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Overall assessment 

Pandemic issues unlikely to recede shortly 

Insufficient worldwide vaccination coverage. Globally the vaccination coverage is still 

insufficient (12% of world population fully vaccinated). It is estimated that close to 11bn doses 

are required to vaccinate 70% of the world’s population (herd immunity target). To reach this 

target, production capabilities, logistical bottlenecks, financing issues and personal behaviors 

must be addressed. Hence, the best-case timeline to achieve this is by end of 2022, still a long 

time in pandemic years. Until herd immunity is achieved, the pandemic will continue to 

mechanically dampen activity worldwide, albeit to a lesser extent as progressive access to 

vaccines would gradually lift containment measures. 

Economic impact dependent on hospitalization capacity. The resurgence of Covid cases retains 

an uncertainty on the global scenario. In developed economies, the improvement in vaccination 

coverage is still insufficient to avoid the surge in cases. The share of population fully vaccinated 

represents around 51% of total population in the UK, 47% in the US, 40% in the EU, 18% in 

Japan. The key variables to monitor over the coming months are those associated with the 

capacity of the health system to address increase in hospitalization. It will indicate whether 

restrictive measures will be necessary to limit the pandemic, thus affecting economic activity. 

We have not included new restrictive measures to our current scenario, as pressures on the 

health system appear, so far, limited.  

Rotating drivers supporting short term growth dynamics 

Despite the resurgence of the pandemic, the economic activity is unlikely to suddenly stop and 

the global recovery will remain strong, with the upside factors of increasing vaccination 

remaining higher than downside factors such as restrictive measures, especially as the recovery 

drivers are rotating. 

From manufacturing to services industries. Up to 2021Q1, the activity expansion was driven by 

the surge in manufacturing and trade. However, going forward, as the economies reopen and 

vaccination will support an increase in confidence (notwithstanding the Delta tensions), services 

consumption is likely to resume, and spending will increase, all of which aiding a more broad-

based recovery. 

From China/US to Europe/EM. The early stage of the recovery was driven by China, followed 

by the US (boosted by its fiscal impulse), and to a lesser extent by the UK. Now that China and 

US have reached their economic peak (in Q42020 and Q22021 respectively), the upcoming 

dynamics will be driven by the acceleration in services spending in Europe and  in key EM. What 

could have been seen as desynchronized growth is indeed a supportive short-term dynamic. 

The Europe impulse would endure recovery, although at a slower rate. In the short term, the 

key drivers of our GDP growth models pointed to confidence factors, all significantly higher than 

the threshold levels in our models. Under the assumption that the resurging cases will not lead 

to containment measures, GDP growth in 2022Q2 (yet to be published) and 2022Q3 are 

expected to remain robust (close to peak in US/UK, acceleration in EUZ/Japan).  
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Medium term recovery dependent on labor market perspectives 

Overall unchanged forecasts. Our developed economies forecasts are almost unchanged 

compared to our previous estimates in April.  The minor adjustments came from better-than-

expected activity rebound in the EUZ and UK, more limited fiscal impulse than expected in the 

US, and renewed restrictions in Japan.  

The US GDP growth is expected at 6.3% in 2021 and 4.2% in 2022, also providing sizable positive 

spillovers to its trading partners. Quarterly growth will likely peak in Q2, but activity should 

remain strong over the remainder of the year, still fueled by fiscal stimulus (albeit to a lesser 

level than initially expected). A virtuous cycle of increased employment, gains in labor market 

income, and further spending will allow the economy to pursue its V-shape recovery.  

The EUZ activity has proved more supportive than expected once restrictions were partially 

lifted in 2021H1. Our GDP growth scenario is more uncertain by end-2022. Budgetary/monetary 

measures have prevented widespread insolvency and unemployment in 2020/2021, but their 

gradual adjustment by 2022 might limit the recovery profile. Our GDP growth projections 

indicate 4.9% GDP growth in 2021 and 4.4% in 2022. 

In the UK, the combination of easing restrictions and additional budget measures supported 

the activity in 2021H1 but the necessity to compensate for the -9.8% GDP contraction in 2020, 

will limit the rebound potential. UK GDP growth is projected at 5.9% in 2021 and 5.4% in 2022. 

In Japan, while the economy has previously benefited from the rebound in global 

manufacturing activities and an Asian expansion, the extension of state of emergency along 

with supply bottlenecks are dampening the activity. Under the assumption that those effects 

are temporary, Japan GDP growth is expected at 2.9% in 2021, 2% in 2022. 

2021 impressive figures mask an uneven recovery. Despite impressive 2021 GDP figures, the 

cyclical normalization remains fragile and dependent on fiscal policies and labor market 

development. The results of our machine models are useful to assess the key variables which 

will drive the recovery profile. For developed economies, the main indicators are either related 

to the labor market situation (unemployment rate) in the US/UK, and households finance for 

the EUZ/Japan. 

Temporary inflationary pressures 

Temporary pressures. The increase in inflation observed during 2021Q2 was a combination of 

three factors. First, the rebound in manufacturing industry had a domino effect of increasing 

the demand for raw materials, creating bottlenecks across global supply chains, leading to surge 

in commodity prices, and increasingly pass-through to good prices. Second, the shift towards 

services as economies reopened led to a peak in inflation services. Third, continuous base 

effects on energy prices related to the increase in Brent prices.  Our models suggest that 

inflation will accelerate further during the summer, but the factors behind the current surge are 

transitory and inflation will gradually stabilize around high level in 2021, reduce by end- 2022 

(US inflation on average in 2021 and 2022 at 4.0% and 3.4% respectively, 1.9% and 1.7% in the 

Eurozone, 1.8% and 2.3% in the UK and at -0.1% and 0.5% in Japan). 

