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Global Growth Forecasts Revised Upwards  
Fitch Ratings expects 2021 world GDP to grow by 6.3%, revised up 
by 0.2pp since March’s Global Economic Outlook (GEO). Incoming 
data, earlier-than-expected service sector re-opening in the US and 
Europe, and the impact of policy support lie behind the upgrade.    

We have raised our 2021 growth forecasts for most developed 
economies, with the US revised to 6.8% from 6.2%, the eurozone to 
5.0% from 4.7%, and the UK to 6.6% from 5.0%. Only Japan has seen 
a reduction to 2.5% from 3.6%. China’s forecast remains at 8.4%, but 
we have cut emerging markets (EM) excluding China growth to 
5.9% from 6.0%. Downward revisions to India, Indonesia and 
Turkey are partly offset by upward revisions to Brazil, Mexico and 

South Africa.    

Rolling Out Vaccines and Opening Up   
Face-to-face services activity has picked up in recent months in 
Europe and the US as new Covid-19 cases have declined, 
vaccination rates risen and restrictions eased.     

Policy Support Increased Again    
Since our previous GEO, Germany and Italy have announced 
significant further policy-easing measures and investment plans 
using the EU’s Next Generation EU (NGEU) fund have been firmed 
up. We have also now incorporated an initial estimate of the impact 
of President Biden’s infrastructure plans in our US forecasts.   

Boom in US Consumer Durables Spending  
The impact of the US March stimulus has also become clearer, 
including its contribution to the boom in US consumer durables 
spending, now a staggering 30% higher than pre-pandemic levels. 
Durables strength has pushed up US merchandise imports, helping 
EM manufacturing exporters and the recovery in world trade. 
Alongside the synchronous global recovery this has fueled a sharp 
rise in global commodity prices, similar to that seen in 2010.    

Rising Prices but Not Runaway Inflation  
Shortages in the global semiconductor market are adding to price 
increases. Upward pressure on US core goods prices is likely to 
persist through the rest of 2021 but will ease in 2022 as supply 
responds. Recent gains in US services prices have been narrowly 
focused on hotels and airfares and are likely to slow soon. US 
services inflation will be constrained by labour market slack, which 
will cap wage growth.       

Nevertheless, we have significantly revised up our US and global 
inflation forecasts; we expect US inflation to fall from 4.1% at end-
2021 to 2.2% by end-2022 but then to rise again to 2.5% in 2023. 
The labour market will have fully recovered by late-2022 and we 
now see the Fed hiking rates in 4Q23. The ECB will not follow suit 
and will likely continue asset purchases through 2023 as inflation 
remains below target.         

“Much of the current inflationary pressure 
looks like it is related to the speed of the global 
rebound and the surprising boom in US 
consumer durables spending. These forces are 
likely to ease in 2022. US wage inflation seems 
unlikely to take off given slack in the job 
market.” 

Brian Coulton, Chief Economist, Fitch Ratings 
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Global Forecast Summary 

(%) 
Annual Average                       

2016-2020 2020 2021F 2022F 2023F 

GDP Growth      

US 1.1 -3.5 6.8 3.9 1.9 

Eurozone 0.2 -6.5 5.0 4.5 2.2 

China  5.8 2.3 8.4 5.5 5.3 

Japan   -0.3 -4.7 2.5 3.0 1.0 

UK  -0.7 -9.8 6.6 5.0 2.2 

Developed a 0.5 -5.0 5.7 3.9 1.9 

Emerging b 3.8 -0.7 7.3 4.9 4.7 

Emerging ex-China 1.6 -4.1 5.9 4.2 3.8 

World c 1.7 -3.4 6.3 4.3 3.0 

      

Inflation (end of period)      

US 1.8 1.4 4.1 2.2 2.5 

Eurozone 1.0 -0.3 2.4 1.0 1.2 

China 2.2 0.2 2.2 2.0 2.3 

Japan 0.4 -1.2 1.0 0.5 0.5 

UK 1.7 0.6 2.1 1.8 2.0 

      

Interest Rates (end of period)      

US 1.27 0.25 0.25 0.25 0.50 

Eurozone 0.00 0.00 0.00 0.00 0.00 

China d 3.16 2.95 2.95 2.95 2.95 

Japan -0.10 -0.10 -0.10 -0.10 -0.10 

UK 0.45 0.10 0.10 0.10 0.10 

US 10-Year yield 1.99 0.92 1.75 2.00 2.30 

      

Exchange Rates and Oil      

Oil (USD/barrel) 55.8 43.3 63.0 55.0 53.0 

USDJPY (end-period) 109.4 103.6 107.0 105.0 103.0 

USDEUR (end-period) 0.88 0.81 0.83 0.83 0.83 

GBPUSD (end-period) 1.31 1.34 1.40 1.40 1.40 

USDCNY (end-period) 6.77 6.54 6.50 6.50 6.70 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland  
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey  
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 
d One-year Medium-Term Lending Facility  
Source: Fitch Ratings 
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Forecast Highlights 
Fitch expects world GDP to grow by 6.3% in 2021 – higher than our 
March GEO forecast of 6.1% – and by 4.3% in 2022, revised up from 
3.9%. For 2023, included for the first time in this edition of the GEO, 
global growth is forecast at 3.0%, still somewhat faster than the 
long-term average.  

The upward revisions to 2021 growth are primarily focused in the 
developed economies and reflect positive data surprises, good 
progress on vaccine rollout, services-sector reopening and clearer 
evidence of the impact of powerful ongoing policy support. Growth 
in the developed economies is now expected to reach 5.7% this 
year, an upward revision of 0.3pp.  

The US forecast for 2021 has been revised up to 6.8% from 6.2% 
after stronger-than-expected 1Q21 GDP data and evidence 
suggesting that March’s USD1.9 trillion American Rescue Plan 
(ARP) stimulus had an even bigger impact on consumer spending 
than we were anticipating. Many face-to-face services industries 
have also reopened more quickly than expected. Further fiscal 
support from pending infrastructure bills has also now been 
incorporated in our GEO forecasts, contributing to an upward 
revision of 0.6pp to growth in 2022.  

The eurozone economy proved more resilient than expected to 
tighter social-distancing restrictions in 1Q21, and Germany and 
Italy have extended more fiscal support. Upward revisions to 
growth forecasts for France, Italy and Spain have more than 
outweighed a modest downgrade to Germany, with eurozone 
growth in 2021 revised up to 5.0% from 4.7% in March. We have 
made a large upward revision to the UK’s forecast to 6.6% from 
5.0% on stronger-than-expected data and evidence of a strong 
reopening boost to consumer spending. We also made significant 
upgrades to 2021 growth in Australia, Canada and Switzerland. 

Among the advanced economies, only Japan’s forecast has been 
reduced to 2.5% from 3.6%. This reflects recent pandemic setbacks 
and the imposition of a state of emergency in several prefectures. 
However, vaccine rollout is now starting to increase and we have 
revised up our forecast for 2022 growth significantly.    

Forecast changes for EM growth are more mixed. Aggregate EM 
growth is still at 7.3% in 2021. This aggregate includes China, where 
our forecast is unchanged at 8.4%, reflecting clearer evidence of a 
slowdown in credit and credit-sensitive components of domestic 
demand, offset by robust export performance. But we have lowered 
our EM excluding China forecast to 5.9% from 6.0% in March. This 
is despite the strength of global trade and commodity prices and 
reflects recent pandemic setbacks in India and Indonesia and credit-
tightening in Turkey. 

We have cut India’s GDP forecast for the financial year ending 
March 2022 (FY22) to 10.0% from 12.8% in the previous GEO. This 
reflects the recent imposition of lockdowns and curfews to control 
the pandemic. This will likely see the economy contract in 2Q21, 
though powerful base effects will still boost the annual year-on-
year comparison. We have cut Indonesia’s 2021 growth forecast to 
4.8% from 5.3% and Turkey’s to 6.3% from 6.7%, with the economy 
there now expected to suffer a contraction later this year.   

 

 

 

 

-4

-2

0

2

4

6

8

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

F

2
0

2
2

F

2
0

2
3

F

(%, yoy)

Source: Fitch Rat ings' est imates

World GDP Growth

-3

-2

-1

0

1

2

In
d

ia
 (
F

Y
)

Ja
p
a
n

In
d

o
n

e
si

a

T
u

rk
e
y

G
e
rm

a
n

y

C
h
in

a

W
o

rl
d

P
o
la

n
d

E
u
ro

zo
n
e

F
ra

n
ce

R
u
ss

ia

C
a
n
a
d
a

It
a
ly

S
w

it
ze

rl
a
n
d

M
e
x
ic

o

S
o
u

th
 A

fr
ic

a

S
p
a
in

U
n
it

e
d

 S
ta

te
s

S
o
u

th
 K

o
re

a

A
u
st

ra
li
a

U
n
it

e
d

 K
in

g
d

o
m

B
ra

zi
l

(R
e
v
is

io
n

s 
si

n
ce

 M
a
r 

2
0

2
1

 G
E

O
, p

p
)

Revisions to 2021 Annual GDP Forecasts 

Source: Fitch Rat ings' est imates

-10

-5

0

5

10

15

20

U
K

S
p
a
in

M
e
x
ic

o

S
o
u

th
 A

fr
ic

a

G
e
rm

a
n

y

Ja
p
a
n

E
u
ro

zo
n
e

R
u
ss

ia

P
o
la

n
d

It
a
ly

In
d

o
n

e
si

a

S
w

it
ze

rl
a
n
d

C
a
n
a
d
a

U
S

B
ra

zi
l

A
u
st

ra
li
a

F
ra

n
ce

In
d

ia

K
o
re

a

W
o

rl
d

T
u

rk
e
y

C
h
in

a

(%, yoy) Actual figures Mar 2021 GEO

Source: Fitch Rat ings' est imates, nat ional stat ist ical offices, Haver Analyt ics

GDP 1Q21 Outturns vs Forecasts



 

Special Report  │  15 June 2021 fitchratings.com 5 

 

  

 
Sovereigns 

Economics 
Global 

However, we have revised up several large EM growth forecasts, 
including Brazil, Russia, Poland, Mexico and South Africa. Brazil’s 
economy showed surprising resilience in 1Q21 – regaining pre-
pandemic GDP levels well ahead of expectations – and we now 
expect it to grow by 5.0% in 2021. Mexico also outperformed in 
1Q21 and is now expected to grow by more than 5%, helped by 
rapid US demand growth. We have raised Russia’s 2021 forecast to 
3.7% from 3.3% on increasing oil production and a recovery in 
consumption. Korea’s forecast has also seen a marked upgrade to 
4.5% from 3.7%   

Social Contact Starting to Resume 
Greater optimism about the speed of recovery partly reflects 
impressive progress made in rolling out vaccination programmes, 
particularly in the US and Europe. The total number of vaccine 
doses administered has now exceeded the equivalent 100% of the 
population in the UK, 90% in the US and has reached around 65%-
70% in the four largest eurozone economies. As of 11 June, more 
than 60% of the UK population, over 50% of US citizens and 45%-
50% of French, German, Italian and Spanish residents had received 
at least one dose. The numbers fully inoculated (two doses) are 
lower at just over 40% in the US and UK and around 20%-25% in the 
eurozone ‘Big 4’, but progress has been faster than anticipated 
earlier in the year.    

