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KEY FORECAST TRENDS  

 As economic lockdowns spread across the world, the global economy faces a near-
term hit which is likely to dwarf that seen during the global financial crisis (GFC). 

 But this downturn is not the result of a systemic flaw or policy mistake. It’s a 
deliberate policy choice by governments to protect public health and save lives. 

 Measures to contain the virus are therefore being accompanied by policies to protect 
vulnerable households and firms. This is happening at breakneck speed and in 
breathtaking magnitude. 

 Crucially, central banks are supporting government action. First, with measures to 
plug liquidity gaps, then with asset-purchase programs to prevent bond yields rising 
as government spending increases on a scale normally reserved for wartime. 

 None of this will prevent the global economy from taking a fearful near-term hit; nor is 
it meant to. But proactive fiscal support can help prevent this turning into a tsunami 
of unemployment and bankruptcy that would wreck any recovery hopes. 

 Difficult days lie ahead. But the speed and magnitude of the policy response has 
been impressive, making us more optimistic that policymakers will be successful in 
laying the foundations for recovery—once the public-health crisis has passed. 

 
Central Banks Won’t Allow Bond Yields to Rise  
 
 
 
 
 
 
 
 
 
 
 

 

 

G4 Annual Central Bank Government Bond Purchases 

  
As of March 31, 2020. 
Source: Haver Analytics and AB estimates for 2020. 
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 Markets were briefly spooked by 
the sheer scale of planned fiscal 
stimulus. But many central banks 
have now announced new bond 
purchases and yields have since 
fallen back. 

 Without central-bank support, 
many governments would not be 
able to raise the funds needed to 
support their economies. Central 
banks will therefore do everything 
in their power to keep bond yields 
low so that governments can take 
the battle to the virus—just as they 
have often done during wartime.  
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GLOBAL FORECASTS 

OUTLOOK  

 We have lowered our 2020 global growth forecast to –0.7% from 2.2% last month, but we still see the risks to this 
forecast as heavily skewed to the downside.  

 The US and euro-area economies are expected to contract by 1.5% and 3.5%, respectively, this year, while China is 
expected to expand by 3.0%. Compared with the beginning of the year, these forecasts are three to four percentage 
points lower. 

 Our preliminary forecast for 2021 sees global growth rebounding to 3.3%. This rebound will depend crucially on the 
effectiveness of policies to dampen the economic impact of the lockdowns needed to contain the spread of the 
coronavirus. While the speed and extent of the policy response have been impressive, risks remain. 

 Central banks have moved quickly to implement large-scale asset purchase programs in order to allow governments to 
support their economies without putting upward pressure on bond yields. We expect yields to remain close to, or below, 
current record lows. 

Global Cyclical Outlook: Deep Contraction Underway  
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Global Manufacturing PMI 

 
Through April 1, 2020 
Source: Haver Analytics and IHS Markit 
 

 

Manufacturing PMIs 

 
Through April 1, 2020 
Source: Haver Analytics and IHS Markit 

 

46

48

50

52

54

56

58

10 12 14 16 18 20

In
de

x

Services PMIs 

 
Through April 3, 2020 
Source: Haver Analytics and IHS Markit 

 

38

42

46

50

54

58

17 18 19 20

In
de

x

China

Developed Market

10

20

30

40

50

60

17 18 19 20

In
de

x

China

Italy

 The near-term hit to the global 
economy will be huge, perhaps 
unprecedented  

 The policy response holds out 
hopes for a rebound later in 
the year, but only if the virus 
can be contained 

 The big drop in oil prices 
points to much lower headline 
inflation in coming months  

 While the demand impact from 
the coronavirus points down, 
the supply impact points up 
(food for example) 

 

 Central banks have moved 
quickly to shore up liquidity 
and launch large-scale asset 
purchase programs 

 The aim is to keep bond yields 
low at a time when budget 
deficits are moving skywards 

Key Risks 

 Lockdowns in Europe and the 
US last longer than expected  

 Policy fails to prevent mass 
unemployment/bankruptcy 

Key Risks 

 Oil prices 

 Will the coronavirus and policy 
response reinforce secular 
forces for higher inflation? 

    
  

 

 

 

Key Risks 

 Fiscal dominance/monetization 

 Are we sowing the seeds of an 
even bigger future debt crisis? 
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GLOBAL MARKET OUTLOOK: YIELD CURVES 
GLOBAL YIELDS 

Global—Government’s plans to unleash massive fiscal-stimulus packages would normally put upward pressure on bond 
yields. But central banks have made it clear that they won’t allow this, and we expect yields to remain anchored close to, or 
below, current record lows. 

US—The Fed has committed to buying Treasuries on an open-ended basis. Given the economic environment, higher yields 
will not be tolerated, and we expect yields to remain low across the forecast horizon.   