Higher level at a medium-term horizon. Questions have arisen on inflation trend over a 

medium-term horizon (2023-2025), related to the significant monetary/budgetary stimulus. 

One factor missing that would imply a higher (and sustained) inflation scenario is an increase in 



Quarterly Cyclical Outlook – Developed Economies 2021Q3 

 

TAC ECONOMICS 

www.taceconomics.com  7 

 

wages. The analysis so far is that a spiraling mechanism between prices and wages would occur 

only in a substantially transformed political / social environment. However, in the current 

background, the most likely outcome is a “one-step increase towards an inflation regime 

oscillating around 2.5% or 3% over the next few years after a temporary peak in 2021.  

From ultra-accommodative monetary policy to Fed/BoE tightening, while ECB/BoJ remain 

accommodative 

Stabilizing bond yields environment. The bond markets after rising sharply in Q1 in response 

to an improved economic outlook (mainly on US/UK, more limited on the EUZ/Japan) have 

drifted lower in Q2 due to a combination of liquidity factors, economic reassessment, and risk 

aversion. Our short-term models (TAC ECONOMICS Quantitative Market Alert) indicate a 

significant probability of lower US 10y bond yields for the summer. Therefore, assuming a strong 

global economic recovery and a limited risk aversion, our models still point to an increase of the 

US bond yield towards 2.0% at end-2021, towards 2.5% at mid-2022. This will translate into 

other developed economies (0.1% mid-2022 to 10y German bond yield, 1.9% on UK 10y, 0.1% 

on Japan 10y), albeit to a lesser extent given the more subdued economic outlook and monetary 

policy willing to limit bond yield increase. 

Progressive tightening in monetary policy. The adjustment observed in bond markets will not 

reverse the current monetary policy adjustment. Despite short-term uncertainties related to 

the pandemic evolution, improvements in economic prospects will require gradual adjustments 

among central banks’ policies. In the US, the integration of labor market indicator in the 

estimation of the monetary policy reaction function suggests an appropriate ultra-

accommodative policy at least until the end of 2021. The Fed tapering is expected to be pre-

announced in the summer (Jackson Hole Symposium on 26-28 August), to be effective in 

2022Q1 and a potential of rate hike in 2022Q4. A similar adjustment might occur in the UK (rate 

unchanged but end of QE purchases). In the Eurozone, the ECB is focused on preserving 

favorable financing conditions, i.e. avoiding that the speed of adjustment of nominal yields pose 

a threat to the recovery. No adjustment to the refi rate is expected, but a transformation of the 

Pandemic Emergency Purchase Programme is expected before March 2022. In Japan, the BoJ 

yield curve control has already been adjusted with yield fluctuations between ±0.25 percent 

from the target level. The BoJ remains focused on the need to keep borrowing costs low to 

support activity. 

Equity markets attractiveness with increasing risks. Over the past quarter, equity markets have 

been affected by several factors (episodic phenomenon suggesting overvaluation/systemic 

threats, sectoral rotation, pandemic resurgence), which raise concerns over equity 

overperformance.  Our fair value models indicate continued overvaluations, but corporate 

earnings expectations are still up (albeit reducing), and massive liquidity and stimulus combined 

with household/corporate rebound suggest that potential for improvement remains.  

However, the risk of repricing of financial asset is increasing. The normalization process suggests 

that a reassessment of market fundamentals is likely and with most of the positive economic 

surprises behind, it will create, at best, episodes of volatility. Higher risk premiums would 

generate financing difficulties for leveraged firms and households, which would erode banks’ 

ability to support higher growth. This could lead to further repricing of financial assets, and 

creating negative spillovers effects. While not our central scenario, a strict monitoring is 

necessary. 
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Exhibit 1 – Real GDP growth forecasts (y/y, in %) 

 

Exhibit 2 – Headline inflation forecasts (y/y, in %) 

 

 

 Sources: Datastream, TAC ECONOMICS 
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United States 

• The US growth has reached its peak in 2021Q2, boosted by massive fiscal stimulus. It has 

allowed a virtuous cycle to materialize (boost in confidence, strong consumption, higher 

investment, declining unemployment etc.). The US economy will outperform other 

developed economies. 

• The increase in inflation has endured due to a combination of good/services/energy 

pressures. Prices are expected to stabilize around the current level in 2021H2, before 

gradually decreasing toward 2.5% by end-2022.   

• The US economy is close to entering its adjustment phase, with fiscal impulse gradually 

reducing and the FOMC preparing markets for tapering announcement. Despite the current 

adjustment of lower bond yields related to specific factors and risk aversion, the 10 year 

US bond yields are set to increase towards 2.0% end-2021. 

Exhibit 3 
US economic outlook 

 20Q4 21Q1 21Q2f 21Q3f 21Q4f 22Q1f 22Q2f 22Q3f 22Q4f 2019 2020 2021 2022 

Real GDP growth (y/y, %) -2.4 0.4 12.7 6.5 6.0 5.5 4.5 3.5 3.5 2.2 -3.5 6.3 4.2 

Real GDP growth (q/q, %) 1.1 1.6 2.2 1.6 0.6 1.1 1.2 0.6 0.5     

CPI inflation (y/y, %) 1.2 1.9 4.5 4.9 4.7 4.4 3.7 3.1 2.6 1.8 1.3 4.0 3.4 

Policy rate (eop*, %) 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 1.75 0.25 0.25 0.50 

10-year gov. bond (%) 0.9 1.3 1.6 1.9 2.1 2.2 2.3 2.5 2.5 2.1 0.9 1.7 2.3 
 

Source: TAC ECONOMICS / *eop=end of period 

US expansion closed to its peak 

Our US scenario is almost unchanged compared to our previous projections. The latest cyclical 

figures confirmed the US activity expansion, bringing its GDP level above pre-Covid level. A 

virtuous cycle has materialized in the US supported by massive fiscal stimulus and vaccine roll 

out (around 50% of population fully vaccinated). Our models project a peak reached in 2021Q2 

to 9.0% q/q saar (equivalent to 2.2% q/q), before a gradual (albeit at elevated levels) 

deceleration in activity. 

