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Market perspectives
Vanguard’s monthly economic and market update
K E Y TA K E A WAY S :

• In the U.S. expect a full-year 2020 GDP
contraction of around –4% and 2021 GDP growth
around 4%.

• Inflation may experience some volatility in the
near-to-medium term as a resumption in economic
activity across sectors pushes prices higher.

• China is on course to have fully recovered from
the COVID-19 pandemic by year’s end.

• We continue to see the U.S. unemployment rate in
a range of 7% to 9% by year’s end.

Asset-class return outlooks
Our ten-year, annualized, nominal return projections, as of June 30, 2020, are shown below. Please note that the
figures are based on a 1.0-point range around the rounded 50th percentile of the distribution of return outcomes for
equities and a 0.5-point range around the rounded 50th percentile for fixed income.
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These probabilistic return assumptions depend on current market conditions and, as such, may change over time.
IMPORTANT: The projections or other information generated by the Vanguard Capital Markets Model® regarding the likelihood of various
investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results.
Distribution of return outcomes from the VCMM are derived from 10,000 simulations for each modeled asset class. Simulations are as of
June 30, 2020. Results from the model may vary with each use and over time. For more information, see page 4.
Source: Vanguard Investment Strategy Group.

China leads the way on growth, while the U.S. will need more time

• Our outlook assumes an additional $1 trillion in COVID-related fiscal support in the fourth
quarter. Should no fiscal support be forthcoming, we’d foresee revising down slightly our
growth expectations for the fourth quarter and perhaps the first half of 2021.
• We continue to foresee a full-year 2020 GDP contraction of around –4% and 2021 GDP growth
around 4%. We continue to anticipate a challenge in getting back to a pre-pandemic growth
trajectory owing to some permanent losses of jobs and businesses and consumer reluctance
in some face-to-face sectors.
• Absent a widely accessible and administered vaccine or treatments that could moderate those
effects, we see at least a 24-month period to reach a pre-COVID trajectory of activity.
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outlook

United States. Vanguard expects the first estimate of third-quarter GDP, to be released
Thursday, October 29, to show a recovery well under way. We foresee reported third-quarter
growth around 22%, and fourth-quarter growth in the neighborhood of 7%.
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Sources: Vanguard and Refinitive, a s of October 2, 2020.
Notes: High frequency activity measure uses weekly data to estimate current activity on a m
 ore timely basis
than traditional economic releases. Series included: Weekly raw steel production, weekly energy consumption
(motor vehicle, jet fuel, diesel), weekly continuing unemployment claims, weekly retail sales, and bi-weekly
consumer sentiment.

China. With a still-robust export sector and a quicker-than-expected resumption in domestic
activity, the economy in China is on course to have fully recovered from the COVID-19
pandemic by year’s end, Vanguard believes.
• We’ve become more optimistic about China’s third-quarter GDP growth, which we foresee
around 5.5% to 6.0%, higher than the 5.2% consensus of economists surveyed by Bloomberg.
Vanguard continues to foresee China’s full-year GDP growth in a range of 1.0% to 3.0%.
• The coronavirus affected China first among the world’s largest economies, and China dealt with
the economic fallout first. So when the worst of the outbreak was over, China’s exporters were
able to take global market share.
• Vanguard foresees China’s economy reaching its pre-pandemic trajectory before the end of
2020, a full year or more before other major economies reach the same milestone.
• In the longer term, Vanguard sees room for both caution and optimism about China. Challenges
include an aging population, a fading catch-up effect as the country becomes wealthier, and an
external environment that may look less kindly on globalization. Reasons for optimism include
the vast domestic market and a growing educated workforce.

Region-by-region
outlook
(continued)

Euro area. Rising cases of COVID-19 in the euro area have led to tactical, localized restrictions
on activity. We foresee only modest overall fourth-quarter growth, with contraction likely in
face-to-face sectors such as leisure, hospitality, and tourism, while recovery is likely to continue
in sectors such as agriculture, manufacturing, and construction.
• We expect the pace of recovery to differ by geography as well, with Germany and Italy likely to
fare better than Spain and France, the latter two for which virus transmission has been higher
lately and the services sector contributes more to the economies.
• Vanguard continues to foresee full-year 2020 GDP contraction in a range of –8% to –10%.
Emerging markets. Vanguard foresees emerging markets contracting by around –3% for 2020.
• The outlook for Latin America, under assault from COVID-19, is particularly pessimistic.
• Emerging markets will be watching developments in U.S.-China relations, which have
implications for supply chains and trade-related growth.

