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Global Overview

A strong rebound, but scars will remain

Two forces will drive a strong rebound in the
global economy over the next three years:
widespread  vaccine rollout allowing a
progressive easing of lockdowns, and additional
large scale US fiscal stimulus. These tailwinds
mean we have revised up our global GDP
forecasts for 2021 (5.7%) and 2022 (4.6%), and we
also envisage above-trend growth in 2023 (3.8%).
Nevertheless, the crisis will leave deep and long-
lasting scars on parts of the global economy.

Admittedly, vaccine rollout has not been without its challenges.
Intemittent supply and (espedcially in Europe) low take-up have
hampered the initial rollout, with the US and UK notable
exceptions. But we think vaccine coverage in the major economies
will build rapidly over 2021, allowing restrictions to ease and
activity to rebound. Unfortunately, many poorer economies will
take much longer to achieve herd immunity, delaying their
recoveries and forcing countries more advanced in their
inoculation drives to keep international travel restrictions in place
well into 2022 and perhapsbeyond.

Meanwhile, we now expect a $1.5-1.9 tillion US Covid relief plan
to pass in March. Although the fiscal multipliers associated with
this package are likely to be below one, it will still boost US
growth considerably over the next few years. There will also be a
positive spillover into the rest of the world, though these may be
smaller than usual as demand rotates away from internationally
traded goodsand towardsservices.

Indeed, the coming shifts in the composition of activity duting re-
opening are likely to have wide-ranging implications. The share of
goods consumption rose during lockdowns amid a dearth of
service spending opportunities. This is likely to partially reverse
during re-opening, which means EM exporters may not be as
large beneficiaries of strong global growth as historical parllels

suggest.

The strong cyclical ouiook does not mean that the global
economy will shrug off the Covid ciisis without lasting scarring.
Supply-side damage may be limited in China thanks to the
superior handling of the pandemic, and in the US by the sheer
size of the fiscal impulse.. But in places like the UK and Eumpe
where the contraction was deeper, initial policy responses
tentative, and the recovery more gradual, a lasting hit to both the
level and growth rate of potential GDP seems probable, although
itmay only become evident once theinitial rebound playsout.

Turming to inflation, headline rates are being pushed higher by a
combination of enemgy base effects, higher commodity and food
prices, expiring tax cuts associated with the crisis, and re-
weighting of inflaion baskets to reflect lockdown consumption
patterns. These divers could push headline inflation well in
excess of central bank targets in many economies by the middle
of this year. However, most of these drivers are temporary in
nature, and inflation will drop backasthey fade through H2 2021.

Admittedly, the scale of coming US fiscal stimulus has increased
speculation that a more lasting and damaging inflationary impulse
may be on its way. But we think this narrative understates the
magnitude and breadth of the longer-term disinflationary forces
acting on the US and global economies, and fomets that
economies will need to run hot for a substantial period of time if
inflation targets are to be met. In any case, central banks have
plenty of room to containinflation if needed.

The upshot is that while markets have brought forward the
expected date of monetary policy lift-offin a number of economies,
we think this overdone. The Fed has welcomed a hot economy
and we do not expect QE tapering to begin untl early 2022, and
the first rate hike until late 2023. For most other DM central banks,
tighter policy is further away still, while few DM or EM central
banks will welcome the recent rise in yields because it is unduly
tightening finandal conditions. The ECB’s mantra of “maintaining
favourable financng conditions” has already seen it push back

against market expectations of tighter policy, and we don’t
envisage any actual tightening or even tapering over our forecast
horizon.

In China, monetary policy and broader financial conditions are
shifting in a more neutral direction, given the rebound in the
economy and policymakers' concern with medium-term financial
stability risks. While the Chinese finandal cycle is unlikely to
tighten to the extent that it represents a major headwind to global
growth, it will certainly not provide the enormous boost it did
during the recovery from the Global Financial Crisis.

Geopolitically, a Biden Presidency in the US, a Brexit trade deal
agreed between the UK and EU, and a new ltalian government
formed under Mario Draghi might suggest a calmer global political
environment in 2021. However, the deeper forces which have
driven political isk over the past decade have not gone away, and
may become more acute during the uneven recovery from the
Covid crisis. The US and China are still engaged in a strategic
rivalry and trade tariffs won’'t unwind anytime soon; vaccine
nationalism is a potential cause of geopolitical tension; the UK
may soon face another referendum headache in the fom of a
Scottish independence push; and a contentious debate about
reform of the EU fiscal rulesislooming.

Finally, it continues to be the case that there are wide confidence
intervals around our forecasts, and focusing on ranges and
scenarios is more useful than point forecasts. The size and scale
of US fiscal stimulus, the cautious assumptions we have made
about multipliers, and the gradual path of lockdown easing we are
conditioning on, mean that the risks around our baseline global
forecasts are probably skewed to the upside. Indeed, we have
added some probability mass to an upside scenario in which the
lasting damage from the crisis is very small. However, there are
still downside risks posed by fast-spreading variants of the virus,
which may yet escape the current crop of vaccines, as well as
from a potential tightening in financial conditions that isn’t justified
by the underlying economic environment.
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Global Forecasts
Growth to re-accelerate but activity likely to remain below the pre-Covid trend path

Global GDP growth forecasts Implied global GDP levels by forecast date (Q4 2019 = 100)
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Source: Aberdeen Standard Investments, Haver, February 2021 Source: Aberdeen Standard Investments, Haver, February 2021

*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual ev entsor results may differ materially.
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Global Economic Scenarios

A modest increase in our upside skew, as further fiscal stimulus and vaccine rollout gather
pace. But new variants still pose risks, and we retain some probability on the extreme

downside scenario amid potential for mutations to render vaccines ineffective
N

Virus & vaccine: effective vaccines rolled out rapidly over early-2021, with most of the G20 inoculated by end 2021, removing strain on health systems.

Economic openness: second wave is very quickly brought under control, allowing lockdown restrictions to ease rapidly.

Behavioural response: lower viral prevalence allows resumption of pre-Covid socially intensive activity. 10%
Policy: monetary, fiscal and structural policies remain proactively focused on supporting a rapid recovery.

Economic impact: rapid rebound in activity, helped by excess savings, so that all the output lost relative to the pre-Covid trend is made up by end 2021.

Rapid and complete recovery:
Deep recession then rapid
recovery back to oreven above
the pre-crisis trend path

Rapid recovery with modest  Virus & vaccine: several hundred million doses of vaccine administered over early 2021, reducing strain on health systems.

long-term scarring: Economic openness: lockdown is phased out across major markets through Q1-Q2 as vaccine rollout gathers pace.
Deep recession, but with Behavioural response: economic activity supported by gradually more confident consumers and corporates. 25%
recovery helped by highly Policy: generous programmes for economies sustained through 2021. ;
successful global vaccine roll-out, Economic impact: recovery continues through 2021 as uncertainty declines. Most sectors return to normal function, but some permanent damage from weaker
leading to limited permanent loss potential output (1-2% permanent hit to global growth).
.. Virus & vaccine: virus persists over much of 2021, but declines from current levels from Q2 onwards. Vaccines rolled out with good take-up across major markets
Strong recovery but significant . . . " +
. by mid 2021, while therapeutics reduce mortality and strain on health systems.
long-term scarring: . i, —
B S, Gelenee [ Economic openness: lockdown is phased out slowly through 2021, but some measures remain in place even by year-end.
X ! Behavioural response: economic activity gradually returns, but incomplete vaccine coverage and uncertainty continue to create some caution among corporates
strong but incomplete recovery 27.5%

and consumers.

Policy: policy helps avoid a worse outcome by bridging some of the liquidity issues faced by households and firms.

Economic impact: double-dip recession in some economies in short term, with more gradual recovery and lasting damage resulting in the permanent loss of 3-5%
of global output.

as global vaccine rollout and
lockdown lifting takes time,
leading to permanent loss

Renewed contractions:
Deep recession very uneven
recovery amid multiple waves
driven by mutations and
stuttering vaccine rollout, leading
to deep permanent loss

Virus & vaccine: more infectious variants of the virus are persistent over 2021, with vaccine rollout delayed & hampered by poor take-up.

Economic openness: tight lockdowns stretch well into 2021, and are periodically re-imposed across multiple major markets.

Behavioural response: ongoing outbreaks and lockdowns lead to weak business investment and consumer caution. 20%
Policy: policy mistakes occur in key major markets as politics trumps economic need.

Economic impact: economic and financial volatility amid persistently depressed activity with permanent output hit 6-9% versus previous trend.