Our models indicate three key variables to monitor the US scenario: confidence indicators up 

to mid-2021, wealth effect/households finance up to mid-2022, and labor market  by end-2022. 

It is consistent with our previous assessment that while quarterly growth will likely peak in Q2, 

the activity should remain strong over the remainder of the year. Even as the fiscal impulse 

diminishes, the excess household savings accumulated should keep consumers spending. A 

positive cycle of increased employment gains in labor market/financial income and further 

spending should support an 6.3% GDP growth expansion in 2021, before decelerating to 4.2% 

in 2022. 

Temporary inflationary pressures 

The upside surprise came from the inflation outlook with higher-than-expected supply 

bottlenecks resulting in stronger inflationary pressures. Headline and core CPI inflation, which 
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were 2.6% y/y and 1.6% y/y in March, surged to 5.4% y/y and 4.5% y/y in June. It is due to the 

combination of the recent surge in energy prices (24.5% y/y in June) and robust core goods 

inflation (8.7% y/y), along with the reopening of services activity has led to increase in services 

prices in specific sectors such as such as airlines and lodging away from home (respectively 

24.6% and 15.1% y/y). Our models indicate a temporary increase with headline inflation 

remaining close to 5% by end-2021. Base effects from last year’s shutdowns/energy prices and 

persistent supply shortages are likely to retain higher inflation for longer period than expected. 

There will likely be continued uncertainty of how long the inflation should remain on high level. 

Our models point toward a temporary inflationary scenario (peak reached in our Brent prices 

projections in 2021Q3, temporary surge in services prices and expectations of gradual easing of 

supply chains disruptions by end-2021), before a gradual deceleration up to 2.6% by end-2022.  

End of ultra-accommodative monetary policy, tapering implementation by end-2021  

The Fed’s hawkish turn at the June FOMC meeting is consistent with our latest projections for 

the start of tapering and first policy rate hikes, respectively by end-2021 and 2022.  

The integration of our inflation projections and our own labor market indicator in the estimation 

of the Fed monetary policy reaction function suggests an appropriate ultra-accommodating 

policy at least until the end of 2021. Then, assuming a rapid improvement of the labor market 

situation and a sharp but temporary increase in inflation, our model indicates a US tapering 

announcement in Q4 2021, to be effective in 2022Q1 and a potential of rate hike end-2022. 

Short term pressures for lower US Treasury bond yields, fundamentals still point toward 2.0% 

on US10Y end-2021 

After rising sharply in 2021Q1 in response to the improvement in the economic outlook and 

higher inflation expectations, the US 10y Treasury yields have drifted lower in Q2 (from 1.74% 

end-% March to 1.31 in Mid-July). The rally was a combination of lower real yields as the labor 

market recovery was slower than expected, receding inflation worries (or Fed capacity to react) 

over the past month, and higher risk aversion due to renewed pandemic concerns.  

Our short-term models (TAC ECONOMICS Quantitative Market Alert) indicate a significant 

probability of lower US 10y yields for the summer. It is also consistent with our market reading 

that some technical factors, such as low market liquidity (elevated Fed Purchases and Treasury 

net issuance) limit the upside pressures on yields. Therefore, assuming a strong global economic 

recovery and a limited risk aversion, our models still point to an increase of the bond yield 

towards 2.0% at end-2021, towards 2.5% at mid-2022. 
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Key US data charts 

Exhibit 4 – US GDP growth projections level (y/y, in %) 

 

Exhibit 5 – US Covid cases and hospitalizations 

 

Exhibit 6 – US inflation by components

 

Exhibit 7 – US headline inflation projections (y/y) 

 

Exhibit 8 – US Monetary policy reaction function

 

Exhibit 9 –10-year bond yield projections

 
Sources: Datastream, TAC ECONOMICS  
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Exhibit 10 - Quarterly economic data 

 2019Q3 2019Q4 2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 

GDP (y/y, %) 2.1 2.3 0.3 -9.0 -2.8 -2.4 0.4 

Personal Consumption Expenditures (y/y, %) 2.5 2.5 0.2 -10.2 -2.8 -2.7 1.8 

Gross Private Domestic Investment (y/y, %) 0.9 -1.0 -4.2 -16.9 -3.4 3.7 5.3 

Domestic Fixed Investment (y/y, %) 1.9 1.5 0.4 -7.8 -1.9 2.1 5.4 

Change in private inventories (% GDP) 0.2 0.0 -0.2 -1.5 0.0 0.3 -0.4 

Government Consumption (y/y, %) 2.2 3.0 2.7 2.1 0.3 -0.5 0.6 

Exports of Goods & Services (y/y, %) 0.2 0.4 -2.6 -23.9 -14.6 -10.9 -9.2 

Imports of Goods & Services (y/y, %) 1.0 -1.9 -5.3 -22.4 -8.6 -0.6 6.0 

 Source: BEA 

Exhibit 11 - Monthly economic data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

Industrial Production (y/y, %) -3.3 -1.7 -4.9 1.5 17.5 16.1 9.8 

Consumer Prices (y/y, %) 1.4 1.4 1.7 2.6 4.2 5.0 5.4 

Producer Prices* (y/y, %) 0.8 1.6 3.0 4.2 6.2 6.6 7.3 

Interest Rate - ST (Fed Funds, %) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Interest Rate - LT (10 years, %) 0.9 1.1 1.3 1.6 1.6 1.6 1.5 