Euro Area—The ECB’s new quantitative easing programs make it clear that it won’t let core bond yields or peripheral yield 
spreads rise materially from current levels. If the current envelope is not big enough, more is likely.  

Japan—Quantitative and qualitative easing (QQE) with yield-curve control (YCC) should anchor 10-year yields close to, or 
even below, zero over the forecast horizon—and probably long after that. 

 

 

 

10-Year Yields: AB vs. Consensus Year-End Forecasts (%) 

 AB  Consensus 
 2020 2021  2020 2021 
US 0.50 0.75  1.10 1.59 
Euro Area (0.50) (0.25)  (0.42) (0.08) 
Japan 0.00 0.00  (0.04) 0.01 
China 3.20 2.60  2.64 2.83 

As of March 31, 2020 
Source: Bloomberg and AB 

Real 10-Year Bond Yields* 

 
*Current 10-year bond yield less five-year/five-year-forward inflation swap 
Through March 31, 2020;  
Source: Bloomberg and AB 
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GLOBAL MARKET OUTLOOK: CURRENCIES 
FX FORECASTS 

USD—The dollar has strengthened in recent weeks, as the coronavirus outbreak has led to higher demand for the world’s 
reserve currency. If the global economy starts to recover later in the year, the dollar is likely to weaken. But for the time 
being, risks are clearly skewed toward further dollar strength. 

JPY—Although the yen has given up the gains made earlier in March as risk-asset headwinds intensified, it has held its 
ground against the US dollar better than most currencies. 

EUR—The euro has weakened further against the US dollar and is now close to the lows recorded in 2016. We expect the 
currency to stabilize around these levels, with near-term risks biased towards some modest further weakness.  

 

 

 

Global FX: AB vs. Consensus Year-End Forecasts (%) 

 AB  Consensus 
 2020 2021  2020 2021 
EUR/USD 1.08 1.13  1.13 1.15 
USD/JPY 102 102  107 108 
USD/CNY 7.05 7.00  6.99 6.87 
EUR/GBP 0.88 0.92  0.87 0.85 

As of March 31, 2020 
Source: Bloomberg and AB 

Nominal USD Exchange Rate: US Dollar Index 
 

 
 

Through March 31, 2020 
Source: Bloomberg and AB 
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US  
  Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  

 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  

US (1.5) 3.5  1.5 2.0  0.13 0.13  0.50 0.75  

 

OUTLOOK 

 The near-term outlook is very clear: the US economy will contract sharply. With schools and businesses closed and the 
majority of the population sheltering in place, we are seeing an unprecedented, sudden stop in activity that will result in 
a massive contraction in output.  

 The longer-term outlook depends very much on the effectiveness of the public health response. If citizens can’t resume 
more normal daily lives, economic recovery is impossible, no matter how much stimulus the government provides.  

 We’re encouraged by the economic policy response, with both the Fed and Treasury Department providing huge 
amounts of stimulus. If the public health crisis can be addressed, the fuel will be there for an economic recovery.   

RISK FACTORS 

 The path of the COVID-19 virus and the policy response to it are the only issues that matter right now. Until there’s 
clarity on both, the risks around the economy are very clearly skewed to the downside.   

OVERVIEW 

Nothing in history provides clear guidance about what happens next. With the COVID-19 virus still rampaging through the 
global economy and the healthcare system straining under the weight of the outbreak, economic policy has to take a back 
seat to the public health crisis. Economic policymakers have been providing unprecedented fiscal and monetary stimulus to 
provide support. That’s a good thing, but a secondary one. No amount of policy support can boost the economy as long as 
most of the population is locked down. There are glimmers of hope: after a long period of social isolating, China seems to 
have brought the virus under control, allowing a gradual restart of economic activity. Our forecast for the US incorporates a 
similar pattern, with activity rebounding in the second half of the year. Still, while the US economy may regain the previous 
trend rate of growth (around 2% per year), we believe there will be a permanent loss of activity—it won’t bounce all the way 
back, and that 2% growth rate will be from a lower base. This crisis will leave wounds on the economy that are unlikely to 
heal completely.  

 
 

 

 

 

Initial Claims for Unemployment Insurance 

 
Through March 20, 2020 
Source: Haver Analytics/Markit 
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Philadelphia Fed Manufacturing Index  

 
Through March 31, 2020 
Source: Haver Analytics/Markit 

(60)

(40)

(20)

0

20

40

05 07 09 11 13 15 17 19

In
de

x 
M

oM
Ch

an
ge



   
 

6 GLOBAL MACRO OUTLOOK 

Euro Area 
 Real GDP (%)   Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F   2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Euro Area (3.5) 2.5   0.5 1.2  (0.65) (0.65)  (0.50) (0.25)  1.08 1.13 

 

OUTLOOK 

 Government efforts to contain the spread of COVID-19 will likely lead to a significant contraction in economic output. We 
have lowered our 2020 growth forecast to –3.5%, but risks are still heavily skewed to the downside. 