Virus & vaccine: further virus mutations mean that current crop of vaccines either fail or see dramatically reduced efficacy. New vaccine research efforts are
Deep and long-lasting slump: |required, but don’t bear fruit until 2022.
Deep, protracted, post-GFC-like |Economic openness: extreme lockdowns persist throughout 2021 and into 2022.

permanent loss of output, amid |Behavioural impact: this yields significant behavioural changes and makes it much harder to mend broken cash flow cycles.
vaccine escape Policy: premature fiscal tightening in key markets/ loss of faith in ability of central banksto act or fears of politicisation.
Economic impact: recovery looks more like the post-GFC pattern with much larger permanent losses worth around three years of global growth (10%).

Source: Aberdeen Standard Investments (February 2021)

*The probabilitiesassigned to these scenariosdo notadd up to 100%. Thisreflects the wide range of alternative potential outcomesthat cannot be capturedin thisexercise. Importantly, missing scenarios
are assumed to be evenly distributed to the upside and downsiderelative to the base case.
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Quantitative Indicators

Latest high frequency data point to divergence at start of 2021

Our suite of quantitative indicators points to a softening of
activity in Q1 in a number of economies, with some set to
contract. Looking further ahead, some of our models suggest

Google mobility highlights diverging outlooks

o0 . % devfrom baseline

that some economies may quickly display “late cycle”

characteristics once the initial recovery has played out. 0

High frequency activity measures such as Google mobility data, traffic flows, retail -20 -

footfall and electricity demand have been particulady useful in tracking the economy

in near real-ime during the pandemic. The UK stands out with mobility particulady -40 -

depressed amid a till-ight lockdown, although Eurozone mobility also remains

subdued. The largest normalisations in mobility have occurred in the United States, -60 -

India and Brazil.

Confirming these signals, our more traditional nowcasting models suggest that the -80 -

UK and Eurozone economies will contract in Q1 2021. The latter would herald a Feb 20 Apr 20 Jun 20 AUg 20 Oct 20 Dec 20 Feb 21

technical double-dip recession in the Eurozone. US growth is expected to moderate,
but remain positive, before re-accelerating asfiscal stimuluskicks in.

There are also marked sectoral divergences in the last economic data. Industrial
activity has continued to grow strongly in many economies, as factories adapt to
operating under restrictions and goods demand remains strong. But activity in the
services sector has been more mixed. US service sector output continues to

Average mobility in retail and recreation, transit stations and w orkplaces (7dma):
Eurozone Australia - United Kingdom
Japan Brazil India

United States

Nowcasts suggest wide dispersion of Q1 GDP numbers

improve, but ramped up restrictions in Europe and Japan have weighed on the retail % g/q ann. B Q4-20 (Actual) = Q1-21 (Nowcast)
sectors. This pattern is reflected in the most recent round of PMIs, with services 4 -
PMIs lagging well behind manufacturing, and in contractionary territory in many
economies. 2 -
While the focus in the near term is on the \rus, vaccnes, and an expected 0 -
economic recovery, we are also considering the risks to this new cyde. Going into
the pandemic our US recession risk models were signalling elevated risks of 2 -
recession due to traditional macroeconomic imbalances (we cannot capture tail sk
events such as the pandemic in a formal modelling framework). Updating these -4 -
models with the latest data suggests that the overall risks of recession are low, but
pockets of “late cyde” risk remain in the labour market and the consumer sector, -6 -
with serieslike vehide sales and consumer confidence at the most stretched levels us Eurozone UK
by historical standards.
Source: Google Mobility Reports, Haver, Bloomberg, Aberdeen Standard Investments (February 2021).
4
4 AberdeenStandard

Investments



Early vaccine experience suggests huge regional variation
Strong efficacy signals encouraging, but manufacturing and rollout creating issues

We have learned a lot from the first few months of global vaccine distribution.
Vaccines have now been approved in the major markets, efficacy is generally
better than we initially expected, and survey data show upward trends in
willingness to take vaccines. However, large manufacturing orders have
disappointed in term of follow-through for H1 delivery — particularly in Europe —
although our expectation is that these delays are mostly temporary. Meanwhile,
our baseline vaccine expectations do not incorporate the risk of vaccine-resistant
strains, but we are watching carefully for signsthat thistail risk affects efficacy.

Teething issues rolling out the vaccine have been common in these ealy stages, but countries that moved
earliest seem to show that challenges are partly temporary due to set-up issues, which makes the outlook for
H2 better in most countries. Nonetheless, some countries will struggle more than others, with key indicators for
success including: a digital, centralised health system; population density; supply predictability/domestic
supply; and red tape related to vaccine approvalsand vaccine infrastructure.

While we retain our estimate of 1.4bn effective inoculationsin the G20 by end 2021, the distribution of vaccne
success is highly disparate. Our expectations for US vaccne coverage have been boosted versus November
thanks to confimed approval, better than expected rollout early on, more vaccine orders under Biden, and
better efficacy given the reliance on Pfizer and Moderna. The UK has also moved quickly on vaccines, and we
continue to expect high effective inoculations by mid-2021. In the EU, we expect a kinked rollout — later
approval, and ealy manufacturing and rollout issues, will weigh on H1, but H2 is set up for a strong bounce
back as rolloutissue s improve and EU benefits from its massive stockpile of vaccine omders. Japan, Canada
and Australia are also setto have kinked rollout due to late approval, rollout and supply issues.

Where our vaccine expectations are more downbeatis in emerging markets. In China, we have revised down
our expectations for 2021 effective inoculations, because vaccination tamgets have been missed (authoities
had been hoping to hit 50m before the lunar new year, but only managed 30m), while reports of supply bottle-
necks and commitments to providing vaccines to other countries seem to be impacting manufacturing for the
domestic market. We've also revised down our expectations of the rest of the G20, because we expect the
challengesof access and vaccine rollout to be more extremein lessdeveloped markets.

Finally, an important known unknown is the emergence of new strains that may be vaccine resistant. For the
most par, thisis not reflected in our baseline vaccine projections, but it is a crudal risk which may lower the
efficacy of vaccinesand delay their delivery asnew formulationshave to be tested and manufactured.

Source: Aberdeen Standard Investments (February 2021)

Regional variation among major markets will lead to
uneveninoculation rates across DM and EM
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Projecting lockdown stringency

Lockdowns lifting over 2021, but residual measures to remain in place much longer

In addition to conditioning our macroeconomic forecasts on our
expectations for the path of the virus and vaccine rollout, forecasting
during the pandemic also requires us to think about the path of lockdown
stringency. We expect vaccine rollouts to lead to a decline in stringency
over 2021, but at different paces in difference economies, and with some
meaningful restrictionsin place for muchlonger.

One way to quantify lockdown is the Oxford Stringency Index (OSl), which aggregates school and
workplace dosures, limits on public gatherings, closure of public transport, stay at home orders,
restrictions on internal movement, international travel controls, and public information campaigns.
We’ve augmented the OSI to indude hospitality restrictions, and also take account of the proportion
of an economy covered by measures. We then forecast every element of lockdown in each of the
major economies over our forecast horizon. The result is a full path for lockdown stringency, which
forms an important conditioning factor for our macroeconomic forecasts.

A number of messages emerge from this exercise. First, we are expecting a substantial easing of
lockdown restrictions over 2021, amid vaccine rollout efforts. By the end of 2021, we think all the
major economies will have lited the toughest restrictions, such as school and shop dosures.
Moreover, vaccne coverage by the end of the year should be sufficient that the pausing of easing
overwinter 2021 that we previously envisagedisno longerin our projections.

Second, however, there is substantial regional divergence in the path of lockdown stringency. In
Europe, we are expecting tighter aggregate restricions during much of 2021-22, reflecting slower
vaccine rollout but also a more cautious approach to re-opening. In China and Australia, by contrast,
we are expecting the use of very regionally targeted restrictions, allowing the majority of the country
to enjoy much looser restrictions. In the UK, the re-opening roadmap presented by the governmentis
consistent with a fairly rapid easing in restrictions.

And third, even well into 2022 and 2023, we expect a residual layer of restrictions in parts of
everyday life. Some of these hawe litle to no measurable economic impact — things like continued
mask wearing, and ongoing public information campaigns. But one area of longdasting restriction
could be oninternational travel — with immunity passports, pre-travel Covid tests, and banson travel
from areas at high lisk of new vairiants sustained for the foreseeable future. This will remain a drag
on growth, particularly in those countries most dependent on the cross-border movement of people
related to travel, education and permanentmigration.

