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Economic activity has been set back globally
by the COVID-19 pandemic, triggering the
deepest recession for major economies since
the Great Depression of the late 1920s. This
came on the back of below-trend economic
growth and inflation that characterised the
very anaemic recovery since the financial
crisis of 2008-2009.
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A debate has now opened about what should be expected
for growth and inflation over the next three to five years. As
much as we would like to offer a definitive answer, the reality is
that the eventual outcome will depend very much on the actual
evolution of a number of key drivers over the coming years.
We can, however, help frame expectations by presenting the
various views on the future evolution of these key drivers.

• Current consensus expectations for global growth over
the next three to five years (2.0%) indicate a weak outlook
compared to history. Any adverse evolution would be a
surprise, with negative implications for credit and equity
assets, while any growth acceleration would be positive.
Our Global Investment Committee’s (GIC) net assessment
is slightly above consensus on US and Euro area growth
and slightly below consensus on China growth in the next
18 months.
• Meanwhile, consensus expectations for inflation over
the next three to five years (2.0%) indicate a benign
environment. Any faster evolution would be a surprise with
negative implications for fixed income assets. Over the
next 18 months, our Global Investment Committee’s net
assessment for inflation is lower than consensus.
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THE ECONOMIC GROWTH OUTLOOK BALANCE SHEET
A useful way to think about the long-term economic growth potential of an economy is to define it as a function of the growth in
the labour force, capital stock and productivity.

Drivers

Arguments supporting STRONGER GROWTH

Arguments supporting WEAKER GROWTH

Labour force
growth

• Policymakers in major economies are taking steps to
increase the labour force participation rate (e.g. China’s
hukou reforms, Abenomics encouraging women to
enter/re-enter the workforce)

• Working age population have started on a long-term
downtrend in major economies since the mid-2010s

• Decoupling of global supply chains could lead to
domestic investment to replicate those supply chains
closer to home

• COVID-19 has reduced businesses’ ability and
willingness to invest

Capital growth

• Increasing investment in automation as a substitute for
rising wage costs
Productivity
growth

Household
spending

• If the 1918 flu pandemic is a guide, population growth
rates could decline in the aftermath of COVID-19

• Current fiscal stimulus measures are supporting
operational and living expenses, but not investments

• Incorporation of new technology and processes
into newly on-shored supply chains should support
productivity

• The end of globalised, optimised global supply chains to
lead to reduced productivity growth

• High precautionary savings today could see a release
of pent-up demand in future in advanced economies as
lockdowns are lifted

• Consumers save more due to job/income losses postcrisis. Unemployment tends to rise quickly in a crisis, but
recedes only gradually as ‘temporary’ job losses turn
permanent

• Chinese consumers could replace US consumers as the
global consumer-of-last-resort

• Productivity growth was trending lower pre-COVID-19
crisis

• Consumer confidence to remain fragile until a vaccine is
widely available
• Higher inequality lowers an economy’s aggregate
propensity to spend, since wealthier households tend to
have a higher savings rate

Corporate
spending

• Timely and aggressive policy support has saved many
businesses from bankruptcy
• New wave of disinflation to lower overall cost of
borrowing for businesses

• Bail-out measures may over-burden firms with debt,
leading to their eventual insolvency once debt-servicing
costs rise
• The corporate sector already had a high debt load going
into the crisis; it has limited ability to take on more debt
and is not well-positioned for deflation
• Politics may turn leftward, implying more taxation and
regulation that may depress investments

Government
spending

Trade

• Policymakers have demonstrated willingness to increase
government spending after COVID-19

• High public debt burdens to drain future revenue and
constrain future spending

• Monetary authorities able to support high public debts
with very low interest rates and/or unconventional policy
without triggering bond market meltdowns

• Risk of policymakers prematurely tightening fiscal or
monetary policy – a potential trigger is an oil price
rebound leading to higher inflation and bond yields

–

• China-US trade war and COVID-19 prompting a move
to self-sufficiency among countries, reducing global
trade

Source: Standard Chartered, various third-party perspectives
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THE INFLATION OUTLOOK BALANCE SHEET
There are various frameworks used to assess an economy’s long-term inflation prospect, the most common ones being: monetarydriven, demand-driven and cost-driven inflation.