M2 (y/y, %) 24.8 25.9 27.1 24.3 18.0 13.8 -- 

* PPI for finished goods Source: BLS, FRB 

Exhibit 12 - Survey data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

ISM - Manufacturing PMI 60.5 58.7 60.8 64.7 60.7 61.2 60.6 

ISM - Employment (% positive) 51.7 52.6 54.4 59.6 55.1 50.9 49.9 

ISM - Production (% positive) 64.7 60.7 63.2 68.1 62.5 58.5 60.8 

ISM - Prices (% positive) 77.6 82.1 86.0 85.6 89.6 88.0 92.1 

ISM - New Orders (% positive) 67.5 61.1 64.8 68.0 64.3 67.0 66.0 

Source: ISM (Institute for Supply Management) 
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Eurozone 

• A strong post-containment catch-up effect has materialized in 2021Q2. It is likely to 

continue more significantly in Q3. Adding to a favorable external demand and fiscal 

stimulus, GDP growth is expected at 4.6% in 2021 and 4.4% in 2022.  

• Headline inflation will increase above 2% in 2021H2, but likely to slow in 2022 due to 

persistent economic loss, still high unemployment rate and more moderate impact of 

energy prices. 

• ECB monetary policy will remain accommodative but will face increasing pressures to 

stabilize the current market conditions in the context of US Fed tapering. Our models 

indicate a potential of increase in the German 10-year bond yield in positive territory.  

Exhibit 13 
Eurozone economic outlook 

 20Q4 21Q1 21Q2f 21Q3f 21Q4f 22Q1f 22Q2f 22Q3f 22Q4f 2019 2020 2021 2022 

Real GDP growth (y/y, %) -4.7 -1.3 13.0 3.8 5.0 6.0 5.2 3.3 3.3 1.3 -6.7 4.9 4.4 

Real GDP growth (q/q, %) -0.6 -0.3 1.3 3.4 0.5 0.6 0.6 1.5 0.5     

CPI inflation (y/y, %) -0.3 1.0 1.8 2.3 2.4 2.1 1.8 1.4 1.4 1.2 0.3 1.9 1.7 

Policy rate (eop*, %) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

10-year gov. bond (%) -0.6 -0.4 -0.3 0.1 0.1 - - -0.1 -0.1 -0.2 -0.5 0.0 0.2 
 

Source: TAC ECONOMICS / *eop=end of period 

Strong catch up effect expected in 2021Q2 and 2021Q3 

Our EUZ forecasts have been revised to the upside, as high frequency data point to a very strong 

bounce back post the containment measures. The 2021Q1 GDP figures also showed that the 

economy had learned to adjust to restrictions, at “only” -0.3% q/q.  

Our EUZ GDP growth forecasts have been revised to the upside to 4.9% in 2021 and 4.4% in 

2022, recovering to pre-COVID-19 levels of output by Q1 22. After the negative GDP growth 

observed in 2021Q1, a boost in activity has been observed in May-June and even more 

significantly in Q3 2021, which is explained by:  

(1) A “mechanical” catch-up effect on consumption when the restrictions ease. The higher the 

consumer confidence, the stronger this mechanical effect, notably pushing households to 

spend accumulated “forced savings” during the crisis. This increase is critical, as reflected 

in our machine learning GDP growth model, which indicates that the current level on the 

Consumer Confidence (“Current Economic Situation for the next 12 months” Index), at-5.5, 

is above a critical threshold (around -23) for the first time since the start of pandemic, which 

explains the exit from the “recession” class towards a “strong recovery” class. As the 

hospitality and tourism sectors are allowed to reopen, a surge in consumer spending 

supported by pent-up demand and accumulated excess savings is likely. It would drive the 

recovery in 2021Q3. 

(2) An effect on external demand with the expected improvement in the global economy (and 

notably the strong recovery of the US economy as of the beginning of 2021).  
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(3) The end of the projection period (end-2022) will be more uncertain, related to prices 

perceptions (Consumer Price Expectations Indicator). So far, the indicator is above but 

close to our models thresholds, supporting a pursuit of the current recovery.  

Increase in EUZ inflation mainly related to base effects 

The Eurozone headline inflation was 1.9% in June (from 1.3% y/y in March). Core inflation was 

0.9% y/y in June. Unlike the US inflation, much of the increase was from energy prices and base 

effects. By components, energy prices explained 1.2 points of June inflation, goods and services 

around 0.3 points each.  

Our models suggest that headline CPI inflation will rise in 2021 towards 2.4% end-2021, mainly 

related to energy base effects.  This rise in inflation is set to remain temporary with slowdown 

in CPI inflation in 2022 close to 1.5%, dependent on the spare capacity in the economy and large 

output gap that will remain in the Eurozone despite strong economic growth in 2021/2022.  

ECB pressure to contain favorable market conditions  

During its June meeting, the ECB left the pace of PEPP unchanged, with a still dovish message 

despite improving economic conditions. The decision was taken according to its assessment of 

financing conditions and medium-term inflation outlook, which remains  far from the ECB’s 2% 

new symmetric target. Should the recovery be as strong as expected and COVID-19 

developments limited, the ECB might scale back the pace of purchases at the upcoming 

meetings. The official end of the PEPP by March 2022 suggests an adjustment to maintain 

significant bond buying capacities. President Lagarde hinted the PEPP would be followed by a 

“transition into a new format”, but it is still unclear under which size, constraints and  

The ECB will also be sensitive to potential spillover from higher US yields that could tighten 

financing conditions. The ECB notably stepped up pace of bond-buying in mid-March to tame 

rise in borrowing costs. Indeed, bond yields in the Eurozone have been rising from February to 

May, the Bund 10-year yields increasing toward -0.1%. An announcement to lower PEPP 

purchases in Q4 would need to be complemented with an announcement on the modality of 

purchases via the APP program when PEPP purchases end in March 2022. The ECB is still likely 

to maintain a large-scale QE program in 2021 and 2022, with no adjustment to its policy rate. 

