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Executive summary

Covid-19 and its containment measures led to a deep global recession. Cur-
rently, we are at a tipping point with a second wave of infections in Europe 
and the Middle East. Our baseline assumption is that the second wave can be 
brought under control and a second global lockdown can be avoided.

The macroeconomic environment deteriorated more than anticipated which 
worsened the contraction phase of the Ortec Finance Business Cycle Indica-
tor. Nevertheless, the recession bottomed out. Supported by fiscal and mon-
etary stimulus, the global economy began a U-shaped economic recovery 
which we expect to progress but to gradually lose pace.

In line with the recovery, financial markets rebounded further during the 
third quarter. Going forward, the Ortec Finance Momentum Indicator points 
to modestly positive momentum in financial markets.

The pandemic’s economic impact, however, remains highly uncertain. The 
major downside risk is a prolonged or stronger impact on economic activity. 
A second lockdown is not ruled out and may slow down the recovery.

As in June 2020, to serve our clients in the best possible manner in extraor-
dinarily uncertain times, we provide a less cyclical version of our outlook in 
which the business cycle model is damped by 50% compared to our regular 
outlook.
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Covid-19: A Second Wave?
The Covid-19 pandemic caused an unprecedented shock to the global economy. 
Lockdown and social distancing measures were effective and brought the first 
wave of infections under control. This summer, many countries gradually relaxed 
their lockdown measures. During the third quarter, economic activity picked up 
significantly and macroeconomic data and sentiment indicators improved. Never-
theless, global economic activity most likely remains below its pre-crisis level; the 
recovery is fragile and vulnerable to new outbreaks. We are currently at a tipping 
point with a second wave of infections in Europe and the Middle East. So far, 
however, lockdown and social distancing measures (as measured by the Oxford 
Covid-19 Government Stringency Index) have not increased substantially. 

With hard lessons learned during the first wave, our baseline assumption is that 
the second wave can be brought under control and a second global lockdown 
can be avoided. 

As a vaccine is most likely not available before mid-2021, we expect infection 
rates to rise periodically in some countries, but that renewed outbreaks can be 
brought under control with targeted containment measures. Also, these contain-
ment measures are expected to disrupt economic activity less than during the 
first major lockdown. Overall, we expect the economic recovery to continue, albeit 
at a slower pace than seen during the third quarter. 

The pandemic’s impact on the economy is accompanied by several sources of 
increased downside risk. First, stringent lockdown measures cannot be ruled out 
to get a second wave of infections under control. Second, for many companies, 
liquidity problems can cause solvency issues, potentially resulting in bankruptcy. 
Even when bankruptcies can be avoided, companies may be hesitant to hire job-
seekers, worsening the labor market more severely than anticipated. Also, insta-
bility in the financial sector can cause liquidity to dry up, leading to rising financ-
ing costs and a postponement of recovery. And third, the unprecedented stimulus 
of governments and central banks may keep debt-burdened firms fictitiously up 
and running. On the upside, if a vaccine is found soon, the economic recovery may 
occur faster than projected.
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Positive Momentum 
Expected to Continue

In the third quarter of 2020, global equity markets continued their recovery from 
the deep losses from early 2020 and the US equity market even set a new all-
time high. This summer, most countries eased their lockdown measures. Investor 
optimism was fueled by stimulus measures of governments and central banks, 
and encouraging progress in the development of a Covid-19 vaccine. Nonethe-
less, economic activity remains fragile, uncertain, and vulnerable to new Covid-19 
outbreaks. In September, markets started to waver after several months of strong 
gains. Currently, we face a second wave of Covid-19 infections, particularly in Eu-
rope. As discussed, however, containment measures did not become more strin-
gent.  

Global equity markets gained momentum as they outperformed June’s projection. 
Out- and underperformance of markets is captured by the Ortec Finance Momen-
tum Indicator which constantly adjusts to the latest information and unexpected 
news events, and drives the short-term intra-year dynamics of our outlook. Going 
forward, we expect positive momentum to continue, albeit at a modest pace. In 
particular, we expect 1-year equity returns to profit about 0.5% from the positive 
momentum. Volatility remains high, but decreased significantly this quarter in re-
sponse to signs of economic recovery and rebounding equity markets. Due to the 
pandemic’s ongoing uncertainties, we expect the current elevated volatility and 
increased downside risk to persist in the short term.
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Covid-19‘s containment measures led to unprecedented growth and unemployment shocks, and a 
deep global recession, which bottomed out in the second quarter. Compared to last quarter, the 
macroeconomic environment deteriorated more than anticipated which worsened the contraction 
phase of the Ortec Finance Business Cycle Indicator.
 
Covid-19 suppresses both supply and demand shocks. Despite central banks’ efforts to increase 
demand with low interest rates, we expect aggregate demand to decline faster resulting in down-
ward inflationary pressure. Fueled by the low inflation environment, central banks repeatedly 
affirmed their dovish stance. In particular, the Federal Reserve switched to average 2% inflation 
targeting, implying that policy rates are likely to remain low until the end of 2023. Meanwhile 
the Bank of England and the European Central Bank are considering additional monetary 
policy measures to implement later this year. Additionally, governments continued to provide 
fiscal support. In particular, the European Commission agreed on a large recovery fund.

Despite the worsened contraction phase, the global economy began a U-shaped economic 
recovery which means the recovery is partial, and does not make up for growth that we 
would have seen without the pandemic. Supported by fiscal and monetary stimulus, we 
expect the recovery to progress, but to gradually lose its pace. In line with the recovery, fi-
nancial markets rebounded further during the third quarter exemplified by strong global 
equity gains, eased of credit spreads and declined financial market volatility. We expect 
the current high volatility to gradually dissipate on a 2-to 3-year horizon which contrib-
utes to the progression of the business cycle through its current contraction phase.

