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3The Debt Supercycle: Post War Economics

A Brief History of Capitalism: From the Pursuit of Happiness to Greed Is Good

Economic 

Theory

Policy 

Expressions 

& Events

Reflection in 

Society

Source: Andromeda Capital Management

Adam 

Smith

John M. Keynes Globalisation

Central Banks Masters of the Universe

Future of 

Capitalism

?

Milton 

Friedman

Alan Greenspan Yellen/Draghi/

Kuroda/Carney/

Powell/Lagarde

(Jackson Hole, 2005) 

“History has not dealt kindly 

with the aftermath of protracted 

periods of low risk premiums.”

“Capitalism is the 

astounding belief that the 

most wickedest of men 

will do the most 

wickedest of things for 

the greatest good of 

everyone.”

“A society that puts 

equality before freedom 

will get neither. A society 

that puts freedom before 

equality will get a high 

degree of both.”

- Universal Basic 

Income

- Bail-inable Debt

- “QE for the people”

- Protectionism

- Debt Cancellation

- Bitcoin/Cryptos

- E-Money

- Industrial 

Revolution

- Great 

Depression

- World War 2

- Bretton Woods

- Mixed economies/

Managed capitalism

- Stagflation

- Bretton Woods 

breaks down

- Freddie/Fannie

- Laissez-faire revival

- Ronald Reagan’s 

“trickle down”

- WTO founding

- Introduction of 

the Euro

- Greenspan 

put (moral 

hazard)

- Financial Crisis

- Saved by QE

- Market bubbles/

Inequality stress

- Covid

- Lockdowns

- Stimulus

- Inflation 

Thomas Jefferson
(U.S. Constitution, 1776)

“We hold these truths to be self-

evident, that all men are created 

equal, that they are endowed by 

their Creator with certain 

unalienable Rights, that among 

these are Life, Liberty and the 

pursuit of Happiness.”

Ayn Rand 
“I refuse to apologize for my ability –

I refuse to apologize for my success –

I refuse to apologize for my money. 

If this is evil, make the most of it.”

(Atlas Shrugged, 1957)

C.S. Carroll
(Alice in Wonderland, 1865)

“’tis love, ‘tis love that makes 

the world go round.”

Gordon Gekko

“Greed, 

for the 

lack of a 

better 

word, is 

good.”

(Wall Street, 1987)



4How Do We Know Whether the Economy Is Doing Well?

Gross Domestic Product (GDP)

Source: IMF, visualcapitalist.com. Data as of 2021. 

GDP is the market value of all final goods and services 

produced within a country in a given period of time.

• “GDP is the market value…”

o Production valued at market prices

• “… of all final goods and services…”

o Records the value of final, not intermediate, goods and 

services (the value of a tyre in a car is counted only once)

o Includes tangibles (food, semiconductors, cars) and 

intangibles (haircuts, housecleaning, car dealer’s services)

• “… produced…”

o Includes stuff produced now, not transactions involving 

goods produced in the past (second-hand sales excluded)

• “… within a country in a given period of time.”

o Measures the value of things produced within the borders 

of country in a specific interval of time (year or quarter)



5How Do We Know Whether the Economy Is Doing Well?

Inflation

Source: IMF, Pew Research Center, US BLS, Bloomberg, ONS. 

Inflation is the rate of increase in prices over a given period of time. Consumers’ cost of living depends on the prices of 

many goods and services and the share of each in the household budget. To measure the average consumer’s cost of living, government 

agencies conduct household surveys to identify a basket of commonly purchased items and track over time the cost of purchasing this 

basket. The cost of this basket at a given time expressed relative to a base year is the consumer price index (CPI), and the percentage 

change in the CPI over a certain period is consumer price inflation, the most widely used measure of inflation. 

US CPI Category Weights Bloomberg English Breakfast Index

Nov 2022 YoY Price Change %



6How Do We Know Whether the Economy Is Doing Well?

GDP and Inflation: Nominal vs Real GDP

Source: The New York Times

GDP is the market value of all final goods and 

services produced within a country in a given

period of time.

