reversal in re
current policy settings are geared towards reopening and
this expectation would require a significant recalibratio
return to crisis support spending measures from the gov
and an expansion of asset purchases from the RBA. 

Australia: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 1.8 -3.3 3.2

 Private consumption 1.5 -6.5 4.1
Government consumption 5.4 7.3 3.8
 Gross fixed investment -2.0 -5.7 2.1

Contribution to GDP (pp)
 Final domestic demand 1.1 -3.7 3.9
 Net exports 1.0 0.6 -0.6
 Inventories -0.2 -0.2 0.4

Unemp. rate (eop, % labour force) 5.2 7.7 6.6
CPI (%Y) 1.6 0.8 1.6
Core CPI (%Y) 1.4 1.3 1.4
Policy rate (eop, %) 0.75 0.10 0.10
General govt. balance (% GDP) 0.0 -4.3 -11.0
MORGAN STANLEY RESEARCH 23

underemployment is likely to be a feature of this recovery, and will 
be an important component of spare capacity for some time. As a 

Gross govt. debt (% GDP) 27.8 34.5 44.8 50.5
Current account  balance (% GDP) 0.6 2.4 1.2 0.5

Source: ABS, RBA, Morgan Stanley Research forecasts       
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China: Consumption roaring back

deployed in major economies, both of which could take plac
as 2Q21. We thus expect policy-makers to shift towards a t
stance from 2Q21 in the form of slower broad credit growt
the fiscal impulse may already start to weaken from 1
reduced front-loading of government bond issuance. Nev
policy tightening could be modest in 2021, as policy stimulu
and the institutional response to COVID-19 have bee
focused on the supply side. We expect the cyclically adjuste
fiscal deficit to narrow by 2.8pp to 10% of GDP in 2021, wi
two-thirds related to reduced government bond issuan
credit growth may retreat by 2pp to 11.5%Y in 2021, still hi
the pre-COVID-19 level of 11%Y. 

CNY may appreciate further: The 'blue tide' US election
would likely reduce uncertainty regarding US-China trade t
thus expect USD/CNY to reach 6.6 by end-2020 and 6.4 by 
with CNY NEER likely exceeding the pre-trade tension pe
may allow more outbound investment to mitigate apprecia
sures next year.

Risk hinges on global COVID-19 developments and the 
policy stance: In the bull case, faster-than-expected fade-
global virus impact and a more accommodative domes
stance than the base case could lift real GDP growth to 10%
before moderating to 6%Y in 2022. In the bear case, aggress
lockdowns and premature policy tightening domestically 
a further economic recovery, leaving growth at 8%Y in 
4.8%Y in 2022.

China: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 6.1 2.3 9.0

 Private consumption 6.3 -1.0 12.4
 Government consumption 6.3 0.5 10.0
 Gross fixed investment 4.9 4.8 5.5

Contribution to GDP (pp)
 Final domestic demand 5.7 1.8 8.8
 Net exports 0.7 0.5 -0.2
 Inventories -0.3 0.0 0.4

Unemp. rate (eop, % labour force)^ 5.2 5.5 5.0
CPI (%Y) 2.9 2.6 1.6
Core CPI (%Y) 1.6 0.8 1.8
Policy rate (eop, %)* 2.36 2.20 2.20
General govt. balance (% GDP)** -9.9 -15.4 -12.0
Gross govt. debt (% GDP) 57 64 65
Current account balance (% GDP) 1.0 1.9 1.6

We see 9%Y GDP growth in 2021, led by a strong 
recovery in private consumption and global 
demand, before moderating towards its potential 
of 5.4%Y in 2022. Policy will tighten counter-
cyclically amid reflation. 

Robin Xing   
(852) 2848 6511

China Economics Team
 

Reflation at play: While headline CPI will likely stay below 0.5%Y in 
the next 3-4 months due to lower pork prices amid improved supply, 
we expect it to enter reflation from 2Q21, averaging 1.6%Y in 2021. 
The key driver would be core CPI, which may rebound to 1.8%Y in 
2021 (versus 0.8%Y in 2020) with recovery in contact-based services 
gaining momentum. Meanwhile, PPI could rise out of deflation from 
2Q21, reaching 2%Y next year (versus -2%Y this year) led by global 
demand recovery, which supports prices of global commodities and 
China’s manufacturing goods. 

Modest policy tightening from as early as 2Q21: While the 
economy will return to potential growth by 4Q20 led by the manu-
facturing sector, a full recovery of the job market will likely come 
with a lag, dragged by a more gradual normalisation in contact-based 

Towards a consumption-driven growth path: We expect GDP to 
reach 9%Y in 2021 (versus 2.3%Y in 2020), before moderating to its 
potential of 5.4%Y in 2022. On a QoQ SAAR basis, growth may peak 
at 11-12% in 4Q20 and moderate to its potential of 5% in 2021 with 
policy stimulus being phased out. Private consumption could emerge 
as the key growth driver, supported by: i) Unwinding of elevated pre-

cautionary savings in 2020; ii) A job market recovery; and iii) An addi-
tional boost from vaccine availability to the contact-based services 
sectors. Meanwhile, a strong global demand recovery and reduced 
risks of trade tensions  would boost  China's manufacturing capex and 
job market. These would outweigh slower construction activity and 
a slightly narrower current account surplus. 

Over the longer run, we expect China to sustain annual growth 
of 4.8%Y (2022-25) and attain high-income status by 2025: 
Policy-makers have unveiled their 2021-25 Five-Year Plan focusing on 
productivity and domestic demand, led by tech localisation, supply-
chain digitalisation, market opening and urbanisation. We think that 
these initiatives, if rigorously executed, will sustain China's produc-
tivity growth at ~2%Y annually in the next five years, lifting per capita 
income to US$14,600 (versus US$10,200 in 2019).    
24

Source: CEIC, Morgan Stanley Research forecasts; ̂ Survey-based urban unemployment rate, available from 
2017; *7-day interbank repo rate; **Sum of budget deficit, transfers of fiscal reserves, special treasury bonds, 
local government special bonds,  LGFV borrowing and land sales financing.

services sectors. Beijing will likely keep policies in cruise control until 
it sees: i) A solid recovery in the labour market; and ii) Vaccines 
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India: Gaining strength in 2021 

We maintain a constructive view on the economy and 
expect the growth recovery to gain strength from 
2Q21. Inflation will remain marginally above the 4%Y 
target but external stability risks stay contained and 
policy rates only see a first lift-off at year-end from an 
extraordinarily accommodative stance.

