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Executive Summary
 Whereas the main economic theme of 2020 was the world’s adjustment to the Covid

shock, 2021 was primarily about adjusting to the post-Covid recovery, as other
economic factors began to exert themselves.

 The risk of new Covid variants of course, remains ever present, as attested to by
Omicron. A combination of vaccinations and natural immunity however, may be
enough to tilt the scales towards endemicity. And even should a new variant prove to
be harmful, the global economy’s experience with Delta suggests that it will serve
only to delay rather than fundamentally alter the trajectory of the global economy.

 Inflation was perhaps the biggest topic of economic conversation in 2021. A closer
analysis suggests that current inflationary pressures are largely borne out of supply-
related factors, particularly in energy commodities and semiconductors, rather than
overly hot demand. Signs of peaking in global supply chains then, appear quite
fortuitous in this regard, and we may see supply-related disruptions beginning to
ease by mid-2022, although energy prices may remain elevated for longer.

 The current bout of inflation has already pushed US monetary authorities to pivot
towards a more hawkish position. Combined with diminishing political appetite for
further fiscal spending, US stimulus appears set to wind down. The disproportionate
influence of the US economy on global growth, on both a real and financial level,
means that such a slowing down could very well reverse the current boom in
commodity prices.

 This is further accentuated by the economic policy shockwaves currently rippling
through China, as policymakers attempt to tackle the Chinese economy’s structural
dependence on debt to fuel growth. Continued moves in this direction, while beneficial
for China in the long term, could trigger a more immediate slowdown, with adverse
effects on commodity prices. China’s policy direction in 2022 will depend largely on
political developments, as Xi Jinping tries to balance structural reform with the
shorter-term necessities of ensuring the extension of his office during the year’s
politically crucial Party Congress.
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For all of its challenges, 2020 was a rather straightforward year in

practical economics, where little seemed to warrant much attention

aside from the need to weather Covid’s economic shocks. 2021 in

contrast, was much more variegated. Despite the Delta variant’s deadly

rampage in the middle of the year, other variables outside of Covid itself

began to exert significant influence on the world’s economic trajectory

as well. There was the constant drumroll of the Fed’s monetary

tightening, the dramatic implosion of China’s property sector, and the

sharp inflationary surge that swept the world as growth rebounded. In a

way then, it makes sense to think of 2021 as the beginning of a

transitional period in the aftermath of Covid, pregnant with all the seeds

of possibility that might germinate into new economic realities. In the

following pages, we will focus on these seeds of possibility, by which we

may get a clearer picture of the possible paths that 2022 might take as

the world emerges from its post-pandemic malaise. These variables,

most of which were already mentioned above, include:

1. The evolution of the Covid pandemic

2. Global supply chain disruptions and inflation

3. US fiscal and monetary policy

4. China’s property crash and the future of its economic model
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Part I
Covid-19: Is the worst behind us?

 The world has gone quite a ways since the early days of Covid. An

airplane ride, a night at the movies, dinner at a neighborhood joint:

these are just a few of the “normal” things the world has gradually

reclaimed over the past year. The emergence of the Omicron variant

however, illustrates Covid’s persistent threat despite these emerging

signs of normality. The specter of these newer strains of Covid forces us

to grapple with that all-important question: is the worst truly behind us?

The emergence of new 
Covid variants seems 

inevitable. What remains 
uncertain however, is the 

degree of their severity

 That new variants of Covid will

continue to emerge seems to be an

inevitability, given Covid’s current

spread and its high rate of mutation.

What remains uncertain however, is

how damaging these strains may

potentially be. Take Omicron itself,

for instance. While the strain is said to be much more infectious than its

predecessors, early reports suggest that most of those who contracted

Omicron only experienced mild symptoms. This of course, mirrors what

an endemic Covid is supposed to look like: a world where we live with a

constantly mutating and circulating virus that nonetheless yields little

more than an inconvenient cough on infection.



7

Part I: Covid-19

 In this sense then, Omicron is a litmus test of whether Covid is truly well on its

way to being an endemic disease, or in other words, just another species of

the flu. There are a few other variables that may determine the threat of

Covid in particular countries as well. Vaccine manufacturing capacity

continues to increase, and is expected to quadruple next year, which may help

alleviate the problem of uneven vaccine distribution. Certain countries which

experienced devastating outbreaks over the past two years may enjoy high

rates of natural immunity as well. Indeed, the epicenter of Covid over the past

few months seems to have shifted towards countries like Singapore and the EU

member states, which may have lower rates of natural immunity due to their

previous successes in controlling the spread of Covid.