Source: Aberdeen Standard Investments (February 2021)

Stringency to be lifted at different paces, but ultimately

large declines across regions by end-2021

100 1 oxford Lockdown Stringency Index:
90 - 0 = no restriction; 100 = max restrictions
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United States
Too much of a good thing?

President Biden’s stimulus plans have kicked off a vigorous debate in
markets. The sticker price of the latest $1.9tn package, equating to around Fiscal policy to supercharge the recovery
9% of GDP, has prompted concerns that the US economy could be set to 115 -
overheat, unleashing asurgein inflation. Should we share these fears?

First, it is worth breaking down what we expect to pass, and what this means for the US recovery.
With Democrats going it alone in Congress through the recondiliation process, we now expect a 110
$1.5-1.9n Covid relief plan to pass in March, containing enhanced unemployment insurance,
additional stimulus checks, state and local government funding, and provision for a range of other

prioiites. Moreover, this bold plan is not expected to stand in the way of a long term green 105 -
infrastructure investment deal later this year, financed by higher taxes and increases in the deficit of /
between $500-$1000bn.

Parsing the impact of this stimulus requires a judgement on what the multiplier effect of this spending 100 -
will be through the economy. We have drawn heavily on CBO estimates for the impact of the 2020

CARES stimulus package here, which imply a moderate weighted multiplier of around 0.7 for the

latest effort. Nevertheless, this cautious assumption till pushes our growth forecast up to a robust, 95 -
and well above-consensus 6.6%y/y this year and 5% in 2022. And the risks seem to be tilted towards

even stronger growth should the multipliersfrom thisspending turn out to be higher.

This growth is clearly well above potential, and will quickly eat into spare capacity. Our modelling 90 ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! !
. . O O O O O O O O «H +Hd +d +d N N N
suggests the recovery will push unemployment rates to pre-crisis lows by the end of next year. o d d 4 d d d o o o o N o o o
However, while inflation is likely to bounce back strongly in 2021 driven by transitory effects, we are 8 8 8 8 8 8 8 8 8 8 8 8 8 8 8 8
less convinced that the rapid recovery will translate into aggressive price pressures as base effects o N 0 & d N O & d N O T oI N o
P Y % price P e Zie 2ie 2l 2ite 2o 2o e 2ite e 2l e Mo 2iNe i e die 2e:

fade. Certainly, the experience of the past decade tells us that it has been hard to generate inflation
at tamget, even when the cycle is well advanced, let alone the overshoot that the Fed is aiming for. — November forecast —— Jan update — Trend Feb forecast
We have therefore raised our inflation forecast to reflect the improved growth outiook, but only see

these sustainably hitting levelsconsistent with the Fed’stargetin 2023.

Admittedly, we could be too cautious here and it is possible that the combination of sustained 2018 2019 2020 2021 2022 2023
monetary and fiscal stimulus generates much stronger and more persistent inflation. However, in this o
case we think that the Fed would tighten policy and has the tools to prevent a damaging fise in GDP (%) 2.9 2.2 3.6 6.6 5.0 3.1
inflation. But absent this, we expect the Fed to move slowly on policy, delivering a tapering in its CPI (%) 2.4 1.8 1.2 2.3 2.1 2.3
asset purchasesin 2022, before hikingratesforthe first time towardsthe end of 2023.

Fed Funds (%) 2.4 1.6 0.1 0.1 0.1 0.35

Source: Haver, Aberdeen Standard Investments (February 2021)
*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsor results may differ materially.

v/
7 AberdeenStandard
Investments



China
Mind the gap

China has made an impressive recovery: itis one of only two G20 countries

to record positive (official) growth in 2020. A zero tolerance approach to
Covid has allowed the economy to achieve a large degree of normalisation,
but it continues to pay a cost: Q1 growth may slow, reflecting the
curtailment of travel around the lunar new year. China is well placed
amongst EMs to inoculate its population, but some gap remains with DMs —— APAC ex. Greater China exports
and asthese countries re-open, demand for Chinese goods may suffer. 350

China is particularly exposed to the outlook for global goods

Sbn —— Greater China exports

China ended 2020 on a very strong note, with activity continuing to be supported by a strong external
environment and evidence that servicesis also contiibuting to growth. 2020 Q4 GDP growth came in
above expectations at 6.5% y/y, up from 4.9% y/y in Q3. Official data therefore suggested that GDP
was back to — or in our own estimation slightly above — its pre-COVID trend path, reducing the risks
of long-lasting damage to potential output.

300 -~

Heading into Q1, growth will likely dip below trend once again, reflecting the hit to transport and 250 -

hotels as the ‘stay put’ policies led to travel around the lunar new year being 70% lower than nomal.
A faster resumption of manufacturing and construction should limit the impact, but on net we expect
official GDP growth to slowto +0.7 g/q, about 0.8pp lower than it would have been otherwise. 200 -

This sectoral shock should unwind over the following quarters; hence, it's unlikely to worry policy
makers too much. But at the margin it could lead to a slighty more supportive stance — the
authorities will want to ensure jobs and economic prospects appear rosy ahead of the 100 year 150
anniversary of the Chinese Communist Party in July.

Jan-14 Jan-16 Jan-18 Jan-20

*Greater China =China, Hong Kong and Taiwan; APAC trade data comprisedof: India,
Indonesia, Korea, Japan, Malaysia, Philippines, Singapore, Thailand, Vietnam and Australia.

The substantial loosening of US fiscal policy since November should push up on the level of Chinese
GDP by around 0.75%, but for China and emerging markets more broadly a key judgement is the
extent to which normalisation in the composition of consumption (goods vs. services) in developed
markets will reduce the impact from stronger growth. Assuming that the rotation to goods unwinds as

DMs lift restrictions, thissuggests that goodsconsumption may plateau, mutingthe boost via trade.

. o . . . o _ 2018 2019 2020 2021 2022 2023
Finally, China is ramping up vaccine production. But recent vaccination targets have been missed,
while reports of supply bote-necks (lack of vials) and commitments to providing vacdnes to other ASI GDP (%) 6.6 6.1 -1.7 9.3 6.8 6.1
counties also seem to be impacting manufactuiing for the domestic market. We now expect Chinese Official GDP (%) 6.7 5.9 21 9.8 7.2 6.1

herd immunity to be achievedin Q1 2022.
CPI1 (%) 2.1 2.9 24 1.3 2.3 2.5

Source: Haver, Refinitiv, Aberdeen Standard Investments (February 2021)
*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsorresults may differ materially.

v/
8 AberdeenStandard
Investments



Eurozone
Doubling dipping amid slow vaccine rollout

The Eurozone economy is in the midst of a double-dip recession, although
this looks less severe than we previously anticipated. A cyclical recovery Double-dip recession and then an incomplete recovery
should get underway from Q2 onwards, but slow vaccine rollout will 105 -
constrain the speed of the rebound. In the long-term, we still envisage

substantial lasting damage from the coronavirus crisis.
100 -

Recent activity data suggest that, while the Eurozone economy is back in contraction amid tighter
winter lockdowns, the drag has been less severe than we previously expected. Construction and
manufacturing output are still expanding, although the services sector is once again suffering deeply 95 -
from restrictionsto suppress the virus and will drag the economy into a double-dip recession.

Looking further ahead, the economy should recover from Q2 2021 onwards, as some restrictions are
eased amid lower case numbers and better weather. However, Europe’s stuttering start to vaccine 90 -
rollout — which, even if supply issues are sorted, will be held back by disparate healthcare systems
and worryingly low take-up willingness — will constrain the speed of the rebound phase. Moreover, in
the long-term, the Eurozone is likely to suffer among the largest long-term scarring effects of the 85 -
crisis, given the depth of the contractionand the psychological scarring of a renewed contraction.

Inflation, which turned negative to 2020, will be higher in 2021 amid both base effects and index re- 80 i i i i .
weighting issues. Energy and other base effects are a temporary driver, which will see headline o)) o - N ™

inflation peak above the ECB’s target by April-May time, and then fall back into year-end. Re- 8 S S S 8

weighting is more complicated, by probably also a temporary boost. The bottom line is that we don't :: :: :: S ﬁ

expect underlying inflation to robustly converge to target anytime soon. o o o o o

The upshot is that monetary policy will remain very supportive. The ECB’s current mantra is

“maintaining favourable financng conditions’, which means something like containing market February 2021 forecast = @ ----- Pre-crisis trend

stresses and strains and allowing credit to continue flowing to the real economy. In practice, it
probably means occasional tweaks to the run-rate of asset purchases within the existing envelope,
and no end to asset purchases ornegative-interest rateswithin our forecast horizon.