Growth on a steady recovery path: We expect the growth recovery 
to strengthen in 2021, with GDP growth improving to 9.8%Y from an 
estimated contraction of 5.7%Y in 2020.  We estimate the economy 
to have  recovered to the pre-pandemic level of output in 4Q20.  The 
cyclical growth strength should be supported by  a still accommoda-
tive monetary policy stance, recovery in external demand and the 
government's spending directed towards rural and infrastructure 
areas.  We expect steady improvement in private sector demand as 
the impact of COVID-19-related disruptions  continues to dissipate. 
We believe that the growth mix will be productive as it would be 
more capex-driven – initially by public infrastructure spending, and 
later by an improvement in private capex as demand conditions 
improve and the funding environment remains supportive.   
Furthermore, the government has implemented structural reforms 
in the manufacturing and agriculture sectors, which should help to 
lift medium-term growth prospects.

Inflation to remain above the 4%Y target while external stability 
risks remain contained:  We expect inflation to decelerate from the 
current high levels as the food inflation-led spike peters out in the 
coming months. However, inflation is likely to remain near the 4.5%Y 
mark for a good part of next year, with core inflation also remaining 
firm as growth recovers. We see inflation risks tilted to the upside, 
driven mainly by a stronger-than-expected growth recovery. We 
expect the current account balance to revert to a deficit in 2021, after 
having registered a surplus in 2020, against the backdrop of growth 
normalising and imports catching up. However, we expect the deficit 
to remain modest around the 2% of GDP mark,  implying limited expo-
sure to external funding risks. 

The best of easy monetary policy is behind us:  Against the back-
drop of sticky inflation and a continued recovery in growth, we 

inflation risks and the monetary policy reaction. We believ
RBI will have to start thinking about bringing the effective p
(call rate) closer to the repo rate (upper end of the rate corr
the current reverse repo level. As such, we still expect rea
remain in negative territory in 2021, indicating an accom
policy stance. We pencil in a rate hike cycle from 4Q21 and e
rates to move into positive territory in 2022. On the fiscal p
we expect the fiscal deficit to see slow-paced consolidatio
led by improving revenues and unwinding of the pandem
extra spending. We will be tracking the government's 
undertake privatisation, which can help to improve the 
public finances. 

Growth outlook has upside risks: Risks to the growth ou
skewed to the upside, mainly on account of recent positive
ments regarding vaccine availability. A key risk factor re
trend in virus cases, and the availability of a vaccine. As suc
gence in COVID-19 cases domestically and/or globally l
stricter lockdown measures and increased risk-aversion w
tially weigh on the growth outlook. Apart from the trend in
cases, we see risks stemming from faster tightening of 
financial conditions, higher-than-expected stressed asse
and slower recapitalisation of PSU banks weighing on th
trend. On the external front, apart from COVID-19-relate
tions, risks could emerge from a slowdown in global growth
in commodity prices and swings in capital flows. 

India: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 4.9 -5.7 9.8
       Private consumption 6.2 -6.9 9.9
  Government consumption 11.8 12.7 8.0
  Gross fixed investment 0.0 -16.6 13.9
Contribution to GDP (pp)
  Final domestic demand 4.9 -8.0 10.5
  Net exports 1.5 2.6 -1.0
  Inventories 0.1 0.0 0.1
CPI (%Y) 3.7 6.5 4.5
Core CPI (%Y) 4.3 5.1 4.7
Policy rate (repo, %) 5.15 4.00 4.25
General govt. balance (% GDP) -7.4 -10.4 -9.6
Gross govt. debt (% GDP) 70.9 80.0 80.5
MORGAN STANLEY RESEARCH 25

expect rates to remain on hold until 3Q21. We believe that the discus-
sion will shift towards the sustainability of the growth recovery, 

Current account (% GDP) -1.1 1.0 -0.7 -1.9

Source: RBI, CEIC, budget documents, Morgan Stanley Research forecasts 
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Indonesia: Goldilocks suits it best 

As Asia transitions from a phase of below-trend 
growth in 2020 to a new 'Goldilocks' phase in 2021, we 
believe that Indonesia is one of the AXJ economies 
which is better placed in this environment.

Investors have been sceptical about Indonesia: They point out 
that it has lagged behind in COVID-19 containment. Until a vaccine 
can be available broadly, it would be difficult for the economy to 
return to normal. They also believe that Indonesia’s dependence on 
external funding means it could be constrained on policy space. 
Additionally, they point out that although Indonesia holds much 
promise on structural growth, actual growth performance over the 
past few years has been weak and COVID-19 could lead to 'hysteresis' 
and long-term scarring, which would weaken the economy further. 

However, we have a different view: We believe that Asia is set to 
transition from below-trend growth in 2020 to a new 'Goldilocks' 
phase in 2021. This phase would see a combination of accelerating 
and above-trend growth, rising but still benign inflation and 'big easy' 
policies. In 2020, the growth recovery has been led primarily by 
North Asia. In 2021, we think that this recovery will continue and 
broaden out. The rest of AXJ would catch up and the growth diver-
gence between North Asia and the rest of Asia would narrow. We 
believe that Indonesia is one of the AXJ economies better placed in 
this Goldilocks environment. Here’s why: 

Upcoming vaccine availability would benefit Indonesia dispro-
portionately: As Indonesia has trailed behind other AXJ counter-
parts on COVID-19 containment, vaccine availability, which could 
come as early as late 2020 or early 2021, would benefit it dispropor-
tionately as risk-aversion is reduced. We do not think that vaccines 
need to be broadly available to the masses for the economy to return 
to normal. We think of vaccine availability as a continuous variable 
rather than a disparate one. As long as we are getting closer to the 
point where a vaccine would start to become available, even if in 
smaller numbers at first, before going to bigger numbers later, this 
would help to improve sentiment. This would be much like how 
mobility indicators would already start to improve as daily COVID-19 
cases come down, even if the latter are not at zero.

dovish average inflation targeting (AIT) framework, shou
extend the policy runway for Indonesia. The Fed’s framewo
that it is unlikely to hike rates until it sees inflation averag
2%Y for a certain period of time. We expect the Fed to star
ising rates in 3Q23 and begin tapering in January 2022. Thi
pressure off BI to hike rates in a hurry. The Fed’s dovish appr
means that US inflation expectations are likely to rise faste
rates are likely to fall faster. Hence, real rates differentials
Indonesia and the US are set to rise further in favour of Indon
should prompt liquidity to chase the higher returns in Indo
help to fund Indonesia’s fiscal deficit, allowing its fiscal 
remain accommodative. 

COVID-19 exacerbates medium-term headwinds fro
indebtedness, deglobalisation and less complementa
growth. Within the AXJ context, the economies which a
placed are likely those which have better balance sheets
demographic trends and more effective structural reform
to offset the headwinds from deglobalisation and less sup
growth in China. In this context, we think that Indonesia is
tively better positioned.

Where are the risks? Growth risks would stem from: i) 
and progress on vaccine development/availability; ii) Th
structural reforms; iii) The funding environment and co
prices; iv) Global demand; v) Uncertainty around the US ele
vi) Credit quality issues.