Our econometric model indicates a potential of the Bund to cross the positive territory in 

2021H2, consistent with the strong economic recovery in 2021 and the transmission of the US 

bond yield increase. Therefore, the ECB will face increasing pressure to maintain the Bund yields 

in negative territory and will need to continue to increase bond purchases to achieve it. 
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Key Eurozone data charts 

Exhibit 14 – Real GDP growth projections (y/y, in %) 

 

Exhibit 15–EUZ Covid Cases and deaths 

 

Exhibit 16 – EUZ inflation by components

 
 

Exhibit 17 – EUZ headline inflation projections (y/y) 

 

Exhibit 18 – European bond yields (bp since Jan, 1) 

 

Exhibit 19 –Bund yields projections (%)

 
 

Sources: Datastream, TAC ECONOMICS 
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Exhibit 20 - Quarterly economic data 

  2019Q3 2019Q4 2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 

GDP (y/y, %) 1.5 1.0 -3.2 -14.4 -4.0 -4.6 -1.3 

Households Consumption Expend. (y/y, %) 1.6 1.2 -3.9 -16.1 -4.6 -7.4 -5.3 

GFCF (y/y, %) 3.5 8.8 5.9 -20.2 -4.4 -10.7 -6.3 

Government Consumption Expend. (y/y, %) 2.0 1.9 1.2 -1.6 3.0 3.1 2.9 

Inventories Changes (% GDP) 0.3 0.1 0.3 0.1 -1.0 -0.4 0.3 

Goods & Services Balance (% GDP) 4.5 2.4 2.0 3.1 4.8 4.8 4.7 

Exports of Goods & Services (y/y, %) 2.7 1.7 -3.0 -21.1 -8.6 -4.8 -0.6 

Imports of Goods & Services (y/y, %) 3.0 4.8 2.7 -20.7 -9.3 -9.0 -6.2 

 Source: ECB 

Exhibit 21 - Monthly data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

Industrial Production (y/y, %) -0.6 -1.4 -3.3 13.4 39.6 18.8 -- 

Industrial Production excl. construction (y/y, %) 0.6 0.0 -1.5 11.3 38.9 20.6 -- 

Consumer Prices (y/y, %) -0.3 0.9 0.9 1.3 1.6 2.0 1.9 

Producer Prices* (y/y, %) -1.3 -0.6 1.0 3.5 5.8 7.1 -- 

Interest Rate - ST (EURIBOR 3 months, %) -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 -0.5 

Interest Rate - LT (Euroland aggr. 10 yr, %)  -0.1 -0.1 0.1 0.1 0.2 0.4 0.3 

Interest Rate - LT (Germany Gvt Bond 10 yr, %)  -0.6 -0.6 -0.4 -0.4 -0.3 -0.2 -0.2 

M2 (y/y, %) 11.7 12.2 12.2 10.2 9.1 8.3 -- 
* PPI for manufactured goods Sources: ECB 

Exhibit 22 - Survey data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

ECS – Consumer Confidence -13.8 -15.5 -14.8 -10.8 -8.1 -5.1 -3.3 

ECS – Industrial Confidence -6.8 -6.1 -3.2 2.1 10.9 11.5 12.7 

ECS – Employment -8.3 -8.1 -5.4 -0.4 5.4 6.8 9.1 

ECS – Production 4.9 5.2 10.7 17.8 29.8 23.3 21.1 

ECS – Prices 4.1 4.8 9.8 17.5 24.2 29.9 36.0 

ECS – New Orders -21.9 -20.1 -18.2 -12.1 -0.4 6.7 11.6 

Source: European Commission (ECS: European Commission Survey) 
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United Kingdom 

• GDP growth would sharply rebound in 2021Q2 linked to easing of restrictions, driven by 

strong spending (a catch-up period post containment and sustained fiscal policy). 

• Our model projects GDP growth to rebound at 5.4% in 2021 and 5.1% in 2022, reflecting a 

Covid 19-related economic loss to persist at least until mid-2022. This indicates the need 

for fiscal policy support to prevent any massive unemployment and business climate 

deterioration.    

• Headline inflation is expected to increase in 2021 above the BoE 2% target. Under our 

assumption of temporary inflationary pressures, the BoE is likely to maintain its policy rate 

low until the end of 2022 to support the economic recovery in the UK. 