 We expect growth to rebound to +2.5% next year, but that will depend crucially on governments containing the spread of 
the virus and on the success of their attempts to support the economy.   

 The European Central Bank (ECB) has moved quickly to offer more cheap funding to banks and has increased the size 
of its asset-purchase program by €870 billion, 7% of gross domestic product (GDP), in order to keep bond yields low at 
a time when government deficits and debt are likely to balloon higher.  

RISK FACTORS 

 Our forecasts are conditioned on full economic lockdown lasting weeks rather than months. Should this be wrong, 
economic growth this year could be materially lower than currently expected. 

 While the pace and extent of the policy response has been impressive, there is still a risk that government efforts will fail 
to prevent mass unemployment and bankruptcy, especially if there are significant lags between the announcement and 
effective implementation of policies needed to protect income and jobs.  

OVERVIEW 

While still largely reliant upon survey data, early indications are that the hit to euro-area activity from measures to contain 
COVID-19 is likely to be huge. March’s monthly change in German business expectations was the biggest on record, with 
the index now at the lowest point in its 60-year history. The same is true for the euro-area composite PMI, which dropped to 
29.7, well below the previous record low of 36.2 during the global financial crisis. 

The impact of the lockdowns is being felt hardest in the service sector, where the March PMI fell to 26.4, compared with 44.5 
for the manufacturing component. The most extreme example of the impact on services is in Italy, which has been at the 
forefront of the European battle against the virus; Italy’s services PMI fell to just 17.4 in March. The good news is that the 
aggressive steps taken by the Italian government to contain the spread of the virus seem finally to be having an impact. 
There are rising hopes that some restrictions on activity may be lifted in the middle of April. It will take a lot longer to get back 
to something approaching normal, but this would still be an important and positive step. 

Although the ECB decided against cutting interest rates at its March Council meeting, it has taken several important steps to 
support the economy. The most important of these are its decisions to provide additional cheap loans to euro-area banks on 
even more attractive terms and to step up its asset purchase program. The latter is particularly important, as it will allow 
fiscally challenged euro-area governments to support their economies without a destructive increase in bond yields. 

Real GDP and Composite PMI-Based Proxy 

 
Through March 31, 2020 
Source: Haver Analytics and IHS Markit 
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Japan  

  Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Japan  (3.3) 2.2  (0.2) 0.5  (0.10) (0.10)  0.00 0.00  102 102 

 

OUTLOOK 

 The spread of COVID-19 in Japan remains limited. 

 Nonetheless, the collapse in global demand and confidence will hit Japanese growth over coming quarters. 

 There’s not much the Bank of Japan (BOJ) can do but a large supplementary budget is in the pipeline. 

RISK FACTORS 

 A sharply stronger yen—if risk assets were to collapse further—would apply an additional squeeze. 

OVERVIEW 

Japan is almost certain to suffer two—perhaps three—negative quarters of growth in succession. GDP fell sharply in the 
fourth quarter, as the result of a big pullback in spending following the October value-added tax hike. The initial drag from the 
COVID-19 response—via social distancing (e.g., school closures), the drop in tourist arrivals from China, supply-chain 
disruption and other factors—implies that there’s a good chance that the first quarter will be negative as well. And now, with 
global demand falling precipitously over the coming months, the more traditional linkage from the global export cycle to 
Japan will dominate. 

The postponement of the Summer Olympics in Tokyo until 2021 adds to the gloom. A large proportion of the overall impact 
has been transmitted (construction, etc.), but an anticipated boost to the Japanese economy in second half of the year will 
now be missing. 

Can macroeconomic policy respond to these growing risks? On the monetary front, the BOJ is already “all in.” Beyond 
tweaks to its purchase program and short-term liquidity enhancement (as we saw in the March monetary policy 
announcement), there’s limited room to move. Monetary policy’s main role is to facilitate fiscal expansion— “joined at hip.”  
Even though the upcoming supplementary budget needs to deliver “less” than in other countries—where the COVID-19 
challenge is that much greater—the risks are skewed (as usual) towards overpromise/underdeliver. 

  

 

Services Take a Hit: Reuters-Tankan Survey 

 
Through April 3, 2020 
Source: Refinitiv Datastream 
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Through April 3, 2020 
Source: Refinitiv Datastream 
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China  
 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

China 3.0 5.0  2.8 3.0  4.35 4.10  3.20 2.60  7.05 7.00 

 

OUTLOOK 

 China’s official real GDP growth rate will likely be about 3.0% in 2020, down from 6.1% in 2019, as weakness in capex 
persists and the impact from the COVID-19 epidemic is felt. We expect 2021 growth to rebound to about 5%. 

 Continued monetary- and fiscal-policy easing should counter downward pressure on the economy, with the focus likely 
on infrastructure projects and property easing—the measures most likely to help stabilize the economy.  

