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Slumping confidence 
and widening divergence
According to the latest Markit business confidence 
index, the rate of global economic expansion 
slumped to a seven-month low in August, 
as growth eased across the manufacturing 
and service industries, with a deepening divergence 
between regions. Governments of economies 
with high vaccination rates are able to resist 
another round of shutdowns, opting instead 
for targeted measures. However, the slowdown 
is particularly acute in some regions, notably in Asia 
where in Japan (45.5) and China (47.2) confidence 
fell below the 50-threshold, in contraction territory.

Uncertainty introduced by recent regulatory 
changes, flooding and efforts to contain 
the recent resurgence of COVID-19 cases impacted 
Chinese economic activity, especially in the service 
sector. Indeed, mobility restrictions held back 
consumer spending and domestic tourism activity 
during the peak summer travel season. That said, 
services companies remain somewhat upbeat 
as they anticipate activity could rebound quickly 
when restrictions are lifted. While the Chinese 
economy’s growth momentum slowed notably 
in Q3, investors expect the authorities will address 
the deteriorating environment by ramping up 
monetary and fiscal stimulus.

Marc-Antoine Collard 
Chief Economist,  
Director of Economic Research 
Rothschild & Co Asset Management Europe

Despite clear weakening activity and survey measures, investors remain optimistic 
that downward revisions to current-quarter growth will be offset by a symmetrical 
rebound later this year. Indeed, part of the recent disappointing data is attributed 
to supply bottlenecks and resurgent pandemic fears that are judged transitory, 
especially in the face of rising vaccination rates.   
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In addition to the Chinese slowdown, emerging 
countries (EM) are facing several headwinds, 
from poor access to vaccines to a fragile health 
care system. Manufacturing and tourism-led 
economies like Vietnam and Thailand have been 
forced to close factories and turn away visitors. 
In turn, troubles in the Asian industrial and shipping 
sectors are causing complex and interlinked supply 
shortages globally. For instance, the auto industry 
is signaling that supply constraints will generate 
additional production cutbacks through September, 
while auto sales are plunging globally.

What’s more, monetary policies are being tightened 
in many EM. In Chile, the central bank surprised 
investors and raised its policy rate by 75bp 
to 1.50%, as it is facing challenges to its credibility 
from rising inflation. The Bank of Korea also 
surprised market expectations and hiked its rate 
by 25bp to 0.75%, after maintaining a record-low 
rate since May 2020, becoming the first major 
Asian economy to raise interest rates since 
the pandemic began. The move was aimed 
at helping curb the country’s household debt 
and home prices, which soared in recent months. 
As such, Chile and South Korea followed the path 
of several other EM central banks this year 
that hiked pre-emptively. In fact, policy makers are 
attempting to balance the need to support 
the economy against the risks of surging debt 
and rising inflation, yet the tightening cycle will 
impact economic activity.

Tapering uncertainty
In the US, consumer confidence dropped 
as concerns about the Delta variant 
– and also the rise in inflation – were a clear drag.
The improvement in the labour market continued
in August, but at a much slower pace as only
235,000 jobs were created, missing expectations
(725,000) and breaking the string of robust job
gains of the prior two months. The leisure
and hospitality sector saw no job gains in August,
having increased by an average of 350,000
positions per month over the previous six months.
That said, the weakness might be a bump
in the road as robust wage growth suggest that
labour supply – not demand – drove the weakness.
The expiration of the augmented unemployment
benefits (US$300 per week) in early September
and the availability of vaccine booster shots could
brighten the prospects for improvement
in September. On the other hand, persistent fears
about catching Covid, as well as childcare issues,
could weigh on the labour market for some time.

Overall, the employment data will likely amplify 
the debate among Fed members regarding 
tapering. Fed Chair Powell’s speech at the annual 
Jackson Hole Symposium was consistent 
with his gradual and measured approach to policy 
changes. He seemed comfortable with the idea 
that adjustments could be implemented 
by the end of the year, although he also indicated 
further improvement needed to be made 
on the labour market front before tapering stimulus. 
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Indeed, pulling back policy support prematurely 
could be harmful with substantial slack remaining 
as, despite recent strides in the labour market, 
5.3m more Americans remain out of work 
compared to February 2020, before the onset 
of the global pandemic.