2018 2019 2020 2021 2022 2023

Finally, Eurozone fiscal policy will remain very loose in 2021 asthe fiscal rules are suspended, but a

debate is looming about the long-term future of the fiscal framework. The new Italian government ~ GDP (%) 1.9 1.3 -6.8 3.7 3.9 1.2
nder Mario Draghi may argue for refom of the framework, but the more likely option is to kick the

g 0 Zraghi may aigt work bu ety opfion s CPI (%) 1.8 1.2 0.3 1.4 0.9 1.1

issue into the long grassby extending the current suspension of the rules.
Depo rate (%) -0.40 -0.50 -0.50 -0.50 -0.50 -0.50

Source: Thomson Reuters Datastream, Aberdeen Standard Investments (February 2021)
*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsor results may differ materially.
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Japan . _ _
) Confidence needsto improve for the savings bubble to
Slow but steady vaccine progress ahead meaningfully unwind

115 - - 50
Japanese Covid infection rates have declined swiftly, despite a fairly “light” 110 - - 45
State of Emergency compared to the severity of global lockdowns. 105 - L 40
Nonetheless, we expect a contraction in Q1, and the subsequent recovery 100
path to be mired by the slower pace of vaccine rollout.

— - 35

95 4 - 30
Japan had secured more than enough vaccine contracts to cover the entire population. However, 90 - L 25
approval has been slow compared to the rest of the G7, and so far only one vaccne,
Pfizer/BioNtech, has been approved. In addition, there is a higher degree of vaccne scepticism 85 - - 20
compared to other countiies, with perhaps only 60% saying they would take a vaccine in Japan. We 80 . 15

assume that approvals, supply, and take up will all improve over the year. But owerall, vaccine 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
supply and demand dynamicssuggest only 30% of the adult population will be inoculated by June.

—— Real consumption activity index

The iniial government plan had been to vaccinate the entire population ahead of the Tokyo —— Consumer confidence index (all households, 50+ = better, R.H.Scale)
Olympics, the fate of which currently hangsin the balance. A decision needs to be made by the end
of March, and the IoC have said it will not be possible to postpone the Olympics a second time. This
is palitically very difficult for Piime Minister Suga, espedally considering the geopolitical backdrop,
with China holding the Winter Olympics a year from now. Even ifit is held pimarily as a TV event,
the economy will receive a limited boost from Olympic-related tourism and consumption. We expect
the economy to trough in March, and forthe recovery to be strongerin Q3 thanin Q2.

Longer term, we expect Japan to experience less permanent scarring than the average global
economy. The virus was much better contained early on, restrictions to mobility were less onerous,
and the labour market impact is limited with the unemployment rate unlikely to exceed 3.5%.
Furthermore precautionary savings surged to far greater levels than previous recessions, with r r r r r r r r r r
ememgency support cheques largely saved rather than spent last year. Admittedly, we expect 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
confidence and spending to remain lackiustre over 2021. However, even a partial unwind of these

excess savingsis likely to help fuel consumption growth. — Total household savings outstanding (4-qtr % change)

OO P N W~ O O
1

Inflation will be dominated by technical factors. The “Go To” campaign travel subsidy had placed 2018 2019 2020 2021 2022 2023
downward pressure on accommodation prices, and the temporary suspension of this will briefly
relieve this impact until the campaign is reinstated, most likely during Q2. Mobile phone tariff cuts GDP (%) 0.8 0.7 -4.9 3.1 2.3 1.5
are now expected to start in spring. These drivers are likely to counteract the rising oil price base
effect and we continue to expect deflation to be sustained throughout this year at least. The upshot CPI (%) 1.0 0.5 1.2 0.4 0.5 0.2
isthat target-consistent inflation remainsasdistant a prospect as everand with it BoJ normalisation.

Key rate (%) -0.1 -0.1 -0.1 -0.1 -0.1 -0.1
Source: Haver, Aberdeen Standard Investments (February 2021)
*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsorresults may differ materially.
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United Kingdom
A roadmap to recovery

The UK government has announced its roadmap for the lifting of lockdown

in England. The plan sees schools re-opening on the 8th March, followed by Lockdown seems to be biting much less hard this time
non-essential retail no earlier than 12th April, indoor hospitality no earlier

than 17th May, and then all remaining domestic restrictions will end no

earlier than 21st June. 70 1 = Composite PMI

These dates depend on progress across the government’s four criteria: 1) the successful deployment 60
of the vaccine; 2) evidence of the impact of the vaccine on health capacity; 3) risks to NHS capadity;

and 4) the risk posed by potential mutations. International travel is likely to be restricted longer, in

part to reduce the risk of mutations and vaccine escape. Overall, the announcements represent an 50
obvious base case for thinking about the path of restrictions from here, and should mean a
significant rebound in activity across Q2 and Q3 this year. Before then, the economy will suffer a
sharp contraction in Q1, but will avoid a technical recession after posting positive growth in Q4
amidst evidence thatlockdownsare hurting activity lessnow than they did last year.

40 ~

Furlough has been extended until March 2021,and it is likely it will be extended again at the 30 1

forthcoming Budget. While the risk of an extremely rapid turn to fiscal tightening in the name of
“embradng structural change” has diminished, we remain concerned about the medium temm outlook 20
for fiscal policy given that the Chancellor has signalled multiple times he is worried about long run
fiscal sustainability and is already signalling a desire to raise taxes. In light of the UK’s perennial

structural growth problem and outlookforvery lowinterest rates, thiswould be a mistake. 10 1
UK inflation will move sharply higher over the next few months, topping out above 2% in late
summer. Thisis due to the large fall in enemy prices at the onset of the pandemic and the impact of 0-
policies like the hospitality VAT cut and the Eat Out to Help Out Scheme dropping out of the annual Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb
comparison. After this mechanical spike, inflation is likely to turn sharply lower for much of the 20 20 20 20 20 20 20 20 20 20 20 20 21 21
second half of thisyear and into next year as weak underlying inflation — driven by spare capacity —
reasserts itself. In this context, monetary policy is likely to remain highly accommodative, although
negative interest rateshave been taken off the table asa policy option inthe short to mediumterm. 2018 2019 2020 2021 2022 2023
Our assessment that UK GDP will be around 5-7% smaller than it otherwise would have been by GDP (%) 1.2 1.4 9.9 53 57 21
2030 as a consequence of Brext is largely unchanged by the passing of the UK/EU trade deal.
Indeed to the extent that the deal facilitates further divergence over time, this is likely to push the CPI (%) 2.1 1.8 0.9 1.6 1.3 1.5
losses towards the top of thisrange, with the risk that the cost is even greater.

Bank rate (%) 0.75 0.75 0.1 0.1 0.1 0.1

Source: Bloomberg, Aberdeen Standard Investments (February 2021)
*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsor results may differ materially.
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Emerging Markets (ex-China)
Caught in the cross-currents

Differing exposure to the US and China, combined with variation in
domestic policy support and viral trends, looks set to drive divergence
across the EM landscape. The US outlook is considerably stronger, but the
spillover impact on EM may be muted as DM demand rotates towards
services.

Previous global recovery cycles have been supported by Chinese policy
easing, but this is unlikely to be the case this time around as China’s rapid
recovery results in a more neutral policy stance. Finally, a higher burden of
Covid cases and more constrained fiscal policy is setting Latin America
economies on a different path to those in Asia.

New strains of coronavirus and still elevated case numbers — particulady in LATAM — suggests that
restrictions will need to remain in place at a somewhat tighter level and for longer in EMs. Slower
vaccination drives continue to imply that major EMs will lag DMs by around 9-12 months in achieving
herd immunity. Lower income EMs are likely to lag even further behind, with many having not yet
secured enough vaccine dosesto inoculate theirwhole populations.

This suggests that the Covid-shock will last longer for EMs and ideally countries would adjust their
policy support accordingly. Moving into 2021 however, some countries are hitting constraintsin their
ability to provide further support, despite adverse viral trends remaining. Most Asian economies have
committed to maintaining an accommodative fiscal stance in 2021, but elsewhere most policy makers
are unwinding fiscal support. Central banks also face a more difficult set of trade-offs. Higher oil
prices and a recent surge in food prices will put some upward pressure on headline rates of inflation.
Moreover, the improved outiook in the US has pushed up US yields, which could act to curtaill EM
policy space.