 Rising pork prices may push up inflation, but we don’t think the increase will limit the central bank’s policy easing.  

RISK FACTORS 

 Policy easing may be less effective than expected if economic data surprise significantly to the downside. This would put 
a sustained economic stabilization at risk this year and next. 

 With COVID-19 now a global pandemic, there will be further downward pressure on the Chinese economy from 
imported COVID-19 cases, weak external demand and supply chain disruption from the globe to China.  

OVERVIEW 

March data appeared more encouraging, with large-scale companies resuming 90% of their business. Between 70% and 
80% of retail shops have reopened, and 50% of Hubei factories have resumed activity. These developments should be 
attributed to China’s policy efforts to support the economy since the start of the outbreak. Authorities have rolled out 
US$834bn in monetary and fiscal stimulus and tax cuts, which have accounted for 5.8% of 2019 real GDP. They have also 
announced more relaxation on the fiscal-deficit front and will issue more special government bonds to finance infrastructure 
investments. We continue to believe that China must deliver a reasonable amount of stimulus to stabilize growth even if 
COVID-19 comes under control. We expect further stimulus announcements at the National People’s Conference in April to 
stabilize growth in 2020. 

Our view was that relaxation of rules in the property market was inevitable in 2020, even in the absence of COVID-19. Now, 
it is certainly unavoidable: First, relaxation doesn’t mean stimulus, so markets should not expect or worry about an 
overheating property market. Second, relaxation will adhere to the one-city, one policy rule, so where there’s a lack of 
supply, developers can build more to feed into demand. Third, COVID-19 will create revenue pressure on local government, 
so we expect central government to relax the pressure on local government’s revenue source by selling more land. For 
example, Shanghai has already reduced first home down payments to 30%. We continue to believe the RMB will stay in the 
range of 6.90 to 7.10, given its inclusion in the US and China phase one trade deal.  

 

China Manufacturing PMI 

 
Through March 31, 2020 
Source: Bloomberg and AB 
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Canada  

 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F   2020F 2021F  2020F 2021F  2020F 2021F 

Canada (1.5) 2.5  1.3 2.0  0.00 0.00  0.50 0.75  1.45 1.40 

OUTLOOK 

 As with all other economies, the COVID-19 virus will trigger a recession in Canada. The country is receiving a double 
whammy: collapsing oil prices are making the economic situation even worse.   

 Fiscal and monetary stimulus will help the Canadian economy to a degree, but until the global economy can restart, 
stimulus can only mitigate the downside—it can’t restart growth.   

RISK FACTORS 

 It’s all about COVID-19, both globally and locally. Canada is levered to a global economy that’s in a state of collapse, 
and the risks everywhere remain to the downside.   

OVERVIEW 

Canada’s economy is in recession, hit both by the COVID-19 shutdown and the collapse in oil prices. The risks of a 
downward spiral are very real—and largely beyond the control of economic policymakers. Fiscal and monetary authorities 
will do what they can, but all they can hope to accomplish in the near term is to mitigate the negative impact. There’s hope 
for a rebound in the second half of the year, and the nascent rebound in China is a welcome reminder that this too shall 
(probably) pass. But things are very likely to get worse before they get better.   

 

Australia/New Zealand 
 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Australia (1.5) 3.0  1.0 1.5  0.25 0.25  0.75 0.75  0.60 0.60 

New Zealand (1.5) 3.0  1.0 1.5  0.25 0.25  1.00 1.00  0.60 0.60 

AUSTRALIA/NEW ZEALAND 

 As in other regions, the impact of COVID-19 shutdowns will be profound. Both countries entered a close-to-full-lockdown 
phase in the last week of March, with measures in New Zealand a little harsher than those in Australia. GDP will fall 
deeply into negative territory in the second quarter. 

 Substantial stimulus—including a range of support measures such as wage subsidies—are being put in place to cushion 
the economies through their shutdown phase. While the speed of the response has been arguably slower than 
optimal—particularly in Australia—the policy settings in place now seem to be of the scale and scope to do the job. 

 Both antipodean central banks cut policy rates to their effective lower bounds (25 b.p.) and introduced a form of 
quantitative easing. The Reserve Bank of Australia went further, committing to a program of yield-curve control by 
pegging three yields at 25 basis points and announcing its intent to buy whatever quantity of government and semi-
government bonds is necessary to stabilize market behavior. 
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UK 
 Real GDP (%)  Inflation (%)  Policy Rate (%)   10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F  2021F  2020F 2021F  2020F 2021F 

UK (3.0) 2.5  1.0 1.8  0.10  0.10  0.35 0.75  1.23 1.23 

OUTLOOK 

 As with other countries, we have lowered our 2020 growth forecast for the UK to take account of government measures 
to contain COVID-19. While risks are skewed heavily to the downside, the government and Bank of England (BoE) have 
responded quickly and forcefully to support struggling households and firms. We are optimistic that this will help provide 
the foundation for recovery once the health crisis has passed. 