• Nominal GDP measures these values using current 

prices

• Real GDP measures these values using the prices 

of a base year

𝑅𝑒𝑎𝑙 𝐺𝐷𝑃 =
𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝐺𝐷𝑃

𝐺𝐷𝑃 𝐷𝑒𝑓𝑙𝑎𝑡𝑜𝑟

US Nominal and Real GDP vs Pre-pandemic Trend

Jan 2022 data



7How Do We Know Whether the Economy Is Doing Well?

Unemployment

Source: IMF, St. Louis Fed  

The unemployment rate is the percentage of the labour force that is looking for a job. The labour force is only a portion 

of the total population. The ratio of the labour force to the working-age population is called the labour force participation 

rate. 

Is The Phillips Curve Re-steepening?

US Inflation Gap vs Ratio of Vacancies to Unemployed



8The Business Cycle

Expansion and Recession

Source: FRED, Business Yield.



9How Are GDP Growth, Inflation and Unemployment Related?

The AD-AS Model

Real GDP

Price Level

Aggregate 

demand (AD)

Short-run 

aggregate supply 

(SRAS)

Long-run 

aggregate supply 

(LRAS)
• Aggregate demand is the total demand for goods and 

services in an economy at any given price level in a 

given period

o Aggregate Demand (AD) = 

Consumption (C) + 

Investment (I) + 

Government Spending (G) + 

Export (X) – Import (M)

• Aggregate supply is the total amount of goods and 

services available in an economy at a given price level 

in a given period

o Short-run aggregate supply (SRAS): Quantity 

supplied increases as prices rise

o Long-run aggregate supply (LRAS): Fixed 

value; shift in LRAS requires changes in factors of 

production



10How Are GDP Growth, Inflation and Unemployment Related?

The AD-AS Model

Real GDP

Price Level LRAS

SRAS

AD0AD1

Y0Y1

P0

P1

E0

E1

Recessionary Gap
AD and AS intersect at a short-run equilibrium 

below potential GDP

Real GDP

Price Level LRAS

SRAS

AD0

AD1

Y0 Y1

P0

P1

E0

E1

Inflationary Gap
Short-run equilibrium is above potential GDP, 

putting upward pressure on prices

Real GDP

Price Level

SRAS0

AD0

Y0Y1

P0

P1

E0

E1

Stagflation
High inflation, slow economic growth and high 

unemployment as AS contracts

SRAS1



11Covid Shocks Explained in the AD-AS Framework

Shocks to Supply/Demand and Support Measures to Sustain Demand

Source: Dominique Strauss-Kahn (2020), Atlantic Council



12What Governments Do

Budget Deficits for US and UK 1700-2021

Source: Andromeda Capital Management, Bank of England, FRED, "The U.S. Deficit/Debt Problem: A Longer-Run Perspective“, Federal Reserve Bank of St. Louis Review, November/December 2012.

Covid

GFC

The Great 

Depression 

(1930s)

WW2 (1939-45)

American Civil 

War (1861-65)

Second 

Boer War 

(1899-1902)

WW1 

(1914-18)

Crimean War 

(1853-56)

Slavery 

Abolition 

Act (1833)

Napoleonic 

Wars (1803-15)

War of the 

First Coalition 

(1792-97)

American 

Revolution 

(1775-83)

Seven Years’ 

War (1756-63)

War of 

Austrian 

Succession 

(1740-48)
War of 

Spanish 

Succession 

(1701-14)



13What Governments Do

Government and GDP

Real GDP

Price Level

AD0

SRAS0

LRAS0

1. Stabilise GDP around its normal trend

• Covid stimulus

o Direct cash payout

o Furlough scheme

o Debt moratoriums

• Energy crisis:

o Fuel subsidies

o Retail/wholesale price caps

2. Boost long-run potential GDP growth

• Infrastructure plans

• Subsidies for R&D

• Funding for education

LRAS1

Boost 

long-run 

potential 

output

Cushion 

economic 

shocks

AD2AD1



14More Government Spending, More Growth

What’s the Catch?

Source: IMF Italy 2022 Article IV Consultation Staff Report.



2. MONETARY POLICY AND CENTRAL BANKS



16What Is Money?