For most EMs, core inflation rates remain below or consistent with their inflation targets and they
should be able to look through temporary commodity price effects. Moreover, substantial labour
market slack implies only modest underlying pricing pressures further out. But for some, such asthe
Brazilian Central Bank, more elevated rates of core inflation, fears that the fiscal framework is being
eroded and uncertainty about the domestic reform agenda (caused by the ousting of the head of
Petrobras) are driving expectationsof rate hikes.

Source: Haver, Refinitiv, Bloomberg Aberdeen Standard Investments (February 2021)

Fiscal policy set to become less supportive outside of EM

Asia
15 -

10 A

-10 -
-15 A

-20 -

South Korea
Philippines
Indonesia
Malaysia
Singapore
Hong Kong
India

China

Asia

Russia

Hungary
Czechia
Turkey
Poland
Mexico
Colombia
Chile
Brazil

South Africa

,_
9
>
3

EMEA |

Change in cyclically adjusted deficit, pp (ASIRI estimates)
m 2020 ® 2021

2018
2.4
6.8
12

2019
13
4.9
11

Russia GDP (%)
India GDP (%)
Brazil GDP (%)

2022
2.7
5.6
2.2

2023
1.2
7.5
2.4

2020
-3.1
-7.8
4.7

2021
15
12.9
3.3

*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual ev entsor results may differ materially.
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Australia, Canada, Sweden
Mixed fortunes in the fight against Covid

Australia, Canada and Sweden have had quite different Covid experiences.
In part this reflects different strategies for fighting the virus, with Sweden
taking a famously light-handed approach, while Australia has pursued
something closer to an eradication strategy. All will benefit from re-opening
in 2021, but monetary policy is set to remain highly accommodative.

Australia continues to stand out among the developed countries for its handling of the pandemic,
which has kept its per capita fatality rate 40 times smaller than the US. Although periodic lockdowns
are likely to continue, they will remain regional and short-lived. This, together with a vaccine drive set
to gather pace through the year, will faclitate solid, above-trend growth through the next two years.
The housing market is also springing back to life, but the country’s long road back to target-
consistentinflation should stop the RBA from lifting the cash rate during ourforecast horizon.

Tighter restrictions in early 2021 have helped curb Canada’s winter Covid wave, with new cases
down 70% from peak. However, PM Trudeau has warned thatitistoo early to relax restrictions given
new strains and vaccine shortages. While these disruptions will weigh on short tem activity, the
outlook from the spring looks brighter, helped by sustained fiscal support, ising commodity prices
and spillovers from booming US growth. This recovery is not expected to prompt a rethink at the
BoC, with Governor Mackiem promising to keep supportin place fora “considerable period”.

In Sweden, our 2021 GDP growth forecast has been lowered to 2.7% due to the containment
measures extended into 2021, which will continue to take a toll on the economy in the near term. But
we still expect vaccine roll-out to allow a greater normalisation of activity and rapid growth in H2
2021. The ciisis brought a major fiscal response thatis set to continue well into 2021, with a stimulus
of 2% of GDP. The Riksbank has launched a new round of QE, purchasing assets equal to 14% of
GDP, butwe do notexpectitto cutthe policy interest rate below itscurrent level of zero.

2018 2019 2020 2021 2022 2023
Australia GDP (%) 2.8 1.9 -3.0 4.5 3.2 1.9
Canada GDP (%) 2.0 1.5 5.4 4.9 4.5 2.8
Sweden GDP (%) 2.1 1.4 -3.0 2.7 3.0 2.4

Source: Haver, Aberdeen Standard Investments (February 2021)
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*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsor results may differ materially.
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The coming rotation in activity
Services spending to drive the recovery

An important features of the Covid recession, aswell as the early stages of
the recovery, was the rotation in consumption away from services and
towards goods. In the US, the jump in the goods share of total consumption
unwound all of the trend decline since the global financial crisis, while
similar patterns have been evident in most of the other large economies.

This rotation has had lamge effects to other sectors of the global economy dependent on goods
consumption, induding manufactuiing production, capital goods investment and international goods
trade. The reasons for this large spending rotation are obvious — social distancing has a much larger
effect on services demand than goods demand, while the pandemic itself has created new demand
for goods required to manage the pandemic, with the impacts amplified by fiscal stimulus
programmesthat have supported household incomes.

Our global growth forecasts are built on the assumption that the rollout of effective vaccines in the
largest economies will allow most social distancing measures to be progressively relaxed, and that
some of the forced savings that has occurred will be unwound. This sets the stage for a rapid
rebound in global services spending in particular over the next two years. But should we expect
services spending shares to return to the levels that prevailed before Covid? And what are the
consequencesforactivity in other sectorsthat were boosted by the boom in goodsspending?

We do not believe that there are compelling reasons to think that people’s underlying desire to spend
on services will be altered over the longer term. However, atleast some restrictions on parts of the
services sector are likely to remain in place for several years (international tourism for example),
while others (such as the volume of business travel and commuting-related services spending) may
be pemanently dampened as firms make greater use of virtual meeting and presentation
technologies. On the other hand, we expect the ciisis to lead to higher health and social care
spending overthe longerterm, above what wasalready implied by population aging.

All this implies that global spending on goods, and the components of activity closely tied to it, are
likely to slow relative to spending on services over the next few years. However, the strength of the
global rebound and size of household savings buffers, makes it unlikely that goods spending will
contract outright. Slower trend growth untl most of the spike in the goods share has been unwound
is likely to be the order of the day. This in turn will weigh on growth in the counties that have most
benefited from meeting stronger goods demand in the rest of the wordd. The main risk to this view for
a rotation back to services is vaccine escape forcing countiies to keep restrictions in place for
considerably longer. But at present we see this as a tail risk rather than a driver of our forecasts.

Source: Haver, Aberdeen Standard Investments (February 2021)
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Near-term inflation
A bumpy profile ahead...

The profile for global inflation will be volatile over the next year. A TEIEINE [P Sl (1@ 17 (712 85 s SEmiiE: SECHEr 1eepes

. : . T loball
Transitory drivers will push headline inflation to a peak by the early 9 y
summer in most economies, after which rates will likely trend back below 13 ] i gg
target. The second half of the year will also be characterised by shifts in 0'5 | i 2.6
relative prices, as the service sector reopens and relative goods demand 0'0 2'4
declines. Second-round effects are likely to be limited given the scale of _0'5 i I 2'2
output gapsand the anchoring of inflation expectations globally. 1.0 - L 20
Energy base effectswill be one of the main drivers of headline CPI thisyear. Though prices have -1.5 1 - 18
rallied 60% since October, following colder than predicted weather across many countries, supply -2.0 - - 1.6
cuts by Saudi Arabia, and strong manufacturing demand, prices doubled over May and June last -2.5 - 14
year. Energy base effects on headiine inflation should therefore peak by the end of Q2. Weather -3.0 4 - 1.2
also hit the production of maize, vegetable and palm oils during Q1. But traded food prices are -3.5 - L 1.0
often a poorguide to national foodinflation, asprice controlsmean passthrough can be modest. Jan 19 Apr 19 Jul19 Oct 19 Jan 20 Apr 20 Jul20 Oct 20
Base metals have also rallied sharply over the past few months, with copper prices breaching US PCE price indices %yly:
historic highs. Longer tem structural trends such as decarbonisation may keep copper prices Goods Durable goods Services (R H Scale)
elevated. However, metals prices mostly affect industry, with limited pass-through to consumer
price indices. Thisimpact may be reduced further as economies start to rotate away from goods to 4 -

service sector consumption aslockdownsare eased.

3 -
Inflation during the second half of the year and 2022 will be driven by reopening and the relative 2
shift in consumption patterns. In the US, the sharp increase in goods consumption is already 1 -
reflected in subcomponents of the PCE indices, where service sector prices have barely recovered ﬂ
0 T T T T S —— T |\

from the initial lockdown driven collapse, but durable goods prices jumped from deflation to

exceed 1%. This trend is likely to be reversed as restrictions lift. For example, in Taiwan, which -1 -

reopened much earlier thanks to successful virus containment, core inflation picked up alongside -2

the rise in services prices, but the chart suggests thistrend may have peaked already. 3 -

The scale of labour market slack and the transitory nature of base-effects driven price moves -4 A

should limit the extent to which all this feeds into household and comporate inflation expectations, -5 -

wage negotiations, and has second round effects on core inflation. Admittedly, the scale of US 2019- 2019- 2019- 2019- 2020- 2020- 2020- 2020- 2021-
fiscal stimulus and its potential inflationary impact has triggered much debate, but as we discussin Jan Apl’ Jul Oct Jan Apl’ Jul Oct Jan

the next slide, this merely reduces the probability of low inflation regimes transpiring and does

. L . .
little to trigger highinflation paradigms. Taiwan price indices %y/y:

— Services CPI —— Core CPI — Entertainment Expense
Source: Haver, Aberdeen Standard Investments(February 2021)
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Longer-term inflation

...but US fiscal fireworks bolster the inflation outlook

We can use our inflation paradigms framework to understand what the
impact of the swing towards further fiscal policy loosening in the US might
mean for long-term inflation dynamics. Through the prism of this approach,
we think that coordinated and sustained policy support reduces the risk of
very low inflation outcomes, but does not signal a greater possibility of the
very high inflation we would expect under fiscal dominance.