 The British government and BoE have acted in concert to support households and firms during the lockdown period that 
is needed to contain COVID-19. According to our estimates, the government has provided direct fiscal support worth 
roughly 4% of GDP and state guarantees worth an additional 15%. For its part, the BoE has cut interest rates to a 
record low of 0.10%, announced a new term-funding scheme for small and medium-sized companies, and lowered the 
countercyclical capital buffer from 1.0% to zero in order to free up more bank lending.  

 In addition, the BoE has announced that it will increase its asset purchases by £200 billion (9% of GDP), linking this 
move to recent signs of volatility in the gilt market rather than the need to lift inflation back to target. The Bank will not 
allow the threat of higher bond yields to prevent the government from providing support that households and firms 
urgently need, as the economy moves into an unprecedented recession. 

RISK FACTORS 

 Brexit has faded into the background in recent weeks, but the government will soon have to decide whether to ask for an 
extension of its transition phase beyond the end of December. The economy will be in no place to absorb a disorderly 
transition as it attempts to recover from the coronavirus outbreak. 

Norway/Sweden 

 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Norway (2.5) 3.0  1.3 1.8  0.25 0.75  1.00 1.25  9.75 9.50 

Sweden (2.5) 2.0  1.0 1.5  (0.25) 0.00  (0.25) 0.00  9.75 9.50 

NORWAY OUTLOOK 

 Growth in the mainland economy was a relatively healthy 1.9% in the fourth quarter, but a sharp slowdown is likely in 
the coming months as COVID-19 impacts, oil-price weakness and the global slowdown start to bite. 

 The Norges Bank bucked the global trend in 2019, raising its deposit rate on three occasions to 1.50%. But with global 
central banks back in crisis mode, the Bank has been quick to reverse course and cut rates to a record low 0.25%. 
Given the likely scale of the economic downturn, further rate cuts remain possible.  

RISK FACTORS 

 In addition to COVID-19 concerns, high household debt (currently 220% of income) and oil-price volatility remain key 
sources of vulnerability. 

SWEDEN OUTLOOK 

 Although Sweden has been less aggressive than other countries in imposing restrictions on economic activity, it is 
unlikely to escape the tsunami of economic weakness sweeping across the world. We expect the economy to contract 
by 2.5% this year, the same rate as in Norway.  

 The Riksbank has taken a different response from other central banks, deciding to leave interest rates on hold at the 
lower bound of zero, focusing instead on funding support for banks and a resumption of its asset-purchase program.  

RISK FACTORS 

 In addition to COVID-19, high household debt and elevated house prices are important risk factors for Sweden.  
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Asia ex Japan 
 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 

 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Asia ex Japan 2.7 4.7  2.5 2.9  3.73 3.51  3.50 3.10  — — 

Hong Kong (2.0) (0.8)  2.8 2.5  1.00 0.75  1.30 1.40  7.83 7.85 

India 5.0 5.5  3.4 3.9  5.15 4.65  6.50 6.30  74.00 74.00 

Indonesia 4.5 4.8  3.0 3.2  4.00 3.50  6.70 6.60  15,950 15,900 

South Korea (1.0) 3.0  0.0 1.0  0.25 0.25  1.25 1.25  1,275 1,275 

Thailand (3.0) 4.0  (1.0) 0.7  0.50 0.50  1.25 1.24  34.00 34.00 

OUTLOOK 

 The economic impact of COVID-19—via travel restrictions, lockdowns, supply-chain disruption, weaker global demand 
and impaired confidence—are now the dominant driver. 

 Policymakers have, in general, responded quickly. 

 Challenges remain, however, particularly with the blowback of weaker developed-market demand not yet experienced. 

RISK FACTORS  

 COVID-19, US-China tensions 

OVERVIEW 

The only factor influencing the outlook in Asia ex-Japan right now is COVID-19. The responses to the virus itself—including 
lockdowns, testing and case tracking—have been relatively successful. Taiwan, Singapore and Korea stand out on this front.  
But so does China: the relaxation of restrictions even at the Hubei epicenter are testament to the return towards “normality.” 

But challenges remain. In other countries in the region—Malaysia, Thailand, the Philippines and India—the full brunt of 
lockdowns and other social-distancing measures are only now being felt. 

The policy response to date has been positive—with monetary easing and substantial fiscal support. But there are question 
marks over the effectiveness and sustainability of those policies. In Indonesia, for example, the currency remains under 
pressure, with uncertainty about the continued intervention of Bank Indonesia in the domestic bond market. 

And there is still the anticipated blowback of weaker domestic demand from US and Europe, as they go through the most 
severe parts of their economic “sudden stop.” This dynamic will surely act as a further drag. 

. 