Exhibit 23 
UK economic outlook 

 20Q4 21Q1 21Q2f 21Q3f 21Q4f 22Q1f 22Q2f 22Q3f 22Q4f 2019 2020 2021 2022 

Real GDP growth (y/y, %) -7.3 -6.1 20.0 5.5 7.2 9.0 6.0 4.0 3.0 1.4 -9.8 5.9 5.4 

Real GDP growth (q/q, %) 1.3 -1.6 3.0 2.8 2.9 0.1 0.1 0.9 1.9     

CPI inflation (y/y, %) 0.5 0.6 2.0 2.1 2.4 2.5 2.1 2.1 2.1 1.8 0.9 1.8 2.3 

Policy rate (eop*, %) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.3 0.8 0.1 0.1 0.3 

10-year gov. bond (%) 0.3 0.5 0.9 1.0 1.2 1.4 1.6 1.8 1.9 0.9 0.3 0.9 1.7 
 

Source: TAC ECONOMICS / *eop=end of period 

Strong economic recovery in 2021/2022, necessary to erase the strong impact of the crisis 

The UK has been one of the most affected economy by the Covid-19 crisis, registering -9.9% in 

real GDP growth in 2020. The first quarter of 2021 had remained negative (-1.6% q/q) related 

to government restrictions and Brexit short-term supply chain difficulties. Since 2021Q2, the 

activity has surprised to the upside, linked to the easing of restrictions leading to a catch-up on 

consumer facing services. In May 2021, monthly GDP growth is estimated to have increased by 

0.8%, the fourth consecutive month of growth, albeit at a reducing rhythm (2.4% in March, 2% 

in April). Therefore, global output remained 3.1% below its pre-Covid levels. Construction is the 

only sector with output levels 0.3% above February 2020 level (-3.4% for services, -3.0% for 

manufacturing). 

Our UK scenario is almost unchanged compared to the previous quarter. We have adjusted our 

short term forecast to the upside, given the early strength of the recovery. A virtuous cycle, like 

in the US, seems to materialize with corporates anticipating higher spending leading to an 

increase in credit demand, with increase in investment and hiring. The number of furloughed 

jobs has declined faster than expected, as demand has recovered.  The unemployment rate fell 

to 4.7% in the three months to April. 

The sustainability of the recovery remains more questionable compared to the US, with our 

medium term models variables indicating households confidence and unemployment rate as 

key indicators to monitor. As projected in the latest BoE Minutes, “the economy will experience 

a temporary period of strong GDP growth after which growth will fall back”. The removal of 
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government support, although gradual, could take away some momentum. As activity thus 

normalizes over time and with Brexit remaining a strain on parts of the economy, our model 

foresee GDP growth to reach 5.9% in 2021 and 5.4% in 2022. Despite remarkable GDP growth, 

the UK economy will offset the Covid-19 impact not before mid-2022.   

Headline inflation temporary above BoE 2% target 

Headline inflation has increased from 0.7% y/y in March to 2.5%. in June. With supply-chain 

issues and demand outstripping supply, input price inflation also increased with the PPI at  4.3% 

in June. The inflation profile is quite similar to the US. The combination of supply shortages and 

rising demand prompted by the easing restrictions led to a surge in prices. 

However, our model do not currently expect inflation to rise sustainable above the BoE 2% 

target, despite potential for temporary exceeding 3%. It indicates inflation would stabilize 

around the current level up to 2022H1, before decelerating toward the BoE target by end-2022.   

BoE monetary policy and 10-year Gilt bond yield linked to US yields evolution 

The BoE seems unaffected by the recent surge in inflation, stating so far that the surge in prices 

is temporary. Given the combination of temporary prices and the uncertainty related to the 

Delta surge and/or the impact of the end of furlough schemes end-September, a wait and see 

approach is considered. So far, discussion about tapering has been avoided but, according to 

the Minutes, some members of the MPC might be ready to vote for higher interest rates or 

ceasing QE in the next few months. Considering our projections on inflation close to BoE target, 

the BoE is likely to maintain its policy rate low in 2021 and most of 2022 to support the economic 

recovery in the UK, with a potential to increase Bank Rate by end-2022 in line with the FOMC 

adjustment.  

Finally, integrating our economic forecast in the model, the 10-year bond yield is expected to 

continue to increase towards level close to 1.2% end-2021 and in the range 1.9% in 2022. 
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Key UK data charts 

Exhibit 24 – UK GDP growth projections (y/y, in %) 

 

Exhibit 25 – UK Covid cases and hospitalizations 

 

Exhibit 26 – UK Confidence Index 

 

Exhibit 27 – UK headline inflation projections (%)  

 

Exhibit 28 – UK 10y GILT bond (bp since Jan. 1, 2021) 

 

 

Exhibit 29 – UK 10y bond and policy rate projections

 

 

Sources: Datastream, TAC ECONOMICS  
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Exhibit 30 - Quarterly economic data 

  2019Q3 2019Q4 2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 

GDP (y/y, %) 1.4 1.2 -2.2 -21.4 -8.5 -7.3 -6.1 

Household Consumption Expenditure (y/y, %) 1.2 0.3 -2.3 -23.0 -7.9 -9.2 -11.0 

GFCF (y/y, %) 2.1 0.6 -2.5 -21.8 -8.2 -2.6 -3.2 

Government Consumption Expenditure (y/y, %) 4.3 2.8 -0.4 -19.5 -6.0 0.3 3.7 

Change in inventories (% GDP) -0.2 -0.4 -0.4 -0.7 -1.0 0.7 0.3 

Goods & Services Balance (% GDP) -1.0 2.2 -0.7 2.5 -0.9 -2.7 -0.3 

Exports of Goods & Services (y/y, %) 3.1 7.2 -7.9 -16.5 -21.0 -19.8 -11.0 

Imports of Goods & Services (y/y, %) 2.3 -4.7 -16.9 -28.3 -18.9 -7.0 -13.3 

 Source: UK Office for National Statistics 

Exhibit 31 - Monthly data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

Industrial Production (y/y, %) -2.3 -4.1 -3.7 3.1 27.2 20.5 -- 

Consumer Prices (y/y, %) 0.6 0.7 0.4 0.7 1.5 2.1 2.5 

Producer Prices* (y/y, %) -0.3 0.2 1.1 1.9 3.5 4.4 4.3 

Interest Rate - ST (3 months, %) 0.0 0.0 0.0 -0.1 -0.1 -0.1 0.0 

Interest Rate - LT (10 years, %)  0.3 0.3 0.6 0.9 0.9 0.9 0.9 

M4 (y/y, %) 12.4 12.3 12.6 9.7 8.1 6.3 -- 
* PPI for manufactured goods Source: Bank of England, UK Office for National Statistics 

