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Grounghog or Canary?
The recent market gyrations look more like an entertaining sideshow, but it’s worth asking
when they might be a signal of something worse.
Rare is the moment for an investor when the next 12 months look more predictable than they do now.
Vaccines are here, government support continues, and the recovery is in sight. It may be longer or shorter
because of inoculation logistics or damaged labor markets, but the economic trajectory is improving.
Right?
But what of these nagging thoughts when you read about GameStop, its day traders and an angry chatroom
that fuels wild gyrations in stock and options prices? Is it a distraction as significant for the global recovery
as the Tuesday appearance of Punxsutawney Phil and the sighting of his shadow? Or is it a coal mine canary
– a sign that something is seriously wrong in global markets that are awash with so much central bank
liquidity and leverage that the plumbing is in danger?
Most evidence suggests we’re still on solid ground. The outlook is surely improving if you look at the new
numbers from the International Monetary Fund. Its economists now forecast growth at 5.5% this year, up
0.3% from last October due to the arrival of vaccines and higher government spending in the United States
and Japan. Last year’s global contraction was revised to -3.5%, nearly a full percent better than the previous
projection.
DIVERGENT RECOVERIES: WEO FORECAST FOR ADVANCED ECONOMIES

Source: IMF. As of January 28, 2021.
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Like the average temperature of hospital patients, however, these numbers hide a great deal of
differentiation. Stunningly, the IMF now plots a Chinese trajectory for the next two years essentially as if
there had been no pandemic at all, with 2020 GDP already 2.3% higher than the previous year. The United
States and Japan may recover to 2019 output levels later this year, but Europe and the United Kingdom may
not until 2022. There’s a much broader divergence across Emerging Markets and a dire projection that as
many as 90 million people are falling below the extreme poverty threshold due to the crisis.
Of course, amid the short-term risks from poor vaccine logistics and sagging employment data, financial
markets have been soaring. Equities markets are trading at elevated valuations, and corporate debt spreads
have largely recovered to levels before most investors could find Wuhan on a map. In a separate report on
global financial stability, IMF economists note that the recent softening in economic data from winter
lockdowns has barely dented investor enthusiasm.
To be sure, the report includes an obligatory list of potential risks: “rising corporate debt, fragilities in the
nonbank financial institutions sector, increasing sovereign debt, market access concerns for some
developing economies, and declining profitability in some banking systems.” But the main worries center on
governments pulling back on stimulus, vaccines not getting out fast enough and continued scarring in the
global economy, especially with rising numbers of long-term unemployed.
U.S. EARNINGS REVISIONS AND RATE EXPECTATIONS

Source: IMF. As of January 28, 2021.

If financial markets look stretched, they may not be wildly out of line if inflation and rates remain low, as
seems likely. Corporate profits are still edging higher and the current earnings season has brought few
disappointments so far. Moreover, an elevated level of market volatility market volatility suggests that
investor exuberance does have limits.
And yet history teaches that massive liquidity injections like those triggered by the pandemic often lead to
strange things. Few would have predicted the line from subprime U.S. mortgage securities to Greek default.
When the stock price of battered business models like an electronic gaming retailer surges so wildly that
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some clearing firms can’t handle the volume, it may be nothing at all. But this story has gained momentum
so fast, it looks likely to leave at least some damage.

“Is it a distraction as significant for the global recovery as the Tuesday
appearance of Punxsutawney Phil and the sighting of his shadow? Or is it a coal
mine canary – a sign that something is seriously wrong in global markets that
are awash with so much central bank liquidity and leverage that the plumbing is
in danger?”
To be sure, a few minutes in one of the chatrooms that apparently drove much of the activity is a fresh
reminder of just how much anger lurks in today’s world. And the announcements of Congressional
investigations into the current saga suggest there is more to uncover.
Financial bubbles and crisis triggers are usually only visible from the wreckage of the next crisis. From all
appearances, the current recovery remains on track and the world’s banking system is rock solid. There will
surely be more corporate bankruptcies ahead, but corporate balance sheets generally look liquid enough to
avoid a cascading series of defaults.
Still, last week’s sagging markets suggest this is a sideshow well worth watching. We just want to confirm
that what looks like a groundhog isn’t really a canary.
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IMPORTANT INFORMATION
Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change
without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely
performance. Investment involves risk. The value of any investments and any income generated may go down as well as up and is not
guaranteed. Past performance is no indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are
provided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or
investments. The composition, size of, and risks associated with an investment may differ substantially from any examples set forth in
this document. No representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in
the currency exchange rates may affect the value of investments. Prospective investors should read the offering documents, if applicable,
for the details and specific risk factors of any Fund/Strategy discussed in this document.For Professional Investors/Institutional
Investors only. This document should not be distributed to or relied on by Retail/Individual Investors. Barings LLC, Barings Securities
LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings Japan Limited, Baring Asset
Management Limited, Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers
(Ireland) Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland
Sàrl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate"), together known as "Barings." Some Affiliates may act as an introducer or distributor of the products and
services of some others and may be paid a fee for doing so.
NO OFFER:
The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument
or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, financial
situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, an
investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security,
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction.
In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before
making any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or
other professional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These
views are made in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make different investment
decisions for different clients. Parts of this document may be based on information received from sources we believe to be reliable.
Although every effort is taken to ensure that the information contained in this document is accurate, Barings makes no representation or
warranty, express or implied, regarding the accuracy, completeness or adequacy of the information.
OTHER RESTRICTIONS:
The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit the possession or
distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the document may not be
used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and regulations.
Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or available in their
jurisdiction.
Copyright and Trademark:
Copyright © 2020 Barings. Information in this document may be used for your own personal use, but may not be altered, reproduced or
distributed without Barings’ consent.
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark Office and in other
countries around the world. All rights are reserved.
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