.  
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Latin America 
 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

Latin America (1.7) 1.9   8.2  6.6    7.46  6.83   7.08 6.50   —  —  

Argentina (2.0)  1.5   45.0 35.0    35.00  30.00    —  —    75.00  80.00  

Brazil (1.0) 2.0    3.4  3.6    3.25  4.00    7.75  7.50    4.50  4.00  

Chile (2.4)  5.3    2.2  2.0    0.50 1.00    3.40  2.75    840  830  

Colombia (0.1)  2.1    4.0 3.5    4.00  3.75    8.50  6.00    4,000  4,100 

Mexico (2.7) 0.2   3.5 3.5    5.50  5.50   7.00  6.50   24.00  23.00 
OUTLOOK  

 The region will most likely face a deep, protracted recession in 2020, as lockdowns to minimize contagion will curtail 
domestic activity, and as external demand drops for both manufacturing and commodity exporters. While the extent of 
lockdowns has varied among countries, the large share of informal workers will limit authorities’ capacity to deliver an 
effective countercyclical policy that limits the impact to households and the corporate sector. 

 Moreover, fiscal space is limited, with the exceptions of Peru and Chile, where large spending packages were already 
announced. Despite the observed currency depreciations, monetary policy can be extensively used, because 
inflationary pressures will be contained by decelerating domestic activity.  

RISK FACTORS  

 A prolonged period of low global growth can rapidly call debt sustainability into question, limiting the space for 
countercyclical policies.  

 Large jumps in unemployment and high levels of informal workers could also morph economic problems into social and 
political upheaval, increasing risk perception and further impairing economic conditions. 

OVERVIEW  

In Brazil, political tensions are rising as President Jair Bolsonaro resists nationwide containment measures to slow the 
spread of COVID-19. Governors and mayors have taken the lead instead, shutting down nonessential businesses in major 
cities, including Sao Paulo and Rio de Janeiro, and constructing temporary field hospitals. The impact of containment 
measures is already showing up in economic data. The composite PMI index declined from 50.9 in February to 37.6 in 
March, reflecting the temporary work stoppages occurring across the country.  

We have reduced our 2020 growth forecast markedly, expecting a recession this year. To partially counteract the negative 
economic effects of the virus, the government has announced a large-scale monetary and fiscal stimulus package. The 
Banco Central do Brasil cut the Selic rate by 50 basis points at its March meeting and opened the door to additional easing. 
The government is in the process of approving a "war budget" that will provide cash transfers to the most vulnerable portion 
of the population and make credit available to shuttered businesses. Although Brazil is in the middle of a multi-year fiscal 
consolidation program, the magnitude of the economic shock has led policymakers to deviate from fiscal targets for the 
remainder of this year. The fiscal consolidation plan is set to resume in 2021.   

In Mexico, the AMLO administration is giving more consideration to the economic impact of enforced lockdowns on the 
vulnerable population than to the spread of the virus. For now, fiscal support will also be limited to poor households and 
small and medium enterprises. The government has kept its promise of maintaining austerity and limiting the scope for 
increasing debt-to-GDP to avoid destabilizing economic conditions. Sound government finance, an important tenet of the 
administration, is limiting the flexibility to apply fiscal policy support, which could increase pressure on revenues.  

Among the Andean nations, Chile and Peru have taken the most drastic measures in trying to stop the spread of COVID-19 
and forcefully responding to the economic slowdown through expansionary fiscal and monetary policy. Fiscal buffers are 
large enough to allow countercyclical fiscal policy without putting credit ratings in question. While Colombia’s efforts to stop 
the spread of the virus through lockdowns was also started early, fiscal space is more limited: the budget depends on oil 
revenues and fiscal space is already limited, because Colombia doesn’t want to risk losing its investment-grade debt rating. 
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Eastern Europe, Middle East and Africa (EEMEA) 
 Real GDP (%)  Inflation (%)  Policy Rate (%)  10-Yr. Bond Yield (%)  FX Rates vs. USD 
 2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F  2020F 2021F 

EEMEA 0.5 2.7  6.7 6.5  4.75 5.13  7.66 7.41  — — 

Hungary (3.2) 4.4  2.7 3.3  0.90 0.90  2.10 2.35  365 345 

Poland (3.4) 3.3  2.8 3.1  0.50 0.50  1.50 1.75  4.75 4.50 

Russia (1.0) 2.6  3.4 3.8  5.00 5.00  6.50 6.75  73.00 70.00 

South Africa (4.1) 0.7  3.4 3.9  4.75 4.75  11.00 11.00  17.10 17.10 

Turkey (0.2) 3.0  10.0 11.5  8.00 10.00  14.00 12.50  7.00 6.60 

OUTLOOK 

 EEMEA real growth prospects have deteriorated markedly for 2020 because of weaker external demand (a large 
eurozone recession) and domestic lockdown measures to contain COVID-19. Lower energy prices also weigh on real 
GDP growth for the region’s oil exporters.    