Indonesia: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 5.0 -1.7 6.2

 Private consumption 5.2 -2.0 6.4
 Government consumption 3.2 5.2 6.0
 Gross fixed investment 4.4 -4.4 6.3

Contribution to GDP (pp)
 Final domestic demand 4.6 -2.1 6.1
 Net exports 1.4 0.9 -0.5
 Inventories -0.6 -0.6 0.6

Unemp. rate (% of labour force) 5.2 7.1 6.0
CPI (%Y) 2.8 2.0 2.2
Core CPI (%Y) 3.1 2.3 2.1
Policy rate (eop, %) 5.00 4.00 4.00
General govt. balance (% GDP) -2.2 -6.0 -5.5
26

Indonesia’s savings deficit means that it benefits more from the 
Fed’s AIT: Indonesia’s manageable inflation, together with the Fed’s 

Gross govt. debt (% GDP) 30.2 38.5 43.2 45.9
Current account balance (% GDP) -2.7 -1.3 -2.5 -2.5

Source: CEIC, Morgan Stanley Research forecasts
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Korea, along with other North Asia peers, has 
outperformed AXJ on growth this year. This recovery 
will continue into next year, though the growth 
divergence which had widened in favour of Korea this 
year will likely narrow in 2021 as others catch up. 

From below trend to above trend in 2021: Korea, along with other 
North Asia peers, has outperformed the rest of AXJ on growth in 
2020. Indeed, the economy has benefited from a more effective insti-
tutional response to contain COVID-19 (without resorting to a lock-
down). At the same time, Korea has also benefited from tech demand, 
given the increased work-from-home trend and acceleration in digi-
talisation. In 3Q20, Korea’s GDP is already at 97.5% of pre-COVID-19 
GDP levels. We believe that this recovery will continue into 2021 as 
we expect AXJ, including Korea, to transition from below-trend 
growth in 2020 to a new Goldilocks phase in 2021. This Goldilocks 
phase will see growth accelerating above trend, inflation rising but 
still benign and ‘big easy’ policies. However, the growth divergence 
which has widened in favour of Korea in 2020 would likely narrow in 
2021 as other parts of AXJ catch up. 

Export double-dip from COVID-19 resurgence looks unlikely, in 
our view: Exports will be a key part driving the recovery. Two things 
investors have been concerned about on the export front are 
whether any potential normalisation in one-off tech demand could 
take the wind out of Korea’s export sails and  whether the COVID-19 
resurgence in different parts of the world could affect Korea’s export 
momentum. We think that the recovery in the memory space since 
2H20 would likely offset any one-off tech demand normalisation 
elsewhere and take Korea’s exports growth higher. On a COVID-19 
resurgence affecting global demand, despite the rise in COVID-19 
cases in the US and EU in October, Korea’s daily export value in 
October has shown no discernible impact so far and even went into 
positive YoY  territory for the first time since January 2020. In our 
view, the impact on external demand from a COVID-19 resurgence is 
unlikely to be as sharp as   in 2Q20. We think that a few factors would 
mitigate the impact – upcoming vaccine availability, a higher level of 
medical preparedness, a more selective containment approach and 

Korea: Maintaining altitude after lift-off
Domestic demand to shake off the COVID-19 drag… To t
the adaptation in private sector behaviour to the new nor
dent in how even the contact-intensive services segmen
managed to eke out positive sequential growth in 3Q20,
stricter containment measures were implemented in Grea
for two weeks. Looking forward, the stabilisation in daily n
recently and the relaxation in containment measures to t
Level 1 since October 12 would further put the domesti
recovery back on track. In AXJ, China and Taiwan's econo
already gotten back to pre-COVID-19 GDP levels in 2Q20 a
respectively. We expect Korea to get back there by 1Q21. 

...helped by accommodative policies: An accommodat
stance will help to support this recovery. We expect the p
to stay near the effective lower bound at 0.5%, with the Bo
engaging in ad hoc outright purchases of government s
should downside growth risks materialise. We see  a grad
rate normalisation of +50bp in 2H21 as the recovery firm
fiscal front, Korea's government has implemented four su
tary budgets in 2020, widening its fiscal deficit materially 
GFC level. We expect any fiscal unwind in 2021 to be grad
the MOEF's still-expansionary 2021 budget proposal. W
Korea’s 2021 fiscal deficit at 5% of GDP (6% in 2020).

Where are the risks? Growth risks would stem from: i) T
domestic COVID-19 situation and timing of vaccine availabi
pace of cyclical and structural policy response; and iii) Un
from the US election outcome. 

Korea: Forecast summary

2019 2020E 2021E
Real GDP (%Y) 2.0 -0.9 4.2

 Private consumption 1.7 -3.9 5.0
 Government consumption 6.6 5.7 5.0
 Gross fixed investment -2.8 2.4 2.0

Contribution to GDP (pp)
Final domestic demand (ex. 
inventories)

1.0 -0.2 3.9

Net exports 0.9 0.1 0.0
    Inventories 0.1 -0.7 0.3

Unemp. rate (% of labour force) 3.8 4.1 4.0
CPI (%Y) 0.4 0.6 1.3
Core CPI (%Y) 0.7 0.4 1.0
Policy rate (eop, %) 1.25 0.50 1.00
General govt. balance (% GDP)* -2.8 -6.0 -5.0
MORGAN STANLEY RESEARCH 27

the fact that the private sector has  adapted its behaviour to a new 
COVID-19 normal.

Gross govt. debt (% GDP) 38.0 45.0 48.6 52.4
Current account balance (% GDP) 3.6 3.5 4.0 3.6

Source: CEIC, Morgan Stanley Research forecasts; *Central government only, excluding social security funds 
balance.
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Russia: Sailing through headwinds 

Though Russia faces multiple headwinds, we think that 
economic activity will recover to its pre-COVID-19 level 
in 4Q21 as the availability of a vaccine boosts domestic 
demand in spring. Reflation begins in 2H21 and the CBR 
eyes neutral rates in 2022.

A difficult winter but a great summer: We expect the resurgence 
of the pandemic in Russia and Europe to weigh on growth in 4Q20 
and 1Q21. The economy has already shown signs of a slowdown after 
the 3Q20 recovery, with high-frequency  indicators pointing to a 
decline on a monthly basis in September. While the authorities seem 
reluctant to implement a full lockdown for now, the soft measures 
already implemented, coupled with precautionary behaviour by  
households and firms, are likely to keep consumption and invest-
ment growth subdued. Yet, our assumption that  vaccination starts in 
1Q20 implies that containment measures will start to be relaxed,  
leading to a bounce in confidence and domestic demand from 2Q21. 
Moreover, the recovery in travel demand in 2H21 is likely to lead to 
an increase in global energy demand, which should benefit  export 
growth. Nevertheless, import growth, driven by domestic demand, 
should drive a small negative contribution from net exports over the 
forecast horizon. Overall, we expect a 4.0%Y GDP contraction in 
2020, followed by a 3.4%Y recovery in 2021 and 3.2%Y in 2022.

