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• Growth will soften in the U.S., and we anticipate
some economic spillover from the coronavirus
outbreak in China.

• We expect the Fed to cut rates 25 to 50 basis
points before the end of 2020.

Market perspectives

• Trade tensions may ease but we don’t expect a significant
bounce-back.

• Global inflation will be muted, and U.S. inflation will remain
below the Fed’s 2% target.

• Election years may prompt anxiety about the markets, but
research shows little effect on asset returns.
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Vanguard’s monthly economic and market update

Slowdown in growth ahead

• Vanguard expects global growth to continue to soften over the next 12 months owing to trade
tensions, policy uncertainty, and fading U.S. fiscal stimulus.

• We are more bearish than the consensus on our growth outlooks for the United States, the
United Kingdom, and China.

• We see GDP growth in the United States falling below trend in 2020, to around 1%.
Business sentiment continues to weaken amid persistent uncertainty, but the housing sector
appears to have turned around.

• The main effect on China’s economic growth from the coronavirus outbreak will likely be one
of sentiment, with the government’s response determining the degree to which people are
fearful or confident. The good news is that the Chinese government has taken serious actions
quickly. Vanguard therefore has maintained its outlook for China’s 2020 GDP growth at 5.8%,
though the risk is clearly tilting toward the downside.

• Our expectation for growth in the euro area in 2020 is that growth will be below trend at
1.0% amid weakness in manufacturing, particularly in Germany, on global trade tensions
including Brexit uncertainty and sagging demand for automobiles.

• We maintain our expectation for growth in emerging markets of around 4.6% in 2020. We
expect emerging markets in Asia, not including China, to continue to be the fastest-growing
regions worldwide. We expect most of a rebound from an estimated 3.9% emerging markets
growth in 2019 to occur in Latin America.



The Fed will modestly ease monetary policy 

• Vanguard expects the Fed to further reduce the benchmark rate by 25 to 50 basis points before
the end of 2020. Such a cut would address a deteriorating growth outlook amid persistently
elevated policy uncertainty.

• We foresee other major developed market central banks remaining on hold for the year, but
with risks skewed toward loosening policy. We believe that most emerging markets have room
to use monetary or fiscal policy to support growth, though that ability will be restricted for
emerging markets with high inflation, low foreign exchange reserves, and political instability.
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Outlook for global inflation is muted  

• Slowing GDP and wage growth will limit upward pressure on inflation, making it difficult for
developed market central banks to reach their inflation targets. The sensitivity of core inflation to
labor markets is likely weaker than in past cycles, owing to increasing labor market competition
from low-wage offshore workers and through the substitution of technology for labor.

• In the United States, Vanguard believes that core inflation is likely to rise yet remain below the
Federal Reserve’s 2% target.

• The Governing Council of the European Central Bank will be worried about a collapse in medium-
term inflation expectations in the euro area, while we expect inflation to hover below target
around 1.5% in the United Kingdom among evidence of stagnation in the labor market.

• Inflation has begun to creep up across most emerging markets, although it remains within most
central bank target ranges. And in China, developments have turned positive for both consumer
and producer prices. Food prices are moderating as pork prices have started to fall, having doubled
in 2019 amid African swine fever-induced supply disruptions. And higher energy prices have eased
deflationary effects on producer prices.

Leading indicators suggest that global trade stabilization may be on the horizon  

• The “Phase 1” United States and China trade deal removes some immediate uncertainty that
has harmed both nations’ economies.

• The United States said it would retain most tariffs on $360 billion of goods from China until the
countries reached a Phase 2 agreement—a deal Vanguard believes will be significantly harder
to achieve. Vanguard sees the Phase 1 deal perhaps more appropriately referred to as a “truce,”
with follow-through to be assessed over the next three to six months.

• Phase 2 would tackle issues requiring greater compromise, such as Chinese industrial subsidies
and additional regulatory hurdles for U.S. firms seeking to do business in China.

• Vanguard noted improvements in eight of its nine key trade variables in January, while U.S.
trade leading indicators improved on both the import and export sides. Given the prevailing
uncertainty, Vanguard isn’t confident in a trade bounce-back of significant magnitude. But we
believe a bottom was reached sometime in the 2019 fourth quarter.

Structural trade 
issues remain

Low inflation 
remains the risk

Low unemployment 
rates persist

Vanguard expects continued moderation in job creation  

• Labor supply isn’t constrained enough yet to add upward pressure to wages as people continue to
enter the labor force given ample job opportunities.

• A tentative weakness in the labor market is emerging in the euro area, particularly in Germany,
while the labor market remains tight in the United Kingdom.



How should investors think about the forthcoming U.S. presidential election 
season in the context of their portfolios?  

• Vanguard has studied asset returns going all the way back to the election of Abraham Lincoln and
found no statistical evidence of performance differentials in election versus non-election years, or
in Republican versus Democratic administrations.

• On a more granular scale, monthly returns during a presidential election year are almost completely
random. We found no statistical evidence that elections affect equity market volatility.