We havwe made a number of changes to the assumptions undetdining our long-term inflation
paradigms model in the wake of the shift towards looser policy in the US this year. The Biden
administration has shown a willingness to use fiscal policy as a much more aggressive countercydical
tool, which should work alongside supportive monetary policy settings to generate a stronger rebound
in the US economy and a sustained positive output gap from 2022 onwards. Incorporating this into
our model pushesthe probabilities for both the deflation, and lowinflation, scenarios noticeably lower
compared to our expectationswhen a split congressseemed likely.

The main beneficiary of this has been our ‘new normal’ scenario, which incomporates inflation at, or
slightly below central bank targets. The Fed has committed to a temporary overshoot in inflation, to
generate average inflation in line with its 2% target over the course of the business cycle. The
stronger growth and inflation profile created by fiscal stimulusshould make thiseasierto achieve.

The change in the political environment also implies a slightly higher likelihood of a rethink at the Fed.
Biden will have the opportunity to reshape the leadership of the FOMC in the eady part of his term
and could push for more progressive candidates, who might make more ambitious changes to the
policy framework than delivered under Powell. However, we do not think that these politics, or the
more aggressive fiscal stance, should be interpreted as a slide towards fiscal dominance, in which the
Fed’s independence is threatened and it is forces to accommodate persistently higher government
spending. Indeed, President Biden is likely to put less political pressure on the Fed than his
predecessor, who tried to appoint openly partisan candidatesto the Fed board.

Finally, we also think that the likelihood of a productivity rebound hasincreased slightly . Thisreflects
the benefit of strong short term growth and higher public infrastructure spending, which could unlock a
virtuous cycle of investment and innovation. This supply-side boost would help lower inflationary
pressures, allowing the economy to run stronger for longer. However, this also remains more of a tail
risk given longstanding disappointments in economy-wide productivity across both developed and
emerging markets.

Source: Haver, Aberdeen Standard Investments (February 2021)
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Monetary policy
Some like it hot

With US fiscal policy set to remain highly accommodative, investors have
started to anticipate a more rapid withdrawal of US monetary
accommodation. The response from the Fed has been to push back
strongly on these expectations, with Chair Powell signalling that that
tapering or tightening more generally is unlikely to start anytime soon.
Indeed, we do not expect Fed asset purchase tapering to begin until early
2022, and the first rate hike in late 2023.

The Fed’s new average inflation target should give it the flexibility to look through both the temporary
spike in inflation we expect over the next few months, aswell as above-trend growth in the economy
more broadly. In fact, precisely what an average inflation targeting framework requires is letting the
economy run hot for some period of time, to allow inflation to run above target to make up for
successive years of falling short of the inflation target previously. As such itis not surprising to see
Powell welcoming the prospect of running the economy hot, and discussing the potential benefits of
a tight labour market on labour supply and economic potential more generally. He has also
suggested — at least so far — that the Fed is relatively sanguine about the recent increase in long
rates, as thisrepresents the market pricing an improved economic outlook.

Rising yields is more problematic for other central banks, for whom much of the recent increase in
yields represents an exogenous tightening in financial conditions, rather than an endogenous pricing
of a better economic outiook. Indeed, the ECB has recently announced a new framework around
“‘maintaining favourable financing conditions’, rather than necessarily buying a particular quantity of
bonds via QE. Thisis in effect a yield and spread target, although institutional constraints within the
Eurozone mean thatit is difficult for the central bank to commit explicitly to yield targets. Comments
from Lagarde that the ECB is “closely monitoring” the recent increase in yields suggest that it is
prepared to shift policy and intervene in the market if it feels financial conditions are tightening for
reasons notwarranted by the underlying economic and inflation outlookwithinthe Eurozone.

In China, fears that the PBOC was positioning to tighten policy have largely abated as money market
rates fell back. We are expecting only a very gradual increase in its main policy rates, but the
authorities may use other levers to remove accommodation and refocus attention back on medium-
term financial stahility issues. The boundaries of fintech regulation — with ANT potentially becoming a
financial holding company — isarguably more pressing.

Source: Haver, Aberdeen Standard Investments (February 2021)

*Forecasts are offered as opinionand are not reflective of potential performance. Forecastsare not guaranteed and actual eventsor results may differ materially.
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Fiscal policy
Democrats to deliver shock and awe stimulus

One of the major criticisms of policymakers in the wake of the financial
crisis was that fiscal support was too timid and fleeting. Many governments
seem to have at least partly learned this lesson, taking advantage of fiscal
space to deliver large stimulus efforts last year, and broadly maintaining
this support for the time being at least. However, the new Biden
administration is using US fiscal policy even more aggressively, delivering
a further round of stimuluswhich should help supercharge the recovery.

Democrat wins in the Georgia Senate runoff races have given President Biden a unified Congress to
work with, and he is wasting litie time. A Covid relief plan costing between $1.5-1.9tn is moving
swiftly through Congress and comes hot on the heels of the $900bn package in December. This will
deliver an additional loosening in fiscal policy of neally 3% of GDP this year, on top of the 10% 2020
stimulus, and provide sustained support for the recovery. Moreover, we do not expect this to be the
final major piece of fiscal legislation from Biden’s administration — with a green tinted infrastructure
package expected to pass later this year. This will be only parly funded by tax hikes and add a
further stimulusof between $500-1000bn to the US economy - albeit spread over a number of years.

At present it looks unlikely that other developed markets will be as bold as the US. However, there
are few signs that policymakers are rushing to aggressively tighten palicy either. In the Eurozone, the
Stability and Growth Pact (SGP) remains de facto suspended, and governments are in large part
maintaining support, with deficits forecast to narrow only modestly. Further forward, It scems likely
that the SGP will remain suspended, creating space for a gradual tightening in policy asthe recovery
proceeds, but we will need to watch carefully for signs that political pressure is building for a faster
consolidation in deficits. In the UK the noise arund near tem policy tightening looks to have
receded, though the Chancellor's repeated concerns around fiscal sustainability suggest that these
could return soonerratherthan later, which could risk a premature withdrawal in support.

China’s fiscal support has been smaller than other major economies and there is already chatter
around scaling this back given a strong domestic recovery and concerns over debt burdens.
However, policymakers are expected to remain attentive to the risks of a slowdown. Elsewhere in EM
the picture is more mixed, espedally in those countiies with concerns over fiscal space. For example,
Brazil has attempted to reinstate its spending cap rule this year against the backdrop of a building
debt burden. However, political pressure to temper the huge tightening in fiscal policy implied is
already buildingasCovid cases surge again.

Source: (Haver, Aberdeen Standard Investments (Feb 2021)
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Economic scarring

Lasting GDP damage unavoidable for many economies

Even with a strong cyclical recovery over our forecast horizon, the
coronavirus crisis is likely to result in permanent damage to the trend path
of GDP in many economies. Balance sheet repair, labour market and ‘belief’
scarring, and policy errors are all channels for this long-term damage to
occur. Long-term damage is probably largest in economieswhere the initial
hit was deeper and the recovery has been slower, such as Europe, whereas
the US and China could see little if any permanent scarring.

There is a substantial literature on the lasting damage inflicted to economic output by financial crises.
No doubt there was a risk of the coronavirus crisis cascading into financial crisis at valous points,
but decisive central bank action has largely prevented that threat. Nor was the eve of this crisis
characterised by large macro imbalancesin the way that pre-financial crisisperiodsoften are.

However, none of this means that the global economy can necessarily avoid lasting damage. A
number of channels of long-tem damage are likely to operate this time around. Frst, a period of
balance sheet repair may stifie bank lending and business investment. Debt taken on by both firms
and sovereigns duling the crisis may have this effect well into the future. Loan guarantee schemes
could also contribute to the ‘zombification’ of the firm structure, weighing on productivity growth.