Fed maintains current target range
Federal Reserve. The Fed said it expects to maintain the current target range of 0%–0.25%
until it assesses that inflation “is on track to moderately exceed 2% for some time.”
Monetary policy to
remain loose

• U.S. Federal Open Market Committee (FOMC) members broadly expect the Fed will keep the
current federal funds target rate at today’s level through 2023, even as they expect inflation to
then finally reach 2%.
European Central Bank. The ECB said it would keep its main rates at their current level or
take them still lower until it sees the inflation outlook “robustly converge to a level sufficiently
close to, but below, 2%.”
China. With China’s better-than-expected recovery to date from the pandemic, the People’s
Bank of China has little reason to add fuel to the economic tank, Vanguard believes. China’s
quicker recovery relative to other major economies gives policymakers an opportunity to wait
and see what might be required next.
• We expect any moves to be targeted, aimed at sectors where recovery has been slower than in
other sectors, rather than broad stimulus measures.

Expect U.S. inflation to be below 2% by the end of 2021

Don’t rule out
some volatility

Vanguard expects some volatility in U.S. inflation in the near-to-medium term as a resumption
in economic activity across sectors pushes prices higher, perhaps above 2%, momentarily, in
the first half of 2021.
• We expect such a firming trend to be short-lived and foresee inflation below 2% by the end
of 2021, though virus-related supply shocks, fiscal support and/or monetary stimulus, and
willingness by the Federal Reserve to tolerate above-target inflation may serve as potential
spurs to higher prices.

Slower pace for job gains
Unemployment rate
improves

The unemployment rate in the United States fell to 7.9% in September, its fifth straight month
of decline, but also the third straight month of a slowing in the pace of job gains, and the
fewest gains since the job market’s recovery began in May. Vanguard expects a continued
slowing in the pace of recovery in the medium term.
• The potential for increases in virus transmission and any resulting targeted disruptions to
economic activity could create volatility in jobs numbers in the months ahead.
• We continue to see the U.S. unemployment rate in a range of 7% to 9% by year’s end.

All investing is subject to risk, including possible loss of principal.
Investments in bonds are subject to interest rate, credit, and inflation risk.
Investments in stocks or bonds issued by non-U.S. companies are subject to risks including country/regional risk and currency risk. These
risks are especially high in emerging markets.
IMPORTANT: The projections and other information generated by the Vanguard Capital Markets Model® regarding the
likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not
guarantees of future results. VCMM results will vary with each use and over time.
The VCMM projections are based on a statistical analysis of historical data. Future returns may behave differently from the
historical patterns captured in the VCMM. More important, the VCMM may be underestimating extreme negative scenarios
unobserved in the historical period on which the model estimation is based.
The Vanguard Capital Markets Model is a proprietary financial simulation tool developed and maintained by Vanguard’s primary
investment research and advice teams. The model forecasts distributions of future returns for a wide array of broad asset classes. Those
asset classes include U.S. and international equity markets, several maturities of the U.S. Treasury and corporate fixed income markets,
international fixed income markets, U.S. money markets, commodities, and certain alternative investment strategies. The theoretical and
empirical foundation for the Vanguard Capital Markets Model is that the returns of various asset classes reflect the compensation
investors require for bearing different types of systematic risk (beta). At the core of the model are estimates of the dynamic statistical
relationship between risk factors and asset returns, obtained from statistical analysis based on available monthly financial and economic
data from as early as 1960. Using a system of estimated equations, the model then applies a Monte Carlo simulation method to project
the estimated interrelationships among risk factors and asset classes as well as uncertainty and randomness over time. The model
generates a large set of simulated outcomes for each asset class over several time horizons. Forecasts are obtained by computing
measures of central tendency in these simulations. Results produced by the tool will vary with each use and over time.
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