A gradual fiscal consolidation ahead:   We see fiscal expenditure 
contracting in 2021, in line with the government's medium-term 
budget plan, while revenues are very likely to increase, given the 
improvement in growth, oil prices  and the higher  oil and non-oil tax 
rates in the mining sector. Still, social spending is unlikely to be 
reduced meaningfully in 2021 due to  the still uncertain path of the 
pandemic but also because of the Duma elections next September. 
Overall, we see  these measures leading to a net reduction in the fed-
eral government deficit to 2.5% of GDP in 2021 and 1.0% in 2022.   

Reflation to begin in 2H21: We expect inflation to remain close to 
the 4%Y target over the next 6-9 months due to recent RUB weak-
ness and base effects. The disinflationary impact from  subdued 
domestic demand is most likely to fade in  2H21, with the recovery 
firming up, and we see inflation moving up close to the 4%Y target 
on a more permanent basis, helped by a rise in core inflation and the 

CBR to eye neutral rates in 2022: The CBR is likely to ke
policy rate unchanged at 4.25% until mid-2021, in our view
indicating that it sees some further room for easing. The mo
uptick in inflation has  mainly been driven by non-food item
are sensitive to FX depreciation, and we think the CBR wil
its cautious reaction function in the face of an extended  peri
demic uncertainty and elevated geopolitical risks. After 1H2
availability and the upturn in inflation should lead to a  gra
malisation of monetary policy towards the lower bound of
new neutral interest rate range of 5.00-6.00%. Overall, w
rates to reach 4.75% by end-2021 and 5.00% in 2Q22.

Risks driven by oil  and geopolitics: Downside risks to g
mainly related to the external environment, with protrac
ness in oil prices and market volatility in the case of weak
growth. In such a scenario, lower-than-assumed oil prices
revenues  and likely drive stronger fiscal consolidation,  whil
will likely put more emphasis on managing RUB volati
lighting the risk of higher rates. Geopolitical risks remain e
face of a changing international political environment  and c
to new  sanctions with a negative impact on the econom
upside, a sooner-than-expected solution to the pandemic
malisation of travel demand in 2021 would lead to higher 
higher growth and a more gradual pick-up in inflation, th
stronger RUB. 

Russia: Forecast summary  

2019 2020E 2021E
Real GDP (%Y) 1.3 -4.0 3.4

 Private consumption 2.5 -9.8 4.3
 Government consumption 2.2 1.6 2.7
 Gross fixed investment 1.5 -5.3 2.0

Contribution to GDP (pp)
 Final domestic demand 2.1 -6.3 3.2
 Net exports -1.4 2.4 -0.2
 Inventories 0.6 -0.2 0.4

Unemp. rate (eop, % labour force) 4.6 5.8 5.2
CPI (%Y) 4.5 3.2 3.6
Core CPI (%Y) 4.3 3.0 3.3
Policy rate (eop, %) 6.25 4.25 4.75
General govt. balance (% GDP) 1.8 -4.8 -2.5
Gross govt. debt (% GDP) 12.5 19.6 20.1
28

recovering labour market. We expect inflation to average 3.6%Y in 
2021 and 4.1%Y in 2022. 

Current account  balance (% GDP) 3.8 1.8 1.9 1.0

Source: CBR, Rosstat, MinFin, Morgan Stanley Research forecasts
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Turkey: A fragile recovery  

We expect the economy to rebound strongly  – by 
4.7%Y in 2021 and 4.5%Y in 2022 – helped by receding 
uncertainty about the pandemic and healthy 
consumption growth. We expect the CBT to maintain 
its tightening bias through 2021 but see a case for 
easing in 2022.

A strong 3Q20 growth bounce  – but will it last? Domestic demand 
has bounced back significantly in 3Q20, according to our estimates, 
mainly due to consumption amid very strong loan growth. However, 
net exports are likely to make a negative contribution to growth, 
weakening the 3Q20 improvement in headline GDP as  imports   recov-
ered sharply but exports  remained relatively subdued.  The renewed 
spread of the virus in Europe and the CBT's tightening of monetary 
policy are creating downside risks to 4Q20 growth, and we now 
expect a double-dip. In 2021, we see consumption growth recovering 
sharply,  with the lifting of the restrictions as  a vaccine becomes avail-
able, most likely in 2Q, and  tourism revenues  improving significantly.  
Overall, we expect Turkish GDP to contract by 3.7%Y in 2020 but  
recover strongly by 4.7%Y in 2021 and 4.5%Y in 2022.

No short-term relief on inflationary pressures: Inflationary pres-
sure is likely to abate only in 2022, with inflation staying strong 
through 2021 due to the increased unit costs of production, a rise in 
import prices and FX depreciation despite the slowdown in lending 
activity and generally lower oil prices compared to the pre-pandemic 
period. Nevertheless, with the normalisation of supply constraints 
and the fading impact of FX weakness  in 2H21, we see a more robust 
disinflationary process that will become visible in early 2022, and 
expect end-2022 inflation to reach 8.1%Y. All in all we expect infla-
tion to average 11.0%Y in 2021 and 9.4%Y in 2022. 

CBT to become more orthodox? The rise in inflation and the depre-
ciation of the lira since the summer prompted the CBT to tighten its 
monetary policy,  mostly through unorthodox measures, barring the 
200bp September hike in the one-week repo rate to 10.25%, which 
resulted in the effective funding rate reaching 14.12% in November. 
Nonetheless, inflation expectations continued to trend higher and 
the upcoming CBT meeting on November 19 will be an opportunity  
to implement more orthodox tightening, in our view. We continue to 
expect the CBT to deliver 150bp of tightening in its one-week repo 
rate to 11.75% this quarter, which will allow for the late liquidity 

in a spread between Turkish rates and peer EM countries  tha
ilar to  2018 and helped  the currency to stabilise. Looking ah
see rates remaining flat in 2021 on the back of  elevated in
while we now expect cumulative easing of 250bp in the on
repo rate to 9.25% in 2022,  as inflation pressures abate. 

Loose fiscal policy, stabilising C/A deficit: We see the fisca
improving marginally to 4.7% in 2021 and more meaningfully
in 2022 as we expect the government to reduce  support  only
ally after a vaccine becomes generally available. The stron
impulse and dollarisation trends have resulted in a deteriora
the C/A this year. We  now expect the C/A to remain in deficit o
forecast horizon despite the tighter monetary policy, as do
demand growth is likely to keep import growth elevated
tourism revenues will recover strongly but  only partially, in o

Risks are mainly related to the COVID-19 pandemic and 
volatility: In the bear case the slower pace of economic rec
likely to dampen inflationary pressures more than we forese
base case, allowing the CBT to ease its one-week repo rate ea
the case of a more pronounced jump in GDP growth in 2021, w
that the CBT will tighten its monetary policy rate in 2021 rath
staying on hold. The risks to our outlook remain centred on t
of TRY, which has been on a depreciating trend since this summ
the potential move of the CBT towards a more orthodox
framework could help to stabilise the currency and improve t
tral bank's credibility. 