 A combination of continued

vaccinations, continued breakthroughs

in anti-Covid drugs and treatments, as

well as heightened natural immunity,

may be sufficient to eventually tilt the

scales towards endemicity. Until then

however, Covid uncertainties remain

rife. Still, even should something akin to

Delta re-emerge, such new outbreaks

are more likely to act as “delayers”

rather than marking fundamental shifts

in the world’s economic trajectory.

Indeed, even Delta’s economic effects

were generally limited to a single

quarter for most countries, after which economic activity generally rebounded

(Exhibit 1 & 2).

A combination of 
vaccinations and natural 

immunity may tilt the 
scales towards endemicity. 

Additionally, the world’s 
experience with Delta 
suggests that a new 

variant will likely only 
serve to delay rather than 
fundamentally alter the 
trajectory of the global 

economy



 A potential risk however, does exist with regards to inflation. Prolonged

lockdowns due to a “Delta 2.0” may further bludgeon already strained-supply

chains. This risk is further accentuated if the world ends up in a scenario where

China, still holding firm to its zero-Covid strategy, imposes much stricter

lockdowns than most parts of the world. In this case, the slide in demand in

most countries may not be enough to offset the sharp supply disruptions

arising from prolonged lockdowns in the world’s largest exporter of

manufactured goods.
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Part I: Covid-19

A Covid resurgence may exacerbate supply chain disruptions 
if China remains more lockdown-prone than the rest of the 

world
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Delta’s economic shock was relatively short-lived…
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…even in hard-hit Asia
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Part II
Inflation: Scarce supply, or excess demand?

 It is indicative of the new economic zeitgeist that prognoses of Omicron’s worst

effects are as likely to fret over higher prices as cooler growth. Indeed, the

dramatic return in 2021 of inflationary spikes unseen since a decade is perhaps

the most prolific symbol of the new economic vistas of the post-Covid world.

What remains uncertain however, is precisely how long the current bout of

inflation will last. Is it merely symptomatic of a post-Covid adjustment process,

driven by pandemic-era supply distortions and sectoral shifts? The seemingly

unending list of item shortages that characterized much of 2021 appears to

support this position. Or does it herald the beginning of a new economic regime,

where permanently higher demand feeds into elevated prices for prolonged

periods of time? The Great Resignation, and its glimpse at a potentially stronger

hand for labor, is perhaps the most emblematic symbol of this latter case.

Price hikes appear to be 
more concentrated in 

supply-related areas such 
as energy and vehicles

 Categorical breakdowns of inflation in major

economies, particularly the US, hold hints to

the answers to these questions. It is quite

telling that the primary drivers of inflation

appear to be concentrated in a few select

supply disruption-prone categories; namely, energy and vehicles (largely due to

semiconductor shortages). It also pays to look closely at certain categories of

items that tend to rise with rising purchasing power, such as housing rents or

furnishings. While these categories do seem to be running slightly hot, the price

increases observed pale drastically in comparison to those more directly

attributable to supply-side factors (Exhibit 3).



Exhibit 3

12

Price gains have been disproportionately concentrated in energy 
and vehicles in the US and EU

US Consumer Price Index by category (% YoY)

EU Consumer Price Index by category (% YoY)

Note: Boxes shaded red signify inflation, while those shaded blue signify deflation
Source: US Bureau of Labor Statistics, Eurostat
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Part II: Inflation

The Great Resignation: Just how great is it?

 This suggests then, that supply-side factors remain the primary drivers of the current

bout of inflation. Certain demand-side pressures do seem to be at play as well, yet to

a much lesser degree. Indeed, a closer look at the statistics underpinning the Great

Resignation does offer hints that much of the current labor tightness may simply be a

temporary adjustment to pandemic-era distortions. Many of the job quits in the US

for instance, were observed for seniors. This suggests that a lot of the job exits we

have seen may be motivated by a fear of contracting Covid amongst the elderly.

Additionally, the emerging profile of current “quitters” appears to be predominantly

composed of relatively precarious, blue-collar workers. The highest wage gains were

observed for those in the lowest wage quartile (Exhibit 4). Most of the job quits were

also concentrated in low wage sectors such as leisure and hospitality, rather than the

white-collar bastions of finance and information (Exhibit 5).