U-shaped recovery 
progresses
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The pandemic’s economic impact remains highly uncertain. The major downside risk is a prolonged or stronger impact on economic activity. Several downside risks 
entered the stage again this summer: US-China tensions flared up around Chinese tech-giants, Brexit negotiations stalled with the UK and EU not even close to a 
deal, and US policy became uncertain with the upcoming US election. For the medium term, major downside risks include high debts for governments and corpo-
rates, and side effects of negative interest rates. 
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Beyond the cycle

Beyond short-term momentum and medium-term business cycle cyclicality, the 
Ortec Finance Trend Indicator covers the long-term outlook many decades into 
the future. This outlook is driven by global economic developments, and ac-
counts for regional differences. 

Global economic growth, inflation, and interest rates are at historically low trend 
levels not seen since World War II. Since the start of the Covid-19 outbreak, 
these trend levels decreased even further, but remained stable compared to 
last quarter. Nonetheless, we are mildly optimistic and expect developments 
including technological progress, structural reforms, and rising emerging mar-
kets to improve long-term economic growth. Growth will recover first, followed 
by inflation, and finally interest rates will normalize. We do, however, expect this 
to happen very slowly, spanning possibly several decades. Additionally, due to 
ageing populations, low productivity growth, and moderate investments in new 
technologies, we do not expect growth to reach past levels.

During the Covid-19 pandemic, central bank monetary policy became highly ac-
commodative and poses a significant delay in the normalization of interest rates. 
Especially the aging populations in Europe and Japan temporarily increases the 
supply of savings and delays the normalization of rates. In regions not facing an 
aging population, such as the UK, we typically expect the delay in normalization 
to spill over as well. Finally, we expect the normalization of rates in Europe to be 
slowed further by the challenges of the incomplete monetary union.
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Our Approach

At Ortec Finance, we are committed to help our clients manage the complexity of 
investment decision making. We believe that models in general – and scenario 
models in particular – are the most helpful tool for this, because of the consis-
tency, objectivity, transparency and efficiency that working with proper models in 
a proper way can bring [1]. 

We primarily follow a data and model-driven approach to construct our scenarios 
and resulting outlook. To ensure that our scenarios are as realistic as possible, 
we augment our approach with views and expert opinion [2]. This outlook is the 
result of our model-driven approach applied to all information available at the 
end of September 2020.

These are exceptional and challenging times, putting the spotlight on scenario 
models and a proper use of these models. In such times, it is particularly import-
ant to verify and be comfortable with underlying model assumptions [3]:

To provide all of our clients with a scenario set that fits best with assumptions 
they are comfortable with, we continue to provide the less cyclical version of our 
outlook, as introduced in June 2020, in which the business cycle model is damped 
by 50% compared to our regular outlook. See the previous quarterly outlook [4] 
for more information.

“Anyone who uses model based results to support their 
decision making should verify that he or she is com-
fortable with these assumptions. If not, the relevant 
models should first be adjusted to bring them in accor-
dance with these assumptions before using the model 
to quantify the consequences of the assumptions.”
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Ortec Finance Economic Scenario Generator

The Ortec Finance Economic Scenario Generator offers stochastic economic and 
asset return scenarios. Combined with a comprehensive software package and 
extensive financial market guidance, it enables risk managers and investors to 
manage the complexity of investment decision making. Leveraging on a one-of-
a-kind frequency domain methodology, the Ortec Finance scenarios stand out by 
time-varying risk and return with superior out-of-sample performance across 
multiple economies and asset classes.

We provide full transparency about the assumptions underlying the scenarios 
and clients can incorporate their own risk and return assumptions in an easy 
and consistent way. The scenarios are available for the end of every month, for 
horizons from one month to many decades and delivered through user-friendly 
software or a scenario file service [5].

More information
[1] Read more in whitepaper “Relevance of scenario models”
[2] Read more in whitepaper “Ortec Finance scenario approach”
[3] Find out more on the Ortec Finance Economic Scenario Generator
[4] Read more in whitepaper “Financial models and the corona crisis”
[5] See for example “A true out-of-sample back-test of the  
Ortec Finance scenarios”.

https://www.ortecfinance.com/en/insights/whitepaper-and-report/whitepaper-relevance-of-scenario-models
https://www.ortecfinance.com/en/insights/whitepaper-and-report/quarterly-outlook
https://www.ortecfinance.com/en/insights/whitepaper-and-report/whitepaper-ortec-finance-scenario-approach
https://www.ortecfinance.com/en/solutions/application/economic-scenario-generator
https://www.ortecfinance.com/solutions/application/economic-scenario-generator
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
https://www.ortecfinance.com/en/insights/whitepaper-and-report/financial-models-and-the-corona-crisis
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
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Please note that this report has been prepared with care using the 
best available data. This report may contain information provided by 
third parties or derived from third party data and/or data that may 
have been categorized or otherwise reported based upon client di-
rection. This report is not intended as an investment advice. Ortec 
Finance assumes no responsibility for the accuracy, timeliness or 
completeness of any such information. Ortec Finance accepts no 
liability for the consequences of investment decisions made in 
relation on information in this report. All our services and activ-
ities are governed by our general terms and conditions which 
may be consulted on www.ortecfinance.com and shall be 
forwarded free of charge upon request.
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