Turkey: Forecast summary   

2019 2020E 2021E
Real GDP (%Y) 0.9 -3.7 4.7

  Private consumption 1.6 1.0 9.9
  Government consumption 4.4 0.8 1.9
  Gross fixed investment -12.4 -4.4 4.5

Contribution to GDP (pp)
  Final domestic demand -2.0 -0.4 7.5
  Net exports 2.4 -6.7 -2.2
  Inventories 0.5 3.4 -0.6

Unemp. rate (eop, % labour force) 13.7 13.6 12.8
CPI (%Y) 16.1 11.7 11.0
Core CPI (%Y) 13.7 10.9 9.7
Policy rate (eop, %) 12.00 11.75 11.75
General govt. balance (% GDP) -2.9 -5.2 -4.7
Gross govt. debt (% GDP) 30.8 37.0 39.4
MORGAN STANLEY RESEARCH 29

lending rate to rise to 16.25%, resulting in an approximate 4% rise in 
ex ante real rates. In our view, this level of  ex ante real rates will result 

Current account (% GDP) 1.1 -3.4 -2.9 -3.2

Source: Turkstat, Central Bank of Turkey, Republic of Turkey Undersecretariat of Treasury,  Morgan Stanley Research 
forecasts 
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Brazil: The fiscal balancing act

Despite policy uncertainty, the recovery is on solid 
footing amid favourable external conditions and 
domestic demand momentum.  Putting the fiscal house 
in relative order is a delicate balancing act, and we 
expect some fiscal slippage in the short term.  

Brazil’s policy-makers have homework to do, despite the posi-
tive external backdrop: So far, Brazil’s recovery remains on a strong 
footing, helped by one of the largest stimulus packages among key 
EMs. But this policy response has also brought significant risks, most 
notably a sizeable deterioration of debt metrics. As a result, markets 
expect Brazil to restore its fiscal rules next year, but political pres-
sures to spend beyond the ceiling remain strong. At this point, it 
seems likely that the budget approval might be left for early 2021, 
keeping the outlook uncertain. We think that the most likely scenario 
is for some limited short-term fiscal slippage, with slower-than-ex-
pected progress on the reform agenda next year.  

Despite uncertainty, the recovery is on solid footing:  After a 4%Y 
recession in 2020, we see GDP growth at 4.3%Y next year, which 
should help to take GDP to pre-COVID-19 levels by 3Q21.  Going for-
ward, growth is balanced, with external demand contributing on the 
back of strong global growth and domestic demand being helped by 
a low interest rate environment. Both investment and private con-
sumption lift the recovery in domestic demand. As long as the fiscal 
rules remain broadly in place and we see broad vaccine availability in 
2Q21, we see two years of above-trend growth  with downside risks 
stemming from uncertainty related to presidential elections and 
progress on the reform agenda in 2021. 

Aside from vaccine developments, restoring Brazil’s fiscal rules 
is the most relevant factor for the outlook: We do not see the so-
called 2020 'War Budget' (which scrapped all fiscal rules) extended 
into 2021. This entails some fiscal slippage in the short term including 
some temporary extra cap spending to address social needs. The slip-
page is limited in time and size in 2021, but it is a delicate balancing 
act, as policy-makers will have to be wary of a potential  rise in market 
pressure. Discussions over the 2021 budget will be difficult and will 
probably extend into early 2021. Some progress on tax reform – par-

Despite some temporary pressures on food inflatio
recent uptick in core metrics, we expect inflation to rem
behaved in our scenario of limited fiscal slippage: Ab
shocks, we think that this combination of higher supply a
demand should help to reduce food price pressures going
We also see the recent uptick in core inflation as tempor
suspect that the emergency stipend is unlikely to be extend
Moreover, the wide negative output gap and its  gradual clo
the forecast horizon should keep core inflation well behave
back of well-behaved inflation, we see an expansionary 
policy in the forecast horizon, in line with the recently ado
ward guidance. From there, we see normalisation in rates
in 2022. 

Our bull and bear cases are heavily dependent on the f
ancing act  and vaccine development: In the bull case, broa
availability takes place in 1Q21 while Brazil keeps its fisc
intact and makes good progress on the reform agenda next
spending cap framework is strengthened via cuts to 
spending and opens room for new social spending unde
Comprehensive progress on the broader reform agenda str
the outlook further, which entails lower rates and inf
longer. In the bear case, COVID-19 woes are extended and th
recovery of activity is not enough to create the needed job
social pressure, and the authorities decide to scrap all fis
leading to financial instability and BRL depreciation. This w
the central bank to hike rates, choking off the recovery.

Brazil: Forecast summary 

2019 2020E 2021E
Real GDP (%Y) 1.1 -4.0 4.3

 Private consumption 1.8 -5.2 4.3
 Government consumption -0.5 -4.6 -0.6
 Gross fixed investment 2.2 -5.3 8.3

Contribution to GDP (pp)
 Final domestic demand 1.5 -5.2 4.2
 Net exports -0.7 2.1 0.6
 Inventories 0.3 -0.9 -0.4

Unemp. rate (eop, % labour force) 11.6 15.9 13.4
CPI (%Y) 3.7 3.1 4.0
Core CPI (%Y) 2.8 1.4 2.4
Policy rate (eop, %) 4.50 2.00 3.00
General govt. balance (% GDP) -5.9 -16.8 -7.6
Gross govt. debt (% GDP) 75.8 98.0 102.0
30

ticularly the unification of consumption taxes into a single VAT – may 
be a 2021 story. Current account balance (% GDP) -2.8 -0.1 -0.7 -2.1

 Source: IBGE, BCB, Morgan Stanley Research forecasts     

https://ny.matrix.ms.com/eqr/article/webapp/f581397e-bd54-11ea-9fdd-f496d731a467?ch=rpint&sch=sr&sr=2
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Mexico: Lifted by the US

We see Mexico returning to pre-COVID-19 levels by 
3Q22 (4Q23 previously) as a robust US recovery spills 
over onto Mexico’s export complex and  helps to extend 
the surge in remittances. The domestic outlook 
remains more challenging on the back of the subdued 
business environment.