 In essence then, there is a possibility that much

of the current strength in labor’s bargaining

power is a function of Covid-era distortions,

perhaps best embodied by the leisure and

hospitality sector. This sector for instance, was

one of the hardest-hit during the pandemic,

Labor data suggests that 
much of the Great 

Resignation is being driven 
by Covid-era distortions

which may necessitate a “messier” adjustment to a post-Covid era. The particularly

customer-facing nature of the sector may also dis-incentivize new hires due to Covid-

related fears. Much of the labor market turmoil then, may be primarily driven by

laborers taking advantage of the large number of job openings to switch to higher

paying jobs. Additionally, flush savings from generous Covid-era stimulus checks –

which may have given laborers a stronger hand – appear to be winding down already.

Precisely how great the Great Resignation really is then, remains somewhat uncertain.

And while it is true that job openings observed over the past few months are

historically high, at least some of it can be attributed to the equally historic low base

observed in 2020 as well.
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Wage gains are largely being driven by low-wage jobs, with high-
income wage growth actually declining
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Job quits appear to be higher for industries with lower wages, 
particularly the leisure and hospitality sector

Source: US Bureau of Labor Statistics (last update: Oct 2021)
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Part II: Inflation

Global supply: Have we reached peak disruption?

 Fortunately, current indicators appear to show that peak supply tightness might be

here already. The Baltic Index is already significantly down from its peak in October,

and other shipping indices appear to be plateauing already, albeit at historically

elevated levels (Exhibit 6). Supply chain analysts in general seem to expect conditions

to begin returning to normal around mid-2022. Semiconductors – that most

prominent mascot for post-pandemic shortages – are projected to begin returning to

normal supply levels at around the same time as well. In short then, barring any

adverse supply shocks (perhaps an Omicron-induced round of lockdowns in China),

natural adjustments are expected to gradually untangle supply chains into next year.

 There is a potential risk going forward however,

with regards to energy prices. Historically speaking,

energy prices do tend to follow their own logic:

with a much higher degree of volatility relative to

other commodity prices, and with a tendency to

stay elevated for longer periods of time (Exhibit 7).

This is further complicated by the current push for

While supply chain 
disruptions seem to be 

peaking already, energy 
prices may remain 
elevated for longer

de-carbonization, which has only grown stronger over the past few years. The energy

crisis that began in late 2021 was partly triggered by this, as an aggressive push to

replace dirty fuels like coal with cleaner alternatives like natural gas backfired when

natural gas’ production capacity proved inadequate to meet demand requirements.

The push to decarbonize also appears to have depressed much appetite for fossil fuel

financing, which may result in lower fossil fuel production capacity and tighter supply

over the coming years (Exhibit 8). Assuming that current trends hold, how quickly

these imbalances resolve will rest at least in part on the pace at which renewable

energy generation can be scaled up. For their part, renewables have largely won the

cost game over fossil fuels (Exhibit 9). The next hurdle to clear is to achieve the scale

necessary to compensate for the intermittency of solar and wind energy, as well as

the development of batteries for electricity storage.
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Shipping indices suggest that supply chain disruptions may have 
already peaked
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Source : Jacks, D.S. (2019) – “From Boom to Bust: A Typology of Real Commodity Prices in the Long Run” –
Cliometrica 13(2), 202-220, BCA Economist
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Fossil fuel financing (in terms of loans and bonds) has declined 
relative to green financing…

* Data for 2021 only includes figures up till 14 May 2021
Source: Bloomberg
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…while the price of renewables has grown increasingly 
competitive
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Part III
US policy: Build back better, print more worse?

Aside from its direct economic effects, inflation also matters inasmuch as its

intensity will have a direct influence on the course of US policy. The current

inflationary environment, with soaring commodity prices, favors emerging market

commodity exporters over the industrial producers and consumers that rely on

these commodities. The US’ unique economic and financial role in the global

economy effectively grants it the tools to alter this environment should it desire to.

The outsized economic influence of US policy then, bears watching as we attempt

to chart the course of 2022.