 Given a challenging growth outlook, most central banks will continue to ease monetary policy and increasingly consider 
more unorthodox policy measures, such as bond purchases, to support domestic financial liquidity. 

RISK FACTORS 

 Assessing the true impact of COVID-19 is complicated by governments’ varying approaches to domestic lockdowns. At 
this juncture, Russian and Turkish authorities have taken a comparatively less stringent approach than we’ve seen in 
central and eastern Europe and South Africa. The potential for more severe domestic restrictions increases the 
downside risks to current growth assumptions.      

OVERVIEW 

In Poland and Hungary, real GDP contractions in 2020 are likely to be pronounced, as economies face a double whammy of 
collapsing external demand as well as domestic-demand and production disruptions. It may seem from the numbers that 
we’re forecasting a recession in Poland that’s similar to the one in Hungary, despite Hungary’s greater export exposure to 
the eurozone. However, Hungary’s real GDP revisions start from a higher base in fourth quarter of last year. We believe that 
Poland’s central bank will have more scope to cut interest rates than Hungary’s, given underlying inflation and foreign-
currency dynamics, as well as a first move towards formal central-bank purchases of government securities.   

In Russia, the oil price decline and recent lockdown measures will likely lead to a 1% contraction in 2020 GDP growth, with 
downside risks if the government extends the current restrictions beyond April. Despite recent record-low oil prices and 
negative growth implications, Russia’s sovereign balance sheet (as well as those of commercial banks) is much stronger 
now than it was in 2014 before the previous oil price crash. For example, total external debt will be just 80% of liquid 
reserves in 2020, down from 180% in 2014.To put this into context, Russia’s private-sector US dollar amortizations for the 
second quarter and third quarters of 2020 amount to US$25 billion. That’s lower than Turkey’s, with the Russian economy 
2.5 times the size of Turkey’s and gross foreign-exchange reserves almost nine times larger. The Russian government has 
established a clear fiscal rule to decouple the ruble from oil prices, dictating how much the central bank can buy and sell 
currency at given oil prices. This should prevent excessive FX volatility. Overall, Russia should have fiscal reserves of up to 
six or seven times at oil prices at about US$30 per barrel.  

In Turkey, we forecast a recession of just 0.2% in 2020, thanks to significant stimulus efforts and less stringent social 
restrictions to this point. That said, the potential for more restrictive COVID-19 related measures pose downside risk to 
growth, and stimulus and currency liquidity measures from the central bank’s risk exacerbating domestic imbalances and 
putting further downside pressure on both the currency and the bank’s dwindling net reserves. On the reserve front, net 
foreign assets stood at just US$17 billion at the beginning of April. Adjusting for FX swaps of more than US$30 billion, the 
bank already operates under a negative net foreign asset position. Given the ongoing large external financing requirements 
of the private sector, this position suggests a significant vulnerability in the current global environment.      
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Frontier Markets  

In Ukraine, last month’s cabinet reshuffle put a question mark over reform-policy continuity. In a positive development, the 
end of March saw the country come two steps closer to securing an upsized International Monetary Fund (IMF) Extended 
Fund Facility that could be up to US$10 billion and will be essential for navigating the COVID-19 domestic crisis. First, 
parliament approved the first reading of the bank insolvency bill with a comfortable margin of around 270 members, well over 
the 226 needed. The second reading will take place in mid-April; given the support in parliament, approval seems likely. 
Second, parliament approved the land-reform bill, although a less ambitious version. The consensus seems to be that this 
will still be IMF-compliant, and that the IMF will accept it as long as a stringent bank insolvency bill is being passed. All in all, 
the IMF deal is not yet a certainty following yesterday’s legislative approvals, but Ukraine has made significant progress. The 
fact that Serhiv Marchenko was appointed finance minister is also a positive, in our view. 

Ecuador is arguably the hardest hit country in Latin America from COVID-19 and has the fewest resources to respond. At 
least 3,100 people have been infected according to official data, with many more likely undiagnosed. Local reports depict a 
dire humanitarian situation and limited capacity within the health care system. The country is under lockdown to contain the 
spread of the virus, exacerbating already difficult economic conditions. The decline in oil prices is further contributing to 
Ecuador's economic challenges, given the country's dependence on oil export revenue.  

We expect the economy to contract by nearly 5% in 2020, which will hurt the already stretched public finances. Ecuador is 
now looking to creditors for support. Multilateral organizations, including the IMF and World Bank, have announced 
increased credit lines to Ecuador, providing US$1billion financing, and may be open to increasing existing lines and 
programs. China, Ecuador's largest bilateral creditor, is negotiating a restructuring of liabilities intended to ease payments 
due in the coming months. Banks that have been counterparties for repurchasing operations and credit lines over the past 
few years have agreed to refinance and increase lending to Ecuador.  