Notably, a much higher share of more vulnerable societal groups 
has received vaccines. More than 90% of the population aged over 
50 in England had received at least one dose according to the ONS 
and 72% of over-50s in the US, according to CDC. In Europe, ECDC 
data show more than 70% of people in most of the over-50 age 
groups have received one dose in Italy and France, and more than 
90% in Spain. This is key to reducing the risk of a renewed 
resurgence in hospitalisation rates, which could prompt further 
lockdown restrictions to control the spread of the virus. Inoculation 
is also likely to be important in restoring households’ confidence to 
consume face-to-face services.  

The advancing vaccination rollout has been accompanied by a sharp 
decline in new Covid-19 cases in the US and UK since February and 
since March in the eurozone ‘Big 4’. Vaccination programmes are 
supporting the willingness of governments to ease restrictions and 
allow face-to-face services sectors to reopen. This is confirmed by 
the material easing in lockdown stringency – as measured by the 
Oxford University Stringency Index – across the US and Europe in 
recent months.  

Reopening is clearly evident in Google Mobility data on retail and 
recreation visits. Mobility returned fully to pre-pandemic norms in 
the US, UK and Italy in recent weeks and is back to last summer’s 
levels in France, Germany and Spain. Open Table data on the 
number of restaurant diners for the US, UK and Germany show a 
similar recovery to pre-pandemic levels in recent weeks. Reopening 
in the US is also apparent in the sharp rise in hiring in leisure and 
hospitality jobs since March. The improvement in PMI services 
balances across these countries and the sharp rise in UK retail sales 
in April provides further confirmation.  

Our US and European forecasts factor in sizeable increases in GDP 
in 2Q21 and 3Q21 as reopening gathers pace and services 
consumption increases. New Covid-19 variants represent an 
important risk.   
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Policy Support Increases Again  
Several countries have extended macro policy support in recent 
months and evidence of the economic impact of recent US stimulus 
measures has become clearer. One of the most notable 
announcements came from Germany in its April 2021 Stability 
Programme, where the 2021 deficit target was doubled to 9% of 
GDP. The European Commission estimates that the package 
included discretionary easing measures of 6% of GDP to help 
mitigate the impact of the third wave of the pandemic in 1Q21.  

Italy also followed up on its March announcement of EUR32 billion 
of support measures with an additional EUR40 billion package in 
May. The 2021 Stability Programme increased the 2021 deficit 
target by 4.8% of GDP. Plans for the use of the NGEU fund have also 
been firmed up – Italy’s Recovery and Resilience Plan published in 
May 2021 envisages a total of EUR183 billion investments (9.6% of 
GDP) in 2021-2026, using both the grant and the loan components 
of the EU fund. Italy also extended its furlough scheme to December 
2021. Spain also looks likely to utilise more of the NGEU fund in 

2021 than we previously assumed.  

President Biden’s infrastructure plans are still being discussed in 
Congress but there is now a little more visibility on the possible 
impact on the economy. The President’s budget included estimates 
of the federal deficit impact in 2022 and 2023 from the American 
Families Plan and the American Jobs Plan. In combination they are 
expected to add about 0.5pp to the deficit in each year. As such, the 
near-term growth boost is clearly going to be much smaller than the 
USD1.9 trillion (8% of GDP) American Rescue Plan (ARP) passed in 
March. Nevertheless, we have raised our US 2022 GDP forecast.  

Moreover, developments since the March GEO have underscored 
the powerful impact of the ARP on spending. Aggregate US 
household-sector disposable income rose by 23% month-on-month 
in March 2021 as ARP stimulus cheques were sent out and 
enhanced unemployment benefit payments were paid. But in 
contrast to the April 2020 stimulus, when the surge in transfers was 
accompanied by an even bigger increase in household savings and 
consumer outlays fell, consumer spending rose by nearly 5% m-o-m 
this March. This suggests our earlier assumptions about the impact 
of the ARP on aggregate demand may have been too cautious.    

Boom in US Consumer Spending on Goods   
A distinct feature of the recent expansion in US consumer spending 
was the concentration on goods. Consumption overall has risen 
only gradually since last summer and as of April was 1.7% above 
pre-pandemic (January 2020) levels. However, spending on goods 
has boomed – as of April it was 16% above its pre-pandemic levels 
and it rose 9% in March alone in real terms. The share of goods in 
total consumption experienced an unprecedented jump to 41% 
from 35% pre-pandemic.    

The strength of goods spending was focused on durables 
consumption, which rose by a huge 30% between January 2020 and 
April 2021. The durables boom was across all major components 
including autos, furniture and household equipment and, most 
strikingly, recreational goods and vehicles. The largest components 
in this latter category are personal computers and software (it also 
includes video and audio equipment).  
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The picture that emerges is one of homebound US households 
prevented from or unwilling to consume services due to the 
pandemic and diverting spending towards autos, consumer 
electronics and other durable items including mobile phones. Seen 
in this light, the impact of aggressive policy stimulus in supporting 
household incomes has been funneled quite narrowly into higher 
spending on durables.   

Many of the supply-chain pressures in global manufacturing can 
likely be traced back to this. Very few firms would have expected or 
planned for US consumer durables spending to rise by nearly a third 
relative to pre-pandemic levels within a year or so of the initial 
outbreak. The supply chain in these consumer goods industries has 
been struggling to keep up with demand, with shortfalls focused in 
semiconductors. This has had important implications for inflation 
and for spillovers to EM.   

Emerging-Market Spillovers  
The durables boom has resulted in a much stronger recovery in US 
merchandise imports than would have been expected given the rise 
in GDP. US goods imports are now 17% above pre-pandemic levels 
compared to a rise of less than 2% for overall consumption. The 
resilience of business investment has also supported US 
merchandise imports as well as government procurement of 
medical equipment including PPE.  

This contributed to the sharp recovery in world merchandise trade, 
which regained pre-pandemic levels in September 2020 and 
surpassed it by 7% by March 2021. The strength of world trade has 
supported EM manufacturing exporters, particularly in East Asia 
and Mexico. Export growth in China has been spectacular, rising 
10% in volume terms in the year to December 2020.  

The relative strength of goods demand has been seen elsewhere – 
for example in the UK and Franc e – and in combination with a highly 
synchronised global economic recovery, this has resulted in a 
rebound in global industrial production. World industrial 
production in March 2021 was 4.3% above January 2020 levels 
according to CPB data.   

This has in turn supported a strong rise in commodity prices, with 
the CRB metals price index rising 75% yoy in May. Metals prices 
historically have shown a very strong correlation with swings in 
industrial production growth and the latest cycle looks very similar 
to 2010 when there was a strong and synchronised global recovery 
after the global financial crisis. The strength of infrastructure 
investment and housing sales in the early stages of China’s recovery 
in 2020 probably also played a big part here, though both are now 
starting to slow.  

Rapid growth in world trade volumes and improvements in the 
terms of trade, alongside the easing in global financial conditions 
and weakening in the US dollar since April 2020 have provided a 
supportive global backdrop for EM. This has been important in the 
context of less aggressive macro policy support and a generally 
slower pace of vaccine rollout across EM.  

 

 

 

 

0

7

14

21

28

35

0

2

4

6

8

10

Mar 20 May 20 Jul 20 Sep 20 Nov 20 Jan 21 Mar 21 May 21

(m)(m)

Furlough Schemes (Actual Numbers)

Total (RHS) Germany France

UK Spain Italy

Source: Fitch Rat ings, Haver Analyt ics

70

80

90

100

110

120

Jan 20 Apr 20 Jul 20 Oct 20 Jan 21 Apr 21

(Index, Jan 

'20=100)
Total Goods Services

US Consumer Spending on Goods and Services

Source: Fitch Rat ings, BEA, Haver Analyt ics 

0

20

40

60

80

100

2001 2005 2009 2013 2017 2021

(USDbn)

Consumer goods & autos Capital goods

Industrials Other

USGoods Imports by Type

Source: Fitch Rat ings, US Bureau of Census, Haver Analyt ics 



 

Special Report  │  15 June 2021 fitchratings.com 8 

 

  

 
Sovereigns 

Economics 
Global 

Supply Chain Pressures  
The strength of US and global demand for consumer electronics and 
autos has put pressure on global supply chains in these sectors. This 
pressure is most clearly evident in the semiconductor sector. With 
inventory levels reduced in mid-2020 following plant shutdowns 
and customer order cancellations at the height of the pandemic, the 
unexpected strength of the subsequent demand recovery has 
resulted in widespread shortages. Global semiconductor sales rose 
22% in the year to April 2021 with production struggling to keep up 
with expanding demand. Specific supply-side events, including a fire 
at a major Japanese producer, Texas storms and the drought in 
Taiwan have exacerbated the impact of demand strength. Fitch’s 
corporate team estimates that chip shortages will cost the global 
auto sector 5% of annual sales in 2021.  

Shortages are evident in macro-level data, including PMI 
manufacturing surveys that include questions on supplier delays, 
which have risen recently to the highest levels since records began 
in 1998. While the semiconductor industry is now expanding 
capacity, this will take some time to come on stream, and chip 
shortages and price pressures could persist through the rest of 
2021 and into 2022.  

Rising Prices, Not Runaway Inflation  
Supply-chain pressures, rising commodity prices and rapid 
economic recoveries have created a perfect storm for near-term 
global inflation pressures. The rate of inflation in nearly all the Fitch 
20 countries has risen since this start of this year apart from in 
Indonesia. Some of the biggest increases were in Mexico, Brazil and 
Turkey following large currency depreciations in 2020. Rising food 
prices are also adding to EM inflation pressures given the higher 
weight of food in consumer spending and CPI baskets. However, the 
most pertinent risk of overheating appears to be in the US, given the 
scale of stimulus and the speed of recovery, which by the end of this 
year will see GDP move above the level implied by the pre-
pandemic trend.  

US CPI inflation rose more than anticipated to 5.0% yoy in May. The 
rate of US inflation was always likely to jump in April given the base 
effects from price declines at the peak of the pandemic in April 2020 
and the sharp annual increase in energy prices. However, the 
strength of the sequential month-on-month increases in the core 
CPI (excluding food and energy) at 0.9% in April and 0.7% in May 
were a surprise.   

A decomposition of US core inflation into goods and services 
components helps to explain the outlook for inflation. Pressure on 
core goods prices has been particularly strong, consistent with 
commodity price strength and supply-chain pressures. Core goods 
prices rose by nearly 2% both in April and May. Rapid growth in used 
car prices – up by 18% in the past two months as new vehicles 
became scarcer – was the dominant factor. However, core goods 
prices excluding cars have also grown at around 0.5% month-on-
month for several months.  

