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Global Economic Outlook: 

Limping Into A Brighter 2021 
Key Takeaways 

– A new surge in COVID-19 cases has led to a reimposition of lockdowns in the U.S. and Europe, 
halting a robust recovery. East Asia has been relatively unscathed. Activity remains uneven. 

– With momentum fading, we are forecasting a weaker start to 2021, with full year GDP growth 
at 5.0% (down 30 basis points from previously); our 2022-23 GDP forecast is broadly 
unchanged.   

– Hope is on the horizon with the news of several successful vaccines. However, much 
adjustment lies ahead with significant shifts to sectoral output and as balance sheets need to 
normalize. Policies will stay extraordinarily accommodative and flexible. 

– The risks to our baseline are on the downside. New lockdowns may last longer than expected; 
governments may protect shrinking sectors and fight necessary structural change or may 
suffer from stimulus fatigue and end support too early. Vaccine timing remains an upside.  

Momentum Interruptus 

COVID-19 cases are again surging in the U.S. and Europe, leading to a new round of lockdowns. 
Infections have exploded over the past two months, putting renewed pressure on health care 
systems. This despite much lower mortality rates as societies have learned to live with and better 
manage the virus. Renewed “lockdown lites,” including restrictions on person-to-person 
businesses and personal mobility, have been reintroduced to stop the spread. Other business such 
as manufacturing and construction remain operational, which is a key difference with the 
lockdowns imposed during the first wave at the beginning of the year. Elsewhere, the virus remains 
generally under control in East Asia, with emerging markets presenting a mixed picture: India is 
improving; Brazil has improved but reported daily cases have edged up recently, while emerging 
Europe is confronting a second wave. 

Chart 7 

Selected Countries Mobility Data 

(Deviation from trend) 

 
Source: S&P Global Ratings 

-60

-50

-40

-30

-20

-10

0

01/07/2020 01/08/2020 01/09/2020 01/10/2020 01/11/2020

Brazil Germany U.K. U.S.

Paul Gruenwald 
New York 
paul.gruenwald 
@spglobal.com 
+1-212-438-1710 
 



Global Credit Outlook 2021: Back on track? 

S&P Global Ratings December 3, 2020     10 

The result of these mandated lockdowns – as well as voluntary restraint by economic actors2 –has 
been an abrupt loss of much-needed momentum. The rebound in activity in the third quarter was 
better than expected as restrictions were eased and mobility and confidence picked up. Consumer 
spending (on goods) recovered to pre-COVID-19 levels in the U.S. and Europe on the back of rising 
disposable incomes, backed by government support, and a housing boom; manufacturing output 
has been lagging. In contrast, China’s recovery has been state-led, fueled by infrastructure and 
property, with household spending lagging. Third-quarter GDP also showed a sound recovery in 
most emerging economies, as activity resumed domestically and in key trading partners.  

More recently, a range of high frequency indicators show a clear slowdown where restrictions were 
reimposed, suggesting that activity growth has come to a screeching halt (see chart 7 above). 

Economic performance remains uneven across several key dimensions that map to large sectoral, 
trade, and output differences. The atypical split between weak services (concentrated in person-to-
person activities) and strong manufacturing persists and is again intensifying as social-distancing 
restrictions are reimposed. At the sector level, this corresponds to the continued weakness in food 
and beverage, hospitality, airlines, and entertainment, and strength in tech, professional services, 
and health care and social security (see chart 8). Trade performance across countries is gapping, 
with nonfuel commodity exporters to China faring well (because of the country’s recovery in heavy 
manufacturing) as well as those countries with heavy tech or durable goods exports. The 
composition of the recovery also means that U.S.-China goods trade imbalances have begun to 
reemerge3. These shocks have been mitigated by available policy space, with advanced countries 
more able than emerging markets to cushion the blow to incomes due to lower mobility and to 
bridge to the recovery.  

