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Lessons from the last six months

... And what do these lessons imply about the outlook?

The consensus misjudged how the recovery would develop

The consensus view on the global economy has fallen apart spectacularly over the last
six months. Growth expectations have fallen and inflation forecasts have risen sharply.
We draw some lessons from this and look at what they might imply for the outlook.

There are some lessons we can draw from these errors

First, there’s no quick fix for dealing with Covid. Second, micro problems can have
macro consequences. Third, economists.still don't understand inflation particularly
well. And fourth, central banks still care more about inflation than anything else.

Those lessons hold important.implications for the outlook

These lessons imply a more drawn-out, disrupted recovery than was expected. More
generally, supply shocks have become more important to business cycle fluctuations.
This could apply in both directions, with implications for inflation and monetary policy.

Key chart: The complexity of global supply chains by industry

(no. of countries accounting for 80% of value added in exports)

\ More Agriculture
dispersed
Transportation
& logistics
25
g ) Food &
2 Extractive beverage
_g industries
.E . Pharmaceuticals Textiles &
2 . apparel
20
= y i Chemicals
S Financial
_g_ services . Machﬁnery &
© equipment
on
o
: @ @
O 1 5 . Wholesale &
Business retail trade Flectronics
services
More fragmented
Automotive
10 ' ! : : : : . : :
1.2 1.4 1.6 1.8 2.0 2.2 2.4 2.6 2.8 3.0

Length'(number of production stages outside country of completion)

o Bubble size is proportional to value of gross exports in USSbns

Source: ASR Ltd. / UNCTAD / Refinitiv Datastream

Authorised and Regulated by the Financial Conduct Authority
36-38 Cornhill, London, EC3V 3NG


http://www.absolute-strategy.com/x/research.html
http://www.absolute-strategy.com/x/research.html
mailto:dominic.white@absolute-strategy.com
https://www.portal.absolute-strategy.com/file/Hawkish_shift_opens_up_new_risks.pdf?docRef=bc54495b-febc-4d0a-bcb4-c88f51a05cdb&ch=2
https://www.portal.absolute-strategy.com/file/Hawkish_shift_opens_up_new_risks.pdf?docRef=bc54495b-febc-4d0a-bcb4-c88f51a05cdb&ch=2
https://www.portal.absolute-strategy.com/file/Inflation_is_it_still_transitory.pdf?docRef=8f8cfafc-2c42-498f-95ac-5c06cff9d4ce&ch=2
https://www.portal.absolute-strategy.com/file/Inflation_is_it_still_transitory.pdf?docRef=8f8cfafc-2c42-498f-95ac-5c06cff9d4ce&ch=2
https://www.portal.absolute-strategy.com/file/Getting_back_to_work.pdf?docRef=c3d750be-2c7c-493c-b2f1-bef77d7b6f23&ch=2
https://www.portal.absolute-strategy.com/file/Absolute_Insight_The_end_of_the_semiconductor_crisis.pdf?docRef=ef3b6629-c130-469a-871e-f5c4fe4a7321&ch=2
https://www.portal.absolute-strategy.com/file/Absolute_Insight_The_end_of_the_semiconductor_crisis.pdf?docRef=ef3b6629-c130-469a-871e-f5c4fe4a7321&ch=2
https://www.portal.absolute-strategy.com/file/Absolute_Insight_Chinese_power_cuts_hit_global_supply_chains.pdf?docRef=2c71609b-ec8a-4330-a930-2b9eab9f9559&ch=2
https://www.portal.absolute-strategy.com/file/Absolute_Insight_Chinese_power_cuts_hit_global_supply_chains.pdf?docRef=2c71609b-ec8a-4330-a930-2b9eab9f9559&ch=2
https://unctad.org/system/files/official-document/wir2020_en.pdf