Second, ‘belief scarring’ as economic agents experience a traumatic event and reassess the
distribution of risks can increase desired saving and lower desired investment, weighing on long-term
output. Vaccines may limit belief scarring, but we think some damage is likely. Third, labour market
scarring can have hysteresis effects which live on well beyond a crisis. The huge increase in
unemployment in the US will have permanently broken labour market matches. By contrast, short-
time work schemes in Europe should limit long-term labour market damage.

Fourth, structural reform momentum can stall during a crisis, as governments have litie time for
anything but crisis fighting. The EU Recovery Fund, or the introduction of labour market support
schemes, suggest structural reform momentum has actually been positive this time around. But there
is till time for political deavages opened up by this crisisto be a headwind on economic output, with
support for furthertrade liberalisation likely to be an especially high profile casualty.

Finally, while monetary and fiscal policy have been deployed successfully so far, there remains
scope for policy error. Should the Eurozone fiscal rules be prematurely re-imposed, or central banks
fail to remainhighly accommodative, then lasting damage could be inflicted.

Source: Thomson ReutersDatastream, Aberdeen Standard Investments (February 2021)
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A subtle foreign policy regime shift under new US administration
Biden more conciliatory with allies, but challenges and tensions to persist

The tone of US foreign policy and trade relations is likely to be calmer and
more strategic under the new Biden administration than under his
predecessor. Overall, political multilateralism and the rules-based
international order should be bolstered in this environment. However, a
calmer approach does not necessarily mean a more generous or
conciliatory trade policy stance from the US, particularly vis-a-vis China.

Stepping back, the main foreign policy objectives of the major powers tend to be the: (1) protection
of the country and its citizens — both at home and abroad; (2) maintenance of access to resources
and markets — for consumers, businesses and the government itself; (3) promotion of the
country’s/regime’s values abroad; and (4) influencing the balance of powerin the world consistent
with (1); (2); and (3). Trade policy can be a powerful tool in achieving these objectives, but other key
policies include foreign direct investment, energy polices, military intervention and defence palicy;
and humanitarian action. We will trackthese policiesthrough the year for signsof growing tensions.

President Biden was partly elected on a “Build Back Better” mandate to boost US manufacturing and
jobs. While we do not expect any sudden tweets announcing tariffs, most US-China tariffs are likely
to remain in place, and non-tariff barriers will continue to rise. If anything, Biden cares more about
issues of human iights and transparency in China than did Trump, who was much more
transactional. Thiscouldyet open up a new front for conflict asBiden’sterm progresses.

Meanwhile, the EU looks set to forge it's own path with China in trade policy and engagement,
evidenced by its decision to sign the US-China investment deal just before Biden was inaugurated.
This may have diven a wedge between EU leader Von der Leyen and President Biden from the
outset. Admittedly, concerns about human rights abuses provide opporunities for western powers to
align in political messaging and possible sanctioning of China. COP26 at the end of the year might
also provide an opportunity to build a united front with China. But EU “strategic autonomy” means
that US and Europe may not alwaysbe perfectly aligned on these issues.

Post-Brexit, the UK’s approach to foreign policy will be fundamentally linked to it’s identity outside —
but still dosely linked to — the EU. There may be opportunities for the UK to align with the US on
China issues, while the UK has applied to join TPP to bolster its access to APAC markets, but the
likelihood of a substantive US-UK trade deal remains low under the Biden administration. A
sovereign UK enemy policy will be needed now that the UK has left the EU’s climate orbit; hosting
COP26 will allowthe UK an opportunity to set outitsnew climate stall.

Source: Aberdeen Standard Investments (February 2021)

A framework for understanding the incentivesin US
foreign policy in 2021

Defence
spending
Military

organisatig

FDI
Humanitarian aid
Covid suppor

20

v/
AberdeenStandard
Investments



As one referendum’s impactis felt, the threat of anotherloomsin the UK
Brexit effects starting to hit activity, while Scottish independence push accelerates

The Brexit deal - zero tariffs and zero quotas for goods, but essentially
zero provision for services - conformed to our long-standing base case.
However, key aspects of the deal — particularly on goods — have caused
more initial disruption to UK industry than was anticipated. Rather than
producing mainly ‘teething problems’, the early signs are that trade
disruptions are deep and enduring. Moreover, both sides appear to be
preparing for a competitive rather than cooperative relationship post-
Brexit. The Northern Ireland border will remain the main flashpoint,
particularly if security concerns were to escalate.

Our longstanding assessment that UK GDP will be around 5-7% smaller than it otherwise would
have been by 2030 as a consequence of Brexit is largely unchanged by the nature of the trade
deal. Indeed, to the extent that the deal facilitates further divergence over time, this is likely to
push the GDP losses towards the top of thisrange.

Admittedly, to the extent thatit was pure uncertainty about the risks of no deal that was causing
firmsto defer investment and householdsto postpone large economic transactions, then the deal
might help to unleash some pent up demand. But this deal does not foredose all future
uncertainty in the UK’s relationship with the EU. Moreover, there is growing anecdotal evidence of
trade frictions rendering certain businesses with low margins such as food exports unviable, and
thisislikely to be born outin official datain time.

Meanwhile, as the Conservative government continues to firefight the impacts of the last
referendum result, a fresh referendum challenge is brewing in Scotland. Calls for a second
Independence Referendum have been growing due to Brexit and now Covid, and are set to be
amplified by the upcoming Scottish Parliamentary electons on 6th May. If the SNP wins a
significant majoiity in these elections, the political backlash to Westminster striking down an
opportunity for Scotsto vote on the independence could be substantial.

This will raise the risk of court batles between Holyrood and Westminster, and even possibly
more extreme moves such as holding an illegal Scottish independence referendum. The latterisa
tail risk for now, but we do expect a significant political and legal battle to break out in the second
half of the yearifthe SNP winsthe Scottish election.

Source: Aberdeen Standard Investments, British Chamber of Commerce (February 2021)

The struggle is real: Brexitimpacts hitting UK exportersis a
warning sign for the future of UK trade relations with it’s
largest trading partner
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2021 willlay the groundwork for European political challengesto come
Political and policy decisions and debates this year will drive Eurosceptic risk later

With Brexit resolved, a Draghided Italian government in place, and the
European Recovery Fund about to start disbursing funds, 2021 should be
a quieter year for European political risk. However, it will be a crucial year
in laying the groundwork for political pressures to come —with important
elections in Germany, pre-campaigning ahead of 2022 elections in
France, and the beginning of a fractious debate on the EU fiscal rules.

The beginning of 2021 has seen some key political challenges resolved — for now. The UK-EU
trade deal came into force in January, freeing up some political capital in Brussels to focus on
progress elsewhere. Of course, while the initial deal is done, Brexit issues will rumble on as the
two sides reconcile a more competitive relationship with ongoing trade and political relations.

In Italy, a political feud resulted in Conte stepping down as Prime Minister and a new, unity
governmentled by Mario Draghi being formed. If anyone can bring stability and even some policy
progress to Italy, it should be Draghi. However, he will still need to navigate the fractured Italian
partisan environment and is rumoured to eyeing the Italian Presidency in early 2022. If Draghi
takes this role, it seems likely that either a new government is installed within twelve months or
snap elections are called. Current polling suggests that a right wing Eurosceptic coalitionis best
positioned to form a government, so Italian politicsisunlikely to be quiet forlong.

The big political question for Europe in 2021 is who replaces Merkel as German Chancellor. While
the new CDU Chair Armin Laschet would represent continuity of the Merkel approach, his main
rival CSU candidate Markus S6deris more conservative and occasionally uses Euroscepticism for
political point scoring. We are not worried that S6der would fundamentally challenge EU stability,
but he wouldn’t provide markets the same sense of stahility and continuity as Laschet. He also
seems likely to push a harder line on issues like risk sharing and fiscal union. Latest polls show
Laschet is ahead of Séder heading into leadership elections to be held around Easter. This will
tee up the Geman federal election in September, which we expect to produce a coalition of the
CDU-CSU and Green party.

In Brussels, the key issues will be ensuring smooth and effective mllout of the European
Recovery Fund, and beginning the challenging task of reviewing the European fiscal rules. Draghi
will be an important voice for Southern European interests in these talks, and will likely advocate
for much looser fiscal rules. However, root and branch reform of the fiscal architecture will be
challenging. All this matters for political risk, as post-crisis austerity was a key drver of
Euroscepticism overthe past decade.