Monetary policy: A hawkish turn

On the monetary front at least, the US appears to

have taken steps towards reversing the current

economic equilibrium. Indeed, the most recent FOMC

reveals a decidedly more hawkish turn by the Fed. In

line with markets’ steadily rising expectations of

higher rates, the Fed announced its plans to speed up tapering, and hike rates 2-3

times in 2022. With the timeline for monetary tightening now clearly on a faster

track, we examine four important dimensions of the Fed’s hawkish turn for 2022:

• Monetary tightening’s effect on the commodity boom

• Whether greater wealth effects would compound monetary tightening’s

impact on the real economy

• Market risks, and their relationship with Fed policy

• Treasury yields and their probable movement post-tightening

The Fed has turned 
increasingly hawkish, 

with plans to hike rates 
2-3 times in 2022
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Part III: US policy

The Fed’s tightening cycle 
risks cooling the current 

commodity boom. 
Additionally, the recent 

euphoria of retail 
investing also means that 

the current tightening 
cycle may have greater 

wealth effects 

Cooling the commodity boom

The start of a tighter monetary regime may herald the beginning of a chill in

commodity prices. Indeed, commodity prices tend to move in the inverse direction

of the USD Index historically (Exhibit 10). The potency of monetary policy on

commodities is further underscored by the fact that the value of commodity futures

trading has far outpaced the value of actual commodity purchases. The value of oil

futures trading for instance, is now greater than the consumption of oil itself. And
so even if monetary policy’s direct effects on the

real economy may be constrained, it could still

exert a significant influence on commodity

prices through its effect on commodity

derivatives trading.

Tracking monetary policy’s wealth effects

A common criticism levelled against post-2008

monetary policy, particularly quantitative easing

(QE), was the fact that while it did provide a

boost to financial markets, the Fed’s infusion of

money had little effect on the real economy itself, due to the relatively small

exposure of households to financial assets. It may be time to revisit this common

assumption, particularly in light of the recent explosion of retail investing in the US.

Indeed, the portion of household assets invested in equities is currently at a historic

high, at levels not seen since the months leading up to the dot-com bubble in the

early 2000s (Exhibit 11). With households more exposed to the stock market, rising

asset valuations may have greater wealth effects. The drawdown of the Fed’s

monetary policy then, and the potential downturn in asset valuations, may have a

more substantial chill on real economic activity, and by extension commodity

prices, this time.
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Part III: US policy

Bubbly markets and financial risks

Statistics indicate 
growing market risks in 

the US. While these risks 
are likely not systemic, 
they could still trigger a 
downturn similar to the 

dot-com bubble burst 
should they unravel.  

This brings us to a related risk factor: the potential

emergence of asset bubbles and their attendant

financial risks. The explosion of cryptocurrencies,

reports of newly-minted “Robinhood billionaires,”

and the astronomical surge in certain stock

valuations over the past two years, all provide

intuitive clues as to how frothy markets have

become. More concrete statistics tell a similar story.

Again, the fact that household equity wealth is even

higher than pre dot-com bubble levels should be a

cause for concern. Margin debt also grew by a substantial pace over the past two years

(Exhibit 11). Finally, there are significant concentration risks in markets, with tech-

related stocks making up an estimated 25-40% of US stock market value, some of

which may very well be overvalued, based on the astronomical spikes in their P/E

ratios. Are these risks systemic in the way they were in the lead up to 2008? Probably

not. Most of the risks this time are concentrated amongst individuals and other

financial institutions such as hedge and pension funds, and not in banks as they were

in 2008. Nonetheless, the fact that households are directly involved, and that

institutions like pension funds are deeply intertwined with the financial worlds of most

Americans, means that economic spillovers are inevitable should the bubble pop.

What we may see in the worst case scenario then, is not necessarily a prolonged

meltdown a la 2008, but a relatively short, sharp downturn similar to what we saw

when the dot-com bubble popped. These risks make the task of monetary tightening

somewhat trickier for the Fed as well. While markets appear to be more focused on

inflation than financial risks right now, a communication or policy misstep by the Fed

that spooks markets may very well provide the trigger for an avalanche of fire sales,

even though the Fed seems to have done well on managing its communications so far.
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Part III: US policy

Treasury yields: How far up is up?

Negative real interest rates in the US have been a

boon for emerging markets over the past year,

particularly in those countries where inflation has

remained muted. With the Fed’s hawkish turn

however, we must ask how long this state of affairs is

likely to last (Exhibit 12). While the Fed’s own

forecast of an inflation rate of 2.6% in 2022 might

appear to suggest that real rates are liable to go up

soon, markets themselves remain far less sanguine,

Markets may have yet 
to fully price in a rise 
in US Treasury yields. 
However, a flattening 

yield curve also 
suggests medium-term 

economic risks

with expectations of an inflation rate still hovering around 6%. With most projections

tabling in an easing of supply chain disruptions only by mid-2022, we may continue to

expect a certain amount of inflationary pressure on real interest rates. What of yields

themselves however? The Fed dot plot suggests that the Fed sees three rate hikes

happening in 2022. Markets however, are not on the same page, and continue to

hope for merely two rate hikes in the same year (Exhibit 13). This dichotomy may be

accounted for by lingering uncertainty over Omicron, which may be expected to blunt

the Fed’s hawkish turn should it prove to be economically devastating enough.