Upward pressure on core goods prices will persist for several 
months but it seems unlikely to be sustained through next year. 
Supply responses through higher capex will ease shortages in the 
semiconductor market albeit with a lag. In addition, commodity 
prices are likely to peak in 2021 as production is stepped up and 
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global growth moderates next year. China’s economy is slowing and 
infrastructure investment and housing starts are now falling. Fitch’s 
global metals price assumptions show iron ore prices falling to 
USD100 a tonne in 2022 from an average of USD160/tonne this 
year. We also expect oil prices to fall back to USD55 a barrel (Brent), 
and for there to be some easing in US demand for goods as the 
impact of the March stimulus fades and the services sector reopens. 
There are indications that the pace of increase of US second-hand 
car prices may have moderated slightly in recent weeks.  

The recent rise in core services inflation to around 0.4% month-on-
month is harder to link with supply-chain pressures. However, it 
looks to be fairly narrowly based and dominated by items that are 
seeing prices recover towards pre-pandemic levels as the economy 
reopens – specifically airfares, hire car rates and hotel tariffs. Core 
services prices excluding hotels and transportation services have 
yet to show any significant acceleration. Rents and owners’ 
equivalent rents – which have a very high weight in the services 
basket – are still only growing at 2.2% yoy. Provided hotel tariffs 
and airfares level off soon, we would expect services CPI inflation 
to moderate quite quickly month-on-month. 

Ultimately, the outlook for services inflation – which has dominated 
trends in the CPI over the long term – will depend on the labour 
market and wage costs. Average hourly earnings grew by just 2.0% 
yoy in May and the three-month-on-three month annualised rate 
was 2.9%, similar to pre-pandemic rates. The Atlanta Fed wage 
growth measure has fallen in recent months. The employment-to-
working-age population ratio – which historically is well correlated 
with wage growth – remains very low at 58.0%. Widely reported 
labour shortages in the leisure and hospitality sectors are likely to 
be short-lived and sector-specific. Very rapid hiring in the 
hospitality sector is meeting lingering pandemic-related labour 
supply constraints, including limited availability of childcare 
facilities. But unemployment is also concentrated in this sector.     

Fed Rate on Hold Until 2023, ECB for Longer 
The Fed is likely to look though the recent pick-up in inflation as 
largely transitory and in any case has become more tolerant of 
above-2% inflation, with the shift to average inflation targeting. The 
jobs shortfall seems a bigger concern for Fed policymakers, and 
therefore they are unlikely to taper asset purchases until the turn 
of the year, though will start to discuss their approach to doing so in 
coming meetings. Nevertheless, while we expect the rate of 
inflation to fall back next year as core goods pressures subside, we 
expect underlying CPI inflation to rise gradually to 2.5% by 2023. In 
combination with our projection that full employment will have 
been reached by late-2022, we think the Fed will be comfortable to 
raise interest rates at end-2023, one year earlier than our previous 
projection.  

For the ECB it is likely that core inflation will continue to 
undershoot its target over the next few years and it is unlikely to 
raise rates even in 2023. Possible forthcoming changes to a more 
symmetric inflation goal could bolster the ECB’s dovish stance, and 
the eurozone economy remains a lot further away from 
normalisation. We expect the ECB will extend asset purchases 
through 2023 under the Asset Purchase Programme, after the 
Pandemic Emergency Purchase Programme expires in March 2023.   
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United States 
We have revised up again our US GDP forecasts - to 6.8% from 6.2% 
for 2021 and to 3.9% from 3.3% for 2022 – reflecting strong 
incoming data, good progress on the vaccine rollout and clearer 
evidence of a powerful impact of fiscal easing on consumer 
spending.  

GDP expanded by 6.4% annualised in 1Q21, faster than the 4% 
expected in the March GEO. Consumer spending on goods jumped 
25%, concentrated on motor vehicles and other durables. Most of 
the increase occurred in March, suggesting that a large portion of 
stimulus payments from the ARP was used to fund durable 
purchases, despite a big jump in the household savings ratio.   

We expect growth to be even faster in 2Q21 as many face-to-face 
services industries reopened in April and May. The vaccine rollout 
has proceeded more quickly than expected, with more than half of 
the population having received at least one dose and 43% fully 
vaccinated as of 11 June. And as the number of new Covid-19 cases 
has fallen, mobility has recovered to within 5% of pre-pandemic 
norms. Hiring has picked up sharply in the leisure and hospitality 
sectors in the past few months and services sector PMIs have 
surged.     

President Biden’s infrastructure package is still being debated but 
the impulse to near-term growth will be a lot smaller than the ARP. 
The President’s budget shows the proposed legislation adding 
around 0.5pp to the deficit in financial year-ending September 2022 
(FY22) and FY23 and we have raised our 2022 GDP forecast by 
0.6pp.  

Inflation was much stronger than expected in May, with core CPI 
inflation surging to 3.8%, its highest since the early 1990s. Supply-
chain pressures in manufacturing are proving more intense and 
durable than anticipated. Core goods inflation is likely to remain 
high for several months. However, we would expect supply 
responses to start to ease shortages towards the end of the year, 
while core services inflation excluding hotels and travel remains 
subdued. Aggregate wage growth has yet to show signs of rising and 
this should limit upward pressure on services inflation over the next 
18 months.   

The Fed is unlikely to respond to the recent pick-up in inflation and 
is more focused on the labour market. Tapering will be delayed until 
the turn of the year and the first interest rate hike won’t be happen 
until late-2023.   

 

 

  

 

 

United States - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.1 -3.5 6.8 3.9 1.9 

Consumer spending 1.3 -3.9 7.6 3.8 2.4 

Fixed investment 2.2 -1.8 9.0 2.9 1.9 

Net trade (contribution pp) -0.2 0.0 -1.5 -0.4 -0.6 

CPI inflation (end-year) 1.8 1.4 4.1 2.2 2.5 

Unemployment rate 5.0 8.1 5.6 4.5 3.8 

Policy interest rate (end-year) 1.27 0.25 0.25 0.25 0.50 

Exchange rate, USDEUR (end-year) 0.88 0.81 0.83 0.83 0.83 

Source: Fitch Ratings 
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Eurozone 
We have revised up our 2021 growth forecast given the better GDP 
outturns in 1Q21, the improving pace of vaccinations, the easing in 
mobility restrictions, and additional fiscal stimulus in Italy and 
Germany. In the March GEO, we had expected GDP to contract 
1.0% qoq but a smaller decline of -0.3% qoq helped to raise the 
forecast for this year. We now expect the economy to grow 5% this 
year compared with 4.7% in the March GEO, with activity improving 
noticeably from 2Q21. We expect the economy to expand by 4.5% 
in 2022, unchanged from March.  

High-frequency indicators strengthened in May as barriers to 
mobility were lowered. The PMI composite index, which until now 
was driven by a booming manufacturing sector, has now been joined 
by gains in the services sector. Business optimism, new orders and a 
growing backlog of orders are likely to ensure strong growth in the 
manufacturing sector. The reopening of non-essential shops across 
the EU as well as an end to the ban on indoor seating in bars and 
restaurants has allowed trade to resume briskly. With greater 
vaccination, countries are also expected to relax their curbs on 
international mobility from June. 

While the effect of the bulk of the EU’s fiscal package will be felt 
next year, government projections suggest that a large share of the 
boost to public investment will also be felt this year. 

Strong demand for goods and ongoing supply-chain disruptions has 
resulted in rising inflationary pressures in the manufacturing 
sector, but these have not been passed onto consumers. The 
increase in the rate of inflation should prove to be temporary 
despite our higher growth profile, although we expect to see further 
increases to the annual headline inflation measure in coming 
months. This will be driven by unfavourable base effects, the 
strength of oil prices and some pass-through to consumers. At the 
same time, we expect underlying inflation (excluding food and 
energy) to remain significantly below the ECB’s inflation objective 
over the forecast horizon to 2023. We expect the ECB to increase 
its monthly pace of APP purchases as the PEPP package comes to 
an end in March 2022 to lift inflation towards the central bank’s 
target. We expect the ECB to spend the whole EUR1.85 trillion 
allocated under PEPP. 

 

  

 

 

Eurozone - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.2 -6.5 5.0 4.5 2.2 

Consumer spending -0.3 -7.9 1.4 4.4 2.3 

Fixed investment 1.7 -8.2 8.2 4.6 1.7 

Net trade (contribution pp) -0.2 -0.5 1.4 0.4 -0.1 

CPI inflation (end-year) 1.0 -0.3 2.4 1.0 1.2 

Unemployment rate 8.6 8.0 8.9 7.7 7.7 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.21 1.21 1.21 

Source: Fitch Ratings 
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China  
Our China GDP forecasts for 2021 and 2022 are unchanged from 
the March GEO, at 8.4% and 5.5%, respectively. Clearer evidence of 
slowing domestic demand has been offset by stronger-than-
expected export growth. For 2023, we forecast GDP growth at 
5.3%, broadly in line with our estimate of China’s medium-term 
supply-side potential GDP growth rate.  

GDP growth surged to 18.3% yoy in 2Q21 from 6.5% in 4Q20 due 
to the base effect from last year’s shut down. The yoy rate was 
slightly weaker than anticipated in the March GEO but this just 
reflected downward revisions to 2Q20. On a sequential quarterly 
seasonally adjusted (s.a.) basis, the economy grew 0.6%, slightly 
faster than we anticipated.  

Credit growth slowed to 10.2% yoy in April, almost 2pp lower than 
1Q21 and well below the rate prevailing in late-2019. At this pace 
the credit impulse would turn negative in 2Q21, implying a 
slowdown in credit- and macro-policy-sensitive components of 
domestic demand. This seems to occurring, with housing starts 
declining by 8.1% yoy and infrastructure fixed-asset investment 
falling by 4.2% yoy in April. Total urban fixed-asset investment 
growth slowed to 8.5% yoy in April and industrial production edged 
down on a sequential monthly basis.  

The recovery in retail sales that began late last summer is ongoing, 
supported in recent months by a rise in catering sales. However, it 
is unlikely to accelerate quickly enough to avoid a slowdown in 
domestic demand. Retail sales slowed in April to 0.5% on the month 
earlier, and compared with an average of 0.7% in 1Q21.  

Export performance has been exceptional throughout the 
pandemic and merchandise exports value rose by a further 12% in 
USD (s.a.) terms between December 2020 and March 2021. The 
sustained fall in services imports as international travel, tourism 
and overseas education spending by Chinese residents declined has 
further boosted the net trade contribution to GDP. Goods exports 
may have peaked in April but we now forecast a stronger net trade 
contribution this year.   

The rise in commodity prices and supply-chain pressures have seen 
producer price inflation rise to 9.0%, the highest since mid-2008. 
However, core CPI inflation was very low prior to the pandemic and, 
with the yuan having appreciated by more than 10% against the US 
dollar in the past 12 months, we don’t expect the rate of inflation to 
rise much above 2%.    