Chart 8 

U.S. Sectoral Growth Betas 
Elasticity with respect to overall GDP 

 
Source: U.S. Bureau of Economic Analysis (https://www.bea.gov/data/gdp/gdp-industry), S&P Global Economics 

Note: The chart plots the growth beta (elasticity) in each sector: the percentage change in sectoral GDP divided by the 
percentage change in total GDP) on average over the eight quarters of 2018-2019 versus second-quarter 2020. Sensitive 
sectors are above the 45-degree line. 

Macro policies remain extraordinarily accommodative and flexible and will remain so. Starting with 
European fiscal policy, part-time work schemes have been extended into next year, and deficit and 

                                                           
2 COVID’s Impact in Real Time: Finding Balance Amid the Crisis, IMF, Oct. 8, 2020. 
3 The Return of Big Chinese Surpluses (And Large U.S. Deficits), Brad W. Setser, Council on Foreign Relations. 
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debt rules have been suspended through 2022. In the U.S., generous and effective fiscal support--
mainly transfer payments--has begun to expire, with a necessary next round held up in the political 
process; more should be forthcoming. Chinese government spending (and lending) will continue as 
long as needed to support growth. Monetary policy is even clearer. Major central banks will keep 
policy rates at (effectively) zero until the recovery is well entrenched and will use some combination 
of asset purchase quantities and yield curve control to keep financial conditions loose. Ad hoc 
interventions in money market, swap, and credit markets to ensure fluidity will be deployed, as 
necessary. Macro-prudential measures to spread out maturities to minimize credit damage owing 
to noneconomic factors and to ease capital requirements will continue as well. As an illustration of 
this, the European Central Bank committed to a new round of monetary stimulus in December. 

Our Baseline Forecast and Risk Profile 

Reflecting the developments above, our global GDP growth forecast is broadly unchanged for 2020 
and the outer years, but lower than our previous round for 2021 (see table 1; for our previous global 
economic forecast see “Economic Research: A Double-Digit Rebound Has Begun, But It’s No Time 
To Celebrate,” published on Oct. 6, 2020).   

Table 1 

GDP Growth And Recovery Forecasts 

 
Real GDP 

Growth Rates 
 Recovery to end-2019 

Level 

(%) 2019 2020f 2021f 2022f 2023f  GDP Unemp. 
U.S. 2.2 -3.9 4.2 3.0 2.1  Q3 2021 > 2023 
Eurozone 1.3 -7.2 4.8 3.9 2.2  Q2 2022 Q4 2023 
China 6.1 2.1 7.0 5.0 5.0  Q2 2020 Q4 2020 
India* 4.2 -9.0 10.0 6.0 6.2  Q2 2021 n/a 
Japan 0.7 -5.5 2.7 1.3 0.9  Q1 2023 > 2023 
Russia 1.3 -3.5 2.9 2.7 2.0  Q4 2021 Q2 2023 
Brazil 1.1 -4.7 3.2 2.6 2.6  Q3 2022 Q1 2023 
United Kingdom 1.3 -11.0 6.0 5.0 2.4  Q4 2022 > 2023 
World¶ 2.8 -4.0 5.0 4.0 3.6  n/a n/a 
Source: S&P Global Economics, Oxford Economics  
*Fiscal year ending in March. ¶Weighted by purchasing power parity  

Details for the major economies and groups can be found in the following links: 

– “Economic Research: Staying Home For The Holidays (U.S.)”, Dec. 2, 2020 

– “Emerging Markets: Risks To Outlook Balanced As Recovery Momentum Set To Pick Up In 2021”, 
Dec. 2, 2020 

– “Economic Research: The Eurozone Can Still Rebound In 2021 After Lighter Lockdowns”, Dec. 1, 
2020 

– “Economic Research: Asia-Pacific Forecasts Stabilize, Risks Now Balanced”, Nov. 30, 2020 