Markets then, may have yet to fully price in the final level of yields, and a correction

on the side of higher yields may still be in the offing. This however, is further

complicated by the fact that the yield curve for US treasuries appears to be flattening

already, suggesting some concerns over cooling economic activity in the medium term

(Exhibit 14). In the most extreme scenario, this may even force the Fed to end its

tightening cycle prematurely. In sum then, the outlook for yields is flush with

uncertainty. At the heart of all this is the fact that we are in the midst of a highly sped-

up economic cycle. Booms and busts that used to last for five to six years are now

being measured in one or two. Small wonder then, that the business of sketching out

a coherent timeline is so horribly complex.
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Part III: US policy

Winter in America, and its global implications

 Monetary policy then, appears to be on a tighter trajectory going forward. What

about fiscal policy? Much of the US economy’s remarkable recovery over the past

two years can be attributed to its mammoth fiscal relief package, which amounted

to somewhere between 25-30% of GDP. It is likely however, that such a large

transfusion of fiscal money will not be repeated in 2022. The Biden administration’s

USD 1.2 Tn infrastructure bill, which will be spread out over a decade, amounts to

less than 1% of GDP per year, a pale shadow of the US’ massive Covid bill. Looming

midterm elections in 2022 also mean that Democrats’ razor-thin majority in the

Senate is at risk, especially when one considers the fact that the ruling party tends to

fare worse in midterms. The possibility of a newly split government then, further

reduces the likelihood of any drastic new fiscal relief.

 The Fed’s seemingly hawkish trajectory, as well

as the winding down of Covid-era fiscal

stimulus, means that US growth may be more

inclined to trend downwards in 2022. This has

major implications for the rest of global growth.

For the past two decades, the global engine of

consumption has largely been the US. The

dollar’s reserve currency status effectively

allows the US to tap into other countries’ funds

With political appetite 
for fiscal spending also 
weakening, US growth 
is set to slow down in 

2022, with adverse 
effects for global 

growth as well

at will, funds that are recycled in the form of American imports of foreign goods.

Indeed, we see that the size of the rest of the world’s trade surpluses tends to move

in line with the US trade deficit (Exhibit 15). The hotter the American economy, the

more goods it imports from the rest of the world. The massive fiscal stimulus of

2020-2021 caused the US’ trade deficit to bulge, which in turn fuelled record

surpluses in other parts of the world. Viewed in this lens then, global growth is

deeply intertwined with the strength of the US economy. A cooling America very

likely means a cooling global economy as well.
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A combination of low rates and high inflation helped drive real 
interest rates into negative territory, but for how long?
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Markets are still expecting only two rate hikes in 2022, despite 
the Fed dot plot indicating three likely hikes
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Yield spreads suggest that while markets see relatively fewer 
risks in the short term, they are growing increasingly 

apprehensive of medium term risks
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The export strength of most countries is largely driven by the 
size of the US trade deficit

Source: Bloomberg (last update: Oct 2021)
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Part IV
China: A phoenix may be reborn, but first the fire

 Every net consumer must be balanced out by a net producer. In the US’ case, this

role of net producer is being increasingly filled by China. Lurking on the opposite

side of the US trade deficit is the Chinese trade surplus. This relationship is

mimicked on a smaller scale within the EU, with its wealthy northern members

such as Germany acting as net producers for their more consumptive southern

counterparts. This then, sums up much of the global economy’s distribution of

labor: the US is the world’s consumer of last resort, China provides the industrial

prowess to supply US demand, and the emerging world provides the necessary

commodities to run Chinese industry. Just as the US begins to show signs of

 The financial implosion of Evergrande and China’s

property sector in 2021, and the government’s

following crackdowns, seem to epitomize much

embarking on a trajectory of slower growth

however, China too began to experience a series

of serious economic convulsions in 2021.