We are upgrading our recovery path for Mexico amid a strong 
baseline outlook for the US economy: We expect Mexico’s 
economy to return to pre-COVID-19 levels by 3Q22 (4Q23 previ-
ously) as a robust US recovery spills over onto Mexico’s export com-
plex and helps to extend the surge in remittances. Even when 
assuming broad vaccine availability in 2Q21, the domestic outlook 
remains more challenging on the back of the subdued business envi-
ronment, which is a by-product of the unorthodox policy mix and 
some permanent damage to corporates derived from the fiscal 
response to COVID-19. Excluding the strong imports associated with 
external demand, domestic absorption lags, with consumption and 
investment recovering slowly from the 2020 plunge on the back of 
subdued sentiment.  

Prospects for a more dovish board coupled with receding core 
inflation pave the way for additional rate cuts next year: With the 
board’s long-standing hawk departing Banxico at year-end, we expect 
a more dovish member to take office early next year. As inflation – 
particularly core – shows more resolute signs of receding from 2Q21 
onwards on the back of  currency dynamics and economic slack, we 
see Banxico taking rates to 3.50%, decidedly in stimulative territory. 
A gradual adjustment of policy stimulus back towards a more neutral 
stance is a story for 2Q22 onwards as Banxico keeps a close eye on 
gradually rebounding core inflation while economic slack continues. 

Backstops remain in place, but Mexico’s trilemma starts to bite 
harder in 2021: We continue to see solid fundamentals – including 
some fiscal austerity and no issues from a balance of payments per-
spective – as backstops to the deterioration of Mexico’s narrative, 
albeit we flag that Mexico’s trilemma should come to the fore over 
the coming year. Amid dwindling fiscal buffers and a worsening situa-

incentives towards spending more. We also expect discu
around a revenue-enhancing tax reform to take place from mi
onwards. 

The mid-term congressional elections due July 2021 as w
several gubernatorial elections throughout the year are lik
be in focus: Mexico watchers would likely see this as a pivota
that could deepen unorthodox policies or serve as  a backs
Mexico’s deteriorating narrative. Deepening the nationalistic e
policies further to the detriment of private investment or 
menting a tax reform that increases the tax burden on corpor
wealth would place extra strain on the growth outlook.  

Beyond external factors, our bull and bear cases hinge on 
opments around the policy mix: In our bull case, COVID-19 do
drive meaningful renewed restrictions on economic activity, w
more balanced Lower House limits a deepening of unorthodo
cies. Discussions around tax reform in 2H21 translate into a rel
business-friendly revenue-boosting reform. Banxico mainta
current reaction function after the board’s reshuffling. In ou
case, a second wave of COVID-19 prompts renewed lockdown
the unorthodox policy mix deepens.  Banxico’s reaction fu
shifts towards a growth-centric approach, driving bouts of fin
instability which hurt the currency but that ultimately do no
the appropriate policy tightening.

Mexico: Forecast summary

2019 2020E 2021E
Real GDP (%Y) -0.3 -9.0 5.8

 Private consumption 0.4 -11.8 3.8
 Government consumption -1.4 3.0 1.4
 Gross fixed investment -5.1 -22.8 7.6

Contribution to GDP (pp)
 Final domestic demand -0.9 -12.0 3.9
 Net exports 0.8 2.0 0.1
 Inventories -0.2 1.0 1.8

Unemp. rate (% of labour force) 3.5 5.3 4.9
CPI (%Y) 3.6 3.5 3.8
Policy rate (eop, %) 7.25 4.25 3.50
Fiscal balance (% GDP) -1.6 -3.5 -4.2
Gross govt. debt (% GDP) 47.1 56.2 57.1
MORGAN STANLEY RESEARCH 31

tion for Pemex, the government will likely need to make complex 
choices between maintaining the austerity pledge and strengthening 
energy nationalism, both at a time when mid-term elections skew 

Current account balance (% GDP) -0.2 1.2 -0.2 -0.8

Source: Banxico, INEGI, SHCP, Morgan Stanley Research forecasts 
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2020E 2021E 2022E 20

Base Bear Base Bull Bear Base Bull
Global -3.5 4.6 6.4 8.2 3.4 4.4 5.4
Global (Market 
Weighted*)

-3.9 4.0 6.0 7.8 3.1 4.2 5.2

G10 -5.4 2.8 5.1 7.5 2.8 3.9 4.9
United States -3.5 3.1 5.9 8.7 3.0 4.1 5.3
Euro Area -7.2 2.7 5.0 6.9 3.0 3.9 4.3
Japan -5.2 1.4 2.4 3.7 0.9 2.4 3.9
United Kingdom -11.4 2.3 5.3 8.1 4.5 5.5 6.5
Canada -5.6 2.4 5.9 9.6 1.4 3.4 5.4
Norway -3.9 1.8 2.8 3.8 2.8 3.4 4.0
Sweden -3.9 1.8 2.3 2.7 3.0 3.5 3.9
Australia -3.3 1.5 3.2 5.5 2.1 3.5 6.3
EM -2.0 6.0 7.4 8.8 3.8 4.7 5.7
CEEMEA -4.4 1.4 3.6 6.0 2.8 3.9 4.8
Russia -4.0 1.1 3.4 5.6 2.6 3.2 3.8
Poland -3.7 1.2 2.9 4.7 3.4 4.7 5.1
Czech Republic -7.2 1.0 3.4 6.4 3.4 6.3 7.0
Hungary -6.8 1.5 3.9 7.1 2.9 6.0 6.7
Turkey -3.7 2.3 4.7 7.6 3.1 4.5 6.1
South Africa -8.1 1.0 2.5 5.0 1.1 2.1 3.8
AXJ -0.6 7.4 8.5 9.7 4.3 5.2 6.2
China 2.3 8.0 9.0 10.0 4.8 5.4 6.0
India -5.7 9.0 9.8 10.9 5.3 6.0 7.0
Hong Kong -6.0 2.5 5.0 7.0 1.0 3.0 4.5
Korea -0.9 2.8 4.2 5.9 1.0 2.6 4.6
Taiwan 2.0 2.0 3.8 6.0 0.6 2.8 5.4
Singapore -5.0 5.1 7.4 10.2 0.2 2.9 6.2
Indonesia -1.7 5.2 6.2 7.4 4.3 5.5 7.0
Malaysia -5.3 6.5 8.2 9.9 2.8 4.8 6.8
Thailand -6.4 3.7 5.5 7.3 1.1 3.2 5.3
Philippines -8.5 12.4 13.5 14.9 4.6 6.0 7.7
LatAm -7.0 2.5 5.0 5.8 1.6 2.9 4.0
Brazil -4.0 2.1 4.3 5.5 1.3 2.7 4.3
Mexico -9.0 2.8 5.8 6.2 1.5 3.0 3.5
Chile -6.1 3.1 5.5 6.5 1.9 3.1 4.1
Colombia -7.4 2.4 4.9 5.5 2.3 3.8 4.5
Argentina -12.0 2.7 5.3 6.0 2.0 2.9 4.0

Source:   IMF, Morgan Stanley Research forecasts. Note: Global and regional aggregates for GDP growth are GDP-weighted averages, using PPPs. *Market weights are calculated using nominal GDP in local c
10-year average exchange rate from 2010 to 2019. 