• Financial markets are incredibly complex systems influenced by many different variables, including
valuations, economic conditions, and investor sentiment. Political developments are just one of them.

Elections and 
returns

Asset-class return outlooks  

Our 10-year annualized nominal return projections, as of September 30, 2019: 

The most attractive 
equity returns  

may be outside  
the U.S.

Equities

U.S. equities 3.5%–5.5%

U.S. growth  2.5%–4.5%

U.S. value 6.0%–8.0%

U.S. large-cap 3.5%–5.5%

U.S. small-cap 4.5%–6.5%

U.S. real estate 
investment trusts 2.5%–4.5%

Global equities  
ex-U.S. (unhedged) 6.5%–8.5%

These probabilistic return assumptions depend on current market conditions and, as such, may change over time. 

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. Distribution of return outcomes from the VCMM 
are derived from 10,000 simulations for each modeled asset class. Simulations are as of September 30, 2019. 

Results from the model may vary with each use and over time. For more information, please read the  
following page.

Source: Vanguard Investment Strategy Group.

The long road to Brexit 

• Vanguard’s base case is that, while a basic agreement may be put in place before December 31,
2020, the U.K. and E.U. will negotiate over a one-to-two-year transitionary period, and that a
no-deal Brexit at the end of 2020 remains possible.Brexit uncertainty 

continues

Fixed income

U.S. bonds 2.0%–3.0%

U.S. Treasury bonds 1.5%–2.5%

U.S. credit bonds 2.5%–3.5%

U.S. high-yield  
corporate bonds 3.0%–4.0%

U.S. Treasury inflation-
protected securities 1.0%–2.0%

U.S. cash 1.5%–2.5%

Global bonds ex-U.S. 
(hedged) 1.5%–2.5%

Vanguard economic and market outlook 2020: 
The new age of uncertainty.  

Check out our annual white paper and 
our at-a-glance summary.

Vanguard economic and 
market outlook for 2020: 
The new age of uncertainty

Vanguard Research December 2019

 ■ An increasingly unpredictable policy environment is undermining economic activity 
globally through postponed investments and declines in production. In the year ahead, 
we do not foresee a significant reversal of the trade tensions that have occurred so far,
and we expect growth to continue to decline below trend levels. Although activity can
rebound if uncertainty decreases, policy decisions can have long-term consequences if 
they persist in a new age of uncertainty.

 ■ Inflation is likely to remain soft in 2020. While labor markets are expected to remain tight, 
secular forces and widening output gaps continue to put downward pressure on prices. 
These forces support our outlook for subdued inflation trends across major economies, 
consistent with the inflation expectations held by consumers and financial markets.

 ■ The pivot to looser policy by central banks around the world will persist in this environment 
of low growth and low inflation. Despite increased doubts about the effectiveness of 
monetary policy, we expect central banks to continue to adopt unconventional measures, 
while fiscal policy measures remain unlikely outside a more severe downturn.

 ■ Slowing global growth and elevated uncertainty create a fragile backdrop for markets in 
2020 and beyond. More favorable valuations have led to a modest upgrade in our equity
outlook over the next decade, while fixed income returns are expected to be lower given
declining policy rates and long-term bond yields. The risks of a large drawdown for equities 
and other high-beta assets remain elevated.
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2020 outlook  
at a glance
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K E Y  T A K E A W A Y S :

• Increasingly unpredictable policy environment
is undermining economic activity.

• Global growth to slow further but we’re a 
long way from a serious global contraction.

• The chance of a large drawdown in stocks 
and other high-beta assets remains elevated.

 (Below Fed target)

The 10-year annualized nominal return projections, based on 
market conditions as of September 30, 2019, are as follows:

Equities

U.S. equities 3.5%–5.5%

U.S. growth 2.0%-4.0%

U.S. value 6.0%-8.0%

U.S. large-cap 4.5%-6.5%

U.S. small-cap 6.5%-8.5%

U.S. real estate investment trusts 2.5%–4.5%

Global equities ex-U.S. (unhedged) 6.5%–8.5%

Fixed income

U.S. bonds 2.0%–3.0%

U.S. Treasury bonds 1.5%-2.5%

U.S. credit bonds 2.5%-3.5%

U.S. high-yield corporate bonds 3.0%–4.0%

U.S. Treasury inflation-protected securities 1.0%–2.0%

U.S. cash 1.5%–2.5%

Global bonds ex-U.S. (hedged) 1.5%–2.5%

These probabilistic return assumptions depend on current market 
conditions and, as such, may change over time. 

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. Distribution of return outcomes from the VCMM 
are derived from 10,000 simulations for each modeled asset class. 
Simulations are as of September 30, 2019. 

Results from the model may vary with each use and over time. For 
more information, see page 4. 

Source: Vanguard Investment Strategy Group.
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Note: Probability corresponds to the percentage of global equity in USD VCMM 
simulations that declines over the next three years.

Source: Vanguard.

https://advisors.vanguard.com/insights/article/2020outlookresourceguide
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