 

  

 

 

China - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 5.8 2.3 8.4 5.5 5.3 

Consumer spending 5.7 -3.6 7.6 5.3 5.1 

Fixed investment 6.0 4.9 3.2 6.0 5.3 

Net trade (contribution pp) 0.1 0.6 2.4 0.0 0.1 

CPI inflation (end-year) 2.2 0.2 2.2 2.0 2.3 

Policy interest rate (end-year) 3.16 2.95 2.95 2.95 2.95 

Exchange rate, USDCNY (end-year)  6.77 6.54 6.50 6.50 6.70 

Source: Fitch Ratings 
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Japan 
Fitch lowered its Japan GDP growth forecast in 2021 by 1.1pp to 
2.5% on the much weaker-than-expected 1Q21 GDP outturn and 
mixed incoming data for 2Q21. The economic environment is 
challenging in 1H21 on increased Covid-19 cases and the 
reintroduction and extension of a state of emergency (SOE) in 
several prefectures. Japan has gone through two SOEs (albeit not 
nationwide) so far this year.   

GDP shrank a large -1% qoq in 1Q21 as tightened restrictions set 
back the recovery. Domestic demand was weak, including a 
surprisingly steep fall in public consumption. Only export volumes 
provided support in the quarter amid a favourable global goods 
trade environment. We expect 2Q21 GDP to remain depressed 
amid lingering consumption weakness, including goods 
consumption. Retail sales dropped 4.5% month-on-month in April, 
while the services PMI plunged in May to a nine-month low. Exports 
and business investment should expand during the quarter, but that 
would barely be enough to offset another slump in household 

consumption.  

The recovery should gain traction from 2H21 as the vaccination 
drive picks up pace and restrictions are loosened. Japan so far has 
inoculated only a small part of its population, reflecting logistical 
bottlenecks. But the number of daily doses administrated is rising 
rapidly, which should pull down new infections and support 
sentiment. The unleashing of pent-up demand should fuel a strong 
consumption-led bounce in 2H21 and momentum should carry over 
into 2022. We have raised our 2022 GDP growth forecast to 3% 
(+1.3pp).  

The rate of inflation was pulled down by a plunge in mobile phone 
tariffs in April. Pandemic-related supply shortages and a jump in 
energy prices are likely to boost goods inflation in the coming 
months. The 3.5% yoy rise in producer prices of consumer goods in 
April was the fastest since 2013. Nevertheless, muted wage 
dynamics and entrenched low inflation expectations should keep a 
lid on overall inflation. What’s more, Japanese firms are generally 
less affected by supply shortages and therefore less susceptible to 
rising input costs. We expect consumer price inflation to hover 
around 1% towards the end of this year, before pulling back towards 
0.5% in 2022.  

 

  

 

 

Japan - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.3 -4.7 2.5 3.0 1.0 

Consumer spending -1.1 -6.0 1.6 4.4 0.9 

Fixed investment -0.1 -4.3 1.0 2.6 1.5 

Net trade (contribution pp) 0.0 -0.9 1.0 -0.2 0.1 

CPI inflation (end-year) 0.4 -1.2 1.0 0.5 0.5 

Unemployment rate 2.7 2.8 2.7 2.5 2.4 

Policy interest rate (end-year) -0.10 -0.10 -0.10 -0.10 -0.10 

Exchange rate, USDJPY (end-year)  109.4 103.6 107.0 105.0 103.0 

Source: Fitch Ratings 
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United Kingdom 
We have revised up our UK GDP forecast for 2021 to 6.6% from 
5.0% in the previous GEO. This reflects stronger-than-expected 
incoming data, vaccination progress and services sector reopening. 
The forecasts now show UK GDP regaining pre-virus (4Q19) levels 
between 1Q22 and 2Q22.     

GDP fell by 1.5% qoq in 1Q21 but this was much less steep than the 
2.7% decline anticipated in the March GEO. While private 
consumption and investment both declined significantly, imports 
dropped very sharply, boosting the contribution of net trade to 
GDP. Government consumption also rose by more than expected.  

A swift vaccination programme has helped the government adhere 
to its staggered re-opening plan announced in February. As of 11 
June, 44% of the population had been fully vaccinated, with 92% of 
the over-50s and 60% of the total population having received at 
least one dose. With Covid-19 hospitalisation rates back down to 
September 2020 levels, the government proceeded with Step 3 of 
reopening – allowing indoor hospitality and domestic tourism to 
resume on a limited basis – on 17 May.   

The final stage of reopening has been delayed by a nearly a month 
to 19 July  (from 21 June) but high-frequency data already point to 
a strong bounce in GDP in 2Q21. Retail sales rose by 9.2% month-
on-month in April; mobility (retail and recreation) data have fully 
recovered to pre-pandemic levels in recent weeks; restaurant 
bookings have surged to levels of August 2020; and aggregate 
credit and debit card spending has recovered to pre-pandemic 
levels. GDP grew 2.3% on month in April.   

Unemployment also showed a surprising fall to 4.8% in 1Q21 but 
this primarily reflected a renewed fall in the labour force. There 
were still 3.4 million people on furlough as of end-April, equivalent 
to 10% of the workforce, and we expect unemployment to rise to 
6.4% in 4Q21 after the furlough schemes expires in September. 

The rate of CPI inflation rose to 1.5% in April with the core 
component increasing to 0.6% month-on-month partly due to 
global supply-chain pressures. We expect the rate of inflation to rise 
to above 2% by year-end and then to remain around this level over 
the next two years. Asset purchases have slowed slightly in recent 
months and will likely cease in November when the MPC’s targeted 
holdings of GBP895 billion will have been reached. We do not 
anticipate interest rate hikes in the forecast horizon as fiscal policy 
is set to be tightened in 2023, but this is a significant risk.   

 

  

 

 

United Kingdom - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.7 -9.8 6.6 5.0 2.2 

Consumer spending -0.8 -10.9 2.2 5.8 2.6 

Fixed investment 0.1 -8.8 6.5 3.9 2.4 

Net trade (contribution pp) 0.2 0.8 1.1 0.2 0.0 

CPI inflation (end-year) 1.7 0.6 2.1 1.8 2.0 

Unemployment rate 4.3 4.5 5.6 5.4 4.4 

Policy interest rate (end-year) 0.45 0.10 0.10 0.10 0.10 

Exchange rate, GBPUSD (end-year) 1.31 1.34 1.40 1.40 1.40 

Source: Fitch Ratings 
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Germany 
The deeper-than-expected contraction in 1Q21 means that we 
have revised down growth this year relative to our March forecast. 
Given the 1.8% quarterly GDP decline (compared with -1.1% 
expected) we now forecast the economy to grow 4.2% in both 2021 
and 2022 rather than 4.5% and 3.8%. Tighter mobility restrictions 
(and the VAT rate cut reversal) meant that consumption plunged in 
1Q21, with some weakness also carried into early 2Q21 given the 
extension of lockdown measures until April. Nevertheless, 
restrictions were eased in May owing to falling infection numbers 
and rising vaccination rates. Mobility data, including restaurant 
visits, have risen rapidly and the services sector PMI has climbed 
above 50 for the first time in close to a year. 

Germany’s economy will also be supported by fiscal spending this 
year, with the government recently extending most economic 
support measures to counter the extended lockdown at the start of 
2021. 

The global trade recovery has also benefitted Germany’s industrial 
sector. Survey data, such as the manufacturing PMI, have surged to 
historical highs with impressive increases in new orders and rising 
backlog of orders. While this should ensure that production 
increases in coming months, the bottlenecks in the supply chain – 
which affect the availability of microchips – may negatively affect 
industrial output in the near term. In particular, car production has 
slowed and the pace of increase in the PMI manufacturing index has 
already moderated. We expect this disruption to be short-lived. 

The labour market has been resilient, owing to the government’s 
furlough scheme although this hasn’t prevented unemployment 
from rising to 4.5% by 1Q21 from 3.6% at the start of the crisis. 
Some 2.6 million people remain in furlough (data to March) and we 
assume that a proportion of that cohort will inevitably join the 
jobless total. We expect the unemployment rate to average 4.8% 
this year and next, but to moderate as the economy recovers and 

restrictions are eased further. 

We expect the headline rate of inflation to end 2021 at 2.6% 
(compared to previous forecast of 2%) given the recovery in the 
price of oil, some passthrough from supply bottlenecks and large 
base effects in energy prices. We expect inflation to moderate early 
next year as these temporary factors work their way through the 
annual measure. Underlying inflation is likely to remain at around 
1.0%-1.5%. 

 

 

  

  

 

Germany - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.4 -4.8 4.2 4.2 2.0 

Consumer spending 0.2 -6.1 -1.2 4.2 2.2 

Fixed investment 1.8 -3.1 7.8 5.1 2.4 

Net trade (contribution pp) -0.5 -0.9 1.6 0.3 -0.2 

CPI inflation (end-year) 1.1 -0.7 2.6 1.1 1.3 

Unemployment rate 3.7 4.2 4.8 4.8 4.4 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.21 1.21 1.21 

Source: Fitch Ratings 
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France 
We expect the French economy to grow at a faster rate this year 
compared to our previous forecast in March. Part of the reason for 
the upgrade was the better-than expected-outturn in 1Q21 of  
-0.1% qoq (against our expectations of -1.0% qoq). Our growth 
upgrade also reflects encouraging high-frequency indicator data 
that point to a strong rebound in activity as the economy reopens. 
After a slow start, France has accelerated its vaccination 
programme and around 45% of the population had received their 
first dose by early June.  

We expect consumption to contribute positively in 2Q21 despite 
the collapse in households’ consumption of goods during April as 
the third national lockdown took hold. Restrictions on mobility and 
the reopening of non-essential shops began in early May following 
six weeks of closure. Nevertheless, consumer sentiment is 
beginning to recover with some sub-components which make up 
the overall index also beginning to normalise. In particular, 
expectations of rising unemployment over the next 12 months have 
declined rapidly while intentions to make major purchases have also 
recovered. 

In common with other larger eurozone countries, France has also 
implemented a furlough scheme and this has prevented a sharp rise 
in unemployment in the past year; in 1Q21, the jobless rate was 
7.9%, virtually unchanged from 1Q20. In April 2021, about 2.7 
million people were still in furlough with the bulk of the jobs in the 
hospitality and retail sectors (we label Leisure and Tourism (L&T) in 
the chart). We expect unemployment to average 9.3% this year 
(compared with 9.6% in our March GEO) before dropping to 8.6% 
next year.  

France’s manufacturing sector also is benefiting from the recovery 
in world trade. New orders have risen rapidly and firms have 
responded by taking on more staff on a temporary basis. Yet despite 
this increased capacity by firms, backlogs of work have accumulated 
rapidly due to larger incoming new orders and the difficulty in 
sourcing materials. As a consequence, manufacturing input prices 
have risen sharply. We have revised up our headline inflation 
forecast to reflect some of these higher costs, the recovery in the 
price of oil and some modest base effects. But we expect the 
inflation increase to be temporary, for it to end the year at 2.0% 
(compared with 1.5% in March GEO) and to ease in early 2022.    