Source: Aberdeen Standard Investments, Goldman Sachs(February 2021)

New leadership in Germany and Italy may prove crucial to
the outcome of the fiscal rules review, an underlying source
of Eurosceptic risk

% of GDP EC Deficit Forecasts versus Deficit Targets
2
O || | | — -
------------------------------------------------ m
> l je it
“““““““““““ | 1 L 3 LA e
-4 l .
| B
6 | l 8 l mmmm Cyclical Balance
8 l Structural Balance
¢ Total Balance
-10 .
----- 3% Deficit Treshold
e 1% MTO Treshold
-14

22

BEEQI>TTONDEYLST YT TFEII2TYXSID
£gLg
§82cd855<o0Scce8E80289c58858T® 3
ENnO2C8 > E3ULc=833c L8 CECSETSECDS
[72] o T I T}
S O O w o =] S o<iTO UOD_:‘Q—):OC§3E
m %) 0 T cx o = QLN m
o = J0O o) 3]
0 c =
Z9 3
N
3)
A 4
AberdeenStandard

Investments



Global Forecast Summary

GDP growth CPl inflation
2020 2021 2022 2023 2020 2021 2022 2023
Goba 41 57 46 38 32 sz s 3
DM -4.9 4.8 4.3 24 0.6 15 14 1.6
uS -3.5 6.6 5.0 3.1 1.2 2.3 2.1 2.3
UK -9.9 5.3 5.7 2.1 0.5 1.6 13 15
Japan -4.9 3.1 2.3 1.5 -0.3 -0.4 0.5 0.2
Eurozone -6.8 3.7 3.9 12 0.3 14 0.9 1.1
EM -3.4 6.3 4.8 4.8 5.1 4.5 4.3 4.2
Brazil -4.7 &8 2.2 24 3.2 5.0 3.2 3.3
Russia -3.1 1.5 2.7 1.2 3.4 4.5 3.0 3.0
India -7.8 12.9 5.6 7.5 6.6 4.1 4.5 4.3
China -1.7 9.3 6.8 6.1 2.4 13 2.3 2.5

Source: Aberdeen Standard Investments (February 2021)
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Disclaimer
Important Information

Investment involves risk. The value of investments, and the
income from them, can go dow n aswell as up and an investor
may get back less than the amount invested. Past
performance is not a guide to future results. Aberdeen
Standard Investments is a brand of the investment businesses
of Aberdeen Asset Management and Standard Life
Investments.

The information herein should not be considered an offer, or solicitation, to
deal in any funds. The information is provided on a general basis for
information purposes only, and is not to be relied on as advice, as it does
not take into account the investment objectives, financial situation or
particular needs of any specific investor. Any research or analysis used to
derive, or in reltion to, the infomation herein has been procured by
Aberdeen Asset Managers Limited and Standard Life Investments Limited
(together ‘Aberdeen Standard Investments’ (ASI)) for its own use, and may
hav e been acted on for its own purmpose. The Information herein, including
any opinions or forecasts have been obtained from or is based on sources
believe by ASI to be reliable, but ASI does not warrant the accuracy,
adequacy or completeness of the same, and expressly disclaims liability for
any errors or omissions. As such, any person acting upon or in reliance of
these materials does so entirely at his or her own risk. Any projections or
other forward-looking statements regarding future events or perfformance of
countries, markets or companies are not necessarily indicative of, and may
differ from, actual events or results. No warranty whatsoever is given and
no liability whatsoever is accepted by ASI or its affiliates, for any loss,
arising directly or indirectly, as a results of any action or omission made in
reliance of any information, opinion or projection made herein.

The inffomation herein shal not be disclosed, used or disseminated, in
whole or part, and shall not be reproduced, copied or made av aiable to
others. ASI resewves the right to make changes and comections to the
information, including any opinions or forecasts expressed herein at any
time, without notice. Please note that some of the investments referenced in
this publication are not authorised for distribution in all of those jurisdictions
in which we operate. For further information, please speak to your usual
contact or visit our website www.aberd eenstandard .com

GB-040920-128305-8

This contentis availablein the following countries/regionsand issued
by therespective entities detailed below:*
*(entities as at 1 January 2020)

Europe, Middle East and Africa

United Kingdom (UK): Aberdeen Asset Managers Limied, registered in
Scatland (SC108419) at 10 Queens Terrace, Aberdeen, AB10 1XL.
Standard Life Investments Limited registered in Scotland (SC123321) at 1
George Street, Edinburgh EH2 2LL. Both companies are authorised and
regulated in the UK by the Financial Conduct Authority. Austria, Cyprus,
Finland, France, Germany, Gibraltar, Greece, Iceland, Ireland, Italy,
Luxembourg, Malta, Netherlands, Portugal, and Sweden: Aberdeen
Asset Managers Limited, registered in Scotland (SC108419) at 10 Queen’s
Terrace, Aberdeen, AB10 1XL. Standard Life Investments Limited
registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL.
Both companies are authorised and regulated in the UK by the Financial
Conduct Authority. Switzerland: Aberdeen Standard Investments
(Switzerland) AG. Registered in Swizerland (CHE-114.943.983) at
Schweizergasse 14, 8001 Zirich. Abu Dhabi Global Market (‘ADGM”):
Aberdeen Asset Middle East Limited, 6th floor, Al Khatem Tower, Abu
Dhabi Global Market Square, Al Maryah Island, P.O. Box 764605, Abu
Dhabi, United Arab Emirates. Regulated by the ADGM Financial Services
Regulatory Authority. South Africa: Aberdeen Asset Managers Limited
(“AAML”). Registered in Scotland (SC108419) at 10 Queen’s Terrace,
Aberdeen, AB10 1XL. AAML holds a Category | financial sevices provider
(FSP) licence interms of the Financial Advisory and Intermediary Services
Act, 2002, (FAIS) under licence 43675.

Asia-Pacific

Australia and New Zedand: Aberdeen Standard Investments Australia
Limited ABN 59 002 123 364, AFSL No. 240263. In New Zealand to
wholesale investors only as defined in the Financial Markets Conduct Act
2013 (New Zealand). Hong Kong: Aberdeen Standard Investments (Hong
Kong) Limited. This document has not been reviewed by the Securities and
Futures Commission. Indonesia: PT Aberdeen Standard Investments
Indonesia, aninvestment manager license holder registered and supervised
by the Indonesia Financial Sewices Authorty (OJK). Japan: Aberdeen
Standard Investments (Japan) Limited Maaysia: Aberdeen Standard
Investments (Malaysia) Sdn Bhd, Company Number: 200501013266
(690313-D). The People’s Republic of China (“PRC”): Aberdeen
Standard Asset Management (Shanghai) Co., Ltd in the PRC only. Taiwan:
Aberdeen Standard Investments Taiwan Limited, which is operated
independently, 8F, No.101, Songren Rd., Taipei City, Taiwan Tel +886 2
87224500. Thailand: Aberdeen Standard Asset Management (Thailand)
Limited. Singapore: Aberdeen Standard Investments (Asia) Limited,
Registration Number 199105448E.

Americas

Brazil: Aberdeen Standard Investments is the marketing name in Brazil for
Aberdeen do Brasil Gestdo de Recursos Ltda. Aberdeen do Brasil Gestdo
de Recursos Ltda is an entity duly registered with the Comisséo de Valores
Mobiliarios (CVM) as an investment manager.Canada: Aberdeen Standard
Investments ("ASI”) is the marketing name in Canada for Aberdeen
Standad Investments (Canada) Limited, Aberdeen Standard Investments
Luxembourg S.A., Standard Life Investments Private Capital Ltd, SL Capital
Partners LLP, Standard Lfe Investments Limited, Standard Life
Investments  (Comporate Funds) Limited, and Aberdeen Capital
Management LLC. Aberdeen Standard Investments (Canada) Limited, is
registered as a Portfolio Manager and Exempt Market Dealer in all
provinces and teritories of Canada as wel as an Investment Fund
Manager in the provinces of Ontario, Quebec, and Newfoundland and
Labrador. United States: Aberdeen Standard Investmernts is the marketing
name for the folowing affiliated, registered investment advisers: Aberdeen
Standard Investments Inc., Aberdeen Asset Managers Ltd., Aberdeen
Standard Investments Australia Ltd., Aberdeen Standard Investments
(Asia) Ltd.,, Aberdeen Capital Management LLC, Aberdeen Standard
Investments ETFs Advisors LLC and Standard Life Investments (Corporate
Funds) Ltd.
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