Drivers

Arguments supporting LOWER INFLATION

Arguments supporting HIGHER INFLATION

COVID-19 is a
global public
health crisis

• Any supply shortages due to the COVID-19 pandemic
are expected to be temporary. Demand effects that
reduce consumers’ ability or willingness to purchase
goods and services are far more long-lasting

• The COVID-19 pandemic crisis was triggered by a public
health crisis, instead of imbalances in the economy or
financial system. Hence, it can be a sharper, but shorter,
recession with a V-shaped recovery, triggering inflation

Monetary
policies

• Monetary stimulus can no longer trigger a renewed
credit boom. This is reflected in the collapse of the
money multiplier and muted money velocity. In a falling
interest rate environment, there are fewer incentives for
commercial banks to use reserves created by monetary
stimulus for new loans and credits

• Central banks, especially the Fed, will likely stay
hyper-accommodative to revive the economy and have
become more tolerant of inflation overshoots
• In this cycle, the financial system is in better shape and
will likely translate monetary support to higher monetary
velocity and credit creation

• When interest rates fall to zero, the size of a central
banks’ balance sheet is less relevant to the generation of
aggregate demand
Fiscal policies

• Many non-recurring stimulus programmes and packages • The scope and scale of fiscal expansion, in coordination
announced will have no lasting impact on inflation
with monetary policies, should stimulate aggregate
demand, lifting future growth and inflation
• The process of unwinding expansionary fiscal policies
can add to deflation risks
• Direct government support to firms and households
could lead to higher spending, reviving velocity of money
and inflation

Trade and
globalisation

• Unwinding of global value chains can take decades
to be implemented, so disinflationary pressures from
globalisation could last for a while longer
• China’s growing dominance as a source of FDI for other
EMs likely to support globalisation, sustain disinflationary
pressures

Inflation
expectation

• A sharp fall in oil prices can drive short-term and longterm inflation expectations lower
• Low and stable actual inflation leads to low dispersion
in inflation expectations and acts as an anchor for longterm expectations

Savings rate

• Propensity to save is likely to remain high, especially in
higher income households, capping inflation
• Greater “fear” of the unknown will impact short-term
expectations, which can then become self-perpetuating
in the long term. Hence, precautionary savings will
continue to rise post pandemic

• Retreating globalisation can accelerate as companies
focus on supply chain security and re-evaluate the
commercial benefits of offshoring production, while
governments imposing stricter immigration regimes
could revive wage pressures
• Higher tariff rates, rising non-trade barriers can become
a global phenomenon, pushing production costs higher
• Shocks from energy prices have been shown to have
minor implications for future inflation expectations, while
shocks to food prices have a more measurable and
persistent impact on both short- and long-term inflation
expectations

• A faster-than-expected economic recovery would lead
to improved job market, encouraging households to
spend again and reduce precautionary savings

to be continued...
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Drivers

Arguments supporting LOWER INFLATION

Arguments supporting HIGHER INFLATION

Political

–

• Pressure to address income inequality likely to intensify.
This means increasing scrutiny on the role of globalised
companies and global trade, which have created
disinflationary pressures
• Commitment to reduce jobless rates should be
prioritised over inflation, leading to acceptance of higher
inflation

Indebtedness

–

• One possible solution to pay off the high level of public
debt is debt monetisation. This implies monetary policy
to remain easier than economic conditions warrant,
which eventually leads to higher inflation

Demographic

• Ageing populations associated with lower structural
(potential) growth and inflation

• Ageing population in the developed world, maturing
urbanisation in China mean desired capital investment
worldwide will stay structurally weak, reviving supplyside inflation pressures

The case of
“Japanification”

• Many developed countries could follow the template
of Japan in which inflation has been stuck below 1%
despite significant fiscal and monetary easing

• This time is different for two reasons (i) the response
from policymakers this time has been faster and bigger
than past crises, preventing inflation expectations from
anchoring at lower levels; (ii) coordinated monetary and
fiscal easings are expected to be sustained, unlike in
Japan, building long-term inflation pressures

Source: Standard Chartered, various third-party perspectives
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