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Key points

• Inflation rates are set to rise

• US real interest rates are likely to continue to fall, supporting global recoveries

• Geopolitical tensions may moderate but won’t disappear

• 2021 could see an emerging market comeback, particularly in Asia

After an extremely abnormal year, 2021 promises to be a year of normality. The speed of the vaccine response
and efficacy of the leading treatments have confounded the sceptics. In the coming months, the deployment of
vaccines and mass testing will pave the way for a return to a more familiar way of life.

Western central banks are likely to keep official interest rates and the short end of bond yield curves pinned down.
They are also likely to persist with quantitative easing, not wishing to risk snuffing out nascent recoveries.
This continuation of ‘financial repression’ will allow governments to put off any fiscal reckoning well beyond 2021.

Big picture: normal service may be resumed
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In fact, there is a risk of having too much of a good thing by the second half of the year, as savings – which have

rocketed in key economies – get run down, monetary and fiscal policies remain extremely stimulative, and a

synchronised global expansion gains traction after some loss of momentum in the early part of the year.

Inflation rates are set to rise quite briskly from their depressed COVID-19 lows, primarily due to base effects

but also increasingly due to a weaker US dollar, supply bottlenecks and a sharp tightening of service prices. The

market, however, still seems to be pricing in ‘Japanification’ (deflation and weak growth). But conditions in the

wake of the pandemic are fundamentally different to those that prevailed after the Global Financial Crisis (GFC),

and the inflation outcome following the present crisis may turn out to be quite different.

.

2021 Outlook

Inflation is set to rise beyond its depressed levels in 2021 as the cyclical recovery gains strength

Source: Bloomberg and Ninety One, 31 October 2020.
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Big picture: normal service may be resumed

Financial conditions will stay loose, supporting recoveries

Given the pre-eminent role of the US dollar in global markets, the US Federal Reserve Board (Fed) will
continue to set the policy tone internationally. The Fed policy review, which ran from late 2019 to August
2020, has led to the Fed taking a much more asymmetric approach to its inflation target. That is to say, it now
tolerates overshoots of the target but not undershoots. The review shows belated acceptance that attempting
to normalise interest rates pre-emptively – which had characterised Fed policy since Paul Volcker’s
chairmanship in the early 1980s until 2015 – was counterproductive in a post-GFC world. The US economy will
therefore be allowed to be run hot. As a consequence, US real interest rates are likely to continue to fall,
keeping global financial conditions loose and supporting international recoveries.

For more information, please visit www.ninetyone.com

The one (important) exception is China, where the People’s Bank of China (PBoC) has stuck to its more
orthodox monetary guns. The renminbi has been allowed to strengthen and although policy has been
supportive of growth – the Chinese credit impulse as a percentage of GDP has exceeded the deliberate and
material boost to growth in 2015-16 – a full-scale recourse to quantitative easing has been avoided. Indeed,
China remains committed to addressing its structurally high indebtedness by continuing to focus on improving
capital productivity. This is likely to be the major area of macro policy divergence.

The recurrent geopolitical flare-ups of recent years are likely to moderate somewhat, but will not go away
entirely. President Trump’s approach was unorthodox, but he succeeded in fundamentally changing US policy
towards China from one of ‘partner’ to ‘adversary’. Although the incoming administration is likely to use more
conventional diplomacy, a Biden presidency will probably be less comfortable for China because US
policy should be implemented in a more structured and internationally collaborative way. In the meantime,
China is likely to tone down ‘wolfwarrior diplomacy’, and concentrate on its priorities of domestic growth and
technological self-sufficiency.

2021 is potentially the year of a sustained emerging market comeback, particularly in Asia, given depressed
real rates, a weaker US dollar and vaccine-driven cyclical recoveries. Notwithstanding US attempts at
containment, China is already acting as a powerful regional and global locomotive.
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Important information

Important information

The information may discuss general market activity or
industry trends and is not intended to be relied upon as
a forecast, research or investment advice. The economic
and market views presented herein reflect Ninety One’s
judgment as at the date shown and are subject to
change without notice. There is no guarantee that views
and opinions expressed will be correct and may not
reflect those of Ninety One as a whole, different views
may be expressed based on different investment
objectives. Although we believe any information
obtained from external sources to be reliable, we have
not independently verified it, and we cannot guarantee
its accuracy or completeness. Ninety One’s internal data
may not be audited. Ninety One does not provide legal
or tax advice. Prospective investors should consult their
tax advisors before making tax-related investment
decisions.
This communication is provided for general information
only. Any opinions stated are honestly held but are not
guaranteed and should not be relied upon. Investment
involves risks. This is not a buy, sell or hold
recommendation for any particular stock.
In Hong Kong, this document is issued by Ninety One
Hong Kong Limited and has not been reviewed by the
Securities and Futures Commission (SFC). The website
contained in this document has not been reviewed by
the SFC and may contain information with respect to
non-SFC authorised funds which are not available to the
public of Hong Kong.
Except as otherwise authorised, this information may
not be shown, copied, transmitted, or otherwise given to
any third party without Ninety One’s prior written
consent. © 2021 Ninety One. All rights reserved.

About HKRSA

The Hong Kong Retirement Schemes
Association (HKRSA) was established in
1996 to promote the interests and best
practices of retirement schemes in Hong
Kong including provident and pooled
retirement funds. The HKRSA is a not-
for-profit, non-political association, which
represents retirement schemes and their
members, providing a forum for discussion of
issues of current and topical interest.

About Ninety One

Ninety One, previously Investec Asset
Management is an independent global asset
manager dedicated to delivering compelling
outcomes for its clients, managing £119bn in
assets (as at 30.09.20). Established in South
Africa in 1991 almost three decades of
organic growth later, we offer distinctive
active strategies across equities, fixed
income, multi-asset and alternatives to
institutions, advisors and individual investors
around the world.

Disclaimer

This document is intended to be for information purposes only and it is not intended as promotional material in
any respect. It does not constitute any solicitation and offering of investment products. The views and opinions
contained herein are those of the author(s), and do not represent views of the Hong Kong Retirement Schemes
Association (the “HKRSA”). The material is not intended to provide, and should not be relied on for, investment
advice or recommendation. Information contained herein is believed to be reliable, but the HKRSA makes no
guarantee, representation or warranty and accepts no responsibility for the accuracy and/or completeness of the
information and/or opinions contained in this document, including any third party information obtained from
sources it believes to be reliable but which has not been independently verified. In no event will the HKRSA be
liable for any damages, losses or liabilities including without limitation, direct or indirect, special, incidental,
consequential damages, losses or liabilities, in connection with your use of this document or your reliance on or
use or inability to use the information contained in this document. This document has not been reviewed by the
SFC. Any link to other third party websites does not constitute an endorsement by the HKRSA of such websites or
the information, product, advertising or other materials available on those websites and the HKRSA accepts no
responsibility for the accuracy or availability of any information provided by linked websites.

Source: Ninety One
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