  

 

  

 

  

France - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.3 -8.1 5.8 3.8 2.2 

Consumer spending -0.3 -7.2 3.8 3.8 1.8 

Fixed investment 0.9 -10.3 10.2 4.3 2.5 

Net trade (contribution pp) -0.3 -1.4 0.1 -0.1 -0.1 

CPI inflation (end-year) 0.9 0.0 2.0 1.4 1.5 

Unemployment rate 9.0 8.1 9.3 8.6 8.4 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.21 1.21 1.21 

Source: Fitch Ratings 
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Italy 
We have revised up our 2021 GDP growth forecast to 4.8% from 
4.3% in the March GEO, while for 2022 we still expect 4.3%. Part of 
the reason for this year’s upgrade was the stronger outturn in 
1Q21, increasing by 0.1%, contrary to our expectations for a 1.4% 
contraction. Inventory accumulation and a surprising increase in 
private investment were the main contributors to this growth. 

We expect the economy to gain momentum from 2Q21 as the rate 
of vaccination gathers pace, allowing for a further gradual easing of 
restrictions. The government in May published a roadmap that will 
allow for a loosening of lockdown measures to include indoor dining 
and the restart of competition sports in partially filled venues by 
early July. In response, mobility indicators have already picked up 
noticeably and the services PMI has risen above 50 for the first time 
in nearly a year. 

The manufacturing PMI indicator has risen to record highs as 
output, new orders and employment sub-indices have increased 
rapidly. Italian manufacturers are also experiencing supply-chain 
disruptions, which are resulting in a general shortage of production 
materials. Consequently, manufacturers have experienced a 
noticeable increase in input costs.  

The EUs fiscal package will also boost the recovery. The 
government’s Recovery and Resilience Plan (RRP), which was 
published in May, foresees a total of EUR183 billion in investment 
(around 10% of GDP) in 2021-2026, using both the grant and the 
loan components of the EU funds. In addition, the government also 
announced a EUR40 billion package of measures to fund tax relief 
and grants to businesses affected by the lockdowns. 

It is likely that consumer spending will recover gradually given the 
fragile state of the labour market and the responses to surveys that 
show low expectations for major purchases over the next 12 
months. However, it is also encouraging that households’ views on 
the risk of unemployment have started to normalise. The 
government also extended its furlough scheme until the end of the 
year. We have also revised our expectation for end-of-year 
headline inflation to 1.7% in 2021 from 1.1% before, given the 
recovery in energy prices and unfavourable base effects. We expect 
headline inflation to subside at the start of next year while core, or 
underlying, inflation should remain subdued – the current annual 
rate being 0.2%.  

 

  

 

 

Italy - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.9 -8.9 4.8 4.3 2.5 

Consumer spending -1.3 -10.7 1.3 3.6 1.9 

Fixed investment 0.5 -9.1 14.1 4.0 3.3 

Net trade (contribution pp) -0.2 -0.7 0.2 0.5 0.0 

CPI inflation (end-year) 0.6 -0.3 1.7 0.8 1.1 

Unemployment rate 10.6 9.3 10.9 9.5 9.0 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.21 1.21 1.21 

Source: Fitch Ratings 
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Spain 
We have revised up our forecast for the Spanish economy and we 
now predict GDP growth of 6% in 2021, compared with a previous 
expectation of 5.4%. Part of the reason for the upgrade is the 
shallower contraction in 1Q21, when activity declined by less than 
we expected (0.5% qoq rather than a 1% drop in March GEO). 
Growth dynamics in 1Q21 benefitted from a large drop in imports 
and a moderate boost from government spending. We expect 
growth in the next two quarters to be lifted by the recent easing in 
mobility restrictions, the recovery in tourism and the frontloading 
of government investment spending related to the NGEU funds. 

Since restrictions were lifted in early May, high-frequency 
indicators, such as visits to retail and recreation venues and credit 
card payments, have increased rapidly. Falling infection rates and 
the increasing pace of vaccinations are also allowing for an 
extension of opening hours in shops and restaurants although social 
distancing and safety measures remain. The May composite PMI 
rose to the highest level in more than two years, with both services 
and manufacturing improving further including strong increases in 
output and new orders. 

Growth prospects will also depend on a successful summer tourism 
season. The decision by the UK government to keep Spain on the 
amber list of countries (which requires travellers to quarantine and 
take two Covid-19 tests upon returning) will have a noticeable 
impact on Spain’s holiday earnings given that about a quarter of its 
international arrivals are from the UK. We also expect growth in 
2H21 and beyond to be boosted by the EU’s fiscal package once the 
funds begin to be disbursed. This will contribute to an expected 
growth rate of 6.6% in 2022, with the economy returning to its pre-
pandemic level by the end of next year. 

We have lowered our unemployment forecast for this year to a rate 
of 16.2% from 17.1%. The success of the furlough scheme has 
prevented a sharper increase in joblessness and the recent 
extension of the scheme until end-September ensures that fewer 
people join the unemployment queues. Some 540,000 people still 
remain in ERTE (May figures) with the bulk belonging to the leisure 
and tourism sectors, but once the scheme expires those who are still 
in furlough will likely become officially unemployed, likely lifting the 
jobless rate.  

 

  

  

  

Spain - Forecast Summary 

(%) Annual Avg. 2016-20 2020 2021F 2022F 2023F 

GDP -0.1 -10.8 6.0 6.6 2.4 

Consumer spending -0.7 -12.1 6.6 5.5 1.6 

Fixed investment 1.3 -11.4 6.6 5.6 1.8 

Net trade (contribution pp) -0.3 -2.1 0.2 0.4 0.0 

CPI inflation (end-year) 0.8 -0.6 2.2 0.9 1.2 

Unemployment rate 16.4 15.6 16.2 14.5 13.0 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.21 1.21 1.21 

Source: Fitch Ratings 
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Switzerland 
We have revised up our forecast for the Swiss economy this year to 
3.6% growth (from 3.1%) given a small decline in output in 1Q21 ( 
-0.5% rather than the -0.7% we had expected) and the expectation 
of a sharper rebound in 2Q21 as restrictions are eased. Mobility 
indicators have risen rapidly since the loosening of lockdown in mid-
April and the reopening of bars, restaurants and other non-essential 
shops in late May.  

New virus cases have declined rapidly, and more than 40% of the 
population has received at least one dose and 25% are now fully 
vaccinated. A strong recovery in the industrial sector, with the 
latest manufacturing PMI rising to a historical high, is also 
supporting the economy. Overall exports (which excludes precious 
metals) are rising fast and the recent weakening of the Swiss franc 
against the euro (as safe-haven-seeking inflows reverse) should 
provide an additional boost. 

The KoF activity indicator, which tracks GDP closely, suggests a 
sharp pick-up in activity. As with other countries in Europe, the 
manufacturing sector (including the auto industry) is experiencing 
supply bottlenecks that could lead to delays and a slowing in near-
term production.  

This year’s Olympics and the delayed Euro 2020 football 
tournament may also help to support the recovery since the 
organising bodies are in Switzerland. Estimates suggest that some 
0.3-0.5pp is added to GDP when these events take place. 

The labour market remained stable in the past year owing to the 
country’s furlough scheme, with the unemployment rate climbing to 
3.4% in 1Q21 from 2.6% at the start of the pandemic. The number 
of people in short-time working schemes, which peaked in January, 
was close to 341,000 in March, some 70,000 fewer than the 
previous month. In principle, a low jobless rate and increased 
household savings should support consumer spending, but 
consumer confidence remains subdued while job security and 
intentions to make major purchases over the coming year have yet 
to recover from last year’s low.  

The full impact of Switzerland’s decision to pull out of negotiations 
over a new partnership with the EU is uncertain, although it will lead 
to lower growth over time than would otherwise have been the 
case. That said, both sides have much to lose given their close 
economic ties and may in the long term find a compromise. 

 

 

  

 

  

Switzerland - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.0 -2.7 3.6 3.4 1.9 

Consumer spending 0.1 -4.4 3.6 4.4 1.4 

Fixed investment 1.3 -2.2 3.6 3.0 1.6 

Net trade (contribution pp) 0.9 0.1 0.7 0.0 0.5 

CPI inflation (end-year) 0.1 -1.0 1.4 0.3 0.8 

Unemployment rate 2.9 3.2 3.2 3.1 2.2 

Policy interest rate (end-year) -0.75 -0.75 -0.75 -0.75 -0.75 

Exchange rate, USDCHF (end-year)  0.98 0.88 0.98 0.98 0.98 

Source: Fitch Ratings 
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Australia 
The economic recovery in Australia continues to be robust. GDP in 
1Q21 expanded by 1.8% qoq, above our +1.3% forecast in March. 
GDP surpassed its pre-pandemic (4Q19) level through the quarter. 
Growth in all the main components of private demand was strong, 
particularly for dwelling and machine and equipment investment. 
The success of the authorities in keeping new virus cases low, large 
macro policy support, and high commodity prices have fuelled a 
quick rebound in domestic spending.   

Incoming data for 2Q21 signal that momentum remains buoyant. 
Business surveys are at record highs across sectors, underscoring 
strong business confidence and conditions amid increased orders 
and sales. In the housing market, building approvals reached a 
record in April, signalling further strength in homebuilding in the 
months ahead. With a high savings rate, and spending on services 
still far below pre-pandemic levels, the recovery in household 
consumption has further to run. We have sharply revised up our 
2021 GDP growth forecast, at +5.8% (+1.1pp). The main risk to our 
forecast is of the low level of vaccination, which makes the country 
vulnerable to renewed outbreaks.  

The end of the JobKeeper Payment wage subsidy resulted in a 
modest fall in employment. Forward-looking indicators point to 
solid employment growth. We expect the unemployment rate to 
reach 5% towards year-end, and to hover around 4.5% from late- 
2022 to early 2023. The fall in migration amid international border 
closures has increased labour shortages, putting downward 
pressure on joblessness. The government has said that 
international borders may not reopen until mid-2022 at the earliest 
and the recovery in inward migration is likely to be gradual.  

The Reserve Bank of Australia (RBA) is set to make announcements 
on its bond purchase programme in its July meeting. We expect the 
RBA to announce new net purchases of AUD50 billion for six 
months (starting in September), following the two previous rounds 
of AUD100 billion. We think that the central bank will start to 
increase the cash rate towards end-2023, earlier than the RBA’s 
forward guidance of 2024. The rate of inflation should rise 
markedly in the next few quarters, on rising input costs amid 
stretched global supply chains and increased commodity prices, and 
against a backdrop of strong domestic demand and considerable 
policy support. We expect inflation to rise temporarily above the 
upper end of the RBA’s target band by year-end.  