GDP forecasts: Base, bear, bull scenarios
We raise our global GDP forecast for 2021 by 10bp compared to our last published forecasts. Upward revisions in 2021  are mainly
DMs. Among  the G4, we lift our GDP growth forecasts  for the US, Japan and the UK  by  40bp, 70bp and 90bp respectively.  We al
forecasts for the BRIC economies. The EM aggregate growth forecast for 2021 remains unchanged due to downward revisions in o
particularly in CEEMEA, related to the near-term downside from lockdowns in the euro area. 
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2020E 2021E 2022E 20

Base Bear Base Bull Bear Base Bull
Global* 2.2 2.1 2.5
G10 0.7 1.2 1.8
United States 1.2 1.5 1.8 1.9 1.9 2.5 2.6
Euro Area 0.3 0.5 0.9 1.1 0.9 1.4 1.7
Japan^^ 0.1 -0.7 -0.2 0.3 -0.4 0.3 1.1
United Kingdom 0.8 0.9 1.3 1.8 1.4 1.7 2.0
Canada 0.8 1.2 1.5 1.6 1.4 2.0 2.1
Norway 1.4 2.6 2.9 3.1 1.4 1.7 2.1
Sweden 0.5 0.9 1.1 1.3 1.0 1.2 1.4
Australia 0.8 1.5 1.6 2.1 1.5 2.0 2.7
EM* 3.3 2.8 3.0
CEEMEA 5.5 5.1 5.0
Russia 3.2 5.9 3.6 3.2 3.5 4.1 5.0
Poland 3.3 0.7 1.2 1.8 1.0 1.6 2.5
Czech Republic 3.3 1.2 1.6 2.1 0.9 1.4 2.2
Hungary 3.4 1.7 2.3 3.6 1.1 1.8 3.3
Turkey 11.7 9.0 11.0 12.0 5.9 9.4 12.4
South Africa 3.2 3.0 3.5 4.5 3.5 4.4 4.8
AXJ 2.9 2.2 2.6
China 2.6 1.1 1.6 2.1 1.5 2.2 2.9
India 6.5 4.0 4.5 5.3 4.0 4.5 5.0
Hong Kong 0.3 0.4 1.2 2.0 0.3 1.1 1.9
Korea 0.6 0.4 1.3 2.2 0.4 1.4 2.4
Taiwan -0.2 0.1 0.9 1.7 0.2 1.2 2.2
Singapore -0.1 -0.6 0.9 2.4 -0.6 1.2 3.0
Indonesia 2.0 0.6 2.2 3.8 0.9 2.8 4.7
Malaysia -1.1 0.8 1.8 2.6 1.0 2.2 3.2
Thailand -0.8 -0.4 1.1 2.3 -0.5 1.3 2.8
Philippines 2.4 1.5 3.0 4.5 1.5 3.3 5.1
LatAm* 3.2 3.7 3.5
Brazil 3.1 5.3 4.0 2.7 6.0 3.7 2.6
Mexico 3.5 3.3 3.8 4.0 3.0 3.3 3.6
Chile 3.0 2.0 2.6 2.8 2.5 3.0 3.3
Colombia 2.6 2.5 2.7 3.0 3.0 3.3 3.7
Argentina 42.0 60.0 48.5 45.0 50.0 42.1 35.0

Source: Haver Analytics, IMF, Morgan Stanley Research forecasts. Note: Global and regional aggregates for inflation are PPP-based GDP-weighted averages, using PPPs;  CPI numbers are period average. Gl
consumer price inflation aggregates exclude Argentina; ^^Japan CPI includes impact of VAT and free child education.

CPI forecasts: Base, bear, bull scenarios
We lower our global CPI forecast for  2021 by 50bp relative to our last published forecasts. Downward revisions in 2021 are driven by 
and  EMs and are mostly related to non-core components of inflation. Within the G4, we revise our 2021 inflation forecasts  down b
the US on the back of lower non-core price projections and by 10bp  in the euro area. Among the BRICs, downward revisions in 2021 
by China (-1.5pp) on the back of lower pork prices, whereas CPI forecasts are lifted for Brazil, Russia (both +40bp) and India (+10b
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Monetary policy rate forecasts
We expect most central banks to maintain a dovish stance in 2021. For  G4  central banks, we expect them to continue to expand their balance 
sheets in aggregate next year. For EM central banks, we expect most of them to keep rates at currently low levels until 4Q21 and start hiking 
at the end of the year/beginning of 2022. 

Current 4Q20E 1Q21E 2Q21E 3Q21E 4Q21E 1Q22E 2Q22E 3Q22E 4Q22E

US 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125 0.125

Euro Area^ -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50

Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10

UK 0.10 0.10 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Canada 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

Norway 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.25 0.25 0.25

Sweden 0.00 0.00 0.00 0.00 -0.25 -0.25 -0.25 -0.25 -0.25 -0.25

Australia 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

Russia 4.25 4.25 4.25 4.25 4.50 4.75 4.75 5.00 5.00 5.00

Poland 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10 0.10

Czech 

Republic
0.25 0.25 0.25 0.25 0.25 0.25 0.50 0.50 0.50 0.50

Hungary 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.60

Turkey* 10.25 11.75 11.75 11.75 11.75 11.75 11.25 10.75 9.75 9.25

South Africa 3.50 3.25 3.25 3.25 3.25 3.50 4.00 4.00 4.25 4.25

China** 2.31 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20 2.20

India 4.00 4.00 4.00 4.00 4.00 4.25 4.50 5.00 5.25 5.75

Hong Kong 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50

S. Korea 0.50 0.50 0.50 0.50 0.75 1.00 1.25 1.25 1.25 1.25

Taiwan 1.125 1.125 1.125 1.125 1.125 1.125 1.125 1.125 1.125 1.125

Indonesia 4.00 4.00 4.00 4.00 4.00 4.00 4.25 4.50 4.50 4.50

Malaysia 1.75 1.75 1.75 1.75 1.75 2.00 2.25 2.50 2.75 2.75

Thailand 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.75 1.00 1.25

Philippines 2.25 2.25 2.25 2.25 2.25 2.25 2.25 2.50 2.75 3.00

Brazil 2.00 2.00 2.00 2.00 2.00 3.00 4.00 5.00 5.00 5.00

Mexico 4.25 4.25 4.25 4.00 3.50 3.50 3.50 4.00 4.50 4.50

Chile 0.50 0.50 0.50 0.50 0.50 0.50 0.50 1.00 1.25 1.50

Colombia 1.75 1.75 1.75 1.75 2.00 2.25 2.50 3.00 3.25 3.50

Argentina^^ 36.00 35.00 35.50 37.00 38.50 40.00 40.00 40.00 40.00 40.00

Source: Bloomberg, CEIC, Haver Analytics, Morgan Stanley Research forecasts. Note: *For Turkey, we use the blended funding rate which is the effective policy rate; it is the weighted average rate of three different lending rates: 
Weekly repo rate, the O/N repo rate and the late liquidity window rate. **7-day repo rate.  ̂ Euro area policy rate refers to depo rate. ^^Argentina does not follow inflation targeting anymore, but has moved to a monetary aggre-
gate targeting scheme. Note: Current rates as of November 13, 2020.  
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Government budget balance and debt forecast