China’s investment-led 
model was built atop a 

forced transfer of 
funds from households 

to business 

of the turmoil taking place in China. Yet at the heart of these recent events are

long-term, structural problems that go back to the very origins of China’s current

economic model. Characteristic of most East Asian developmentalist states,

China’s economic model has historically relied on a variety of means – most

notably financial repression – to transfer funds from households to the business

sector. This essentially allowed China to plow massive funds into investment,

something that drove record growth as long as China remained poor and

underinvested (Exhibit 17).
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Part IV: China

 As China developed however, the financing needs for investments declined. The

savings-rich business sector was now sitting atop a growing pile of idle excess savings.

Some reprieve was granted in the years between 2001-2008, as China’s entry into the

WTO allowed it to channel these excess savings into exports, fuelling record trade

surpluses on China’s end and record trade deficits on the US’ end. After the crisis of

2008 however, the sharp recession in the developed world meant that China could no

longer rely on export demand to fuel its growth. In response, China redirected its

excess savings to investment projects in order to prop up growth. Many of these

projects however, were “unnecessary” and unprofitable for China’s more advanced

stage on the developmental ladder. In other words, there were not enough

productive activities to absorb China’s excess savings. As a consequence, growth

continued, but so did debt. This then, was the genesis for China’s debt-intensive

growth model, the ghosts of which continue to haunt us today (Exhibit 16).

 The implosion of China’s property sector then, is merely a

natural consequence of China’s inability to boost growth

without relying on leverage. As bad debt accumulates,

the more fragile and crisis-prone a economy’s financial

conditions become. China’s frantic 2021, marked by the

government’s decision to crack down on its property

sector, its renewed emphasis on common prosperity and

redistribution, as well as its assault on the tech sector, all

boil down to a consensus that China needs to pivot away

from its current growth model. The government’s

objectives then, are twofold: the first is to limit the

growth of bad debt. This is what its property crackdown

“Common 
prosperity” is 

focused on the 
need to 

rebalance from 
an investment-

heavy to a 
consumption-
heavy growth 

model

attempts to achieve. On a more fundamental level however, China must pare down

its excess savings, reverse the transfer of funds from households to businesses, and

move away from its investment-heavy model to one more reliant on household

consumption (Exhibit 17). This is the essence of “common prosperity.”
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 While policymakers in China generally agree on the need to rebalance its

economy, there is little consensus on the precise form a new Chinese economic

system would take. Consequently, the course of Chinese policy remains deeply

uncertain. Additionally, there is a fundamental trade-off between pursuing

structural reform, and the risks they pose to short term economic growth. Barring
a surge in export demand, China’s economic

structure means that it is very difficult to attain

high economic growth rates without increasing

debt. There is a very real possibility then, that

China might decide to tone down its debt

crackdown in order to maintain short term

economic growth, especially since 2022 – where

president Xi Jinping seeks to extend his term – is

a critical year politically. Indeed, the Chinese

government has already moved to soften the

China may tone down 
its reforms in order to 

maintain growth in the 
politically crucial year 

of 2022. A slowdown of 
course, would have 
adverse effects on 
commodity prices.

economic blows of its reforms. The PBOC recently cut its primary reserve

requirement ratio, and government officials also announced that they would relax

some of its restrictions on the property sector.

 How things unfold in China will have important implications for the global

economy, particularly for commodity producers. A Chinese slowdown, coupled

with the paring back of stimulus from the US, has the potential to reverse the

current boom in commodity prices. While the political importance of 2022 may

incentivize continued stimulus by the Chinese government, things remain murky

beyond that. In an ideal world, the Chinese economy successfully rebalances,

allowing it to maintain sustainable long-term growth. Even if such a scenario were

to pass however, we would likely still see a painful adjustment period first. The

course of the Chinese economy then, rests largely on how much longer the

government decides to kick its can of debt down the road.
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China relied primarily on its growing trade surplus to boost growth in the 
years leading up to 2008. After US demand plummeted however, China had 

to rely on increasing amounts of debt to prop up its economy

0

50

100

150

200

250

0

2

4

6

8

10

12

M
a

r-
0

1

A
p

r-
0

2

M
a

y
-0

3

Ju
n

-0
4

Ju
l-

0
5

A
u

g
-0

6

S
e

p
-0

7

O
ct

-0
8

N
o

v-
0

9

D
e

c-
10

Ja
n

-1
2

F
e

b
-1

3

M
a

r-
14

A
p

r-
15

M
a

y
-1

6

Ju
n

-1
7

Ju
l-

18

A
u

g
-1

9

Current Account (lhs)

