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2021: The Strongest Growth in a Generation?
February 19, 2021
Charles Dickens’s timeless quote—“It was the best of times, it was the worst of times”—may come to characterize
the global economy of the early 2020s quite accurately.
The COVID-19 pandemic wreaked havoc on the global economy. The brunt of the decline occurred in the second
quarter everywhere except in China, where activity declined mostly in the first quarter. However, the magnitude of
the decline varied greatly, from 9.0% in the United States to 21.5% in Spain. By comparison, during the worst
quarter of the Global Financial Crisis (GFC) recession, the U.S. economy lost 4.0% of output, annualized.
What is remarkable is that the subsequent snapback in activity in the third quarter of 2020 was commensurate
with the second-quarter contraction: those countries where output declined the most in the second quarter
posted the strongest growth in the third. The chart below, which shows gross domestic product (GDP) growth in
both quarters, illustrates.
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Through the third quarter of 2020—the latest data available at the time of writing—the U.S. economy lost 3.9% of
output relative to the end of 2019, and the EU-27 lost 7.0%.[1] This previews the magnitude of pent-up demand
and economic force that is likely to be unleashed once the pandemic is finally behind us.
Last year was also one in which science came together with focused funding and state-of-the-art logistics and
distribution to produce not one, but a series of vaccines in less than 12 months, a feat deemed all but impossible in
February. The first quarter of 2021 is likely to prove challenging, with COVID-19 infections and deaths hitting new
highs on both sides of the Atlantic and the subsequent curtailment of high-contact services provision.
At the same time, mass inoculation programs that are now being rolled out in Europe and the United States point
to a decisive turning point in the fight against the COVID-19 pandemic.
Specifically, the United States aims to have approximately 100 million adults, about 30% of its population,
vaccinated by the end of the first quarter of 2021. The European program is similar in scope and timing. If
successful, more than 70% of the adult population in developed market economies may be vaccinated in the first
half of 2021.
The experience in the third quarter, together with the vaccination rollout, points to the world economy starting
out slowly, with growth remaining challenged in the first quarter of this year. However, this will likely be followed
by strong sequential acceleration in economic activity as we head into the seasonally low period of respiratory
infections and as mass inoculations further reduce whatever fear of vaccinations remains.
Consumer spending is likely to grow smartly across many developed markets as pent-up demand and high
aggregate savings rates work in tandem. Indeed, retail sales volumes already surpassed their prior peak.
At the same time, industrial production, which enables the consumption of these goods, remains some 7% to 10%
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below pre-COVID recession levels. So, even in the absence of further fiscal support—already approved in Europe
and quite likely in the United States—major developed market economies may be firing on all cylinders come
spring of this year.
Even with the strongest synchronized growth in at least three decades, major economies, with a notable exception
of China, may not return to pre-crisis output levels before 2022. However, current forecasts of economic growth
fall well short of regaining pre-crisis output levels on a multiyear horizon. The chart below provides a snapshot of
the latest consensus estimates and the implied output trajectory for 2021 and beyond.

The top baseline in the chart above reflects a conceptual output path for developed market economies, assuming
a 2% annual growth rate—which is consistent with recent economic experience—in the absence of a COVID-19
recession. This assumed level of output indicates how much supply and labor is on hand.
Since the COVID-19 recession was short and fiscal measures provided the support necessary to keep supply more
or less intact, this theoretical level of output is a reasonable approximation of the levels of activity developed
market economies need to generate to truly recover from the 2020 recession.
As can be seen in the chart above, current economic growth projections not only do not imply any convergence
toward a pre-crisis growth trajectory, but actually imply further declines in output levels in select euro area
economies in 2021. The third quarter 2020 economic rebound—together with ongoing concerted efforts of
policymakers across developed markets—suggests that current forecasts are likely too pessimistic.
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In short, high aggregate savings rates and strong acceleration in consumer spending, especially on services,
together with still-depressed levels of industrial production, suggest that economic growth in 2021 is likely to be
the strongest in many decades, and visibly above current forecasts.
If economic growth is to trend higher this year, so is inflation. The bulk of consumer spending in developed
markets is concentrated in services, and the overall inflation baskets broadly reflect these weights. As with
economic growth, 2020 provided a glimpse of what we might expect in 2021.
As the chart below highlights, during much of the summer, goods prices accelerated strongly while production was
constrained by lockdowns and physical limits on personnel reduced supply and stretched logistics. As activity
normalized and the supply side of the economy adjusted to the new, temporarily constrained work environment,
goods inflation began to ease.

This episode highlights the elastic nature of developed market supply and logistics, both of which should adjust
relatively quickly to the normalization of economic activity through 2021. Inflation of goods prices is likely to
return to more subdued rates.
By contrast, services inflation declined sharply in 2020 as activity was largely curtailed. High-contact services
inflation in recreation, travel, and related activities looks set to rebound strongly as pent-up demand is robust and
consumers have plenty of income to support it, while supply can be delayed and in some cases is, by definition,
finite. (It takes a while to return planes into service, and hotels once full, are, well, full. And, of course, they will
adjust prices in response to surging demand.) Since the overall inflation rate is driven predominantly by services,
inflation is going to be higher just due to base effects, precisely at a time when growth is getting stronger.
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For now, any inflation “spike” beyond a 3% annual rate in 2021—if that can even be called a spike—looks likely to
be transitory. Even if growth surprises to the upside and developed markets grow at well above the current
consensus rates, our economies are unlikely to regain the pre-crisis trajectory of output until 2022 at the earliest.
For this reason—and to support domestic economies and fiscal authorities—central banks in developed markets
will likely be in no rush to raise rates. Although 10-year U.S. rates have been inching up since the second half of
2020, at 1.12% they may not reach pre-COVID levels until well beyond next year.
In the remainder of this series, we discuss the outlook for emerging markets (EMs), the vast majority of which are
small, open economies whose fortunes depend on what happens in the world’s three principal demand centers:
the United States, Europe, and China.
Put another way, EMs are a high-beta play on developed market growth. Interest rates, exchange rates, and
commodity prices are largely set by the economic and liquidity conditions in the three global demand centers.
At the same time, these prices—interest rates, exchange rates, and commodity prices—set binding constraints on
economic outcomes in most EMs.
Olga Bitel, partner, is a global strategist on William Blair’s Global Equity team.

Emerging Markets Series
Part 1: Emerging Markets Roar Into the 20s
Part 2: 2021: The Strongest Growth in a Generation?
Part 3: Bullish on Emerging Markets Equities
Part 4: Emerging Markets Debt Well Supported
Part 5: Emerging Markets: Localized Opportunities
Part 6: 6 Themes Driving Emerging Markets Debt
Part 7: China’s Unwavering Growth Journey
[1] The EU-27 refers to the 27 European Union (EU) countries after the United Kingdom left the EU.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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