Degrowth causes a market crash.
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In a more detailed analysis, we specifically evaluate the reaction of the stock market to the degrowth scenario and evaluate the implications for the broader economy. We ask ourselves a question: how would the stock market react to a scenario where the forecast for global GDP growth is a negative 2–3% +for a very long time, followed by flat growth indefinitely, as illustrated by ? Our approach (analysis) is based on a fundamentally-oriented investor's long-term view of stock market valuation. Specifically, we assume that a rational long-term investor would invest in the stock market if the expectation of the long-term rate of return is positive (and attractive compared to the risk-adjusted returns of other investment assets). Further, we assume that a rational fundamentally-oriented long term investor estimates the potential rate of return by calculating the intrinsic value of a stock (computing the present value of future cash flows) as the valuation theory suggests (), and comparing the intrinsic value to the market price. There are many variations of the fundamental stock market valuation models. For example, Gordon's constant dividend growth model () is the textbook valuation model, which assumes that the dividend growth rate is constant (positive), and thus, the stock price reflects: 1) the current dividend level; 2) the constant dividend growth rate; and 3) the cost of equity. The seminal study by  provides a great overview of several stock market valuation models, with assumptions of constant growth, excess growth, and variable growth of different types of cash flows (dividends, earnings, and free cash flows). Essentially, these different fundamental stock market valuation models have a common principle, that the stock market value is estimated as the present value of future cash flows (for example, earnings E), and the expected GDP growth rate is the key valuation input as a proxy of growth (g), while (k) represents the discount rate (the cost of equity or expected rate of return on equity), as illustrated in Eq. .(1)
We can demonstrate the application of this simple valuation model in Eq.  to estimate the price of the broad stock market index, the S&P 500, which includes the largest 500 companies in the U.S. In this applied example, an investor first finds the current combined earnings per share (EPS) for all companies included in the S&P 500 index, which is reported by analysts and generally available to the public. For the purpose of this example we assume the combined EPS for S&P 500 companies to be $100/share. Next, an investor has to determine the long-term growth rate of these earnings, which is a long-term GDP growth rate () estimated at around 3%. Next, an investor has to estimate the long term rate of return on the market (k), which historically has been around 9% ().
By imputing data E = 100, g = 0.03, and k = 0.09 into Eq. , the fundamental (intrinsic) value of the S&P 500 index is estimated at 1716. Next, we can evaluate how the degrowth scenario would affect the stock market valuation by substituting a positive 3% growth rate with a negative 3% rate, keeping the other variables constant. Thus, the present value of $100/share in earnings, assumed to be declining in value by 3% per year for a long period of time and still considering the 9% historical rate of return on stocks, would yield the fundamental value of the S&P 500 index at 808, or a 53% decline from the positive 3% GDP growth rate scenario. Further, by assuming that the current earnings sharply decrease from $100/share to $50/share due to a severe economic recession, the fundamental value of the S&P 500 declines to 404, which is a 76% stock market collapse from the positive 3% GDP growth rate scenario. This simulation only makes the point that the stock market's fundamental value would be significantly lower if faced by the degrowth scenario, simply based on the inputs into the fundamental stock market valuation model—negative growth rates and lower earnings cause significantly lower stock market values. As a result, investors would not have an incentive to provide capital to publically-held companies, and additionally, investors would have a good reason to liquidate their stock investments to protect their wealth. Given that the stock market is forward looking, any indication of the degrowth scenario would likely cause an immediate negative reaction by stock market investors, which in our opinion would cause the stock market to crash, well before any degrowth-causing policies are actually implemented.
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