Debt (rhs)

% to GDP % to GDP

Gauge of Economic Activity*

* Measured by taking the deviation from trend of China’s real GDP growth. Blue signifies above-trend 
growth, red signifies below-trend growth. 
Source: Bank of International Settlements, Bloomberg

Part IV: China



Exhibit 17

36

China has a disproportionately large share of investment to GDP, and a 
disproportionately small share of consumption to GDP, even relative to 

other Asian Developmental States (eg. Taiwan, Korea, Japan)
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Now that each variable has been explored in detail, all that remains is to consider how

their interactions with each other are likely to shape the coming year. Based on how

certain key variables such as Covid and inflation are likely to develop in 2022, we map

out four primary scenarios built around the likely trajectories of the two primary

economic engines of the world: the US, and China. The combined cooling (or heating

up) of the two economies will be a key determinant in the movement of commodity

prices and, by extension, the economic health of the developing world. Each scenario

is then compared with a historical analogy, with each corresponding to a specific stage

in the economic cycle of the past two decades, one perhaps best characterized by the

consumer-producer relationship previously outlined between the US and China.

37

Chinese “rebalancing” 
continues, stimulus is 
reigned in and economic
activity cools

Chinese “rebalancing” 
falters, old habits flare up 
and debt-driven growth 
resumes

Political and inflationary 
concerns force fiscal and 
monetary consolidation, 
US demand cools

Scenario #1: Global 
cooling
Probability: 40%

Scenario #2: An emerging 
market boom?
Probability: 40%

Forces in favor of fiscal 
and monetary expansion 
prevail, US demand 
remains “hot”

Scenario #3: Industrial 
relocation?
Probability: 10%

Scenario #4: Firing on all 
cylinders
Probability: 10%

Part V
2022: Mapping out the new year

Part V: Mapping out 2022
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Scenario #1: Global cooling 40%

Monetary and fiscal tightening in the US, continued economic disruption in China

Why 40%?: We think the likelihood of monetary and fiscal tightening in the US is

quite high. Even if Omicron proves to be severe, the likelihood of worsening

inflation and supply chain disruption is at least as high as the possibility of slower

growth. China’s policy direction on the other hand, is dependent on highly

uncertain domestic political variables, and could still go other way. We assume in

this case that China proceeds with its current economic restructuring.

• This is the worst case scenario in the short term for the global economy. As

Chinese and American growth cools, the current commodity boom is likely to be

reversed, with especially adverse effects on emerging markets. This is perhaps

closest to the period between 2015 and 2018, when put a brake on its debt-

fuelled stimulus and the Fed began to embark on its monetary tightening cycle

as well. Commodity prices plummeted from their previous highs (Exhibit 18).

• One should note however, that with current global imbalances, particularly

between the US and China, this scenario may be the “natural state” of the global

economy, for reasons that will become clear as we describe the other scenarios.

• The fact that such a global cooling may be the normal “baseline” of the global

economy carries many risks. If one imagines that the rise of populism in the

developed West, and China’s current efforts to restructure its own economy,

were both partly fed by the latent socioeconomic dissatisfaction with the tepid

economic growth of the post-2008 era, one may speculate on whether a

prolonged repetition of those conditions may risk further upheaval.

Part V: Mapping out 2022
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Scenario #2: An emerging market boom? 40%

Monetary and fiscal tightening in the US, Chinese growth resumes

Why 40%?: There is a possibility that economic growth takes greater precedence

over structural reform in China in 2022 as political concerns over President Xi

Jinping’s reappointment take center stage. We think it quite likely that restrictions

on the property sector are relaxed, and government stimulus gradually resumed, at

least for 2022.

• As the section on China earlier on makes clear, the main question here is on how

long the Chinese government decides to kick the debt can down the road. The

similarities here are closest to the post-2008 commodity boom, where the deep

recession in the developed West forced China to pivot from exports to debt-

fuelled stimulus to maintain growth (Exhibit 18). Much like that boom however,

a high reliance on debt means that such economic highs cannot last forever.

How long before we revert back to scenario #1?

• With China’s significantly higher debt stock now compared to 2008-2015

(Exhibit 16), and Beijing’s willingness to take more drastic actions, the chances

of a multi-year debt-fuelled boom beyond 2022 appears to be less likely.