The balance of risks to our baseline remains on the downside. First and foremost, the current 
COVID-19 wave and the accompanying restrictions could be longer and stronger than the one 
month assumed in our baseline; this would lead to another down leg in growth and a longer 
recovery. Second, policymakers may be reluctant to let the necessary post-COVID-19 sectoral 
rebalancing take place; while cushioning the initial primary impact of lockdowns was required, as 
the recovery gains speed, firms and their workers will need to exit shrinking sectors and reconfigure 
in ascendant sectors. Third, stimulus fatigue may lead policymakers to begin to normalize settings 
before private demand takes hold, leading to lost output and employment. Finally, on the upside, 
recent vaccine efficacy reports have been a major positive, and if this carries over to rapid 
regulatory approval and distribution, we could see a faster recovery, particularly in person-to-
person intensive sectors. For a downside scenario based on the first of these risks, see “Longer 
COVID” in the Questions That Matter section of this report.  

  

https://www.spglobal.com/ratings/en/research/articles/201006-economic-research-a-double-digit-rebound-has-begun-but-it-s-no-time-to-celebrate-11676869
https://www.spglobal.com/ratings/en/research/articles/201006-economic-research-a-double-digit-rebound-has-begun-but-it-s-no-time-to-celebrate-11676869
https://www.spglobal.com/ratings/en/research/articles/201202-economic-research-staying-home-for-the-holidays-11759909
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?ArtObjectId=11761662&ArtRevId=1
https://www.spglobal.com/ratings/en/research/articles/201201-economic-research-the-eurozone-can-still-rebound-in-2021-after-lighter-lockdowns-11759100
https://www.spglobal.com/ratings/en/research/articles/201130-economic-research-asia-pacific-forecasts-stabilize-risks-now-balanced-11757212


Global Credit Outlook 2021: Back on track? 

S&P Global Ratings December 3, 2020     12 

The End To COVID-19’s Radical Uncertainty? 

Despite the weaker outlook in the next few quarters, meaning the global economy will limp into 
2021, the exit path from COVID-19 and the associated challenges are becoming clearer. The recent 
announcement of three vaccines demonstrating high efficacy in late-stage trials should spell the 
beginning of the end of the crisis. Uncertainty will no longer be “radical.” This will decisively shift 
the macro focus from damage control to the recovery path, including structural changes.  

The world has changed. Economies are not going back to their pre-COVID-19 configuration, as the 
U.S. Federal Reserve chairman has been saying lately4. Governments arguably need to protect their 
most vulnerable citizens in the hardest-hit sectors, to provide adequate (and portable) social safety 
nets and training opportunities, and to ensure adequate demand including through public 
investment to spur the recovery. But the composition of output will change; indeed, this process 
has already begun. As a result, new firms are starting to form in growth sectors (and exit shrinking 
ones) and workers are starting to move toward these growth sectors (and away from the shrinking 
ones), in what is known as “creative destruction.” 

In terms of economic thought, this is Keynes versus Schumpeter (see “Keynes And Schumpeter Are 
What The European Economy Needs Right Now,” published on Oct. 12, 2020). These dynamics can 
be complementary, but finding the right balance is key. Policy should help, not hinder. Hanging on 
to shrinking sectors runs the risk of lower productivity, lower growth, and tougher fiscal dynamics 
ahead. Letting the market work--and facilitating--the adjustment to a post-COVID-19 configuration 
of output can lead to higher and greener growth and productivity. And it will lead to a much-needed 
boost in global demand. This can put economies on more sustainable paths and help to begin to 
normalize balance sheets that were extraordinarily stretched in fighting the effects of COVID-19.  

 

 

  

                                                           
4 “We're never going back to the old economy, Fed Chairman says,” CNN, Nov. 18, 2020. 

https://www.spglobal.com/ratings/en/research/articles/201012-economic-research-keynes-and-schumpeter-are-what-the-european-economy-needs-right-now-11688271
https://www.spglobal.com/ratings/en/research/articles/201012-economic-research-keynes-and-schumpeter-are-what-the-european-economy-needs-right-now-11688271
https://www.cnn.com/2020/11/17/economy/powell-economy-recovery/index.html
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