General Gov't Budget Balance (% of GDP)    Primary General Gov't Budget Balance (% of G

2019 2020E 2021E 2022E 2019 2020E 2021E
DM
 US -4.8 -15.2 -10.7 -4.5 -3.0 -13.8 -9.4
 Euro Area -0.6 -9.5 -5.8 -4.4 1.0 -8.0 -4.4
 Japan -3.3 -13.1 -8.2 -4.4 -3.1 -12.9 -8.1
 UK -2.1 -19.3 -9.2 -6.6 0.0 -17.1 -7.2
 Canada -0.3 -19.9 -8.7 -5.4 -0.2 -19.8 -8.2
 Sweden 0.4 -4.8 -2.6 -1.3 0.8 -4.6 -2.4
 Australia 0.0 -4.3 -11.0 -5.6 -0.1 -3.6 -10.3
BRICs
 Russia 1.8 -4.8 -2.5 -1.0 2.5 -4.4 -2.0
 China* -9.9 -15.4 -12.0 -10.5 -8.2 -13.6 -10.0
 India -7.4 -10.4 -9.6 -7.9 -2.6 -5.6 -4.8
 Brazil -5.9 -16.8 -7.6 -6.7 -0.9 -12.3 -3.2

Gross General Gov't Debt (% of GDP)    Net General Gov't Debt (% of GDP)

2019 2020E 2021E 2022E 2019 2020E 2021E
DM
US 108 125 128 126 80 97 101
Euro Area 84 98 99 98 63 N/A N/A
Japan 238 261 263 261 155 178 180
UK 85 102 105 106 N/A N/A N/A
Canada 89 115 115 115 26 46 48
Sweden 35 41 41 40 N/A N/A N/A
Australia 28 35 45 51 19 25 36
BRICs
Russia 13 20 20 21 N/A N/A N/A
China 57 64 65 66 N/A N/A N/A
India 71 80 81 80 N/A N/A N/A
Brazil 76 98 102 105 58 74 78

Source: IMF, Morgan Stanley Research forecasts; Note: *China's overall and primary government balances are augmented balances that include both on-budget and off-budget balances.
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Global currency forecasts

4Q20E 1Q21E 2Q21E 3Q21E 4Q21E 1Q22E 2Q22E 3Q22E 4Q22E

DM

EURUSD 1.20 1.20 1.23 1.24 1.25 1.24 1.23 1.22 1.21
USDJPY 102 103 103 104 105 105 105 105 105
GBPUSD 1.36 1.33 1.35 1.32 1.32 1.32 1.32 1.32 1.32
EURCHF 1.07 1.06 1.08 1.09 1.09 1.10 1.11 1.12 1.13
EURSEK 10.00 9.90 9.80 9.70 9.60 9.53 9.46 9.39 9.32
EURNOK 10.50 10.30 10.00 10.00 9.85 9.90 9.96 10.01 10.07
USDCAD 1.28 1.26 1.23 1.24 1.25 1.26 1.27 1.29 1.30
AUDUSD 0.73 0.74 0.75 0.76 0.77 0.77 0.77 0.77 0.77
NZDUSD 0.69 0.70 0.72 0.73 0.74 0.74 0.74 0.74 0.74
DXY 91 91 89 89 89 89 90 90 91
ECB EUR TWI 99.6 99.2 100.4 101.0 101.3 100.8 100.4 99.9 99.4
Broad USD (Fed) 113 112 111 111 111 111 112 112 112

AxJ

USDCNY 6.60 6.55 6.50 6.45 6.40 6.38 6.37 6.36 6.35
USDHKD 7.75 7.75 7.75 7.75 7.75 7.75 7.75 7.75 7.75
USDIDR 14000 13800 13600 13550 13500 13500 13500 13500 13500
USDINR 73.5 73.0 72.5 72.3 72.0 72.1 72.1 72.2 72.2
USDKRW 1100 1090 1085 1080 1075 1082 1090 1097 1105
USDMYR 4.10 4.05 4.00 3.95 3.90 3.90 3.90 3.90 3.90
USDPHP 47.7 47.3 47.1 46.8 46.5 46.8 47.1 47.3 47.6
USDSGD 1.33 1.32 1.32 1.31 1.31 1.31 1.31 1.31 1.31
USDTHB 30.3 30.1 30.0 29.8 29.5 29.5 29.5 29.5 29.5
USDTWD 28.4 28.2 28.1 28.0 27.9 28.3 28.7 29.2 29.6

LatAm

USDBRL 5.30 5.25 5.10 5.30 5.30 5.17 5.04 4.90 4.77
USDMXN 20.25 20.00 19.75 20.00 20.00 20.00 20.00 20.00 20.00
USDARS 83.0 97.0 103.0 110.0 130.0 135.0 140.0 145.0 150.0
USDCLP 745 735 725 750 770 766 762 758 754
USDCOP 3660 3550 3600 3550 3600 3518 3436 3353 3271
USDPEN 3.57 3.53 3.49 3.50 3.50 3.48 3.47 3.45 3.44

CEEMEA

USDZAR 15.8 15.3 15.0 15.0 15.0 15.0 15.0 15.0 15.0
USDILS 3.41 3.42 3.43 3.43 3.43 3.43 3.43 3.44 3.44
USDTRY 8.00 8.00 8.25 8.50 8.75 9.00 9.25 9.50 9.75
USDRUB 77.0 75.0 74.4 73.5 73.0 70.1 67.3 64.4 61.5
EURCZK 26.8 26.2 26.0 26.0 26.0 26.3 26.5 26.8 27.0
EURHUF 360 355 352 350 350 347 345 342 340
EURPLN 4.52 4.45 4.42 4.40 4.38 4.35 4.32 4.28 4.25

Source: Morgan Stanley Global FX forecasts
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Important note regarding economic sanctions. This research references country/ies which are generally the subject of selective sanc
grams administered or enforced by the U.S. Department of the Treasury’s Office of Foreign Assets Control (“OFAC”), the European Uni
by other countries and multi-national bodies. Users of this report are solely responsible for ensuring that their investment activities i
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