 

  

  

 

Australia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.5 -2.4 5.8 3.1 2.8 

Consumer spending 0.6 -5.8 6.5 3.2 2.7 

Fixed investment -0.4 -3.0 9.1 3.0 2.8 

Net trade (contribution pp) 0.5 0.4 -1.2 0.3 0.3 

CPI inflation (end-year) 1.5 0.9 2.7 2.2 2.0 

Unemployment rate 5.7 6.5 5.4 4.8 4.5 

Policy interest rate (end-year) 1.24 0.10 0.10 0.10 0.50 

Exchange rate, USDAUD (end-year)  1.38 1.30 1.26 1.35 1.31 

Source: Fitch Ratings 
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Canada 
Canada’s 2021 economic outlook continues to strengthen and we 
have revised up our forecast by 0.5pp to 6.6% from 6.1% in the 
March GEO. The Canadian federal government’s continued fiscal 
stimulus is adding to support from the strength of US economic 
growth, base effects, and broader economic confidence as Canada 
proceeds to vaccinate most adults by September. Provincial 
restrictions on hospitality and socialisation are still prominent as 
only 13% of Canadians are fully vaccinated (as of 14 June). The 
government has increased deployment of the first dose to more 
than 60% of the population by delaying the second dose by up to 
four months. 

The economy expanded 5.6% annualised qoq in 1Q21 despite 
stringent lockdowns in multiple provinces amid a nationwide 
second Covid-19 wave. Federal transfers continue to backstop 
household consumption. The Liberals announced in April a large 
post-pandemic federal budget for FY21-22. This and low mortgage 
rates fostered robust 9.4% qoq residential investment growth. 
Rising oil prices lifted export receipts while travel hesitancy has 
limited travel imports. The trade balance shifted to surplus in April, 
a trend likely to recede as vaccinated Canadians venture abroad 
during 2H21. Investment has yet to reorient towards business from 
residential. 

We expect still transitorily high, stimulus-backed GDP growth of 
3.5% in 2022 and 2.4% in 2023. While technological shifts 
accelerated by the pandemic have rendered some productivity 
gains, we are still monitoring the impact, for example, of new green 
and cross-border automotive investments, as well as the federal 
childcare policy on Canada’s long-term productivity. 
Unemployment held steady near 8.2% in May though was much 
lower than its peak of 13.7% in May 2020. Retail restrictions have 
dented part-time employment in recent months, although the 
impact on the unemployment rate was partly offset by virtual 
education arrangements that have weighed on labour force 
participation rates among parents.    

Fitch expects the Bank of Canada to raise the monetary policy rate 
during 2H22. The BoC has tapered its asset purchases since July 
2020 while maintaining its low 0.25% overnight rate. Policymakers 
face a strong rise in the rate of CPI inflation, 3.4% yoy in April (0.5% 
mom) boosted by base effects, higher gasoline prices, a buoyant 
housing market, supply constraints and rising consumption. New 
Covid-era CPI weights apply in July. 

 

 

  

  

 

Canada - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.6 -5.3 6.6 3.5 2.4 

Consumer spending 0.8 -5.9 4.3 2.6 2.5 

Fixed investment -0.6 -3.7 10.4 3.3 2.8 

Net trade (contribution pp) 0.0 0.4 0.3 0.7 -0.2 

CPI inflation (end-year) 1.6 0.7 2.4 2.1 2.2 

Unemployment rate 6.9 9.6 7.5 5.6 5.4 

Policy interest rate (end-year) 0.98 0.25 0.25 0.50 1.00 

Exchange rate, USDCAD (end-year)  1.32 1.29 1.20 1.25 1.25 

Source: Fitch Ratings 
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Brazil 
Fitch has upgraded Brazil’s economic growth projections for 2021 
to 5.0% from 3.3%, underpinned by a significant GDP growth 
outperformance in 1Q21. GDP grew 1.2% qoq compared to Fitch’s 
forecast for a contraction. On the supply side, the agriculture sector 
grew robustly; on the demand side, strong investment performance 
stood out. The economy proved to be quite resilient to the ‘fiscal 
cliff’ risks stemming from the phase-out of the emergency aid at 
end-2020. The economic impact from the second wave was also not 
as strong as expected. Brazil continues to benefit from higher 
commodity prices and global growth, an accommodative domestic 
monetary policy, while the recent renewal of emergency aid for four 
months ending in July should continue to help.  

Fitch has lowered its growth forecast for 2022 to 2% (we expect it 
to accelerate to 2.4% in 2023) reflecting the impact of tightening 
macroeconomic policies (especially monetary) and a likely 
deceleration in investment and activity as uncertainty grows amid a 
potentially polarising 2022 election cycle. Setbacks in the 
management of the pandemic, including delays in the vaccination 
rollout, could also weigh on economic performance in 2021-2022.  

Higher commodity and food prices, a weak Brazilian real (until 
recently), the lagged impact from the stimulative fiscal policy in 
2020 and an unfavourable base effect have adversely affected 
inflation, with IPCA reaching 8.0% in May. While services inflation 
is contained so far, this could increase as the sector recovers (as 
vaccination gains pace). Greater reliance on costlier thermal energy 
to relieve pressure on low reservoirs amid poor rainfall could also 
pressure inflation. We expect the rate of inflation to exceed the 
3.75% target in 2021. After cutting the Selic interest to a historical 
low of 2% in 2020, the central bank has raised rates by 150bp. Fitch 
projects the Selic to reach 6% by year-end.  

Higher commodity prices, increasing interest rates, an improved 
2021 growth outlook and receding near-term fiscal challenges are 

underpinning the recent appreciating trend of the real.  

 

  

  

  

Brazil - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.6 -4.1 5.0 2.0 2.4 

Consumer spending -0.6 -5.5 3.4 2.4 2.5 

Fixed investment -1.4 -0.6 16.9 1.6 3.3 

Net trade (contribution pp) 0.3 1.2 -1.8 0.0 0.1 

CPI inflation (end-year) 4.6 4.5 5.5 3.7 3.3 

Policy interest rate (end-year) 7.88 2.00 6.00 6.50 6.50 

Exchange rate, USDBRL (end-year)  3.89 5.20 5.30 5.30 5.20 

Source: Fitch Ratings 
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Russia 
Fitch has upgraded its 2021 GDP growth forecast by 0.4pp to 3.7%, 
partly reflecting a stronger 1Q21 outturn of -1.0% yoy (compared 
to -2.6% assumed in our previous forecast). Domestic demand 
indicators also point to further expansion in 2Q21, and oil output is 
now rising (last year’s OPEC+ agreement subtracted an estimated 
1pp from 2020 growth).  

We expect Covid-19 restrictions to remain very limited, and 
activity will be further supported by steady vaccination rollout, 
currently at 22 doses administered per hundred people, together 
with strengthening external demand. GDP growth is projected to 
accelerate to 5.5% yoy in 2H21, despite some offset from moderate 
monetary and fiscal tightening. Fitch has maintained its forecast for 
GDP growth to slow to 2.7% in 2022 as economic slack is steadily 
absorbed, followed by 2.0% growth in 2023 – thought this is still 
above Russia’s trend rate. 

The rate of inflation has risen to 6.0% in May, driven by temporary 
factors (such as global food prices and Covid-19 supply constraints) 
but there has also been a moderate increase in inflation 
expectations. We have revised up our end-2021 inflation forecast 
to 5.1%, towards the upper end of the Bank of Russia’s latest 
projection range of 4.7%-5.2%. We forecast that the rate of inflation 
will fall to 4.2% at end–2022 and to the 4.0% target at end-2023, 
with interest rates trimmed to 5.5%, a broadly neutral real rate.   

In recent weeks, the rouble has recovered to just above the mid-
March level of USD/RUB73, as a higher oil price has offset 
geopolitical and sanctions-related weakness (including April’s 
additional prohibitions on US financial institutions participating in 
the primary sovereign debt market). The accumulation of excess oil 
revenue under the budget rule also limits the extent of real effective 
exchange rate appreciation, and we forecast a broadly stable 
exchange rate with sanctions risk continuing to weigh on sentiment. 

 

  

 

 

Russia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.8 -3.0 3.7 2.7 2.0 

Consumer spending 0.0 -8.6 3.0 2.9 2.4 

Fixed investment 0.7 -4.3 5.1 2.7 1.7 

Net trade (contribution pp) 0.3 1.7 1.0 0.3 0.1 

CPI inflation (end-year) 4.3 4.9 5.1 4.2 4.0 

Policy interest rate (end-year) 7.84 4.25 5.75 5.50 5.50 

Exchange rate, USDRUB (end-year)  64.98 73.88 73.00 72.00 72.00 

Source: Fitch Ratings 
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India 
Fitch has trimmed its GDP growth forecast for the current fiscal 
year to end-March 2022 (FY22) by 2.8pp, to 10%. The surge in new 
coronavirus cases and stretched healthcare facilities through April 
and May have prompted the authorities at the state level to 
implement lockdowns and curfews. New virus cases have been 
falling rapidly in the past few weeks.  

While GDP will have shrunk in 2Q21 (calendar year), the hit to 
activity has been much less severe than in 2020. Manufacturing and 
construction sites generally have remained open, while businesses 
and consumers have better adapted to the new virus situation. 
Moreover, strong global growth is supportive, which was not the 
case in 2020. The manufacturing PMI dipped in May but remained 
expansionary. The services sector and consumption will have borne 
the brunt of virus-related restrictions, but incoming data suggest 
that the hit has not been as large as in 2020. Nevertheless, we 
expect GDP to shrink by a large -4.6% qoq (in seasonally adjusted 
terms) in 2Q21 (compared with -25% in 2Q20).   

The recovery in 3Q21 is likely to be gradual as states reopen 
cautiously. This contrasts to the swift loosening of restrictions in 
2020, which translated into a very rapid rebound in economic 
activity. Consumers may also be cautious in returning to more 
normal levels of activity, given the greater severity of the second 
wave. Vaccinations may accelerate as the year progresses, 
gradually reducing risks. 

The Reserve Bank of India (RBI) has, once again, led the policy 
response. It enacted an array of measures to support liquidity and 
cap market interest rates. It reopened the loan restructuring 
scheme to support individuals and medium, small and micro-sized 
enterprises and increased its bond purchases. We still expect the 
RBI to keep its repo rate at 4% through at least the rest of the year. 
However, we now forecast the RBI to start hiking its repo rate next 
year, amid an environment of domestic demand recovery and 

persistent price pressure.  

Costs pressures have built up, amid high global commodity prices, 
stretched global supply chains, and disruptions to local supply 
chains during the second wave. We expect that inflation will remain 
above the mid-point of the RBI’s 4% target for most of the year, 
though firms seem reluctant to pass on increased input costs to 
consumer prices amid tepid demand.  

 

 

  

 

 

India - Forecast Summary 

(%) FY starting April Annual Avg. 2016-2020 FY20-21 FY21-22F FY22-23F FY23-24F 

GDP 3.7 -7.3 10.0 8.5 6.5 

Consumer spending 3.7 -9.1 11.1 9.2 6.5 

Fixed investment 4.2 -10.8 24.9 8.4 6.2 

Net trade (contribution pp) -0.1 2.1 -2.5 -0.4 0.0 

CPI inflation (end-calendar  year) 4.5 4.6 4.4 4.5 3.9 

Policy interest rate (end-calendar year) 5.78 4.00 4.00 4.25 5.00 

Exchange rate, USDINR (end-calendar year)  69.05 73.05 73.00 73.00 76.00 

Source: Fitch Ratings 
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Korea 
Momentum in the Korean economy looks solid in 1H21. GDP grew 
a strong 1.7% qoq in 1Q21, surpassing its pre-pandemic level. The 
manufacturing sector has powered the economy amid a surge in 
external demand for Korean flagship products, notably 
semiconductors. Incoming data for 2Q21 point to continuing 
strength in the manufacturing sector, while consumption and 
services activity keep recovering. Timely merchandise trade data 
show that Korean export values surged to a record in May. Non-
manufacturing business conditions were elevated in April-May 
while consumer sentiment returned to around its historical 
average.   

