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Today
• Error bounds over economic forecasts have rarely been wider.

• Evolution of the pandemic is one key driver of the outlook.

• The other is policy: stark differences between EU and US.

• Is there a bubble?

• Does Inflation lie in our future?



IMF World Economic Growth Projections

Source: IMF World Economic Outlook: January 2021



OECD Economic Forecasts
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Looking like a V
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Policy Differences (% GDP)
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Impact of Recent Biden Stimulus (GDP %)
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Economies are Diverging, driven by Policy Differences
(% difference in real GDP from pre-pandemic levels)
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Employment in Tourism (% of total employment) –
not so V
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Missing Jobs
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Vaccines: Population Coverage so Far (%)
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Conventional Wisdom
• UK, US and Israel are having a good vaccine war.

• The EU is not.

• Nor is the poorer parts of the globe.

• ‘Good’ vaccinators are having rapid success.

• Not so fast: be very careful of extrapolating from recent trends.

• Let’s look at those recent trends.



Recent Data (1)



Recent Data (2)



So, only the Vaccinators are doing well? Here’s one of many 
Puzzles – be careful about Conclusions and Extrapolations



Markets
Bonds, particularly of the US variety, are key. The day after the Fed:



Data is Everything, as is a Long Run 
Perspective

8 Centuries of Global Real Government Yields

Source: Paul Schmelzing: Bank of England Working Paper 845



Global Fixed Income Spreads & Returns



Is there a Bubble?
• For some, it is obvious:

• “The long, long bull market since 2009 has finally matured into a 
fully-fledged epic bubble. Featuring extreme overvaluation, 
explosive price increases, frenzied issuance, and hysterically 
speculative investor behavior, I believe this event will be recorded 
as one of the great bubbles of financial history, right along with the 
South Sea bubble, 1929, and 2000.”

• (Jeremy Grantham, GMO)



Inflation Expectations (from Bond Yields)
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Simple US Equity Valuation
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Asset Class Returns

Source: J.P. Morgan Asset Management Guide to the Markets 1Q 2021



Asset Return Expectations

Source: J.P. Morgan Asset Management Guide to the Markets 1Q 2021



Summary & Conclusions
• Remember: all forecasts are wrong.

• Governance budget: spend it on plans for what you will do when those 
forecasts turn out to be wrong, not on the forecasts themselves.

• Inflation outcome will drive most of the action once the pandemic is over.

• The rest of the action will be driven by economic policy, itself a driver of, and 
influenced by, that inflation outlook.

• Expected returns: focus on these and your time horizon.