• How commodity prices, and emerging markets themselves fare then, will

depend on political developments in China. Supply chain disruptions, and

continued strong demand from the US, helped commodity prices remain high

despite China’s slowdown in the latter half of 2021. As these pressures ease and

the US turns hawkish however, a Chinese slump in 2023 could put a swift end to

the so-called emerging market boom.

Part V: Mapping out 2022
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Scenario #3: Industrial relocation? 10%

Stimulus returns in the US, continued economic disruption in China

Why 10%?: While the chances appear rather slim, there is a possibility that some

combination of a market crash, an apocalyptic economic shock from a new Covid

variant, or an unprecedented political upset, may reverse the US’ current hawkish

stance. In this scenario, we imagine a renewed burst of economic activity in the US,

while the Chinese economy continues to cool.

• This course of events may actually be the most favorable for emerging markets,

as a Chinese economic slowdown prevents it from meeting still-hot demand for

goods from the US. This may spur industrial relocation to emerging markets in

order to fill in the gap left by reduced Chinese supply.

• While there are few exactly comparable periods, the US-China trade war years

come closest, when the US economy begin to shake off the shock of 2008 (and

received a shot in the arm from President Trump’s tax cuts), whereas Chinese

growth cooled as the effects of the trade war began to sink in (Exhibit 18).

• Of course, there is no implicit guarantee to industrial relocation. While the

impulse for decoupling may have gotten stronger as US-China relations worsen,

structural problems in emerging markets may continue to hinder industrial

relocation. Things such as regulatory uncertainty, inadequate infrastructure, and

poor human capital, mean that many emerging markets may remain unable to

fully replace China’s role, despite the forces pushing for relocation.

Part V: Mapping out 2022
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Scenario #4: Firing on all cylinders 10%

Stimulus returns in the US, Chinese growth resumes

Why 10%?: Similarly to scenario #3, we may see renewed stimulus in the US. In this

scenario however, we consider its effects in parallel to a potential paring back of

economic restructuring in favor of short-term growth in China.

• In the short term, this scenario would be most favorable for the global economy,

as growth surges in both the US and China. Strong American demand also means

that China can enjoy solid growth without recourse to debt. All this of course,

recalls the euphoric years leading up to 2008 (Exhibit 18).

• Unlike 2008 however, trade antagonisms between the US and China are quite

elevated at this moment. This may make it more difficult for China to rely solely

on exports to the US in order to boost growth.

• The eventual outbreak of crisis in 2008 should also bring to mind the fact that

even if such a scenario comes to pass, it may not be sustainable. In every

scenario where the US relies on heavy stimulus to boost growth, it runs the

attendant risks of ever greater financial instability. Indeed, as already mentioned

in an earlier section of this report, signs of an overly frothy market have already

begun to emerge. It is this financial limit to the growth-boosting strategies of

both the US and China that lies behind the argument that barring substantial

structural reforms in both economies, the synchronized chill of scenario #1 may

be the “default” state of the global economy. In a way then, both China and the

US are constrained by the fact that neither can grow without leverage, be it in

the form of corporate, SOE debt in China, or the more free-wheeling, market-

oriented financing that is so prevalent in the US.
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Economic cycles of 2000 – 2019: Mapping parallels
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Projection of Macroeconomic Indicators

2017 2018 2019 2020 2021 2022E

GDP growth
(% YoY)

5.07 5.17 5.02 -2.07 4.02* 5.23

GDP per capita 
(USD)

3877 3927 4175 3912 4350* 4640

CPI inflation 
(% YoY)

3.61 3.13 2.59 1.68 1.87 3.31

BI 7-day Repo Rate 
(%)

4.25 6.00 5.00 3.75 3.50 4.00

10Y gov’t debt 
yield (%)

6.29 7.98 7.04 5.86 6.36 7.09

USD/IDR exchange 
rate

13,433 14,390 13,866 14,050 14,262 14,660

Trade balance 
(USD Billion)

+11.8 -8.5 -3.2 +21.7 +36.1* +30.6

Current account 
balance (% of GDP)

-1.60 -2.94 -2.71 -0.42 +0.64* +0.08

Source : BPS, Bloomberg, BCA Economist calculations

Notes:

- Numbers marked with asterisk (*) for 2021 are provisional

- BI 7-day Repo Rate, 10Y yield, and USD/IDR exchange rate all refers to end of year

position

- 10Y yield and USD/IDR exchange rate projections refer to fundamental values; actual 

market values may vary depending on sentiment and technical factors
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