Further ahead, the economic outlook is supportive. The electronics 
cycle is unlikely to slow in the next few quarters judging from global 
semiconductor shortages, which will prompt customers to 
replenish stocks even when demand starts to fade. Shipments of 
passenger cars are rising sharply. Korea’s car industry is less 
affected by semiconductor and broader supply-chain shortages 
than US or EU producers. On the domestic front, household 
consumption is likely to gather momentum amid a recent increase 
in vaccinations. Large savings buffers accrued by households and 
supportive fiscal policy are laying the ground for a strong 
consumption recovery. 

We have upgraded significantly our 2021 GDP growth forecast by 
0.8pp, to +4.5%. We still see the economy growing 3% in 2022, 
fuelled by accelerating consumer spending. We expect GDP growth 
to slow to 2.3% in 2023 as consumption starts to normalise and 
exports growth abates.  

The Bank of Korea (BoK) has voiced renewed concerns about the 
build-up of financial risks. Nevertheless, we maintain our view that 
the central bank will not change its monetary settings in 2021. The 
BoK is prioritising the economic recovery amid risks of new virus 
outbreaks and still-weak household consumption. The rate of 
inflation has risen above the BoK’s 2% target in the past two 
months, but it was driven by temporary factors. We are now 
pencilling in two25bp rate rises in 2022 as the bank shifts its 
attention towards containing financial risks, while the economic 
recovery should be on a strong footing. Household debt growth has 
accelerated in recent quarters, feeding through to a surge in home 
prices.  

  

 

  

Korea - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 2.1 -0.9 4.5 3.0 2.3 

Consumer spending 1.1 -5.0 2.3 3.6 2.6 

Fixed investment 2.9 2.6 5.5 2.8 2.1 

Net trade (contribution pp) -0.1 0.5 2.0 0.5 0.3 

CPI inflation (end-year) 1.1 0.5 2.2 1.6 1.4 

Policy interest rate (end-year) 1.28 0.50 0.50 1.00 1.50 

Exchange rate, USDKRW (end-year)  1148 1088 1100 1130 1170 

Source: Fitch Ratings 
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Indonesia 
Indonesia’s recovery from the coronavirus-induced shock has been 
sluggish. GDP was still 1% below its pre-pandemic level in 1Q21. 
We estimate that sequential GDP growth eased to +1.3% qoq in 
1Q21, after +2.4% in the previous quarter. However, this is a solid 
increase in light of the re-tightening of restrictions in January-
February, and is a sign that the economy is adapting better to the 
disruption caused by restrictions.  

Furthermore, the breakdown of expenditure was encouraging. All 
demand components – including consumption and investment – 
saw growth increase on a sequential basis. Sharply rising import 
volumes and de-stocking weighed on the headline GDP figure, but 
they partly reflect accelerating demand.  

Incoming data for 2Q21 point to strengthening growth momentum. 
Consumer confidence and retail sales (in volume terms) jumped in 
April. Increased commodity prices and strong demand for goods are 
buoying the mining and manufacturing sectors. The manufacturing 
PMI hit a record high in April and May.  

Nevertheless, the spread of more infectious Covid-19 variants in 
Southeast Asia has clouded the outlook. Indonesia is very far from 
reaching herd immunity due to a slow vaccine rollout. Supply 
shortages and logistical bottlenecks have hampered the inoculation 
campaign. We have reduced our 2021 GDP growth forecast by 
0.5pp, to 4.8%, on the risk of new infections picking up again. We 
expect growth to strengthen to +6.1% in 2022. External demand for 
goods is likely to fade and commodity prices may pull back, but 
domestic activity in the services sector should rise as the 
vaccinations increase.  

Bank Indonesia (BI) most recently cut its policy rate in February, to 
3.5%, to bolster domestic demand. Weak underlying inflation and 
large spare capacity in the economy are likely to keep BI’s monetary 
policy loose for an extended period. Furthermore, we expect the 
rupiah to strengthen against the US dollar, to 14,150 by year-end. 
Buoyant commodity prices and a small current account deficit are 
supportive for the currency in the near term, though global financial 
conditions are also key. We expect the rupiah to depreciate in 2022 
as a maturing US economic cycle pushes US bond yields higher while 
commodity prices retreat.  

 

  

  

 

Indonesia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.6 -2.1 4.8 6.1 5.8 

Consumer spending 3.5 -2.7 4.9 6.3 5.6 

Fixed investment 3.4 -4.9 6.9 6.2 6.4 

Net trade (contribution pp) 0.4 1.2 0.4 0.4 0.4 

CPI inflation (end-year) 3.1 1.7 3.3 2.9 2.6 

Policy interest rate (end-year) 5.03 3.75 3.50 4.00 5.25 

Exchange rate, USDIDR (end-year)  13931 14105 14150 14500 14900 

Source: Fitch Ratings 
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Mexico 
Recent data indicate that the recovery from the pandemic shock is 
continuing. Vaccination is progressing and Covid-19 cases are in 
decline, allowing the economy to reopen. GDP grew by 0.8% qoq 
(s.a.) in 1Q21, despite transitory shocks, which was more than 
double the rate suggested by the official flash estimate and our 
previous forecast of 0.3%. 

As a result, we raised our 2021 growth forecast to 5.3%. US demand 
for Mexico’s exports remains strong, although as imports recover 
from steep falls in 2021, net trade appears likely to make an overall 
net negative contribution, after a 2.8pp positive contribution to real 
GDP in 2020. We expect growth of below 3% in 2022 and a 
moderation thereafter. Investment continued to recover, growing 
by 2.3% month-on-month in March, led by machinery and 
equipment, and will make a positive contribution to GDP. Business 
credit is also recovering while household credit (except mortgages) 
continues to shrink. 

The result of the midterm elections to Congress, which led to a 
reduced majority for the president’s party and may make it more 
difficult for the administration to enact some controversial reforms, 
was greeted positively by financial markets and could boost 
sentiment.  

We have changed our call on policy rates and inflation, given the 
recent inflation data (the rate of inflation rose to 6.1% in April, 
before falling only slightly to 5.9% in May) and communications 
from the Banco de Mexico (Banxico), which held rates at its May 
meeting at 4% (representing the low in this cycle) and revised up its 
inflation forecast in June. Inflation is likely to remain well above the 
3% target (with a 1pp range) for the remainder of 2021. Markets are 
expecting substantial policy rate tightening, but we believe that 
Banxico is likely to refrain from raising rates this year. However, we 
expect the central bank to raise rates in 2022, even with a  change 
of leadership as the president nominates a new governor to succeed 

Alejandro Diaz de Leon in December 2021.  

 

  

 

 

Mexico - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.3 -8.3 5.3 2.7 2.0 

Consumer spending -0.1 -10.4 6.3 3.1 1.9 

Fixed investment -4.4 -18.2 7.3 4.3 2.4 

Net trade (contribution pp) 0.6 2.8 -0.5 -0.2 0.3 

CPI inflation (end-year) 4.2 3.2 5.1 3.5 3.2 

Policy interest rate (end-year) 6.41 4.25 4.00 4.50 4.50 

Exchange rate, USDMXN (end-year)  19.52 19.95 20.00 20.00 20.00 

Source: Fitch Ratings 
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Poland 
Poland’s economy recorded one of the strongest performances in 
Central and Eastern Europe in 1Q21, expanding by 1.1% qoq (-1.5% 
yoy, seasonally adjusted), surpassing our expectations. Investment 
growth was particularly strong, at 18.2% qoq (2.1% yoy), reflecting 
the significant impact of public capital spending. 

With domestic vaccination increasing (as of 13 June, nearly 26% of 
the population was fully vaccinated, Poland has been able to loosen 
restrictions on mobility and economic activity. Although most fiscal 
support measures (e.g. for labour protection) are being wound 
down, household sentiment is likely to remain fairly strong, with 
pent-up demand set to boost household consumption by 5.6% in 
2021 and 5.5% in 2022. 

Investment growth will also be robust as Poland draws down funds 
under the previous Multiannual Financial Framework (under its 
‘sunset period’, which lasts until 2023). Further, Fitch assumes the 
NGEU funds to start contributing to growth from 2021, with a more 
substantial contribution to follow beyond 2023.  

Fitch expects real GDP growth to reach 4.4% in 2021 and peak at 
4.5% in 2022, before falling to 3.8% in 2023 (still above potential 
growth levels). Net exports will weigh on growth in 2021-2022, 
returning to a modestly positive position by 2023. 

Inflation has gained pace since the start of the year, with the rate of 
headline inflation reaching 4.8% yoy in May 2021, well outside the 
tolerance band of the central bank’s inflation target (2.5% +/- 1%) 
for the second consecutive month. The main drivers for inflation are 
higher oil and administrative prices, and disruptions to supply 
chains. Fitch expects the rate to fall back within the tolerance band 

at 3.2% by end-2021 before averaging 3.6% in 2022-2023.  

The potential for the central bank to increase rates is increasing, 
although the monetary policy committee appears split over the 
most appropriate approach to balance inflation control with 
protecting the economic recovery amidst pandemic uncertainty. 
Fitch expects one 40bp rate hike by end-2022 and a more 
substantial series of increases in 2023. 

 

  

 

 

Poland - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.1 -2.7 4.4 4.5 3.8 

Consumer spending 2.8 -3.1 5.6 5.5 4.0 

Fixed investment 0.3 -9.7 16.5 4.8 4.6 

Net trade (contribution pp) 0.6 0.9 -1.6 -0.1 0.1 

CPI inflation (end-year) 1.7 2.3 3.2 3.5 3.6 

Policy interest rate (end-year) 1.29 0.10 0.10 0.50 1.00 

Exchange rate, USDPLN (end-year)  3.81 3.76 3.65 3.55 3.55 

Source: Fitch Ratings 
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Turkey  
The Turkish economy continued to exceed expectations, as growth 
rose to 7.1% yoy (1.7% qoq) in 1Q21 supported by domestic 
demand and improving net trade, thus maintaining strong 
momentum from 4Q20. In spite of the high carryover effect for the 
rest of 2021, we have revised down our 2021 growth forecast to 
6.3% from 6.7% in March to reflect weakening domestic confidence, 
most notably after the dismissal of the central bank governor in 
March, tighter financing conditions and the temporary tightening of 
restrictions in 2Q21 due to the second wave of the pandemic.  

Weakening private consumption on slowing credit growth will be 
partly balanced by a gradual recovery in tourism in 2H21. We 
forecast the economy to slow to 3.7% in 2022, based on our 
expectation that Turkey’s policy mix, especially monetary policy, 
avoids exacerbating macroeconomic imbalances. As we get close to 
the 2023 election, we expect the policy stance to be eased, and 
growth to rise to 4.5%.  

