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Productivity rebound 

• The crisis spurs a new wave of innovations, which increases productivity growth and 

hence the trend growth rate of the global economy. Equilibrium real interest rates rise. 

Because this is a supply-side driven improvement, inflation pressures do not take off, 

although central banks are able to use the additional policy space opened up by a higher 

equilibrium rate to achieve their inflation targets. 

Central bank rethink  

• The crisis spurs a further rethink in inflation bank inflation targeting frameworks. Either 

higher targets, or some form of price level framework is adopted. In addition, a controlled 

reflation through discreet programs of co-ordinated fiscal and monetary stimulus, 

sometimes called helicopter money, would be deployed. These new frameworks are 

largely seen as credible. A long period of very loose monetary policy, allowing the 

economy to recover and eventually run “hot”, follows.  

 Back to the new normal  

• The crisis is a permanent shock to the trend level of economic output, but otherwise the 

global economy returns broadly to its pre-shock state. Trend growth rates and the 

equilibrium interest rate look like the “new normal” secular-stagnation environment post-

GFC, while average inflation outcomes are lower.  

 

Full fiscal dominance 

• The crisis prompts a very fundamental alteration in the balance between monetary and 

fiscal policy, to the point where fiscal policy is the primary tool of macroeconomic 

management and governments, not central banks, effectively set the price level. Monetary 

policy is kept very accommodative and the central bank balance sheet is used to fund 

government spending. In this way, fiscal and monetary policy become subservient to 

politically driven debt financing that is not consistent with price stability. Inflation rises very 

high. After an initial spurt higher, growth actually sag lower, as high and volatile price 

growth weighs on economic activity. 

 Deflationary slump 

• The crisis lowers trend growth, equilibrium interest rates, and inflation even further, 

effectively leading to “secular stagnation on steroids”. Either because the virus becomes 

endemic and forms of social distancing permanently constrain economic activity, or 

because lasting behavioural changes at firms and households outlive the virus, the global 

economy is held back well into the future. Policy errors deployed in response entrench a 

low inflation regime. 

 Lowflation acquiescence 

• Inflation continues to fall beneath base case for structural reasons, but this is accepted by 

central banks as opposed to fought. The side effects of further stimulus are judged to be 

in excess of the benefits, and so reflation is not pursued. As a consequence, we settle 

into a lower inflation regime, perhaps with inflation policy targets reduced. As CBs do not 

fight the falling inflation, financial instability is not exacerbated, and asset prices are not 

propelled higher by continuous policy loosening. The asymptotic lowering and stabilisation 

of inflation is seen as a stable equilibrium as opposed to a transition. 

 

Alternative structural economic ‘Paradigms’ 
  

Source: ASI Research Institute, March 2021 
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Economic and market assumptions associated with each Paradigm 

Source: SAA Team, Aberdeen Standard Investments, March 2021 
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Medium-term GDP outlook (Q4 2020 vs Q2 2021) 

Source: ASI, June 2020 

Comparison of probability weighted nGDP growth rates (% ann.), 

2019Q4 to 2024Q4, Nov 2020 vs April 2021 

Source: Haver, Aberdeen Standard Investments, March 2021 

US GDP path meaningfully higher given more fiscal stimulus. But 

multipliers lower than ‘normal’ 

Vaccine success and Biden stimulus package significantly raised US growth expectations 
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Investment returns across 
paradigms 
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Economic paradigms matter to investment returns.  
History shows cyclically adjusted price/earnings ratios are sensitive to economic conditions 

Source: Shiller, Haver, ASI, May, 2021 
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Equity Returns Drivers and fair value P/E across paradigms 

Source: ASI, May 2021. Forecasts provide no guarantee of future outcomes. 

US equities DDM divisor inputs and P/E in year 5 

Assumptions per paradigm 

29,1 

22,3 

28,8 

16,4 

13,5 

16,2 

23,8 

0,0

5,0

10,0

15,0

20,0

25,0

30,0

35,0

-2,0%

-1,0%

0,0%

1,0%

2,0%

3,0%

4,0%

5,0%

6,0%

7,0%

Productivity
Rebound

Central Bank
Rethink

Back to New
Normal

Lowflation
Acquiescence

Full Fiscal
Dominance

Deflationary
Slump

Weighted

ERP 10 YR* Nominal EPS G* P/E (RHS)

𝐴𝑝𝑝𝑟𝑜𝑥𝑖𝑚𝑎𝑡𝑒 𝑃/𝐸 =  
1

2(10𝑌 𝑦𝑖𝑒𝑙𝑑 + 𝐸𝑅𝑃 − 𝐸𝑃𝑆 𝑔𝑟𝑜𝑤𝑡ℎ)
 



8 

Equity returns decomposition across Paradigms 

Source: ASI, May 2021. Forecasts provide no guarantee of future outcomes. 

5Y US equities total return decomposition (% pa) 

Equity returns are highly sensitive to long-term growth and inflation assumptions 
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US has seen a strong period of outperformance 

US has had bigger decline in interest rates + stronger growth. So less catching up. 

But we don’t forecast much catch up (except UK/EM) 

ASI forecasts, 5Y horizon, local currency (% per year) 
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Government Bond Yield Pathways 

Source: ASI, May 2021. Forecasts provide no guarantee of future outcomes. 

German Bund 

Source: ASI, May 2021. Forecasts provide no guarantee of future outcomes. 

US Treasuries 

5Y Paradigm 10 yields, dotted lines are prev forecasts 
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Expected returns (mean of Paradigms),  
% per year, EUR-hedged, 5 Year horizon 

Source: ASI, 2021. Forecasts do not guarantee future outcomes. 



Adding climate scenarios to the 
forecast 
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Source: ASI, adapted from Planetrics  

Working in partnership with Planetrics to quantify the impacts of climate 
scenarios 
The building blocks of climate scenario analysis – how does it work? 
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Our bespoke approach to climate scenario analysis 
We take a probability weighted view based on a range of off the shelf and bespoke scenarios 

Source: ASI /Planetrics August 2020 
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Comparison of key model inputs across scenarios 
Energy demand, renewable energy share, and carbon price 

Source: ASI, Planetrics, 2020 



  

Investment return implications 
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Using climate scenarios to identify strategic portfolio risks and opportunities 

Source: Aberdeen Standard Investment, Vivid Economics, 2020. Forecasts do not guarantee future outcomes. 

Little impact in aggregate but massive dispersion of impact within and between sectors 

Valuation impairment of global equities in mean ASI climate scenario 

Total impact on fair value 

(each dot is one company) 

Climate losers Climate winners 
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Expected returns, mean of Paradigms, including mean climate scenario 
% per year, EUR-hedged, 5 Year horizon 

Source: ASI, 2021. Forecasts do not guarantee future outcomes. 

MULTI-ASSET CLIMATE SOLUTIONS 

CLIMATE SOLUTION EQUITIES 

OIL AND GAS EQUITY 
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ASI has developed new strategies to enable climates to access opportunities 

Source: Aberdeen Standard Investment, Vivid Economics, 2020. Forecasts do not guarantee future outcomes. 

Harnessing the massive growth in new clean technologies as we transition to ‘Net Zero’ 

Valuation impairment of global equities in mean ASI climate scenario 

Total impact on fair value 

(each dot is one company) 

Climate losers Climate winners 

Multi-asset climate opportunities strategy 
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