The Ecuadorian government also entered the grace period on global bond interest payments due in March. The government 
may seek to restructure payments to private creditors but is unlikely to enter a hard default. We believe the government will 
continue to honor debt obligations if a friendly restructuring offer is not accepted by the majority of bondholders in the coming 
weeks. With presidential elections looming early next year, uncertainty surrounding future economic policy will delay a 
comprehensive restructuring of external debt until at least the second half of 2021. However, the challenging economic 
outlook and uncertainty of continued interest payments have caused bond prices to slump to the low US$20s. 

 

 

 

 

 

 

 

 

 



2020F 2021F 2020F 2021F 2020F 2021F 2020F 2021F 2020F 2021F

  Global (0.7) 3.3 2.3 2.6 1.64 1.57 1.83 1.81 - -
  Industrial Countries (2.2) 2.9 0.9 1.5 (0.09) (0.08) 0.22 0.43 - -
  Emerging Countries 1.9 4.1 4.5 4.4 4.88 4.59 4.89 4.38 - -
  United States (1.5) 3.5 1.5 2.0 0.13 0.13 0.50 0.75 - -
  Canada (1.5) 2.5 1.3 2.0 0.00 0.00 0.50 0.75 1.45 1.40 
  Europe (3.1) 2.5 0.7 1.3 (0.48) (0.46) (0.30) (0.02) - -
Euro Area (3.5) 2.5 0.5 1.2 (0.65) (0.65) (0.50) (0.25) 1.08 1.13 
United Kingdom (3.0) 2.5 1.0 1.8 0.10 0.10 0.35 0.75 1.23 1.23 
Sweden (2.5) 2.0 1.0 1.5 (0.25) 0.00 (0.25) 0.00 9.75 9.50 
Norway (2.5) 3.0 1.3 1.8 0.25 0.75 1.00 1.25 9.75 9.50 
  Japan (3.3) 2.2 (0.2) 0.5 (0.10) (0.10) 0.00 0.00 102 102 
  Australia (1.5) 3.0 1.0 1.5 0.25 0.25 0.75 0.75 0.60 0.60 
  New Zealand (1.5) 3.0 1.0 1.5 0.25 0.25 1.00 1.00 0.60 0.60 
  Asia ex Japan 2.7 4.7 2.5 2.9 3.73 3.51 3.50 3.10 - -
China 3.0 5.0 2.8 3.0 4.35 4.10 3.20 2.60 7.05 7.00 
Hong Kong (2.0) (0.8) 2.8 2.5 1.00 0.75 1.30 1.40 7.83 7.85 
India 5.0 5.5 3.4 3.9 5.15 4.65 6.50 6.30 74.00 74.00 
Indonesia 4.5 4.8 3.0 3.2 4.00 3.50 6.70 6.60 15,950 15,900 
Korea (1.0) 3.0 0.0 1.0 0.25 0.25 1.25 1.25 1,275 1,275 
Thailand (3.0) 4.0 (1.0) 0.7 0.50 0.50 1.25 1.25 34.00 34.00 
  Latin America (1.7) 1.9 8.2 6.6 7.46 6.83 7.08 6.50 - -
Argentina (3.0) 1.5 45.0 35.0 35.00 30.00 - - 75.00 80.00 
Brazil (1.0) 2.0 3.4 3.6 3.25 4.00 7.75 7.50 4.50 4.00 
Chile (2.4) 5.3 2.2 2.0 0.50 1.00 3.40 2.75 840 830 
Colombia (0.1) 2.1 4.0 3.5 4.00 3.75 8.50 6.00 4,000 4,100 
Mexico (2.7) 0.2 3.5 3.5 5.50 5.50 7.00 6.50 24.00 23.00 
  EEMEA 0.5 2.7 6.7 6.5 4.75 5.13 7.66 7.41 - -
Hungary (3.2) 4.4 2.7 3.3 0.90 0.90 2.10 2.35 365 345 
Poland (3.4) 3.3 2.8 3.1 0.50 0.50 1.50 1.75 4.75 4.50 
Russia (1.0) 2.6 3.4 3.8 5.00 5.00 6.50 6.75 73.00 70.00 
South Africa (4.1) 0.7 3.4 3.9 4.75 4.75 11.00 11.00 17.10 17.10 
Turkey (0.2) 3.0 10.0 11.5 8.00 10.00 14.00 12.50 7.00 6.60 

Interest rate and FX rates are year end forecasts.
Long rates are 10-year yields unless otherwise indicated.
Latin American Rates include Brazil, Chile, Colombia and Mexico
Real growth aggregates represent 48 country forecasts not all of which are shown
Blanks in Argentina are due to distorted domestic financial system so are not forecast.

Growth and inflation forecasts are calendar year averages.

AB Global Economic Forecast April-20

Real Growth (%) Inflation (%) Official Rates (%) Long Rates (%) FX Rates vs USD
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