Inflationary pressures eased slightly in May (16.6% yoy) but 
currency weakness, high producer price inflation – reflecting 
increased commodity prices and pandemic-related supply 
disruptions – and high inflation expectations will boost the rate of 
inflation until 4Q21. Positive base effects should support a decline 
to 15.5% at end-2021, but this is up sharply from our previous 
forecast of 11.5%. We expect only a gradual decline in inflation to 
12% at end-2022 and 9.5% by end-2023 due to still-unanchored 
inflation expectations. The latter remain above the central bank’s 
forecasts of 7.5% and 5%, respectively. 

Under our baseline, the monetary policy stance will be consistent 
with central bank guidance in terms of maintaining positive real 
rates. Hence, we expect limited space for monetary easing with the 
policy rate ending 2021 at 17%, down from the current 19%, and 
reaching 11.5% by 2023. Given Turkey’s record and limited central 
bank independence, the risk of premature easing cannot be under-
estimated. We do not anticipate any significant Turkish lira 
appreciation against the dollar given still high policy uncertainty 
and limited portfolio inflows. The lira will likely remain volatile and 
finish 2021 at 8.9 against the USD. If policy is maintained in line with 
our expectations, and in the absence of international financial 
volatility, the reduced current account deficit and the maintenance 
of positive real rates will moderate depreciation pressures in 2022-
2023.  

 

  

 

  

Turkey - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.3 1.8 6.3 3.7 4.5 

Consumer spending 3.0 3.2 6.2 3.5 4.6 

Fixed investment 0.9 6.5 7.3 4.9 4.6 

Net trade (contribution pp) -0.1 -5.5 2.6 0.1 0.4 

CPI inflation (end-year) 12.6 14.6 15.5 12.0 9.5 

Policy interest rate (end-year) 12.37 17.00 17.00 13.50 11.50 

Exchange rate, USDTRY (end-year)  4.84 7.35 8.90 9.50 9.70 

Source: Fitch Ratings 
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South Africa 
Fitch has significantly revised up South African 2021 GDP growth, 
to 4.9% (+0.6pp from our March GEO). Economic activity 
weathered the second coronavirus wave in 1Q21, with GDP 
expanding a strong +1.1% qoq (non-annualised), well above our 
previous forecast. Consumption led an expansion in demand, rising 
a solid +1.1%, despite the tightening of restrictions in January-
February. The weak spot was investment, which shrank over the 
quarter.      

Business surveys point to solid momentum in the manufacturing 
and mining sectors for 2Q21. The manufacturing PMI for May rose 
to its highest reading since October 2020, while export values have 
surged to record highs in recent months. Increased commodity 
prices and strong global demand for manufactured goods are lifting 
the external sector and supporting the recovery.  

New Covid-19 cases have crept higher in the past two months, 
prompting the authorities to impose new restrictions. The 
restrictions will hurt businesses in the recreation and 
entertainment sector. However, the experience from 1Q21 
suggests that the economy should be able to hold up well. 
Restrictions are fairly light and external factors including 
commodity prices are supportive.   

The country is susceptible to renewed outbreaks given the very 
sluggish pace of vaccination. Tight public finances, power cuts, and 
our expectation that metal prices will start to decline towards the 
end of the year will present challenges to the recovery.  

The South African Reverse Bank (SARB) is likely to start raising its 
interest rates in 2022 from an exceptionally low level, as financial 
conditions have stabilised, the economy is recovering, inflation has 
ticked up modestly after trailing around the lower bound of the 
SARB’s inflation target and global bonds yields are expected to be 
on an upward trend. However, the continued large output gap and 
the decline of long-term inflation expectations in recent years –
implying contained underlying inflation pressures – mean that the 
SARB would tighten only gradually.  

The rand has outperformed among EM currencies in the past 12 
months, buoyed by higher commodity prices and the swing into a 
current account surplus. However, we expect depreciation 
pressures to start to build towards the end of the year, on declining 
metal prices, fragile public finances, and higher US bond yields. 

 

 

 

 

South Africa - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.8 -7.0 4.9 2.3 2.1 

Consumer spending 0.0 -5.4 5.6 2.4 2.1 

Fixed investment -4.5 -17.5 1.9 5.2 2.9 

Net trade (contribution pp) 0.4 2.1 -0.2 0.0 0.3 

CPI inflation (end-year) 4.7 3.3 5.9 4.0 3.8 

Policy interest rate (end-year) 6.25 3.50 3.50 4.25 5.25 

Exchange rate, USDZAR (end-year)  14.43 15.40 14.00 15.00 16.00 

Source: Fitch Ratings 
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Appendix 1 
 

Quarterly GDP QOQ 

(%) 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 

US 0.6 0.6 -1.3 -9.0 7.5 1.1 1.6 1.6 1.6 0.9 

Eurozone 0.2 0.1 -3.8 -11.5 12.6 -0.6 -0.3 1.7 2.5 1.8 

China 1.3 1.6 -9.3 10.1 3.1 3.2 0.6 2.3 0.8 0.8 

           

Japan 0.1 -1.9 -0.5 -8.1 5.3 2.8 -1.0 -0.2 1.6 1.2 

UK 0.5 0.0 -2.8 -19.5 16.9 1.3 -1.5 4.4 2.3 1.8 

Germany 0.3 0.0 -2.0 -9.7 8.7 0.5 -1.8 2.8 3.2 1.4 

France 0.2 -0.3 -5.9 -13.2 18.5 -1.5 -0.1 1.0 2.0 1.8 

Italy 0.1 -0.4 -5.7 -12.9 15.9 -1.8 0.1 1.4 1.4 1.4 

Spain 0.4 0.4 -5.4 -17.8 17.0 0.0 -0.5 2.3 2.5 2.5 

Switzerland 0.5 0.4 -1.7 -6.8 7.2 0.1 -0.5 1.5 1.8 1.1 

Australia 0.7 0.4 -0.3 -7.0 3.5 3.2 1.8 1.7 0.5 0.7 

Canada 0.5 0.1 -2.0 -11.3 9.1 2.2 1.4 1.2 1.7 1.2 

           

Brazil 0.0 0.4 -2.2 -9.2 7.8 3.2 1.2 -0.2 0.2 0.3 

Russia -1.0 -0.5 -0.6 -2.6 0.6 -0.2 1.3 2.8 1.1 0.8 

India 0.7 0.7 0.5 -25.9 23.4 9.5 1.5 -4.6 2.6 3.0 

Korea 0.4 1.3 -1.3 -3.2 2.2 1.1 1.7 1.3 0.7 0.7 

Mexico 0.1 -1.1 -1.1 -16.9 12.5 3.2 0.8 1.0 0.3 0.5 

Indonesia 1.0 1.0 -0.4 -6.9 3.0 2.4 1.3 2.0 0.1 1.9 

Turkey 0.4 2.0 0.1 -11.0 15.9 1.7 1.7 -1.3 -0.3 0.2 

Poland 1.1 0.2 -0.2 -8.9 7.5 -0.5 1.1 1.0 2.3 1.7 

South Africa -0.2 -0.4 -0.4 -16.6 13.7 1.4 1.1 1.0 0.3 0.5 

           

Developed a 0.5 0.0 -2.0 -10.4 9.3 1.0 0.5 1.6 1.8 1.2 

Emerging b 0.8 1.1 -5.3 -0.3 6.5 3.3 0.9 1.2 0.9 1.0 

Emerging ex-China 0.2 0.5 -0.7 -12.3 10.5 3.5 1.3 -0.3 1.1 1.3 

World c 0.6 0.4 -3.2 -6.6 8.3 1.9 0.6 1.5 1.5 1.1 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland 
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey 
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 
Source: Fitch Ratings 
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Appendix 2  
 

Quarterly GDP YOY 

(%) 3Q19 4Q19 1Q20 2Q20 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 

US 2.1 2.3 0.3 -9.0 -2.8 -2.4 0.4 13.3 7.1 6.9 

Eurozone 1.4 1.0 -3.3 -14.6 -4.1 -4.7 -1.3 13.4 3.3 5.7 

China 5.9 5.8 -6.8 3.2 4.9 6.5 18.3 7.9 5.4 3.3 

           

Japan 1.1 -1.3 -2.2 -10.2 -5.5 -1.0 -1.5 7.0 3.3 1.7 

UK 1.4 1.2 -2.2 -21.4 -8.5 -7.3 -6.1 21.8 6.5 7.1 

Germany 0.8 0.4 -2.2 -11.2 -3.8 -3.3 -3.1 10.3 4.7 5.6 

France 2.0 1.0 -5.5 -18.4 -3.5 -4.6 1.2 17.8 1.4 4.7 

Italy 0.5 -0.1 -5.8 -18.1 -5.2 -6.5 -0.8 15.6 1.2 4.4 

Spain 1.8 1.7 -4.3 -21.6 -8.6 -8.9 -4.3 19.2 4.4 6.9 

Switzerland 1.3 1.6 -0.1 -7.4 -1.3 -1.6 -0.5 8.3 2.9 3.9 

Australia 1.9 2.1 1.4 -6.2 -3.7 -1.0 1.1 10.5 7.4 4.8 

Canada 1.9 1.7 -0.4 -12.6 -5.1 -3.1 0.3 14.5 6.7 5.6 

           

Brazil 1.3 1.6 -0.3 -10.9 -3.9 -1.1 1.0 12.4 4.5 1.6 

Russia 2.6 2.9 1.4 -7.8 -3.5 -1.8 -1.0 4.5 5.0 6.1 

India 4.6 3.3 3.0 -24.4 -7.4 0.5 1.6 30.8 8.8 2.3 

Korea 2.1 2.6 1.5 -2.6 -1.0 -1.1 1.9 6.6 5.0 4.5 

Mexico -0.2 -0.7 -1.3 -18.7 -8.7 -4.5 -3.6 18.1 5.3 2.5 

Indonesia 5.0 5.0 3.0 -5.3 -3.5 -2.2 -0.7 8.9 5.8 5.4 

Turkey 1.0 6.4 4.5 -10.3 6.3 5.9 7.0 18.3 1.7 0.3 

Poland 4.6 3.7 2.0 -8.3 -1.7 -2.7 -0.9 9.3 4.0 6.3 

South Africa 0.1 -0.5 0.4 -17.8 -6.2 -4.2 -3.2 17.8 3.9 2.8 

           

Developed a 1.7 1.4 -1.2 -11.7 -4.1 -3.2 -0.7 13.3 5.6 5.7 

Emerging b 4.3 4.3 -2.9 -4.3 0.8 3.0 10.5 11.3 5.5 3.3 

Emerging ex-China 2.5 2.7 1.5 -12.9 -4.0 -1.0 0.6 15.6 5.6 3.4 

World c 2.6 2.4 -1.8 -8.9 -2.3 -0.8 3.5 12.5 5.5 4.8 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland 
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey 
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 
Source: Fitch Ratings 
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