Exhibit 32 - Survey data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

GFK - Consumer Confidence -26 -28 -23 -16 -15 -9 -9 

CBI - Industrial Confidence -6 -24 -2 30 36 33 33 

CBI - Industrial Confidence - Orders -25 -38 -24 -5 -8 17 19 

CBI - Industrial Confidence - Exports -44 -33 -39 -20 -18 -17 -8 

CBI - Industrial Confidence - Prices 0 4 3 20 27 38 46 

Source: GFK, CBI 
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Japan 

• Japan is experiencing a 5th wave of infections. New restrictions are taken on a regional level 

to prevent a national outbreak and alleviate concerns during the Olympic Games.  

• Up to 2021Q1, the pandemic impact (albeit with a lesser extent than in other mature 

economies) has been partly compensated by the impulse from external demand and global 

manufacturing rebound. Domestic demand should now take the lead but the lagging 

vaccination (around 20% fully vaccinated), high restrictions over the Tokyo Olympics and 

pre-existing structural elements might limit the recovery upside  

• Our model indicates a more limited GDP rebound compared to other developed economies 

at 2.9% in 2021 and 2.0 in 2022. 

Exhibit 33  
Japan economic outlook 

 20Q4 21Q1 21Q2f 21Q3f 21Q4f 22Q1f 22Q2f 22Q3f 22Q4f 2019 2020 2021 2022 

Real GDP growth (y/y, 

%) 

-1.0 -1.5 7.5 4.0 2.0 2.3 2.4 1.7 1.7 0.0 -4.7 2.9 2.0 

Real GDP growth (q/q) 2.8 -1.0 0.3 1.9 0.8 -0.7 0.4 1.2 0.8     

CPI inflation (y/y, %) -0.8 -0.4 -0.4 -0.1 0.4 0.4 0.5 0.5 0.5 0.5 0.0 -0.1 0.5 

Policy rate (eop*, %) -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 

10-year gov. bond (%) 0.0 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 -0.1 0.0 0.1 0.1 
 

Source: TAC ECONOMICS / *eop=end of period 

GDP growth has benefited from manufacturing recovery, domestic demand should now take 

the lead 

Compared to other develop economies, the recovery profile  in Japan is specific for several 

reasons: 

- The Covid-19 outbreak (in terms of cases and restrictions) has been less “severe” than in 

other mature economies, implying less catch-up potential but also extended period of 

restrictions. Several prefectures have been under a state of Emergency in Q1 and Q2 and  

it has been extended prior to the Olympic Games (and imposed in Tokyo until after the 

Games end – August 8th).  

- In term of economic implication, while more limited on activity, it will continue to affect 

confidence and postpone the realization of pent-up demand. Furthermore as the part of 

the population fully vaccinated (around 20%) is still insufficient.  

- The main engines of growth are more affected by the current environment, either the 

manufacturing issue (lack of semi-conductors chips affecting industry) or the dependence 

to the external environment (adjustment in China, pandemic issues in the region, peak in 

US activity). 

In this context, the results of our machine models are useful to assess the key variables which 

will drive the recovery profile.  
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- The key variables up to end-2021 are mainly related to the exports dynamics and the Japan 

leading indicator. In this context, GDP growth set to increase in 2021H2 as the vaccine 

rollout finally picks up momentum. This should help unlock excess savings while the gradual 

easing of supply constraints should support production and exports.  

- For 2022, the critical indicators are more related to domestic demand: household 

confidence, employment, capex. It suggests that internal demand should take the lead for 

the current GDP trend to pursue. The prospective for a sustained recovery in domestic 

demand still appear uncertain in a context of low consumer confidence. Whether the 

expected supplementary budget (around JPY30trn, around 5.5% of GDP) might be able to 

address pre-existing structural elements (low productivity, limited conversion of 

undistributed corporate profits to household income) have to be monitor, once 

announced. 

Our model foresee GDP growth to reach 2.9% in 2021 and 2.0% in 2022. Our projections are 

therefore subjects to short term uncertainty related to the coming political events: Prime 

minister leadership vote in his ruling Liberal Democratic Party in September, and general 

election held October/November. 

Unchanged monetary policy 

The BoJ monetary policy response is more limited than in other mature economies (already 

large sets of eligible assets in QE, negative yields, and yield curve control). Whereas other major 

central banks are set to proceed with tapering or tightening by end-2022, the BoJ will not be in 

a position to normalize monetary policy until 2024 (at least) based on its current inflation 

targeting and inflation projections. Therefore, over the coming quarters (years?), specific issues 

will need to be address such as BoJ subordinating monetary policy to fiscal policy, unachievable 

inflation targets. 
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Key Japan data charts 

Exhibit 34 - Japan GDP growth projections (y/y in %)

 

Exhibit 35 – Japan Covid cases and deaths 

 

Exhibit 36 – Japan exports volumes (Y/Y, in %) 

 

Exhibit 37 – Japan Consumer confidence 

 

Exhibit 38 – Japan 10y Bond (bp since Jan.1, 2021)

 

 

Exhibit 39 – Japan inflation projections 

 

Sources: Datastream, TAC ECONOMICS  
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Exhibit 40 - Quarterly economic data 

