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

• Economic growth may slow later in the year,
with the progression of COVID-19 and the
prospects for a vaccine remaining the key
drivers of economic activity globally.

• Vanguard continues to foresee full-year growth
for China in a 1% to 3% range.

• We continue to expect a 2020 U.S. economic
contraction in a range of –7% to –9%.

• Vanguard expects a drop in the unemployment
rate by year’s end to a range of 8% to 10%.

• Inflation could trend gradually higher but remain
below the Fed’s 2% target range.

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.

Economic growth may slow later in the year

United States. GDP in the United States declined at a pace of –32.9% on an annualized basis
in the second quarter, near the more optimistic end of our –30% to –40% estimate. Vanguard
expects a more gradual recovery than consensus estimates amid continued virus transmission and
consumer reluctance to engage in face-to-face activity.
• We continue to expect a 2020 U.S. economic contraction in a range of –7% to –9%, an outlook
that assumes that regional virus outbreaks and associated restrictions on economic activity will
occur, but that nationwide lockdowns won’t be required.
• We believe the strength of recovery depends upon implementation of additional fiscal support
and advocate that it be targeted at struggling businesses and households to minimize permanent
effects to the economy, or “scarring.”

Projected economic recovery in the United States
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Region-by-region
outlook

Recent data releases suggest that the initial stages of recovery in the United States, Europe, and the
Asia-Pacific region are proceeding at a slightly faster pace than Vanguard had anticipated. However,
as signs emerge of second waves of COVID-19 infection, we expect the pace of recovery to slow
later in the year as localized lockdowns dampen activity and pent-up demand fades. The progression
of COVID-19 and the prospects for a vaccine remain the key drivers of economic activity globally.
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Notes: The chart shows our expectation for the level of impact on real GDP. The total GDP impact signifies the
percentage-point change in the level of GDP.
Source: Vanguard.

Euro area. The euro area economy contracted by –12.1% in the second quarter compared with
the first quarter, according to preliminary estimates.
• We continue to foresee full-year contraction around –10% for the euro area economy.
China. Ahead of most of the world in the timetable of its recovery, China was affected by the
virus and containment efforts first. Its GDP grew by a greater-than-expected 11.5% in the second
quarter compared with the first quarter, having contracted by –10%.
• Preliminary reports suggest that the recovery moderated in July, as Yangtze River floods
interrupted infrastructure construction and virus containment efforts weighed on consumption.
• The moderating trend in July is consistent with our view that sequential momentum will slow
in the second half as catch-up production fades, medical and work-from-home exports peak,
and domestic financial conditions tighten as the People’s Bank of China prioritizes financial
stability amid rising asset prices. Vanguard continues to foresee full-year growth for China in
a 1% to 3% range.

Emerging markets. The International Monetary Fund foresees emerging markets contracting
by –3.0% before rebounding to growth of 5.9% in 2021.
• 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.

Monetary policy will remain loose

The Fed to
leave its target
range intact

Given our expectation for a slow recovery in demand amid pandemic containment efforts,
Vanguard continues to expect monetary policy to remain loose throughout 2020 and well
into 2021, with risks skewed toward further easing.
• The U.S. Federal Reserve emphasized that the course of the economy depends on the
progression of COVID-19, a view that Vanguard has held since the pandemic began. In
its most recent summary of economic projections, issued in June, the Fed suggested it
would leave its target range intact through 2022.

Trade has reached an inflection point

Disputes are
piling up

The postponement on August 15 of a review of Phase One of the U.S.-China trade deal was
met with a collective shrug. The cancellation attributed to scheduling difficulties, amid reports
that China was struggling to meet required purchases of U.S. goods under the deal, removed
for now the potential for disagreement on a topic that has roiled markets. Disagreements
haven’t gone away, however; in fact, they’re piling up, with the most recent centered on
Chinese-made apps and data collected from them in the United States.
• Meanwhile, data from national sources confirms one of the steepest drops in global trade
ever recorded occurred in the May–June period, amid COVID-19 lockdowns. China, buoyed
by exports of virus-related products such as pharmaceuticals, personal protective equipment,
and home-office supplies, was a notable exception. Vanguard believes that trade reached
an inflection point at midyear and has bounced off lows, with our index of leading indicators
increasing for a third consecutive month.

Inflation could trend higher

Disinflation
risks continue

The consumer price index in the United States rose 0.6% in July compared with June on a
seasonally adjusted basis, the same rate of increase as registered in June, reflecting increased
demand as pandemic restrictions eased. The rise was 1.0% compared with July 2019, higher
than the 0.6% annual rise registered in June.
• Core inflation, which strips out volatile food and energy prices, rose 0.6% in July, its largest
monthly increase since 1991, and to 1.6% compared with a year earlier. Vanguard doesn’t
see the higher-than-expected numbers to be part of a meaningful firming trend, but rather a
modest uptick consistent with our medium-term view that, as states reopen and activities
resume, inflation could trend gradually higher but remain below the Fed’s 2% target range.
• Risks of disinflation—a slowing in the pace of inflation—persist should disease outbreaks and
containment efforts curtail demand.

Expect a gradual recovery in employment

Job losses possible
in some months

Vanguard expects pockets of COVID-19 outbreaks to produce a rolling recovery in U.S.
unemployment in the medium term, with job losses possible in some months. Overall,
we expect a gradual recovery in the number of employed people and a reduction in the
unemployment rate by year’s end to a range of 8% to 10%.

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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