However, his economic outlook was criticised 
for not reflecting sufficient appreciation 
of bottom-up, cost push pressures that several 
businesses are experiencing, which represent 
an inflation risk. Correspondingly, some officials 
have called for the Fed to announce plans 
at its September meeting to begin scaling back 
its US$120bn asset purchase programme, 
arguing that the economy is now on a sustainable 
growth path, particularly with rising inflation 
and a tightening labour market. Furthermore, 
some argue that the Fed’s purchases now run 
the risk of creating bubbles in financial and housing 
markets. The S&P CoreLogic Case-Shiller home 
price index rose 19.1% y/y in June, the strongest 

growth in more than 30 years of data, and the third 
consecutive month of record gains. Strong demand, 
coupled with rising lumber costs and labour 
and material shortages, combined to push home 
prices to new highs.

Overall, service-sector activity is slowing sharply 
amidst resurgent pandemic fears while supply 
bottlenecks are disrupting goods production 
and adding to inflationary pressures globally, 
thus generating downside risks to the economic 
outlook. This might well explain why sovereign rates 
have remained very low despite the surge 
in global growth in Q2 2021 and higher inflation. 
In addition, the debate regarding the lasting 
impacts of the pandemic on potential GDP growth 
is far from settled, which might put a ceiling 
on long term interest rates.  ■

Completed writing on 7 September 2021
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Disclaimer

The comments and analyses in this document are provided purely for information purposes and do not constitute any investment recommendation or advice.  
Rothschild & Co Asset Management Europe cannot be held responsible for any decisions taken on the basis of the elements contained in this document or inspired 
by them (total or partial reproduction is prohibited without prior agreement of Rothschild & Co Asset Management Europe). Insofar that external data is used to 
establish terms of this document, these data are from reliable sources but whose accuracy or completeness is not guaranteed. Rothschild & Co Asset Management 
Europe has not independently verified the information contained in this document and cannot be held responsible for any errors, omissions or interpretations of 
the information contained in this document. This analysis is only valid at the time of writing of this report.
Due to the subjective nature of these analysis and opinions, these data, projections, forecasts, anticipations, hypotheses and/or opinions are not necessarily used 
or followed by Rothschild & Co Asset Management Europe management teams who may act based on their own opinions and as independent departments within 
the Company. Some forward-looking statements are based on certain assumptions that may be likely differ partially or fully from reality. Any hypothetical estimate 
is inherently speculative, and it is conceivable that some, if not all, assumptions about these hypothetical illustrations do not materialise or differ significantly from 
the current determinations. Rothschild & Co Asset Management Europe cannot be held liable for the information contained in this document and in particular for 
any decision taken on the basis of this information.
Rothschild & Co Asset Management Europe, organized under the laws of France, registered with the Trade and Companies Register of Paris RCS Paris 824 540 173. 
A management company licensed by the Autorité des Marchés Financiers under N° GP 17000014, having its registered office 29, avenue de Messine, 
75008 Paris, France
No part of this document may be reproduced, in whole or in part, without the prior written permission of Rothschild & Co Asset Management Europe, under pain 
of legal proceedings.

About Rothschild & Co Asset Management Europe
As the specialised asset management division of the Rothschild & Co group, we offer personalised asset management services to a broad client 
base of institutional investors, financial intermediaries and distributors. Our development is focused on a range of open-ended funds, marketed under 
four strong brands: Conviction, Valor, Thematic and 4Change, and leveraging our long-term expertise in active management with conviction as well as in 
delegated management. Based in Paris and established in 10 European countries, we manage more than 22 billion euros and employ nearly 160 people. 
More information at: www.am.eu.rothschildandco.com
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% change
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Equity markets
CAC 40 6 680 1.0% 20.3%

Euro Stoxx 50 4 196 2.6% 18.1%

S&P 500 4 523 2.9% 20.4%

Nikkei 225 28 090 3.0% 2.4%

Currencies
EUR/USD 1.18 -0.5% -3.3%

EUR/JPY 129.92 -0.2% 3.0%

Price as of  
31/08/2021

1 month  
bp(1)

2021 
bp(1)

Interest rates
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rs Eurozone -0.19% 2 38

United States 1.59% -3 68

(1) Basis point. 
Source: Bloomberg, data as of 31/08/2021. Performances in local currency. 
Past performance is not a reliable indicator of future performance and is not constant over time.
Index’s performance is calculated on the basis of net dividend reinvested.

Performance of the indices and interest rate levels
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