  2019Q3 2019Q4 2020Q1 2020Q2 2020Q3 2020Q4 2021Q1 

GDP (y/y, %) 1.1 -1.3 -2.2 -10.2 -5.5 -1.0 -1.5 

Household Consumption Expenditure (y/y, %) 1.0 -2.2 -2.9 -11.4 -7.4 -2.3 -2.9 

GFCF (y/y, %) 4.1 -1.6 -1.7 -5.3 -8.0 -2.2 -3.1 

Government Consumption Expenditure (y/y, %) 2.5 2.1 1.5 1.2 3.3 4.7 3.7 

Change in inventories (% GDP) 0.3 0.2 0.5 0.3 0.3 -0.2 0.2 

Goods & Services Balance (% GDP) -0.6 0.0 -0.3 -2.2 0.2 1.2 0.3 

Exports of Goods & Services (y/y, %) -0.3 -1.9 -4.5 -21.6 -15.4 -5.8 1.1 

Imports of Goods & Services (y/y, %) 4.4 -2.8 -2.6 -5.2 -14.0 -7.3 -0.7 

 Source: Cabinet Office Japan 

Exhibit 41 - Monthly data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

Industrial Production (y/y, %) -4.0 -2.2 -3.1 1.0 15.9 21.1 -- 

Consumer Prices (y/y, %) -1.2 -0.6 -0.4 -0.1 -0.5 -0.1 -- 

Producer Prices* (y/y, %) -2.0 -1.5 -0.6 1.2 3.8 5.1 5.0 

Interest Rate - ST (3 months, %) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

Interest Rate - LT (10 years, %)  0.0 0.0 0.1 0.1 0.1 0.1 0.1 

M4 (y/y, %) 9.1 9.4 9.6 9.4 9.2 7.9 5.9 
* PPI for manufactured goods Source: Bank of Japan, Statistics Bureau 

Exhibit 42 - Survey data 

  2020M12 2021M01 2021M02 2021M03 2021M04 2021M05 2021M06 

Consumer Confidence Index 32.0 29.9 33.9 36.1 34.7 34.1 37.4 

Industrial Confidence (Nikkei PMI Manuf.) 50.0 49.8 51.4 52.7 53.6 53.0 52.4 

Industrial Confidence (Reuters Tankan) -9.0 -1.0 3.0 6.0 13.0 21.0 22.0 

 Source: Statistics Bureau 
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Exchange rate projections 

EUR/USD: Gradual depreciation to 1.15 in 2021H2 and 2022 

Exhibit 43 
TAC ECONOMICS EUR/USD Projections 

 

Sources: Datastream, TAC ECONOMICS 

Since the latest Quarterly Currency Outlook (April 2021), our scenario of the EUR/USD remains 

almost unchanged. The expected relative stabilization around 1.20 in 2021H1 (in the range 1.19-

1.22) has been confirmed and the very recent USD appreciation towards 1.18 is consistent with 

our scenario of a downward step of the EUR/USD from 1.20 towards around 1.15 in 2021H2.  

Behind this move, recent developments include: 

- Worries about the resurgence of Covid cases in developed economies related to the delta-

variant, and still insufficient worldwide vaccination coverage. Accordingly, several 

restrictions have been reimposed in some European countries, such as a mandatory 

requirement for workers in the health sector, and the covid passport will be mandatory in 

some places.  

- The increasingly hawkish stance from the FED related to the reflation theme. The Fed 

considerably raised its expectations for inflation this year at the June meeting (to 3.4% from 

2.4% in March) and brought forward the time frame on when it will next raise interest rates 

(dot plot currently indicates two hikes in 2023). At the opposite, the ECB suggested it was 

still too early in the recovery cycle to consider monetary tightening.  

- This Fed's hawkish turn confirm our expectation for the start of tapering end-2021 and a 

first Fed Funds rate hike likely in Q3/Q4 2022. This scenario considers a strong economic 

recovery in the US, with expected GDP growth at 6.3% in 2021 and above 4% in 2022, and 

higher inflation for longer (close to 4% this year and around 3.4% in 2022). 



Quarterly Cyclical Outlook – Developed Economies 2021Q3 

 

TAC ECONOMICS 

www.taceconomics.com  26 

 

Our EUR/USD projections are built on a Markov-switching model identifying two different 

driver-regimes for the exchange rate: a financial regime, where the currency is primarily driven 

by interest rate differentials, and a real economy regime, where the currency is more sensitive 

to real GDP growth and inflation differential. Our model indicates the financial regime to prevail 

in 2021 and 2022, implying the current stance of the monetary policy in the US and the 

Eurozone is determinant in foreseeing the exchange rate.   

Therefore, expected hawkish monetary stance in the US, but not in the Eurozone, explains 

our scenario of a gradual depreciation of the EUR/USD, from a level close to 1.20 in 2021H1 

to a downward step close to 1.15 in 2021H2 and 2022. 

 

  



Quarterly Cyclical Outlook – Developed Economies 2021Q3 

 

TAC ECONOMICS 

www.taceconomics.com  27 

 

 

Disclaimer 

These assessments are, as always, subject to the disclaimer provided below. 

This material is published by TAC ECONOMICS SAS for information purposes only and should not be regarded as 

providing any specific advice. Recipients should make their own independent evaluation of this information and no 

action should be taken, solely relying on it. This material should not be reproduced or disclosed without our consent. 

It is not intended for distribution in any jurisdiction in which this would be prohibited. Whilst this information is 

believed to be reliable, it has not been independently verified by TAC ECONOMICS and TAC ECONOMICS makes no 

representation or warranty (express or implied) of any kind, as regards the accuracy or completeness of this 

information, nor does it accept any responsibility or liability for any loss or damage arising in any way from any use 

made of or reliance placed on, this information. Unless otherwise stated, any views, forecasts, or estimates are solely 

those of TAC ECONOMICS, as of this date and are subject to change without notice. 
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