The Use of Money and Its Evolution

The functions of money:

• Medium of exchange for buying things

• Unit of account for pricing

• Store of value for saving

Commodity Money

An object made of 

something that had a 

market value, such as 

seashells or gold coins

Representative Money

Banknotes that could be 

swapped against a 

certain amount of gold 

or silver

Fiat Money

Money that is declared 

legal tender and issued 

by a central bank, which 

cannot be converted 

into, for example, a 

fixed weight of gold

Digital Money

• Broad: money existing 

in an electronic form

• Narrow: virtual 

currency operating 

with a decentralized 

authority

Source: Andromeda Capital Management, ECB



17How Much Money Is There?

Different Types of Monetary Aggregates

Source: Andromeda Capital Management, ECB

M3: €16.1tn 

M2: €15.3tn 

M1: €11.3tn 

M0: €1.5tn 

Eurozone Aggregate, Dec 2022

M0: Notes and coins in circulation

M1: The sum of currency in circulation and 

overnight deposits

M2: The sum of M1, deposits with an agreed 

maturity of up to two years, and deposits 

redeemable at notice of up to three months

M3: The sum of M2, repurchase agreements, 

money market fund shares/units and debt securities 

with a maturity of up to two years



18Money Creation in the 21st Century

Banks Issue Loans to Firms, Firms Make Deposits, and Banks Create More Money

Source: Bank of England



19Fractional Reserve Banking

The Money Multiplier

𝑀𝑜𝑛𝑒𝑦 𝑀𝑢𝑙𝑡𝑖𝑝𝑙𝑖𝑒𝑟 =
1

𝑅𝑒𝑞𝑢𝑖𝑟𝑒𝑑 𝑅𝑒𝑠𝑒𝑟𝑣𝑒 𝑅𝑎𝑡𝑖𝑜

Deposit 

$100

Reserve $10 

(10%)

Central Bank

Commercial Bank

Lend 

$90

Deposit 

$90

Reserve $9 

(10%)

Commercial Bank

Central Bank

Lend 

$81

Deposit 

$81

Reserve $8.1 

(10%)

Commercial Bank

Central Bank

…



20Monetary Policy and Central Banking

The Keynesian IS-LM Model

Central banks use monetary policy to manage economic fluctuations and achieve price stability, which means that 

inflation is low and stable. Central banks conduct monetary policy by adjusting the supply of money. 

Source: IMF

Total output

Interest rate, % LM0 LM1

Increase 

Money 

Supply 

IS0

IS1

Old 

Equilibrium

New Equilibrium

Negative 

Shock

The IS Curve:

• IS stands for “investment-savings”

• The curve shows the set of interest rates and output 

levels at which total investment (I) equals total 

savings (S)

The LM Curve:

• LM stands for “liquidity preference-money supply”

• The curve shows the set of interest rates and output 

levels at which money supply (M) equals 

money/liquidity (L) demand

Equilibrium

• The intersection of the IS and LM curves represent 

the set of interest rates and output levels that balance 

both the real economy and the money markets



21Monetary Policy and Central Banking

The Keynesian IS-LM Model: Fiscal Policy vs Monetary Policy

Total output

Interest rate, % LM0

IS1

IS0

Fiscal Expansion

E0

E1

I/r1

I/r0

Y0 Y1 Total output

Interest rate, % LM0

IS0

IS1

Fiscal Contraction

E1

E0

I/r0

I/r1

Y1 Y0



22Monetary Policy and Central Banking

The Keynesian IS-LM Model: Fiscal Policy vs Monetary Policy

Total output

Interest rate, % LM0

IS0

Monetary Expansion

E0

E1

I/r0

I/r1

Y0 Y1

Monetary Contraction

LM1

Total output

Interest rate, % LM1

IS0

E1

E0

I/r1

I/r0

Y1 Y0

LM0



23Central Bank Mandate

Rising Popularity of Inflation Targeting as a Monetary Policy Framework

Source: IMF Working Paper No. 2022/227

A key role of central banks is to conduct monetary policy 

to achieve price stability (low and stable inflation) and 

to help manage economic fluctuations. 

Country Adoption Date Inflation Target, %

New Zealand 1990 1-3

Canada 1991 2 (+/-1)

UK 1992 2 (+/-1)

Australia 1993 2-3

Poland 1998 2.5 (+/-1)

Brazil 1999 4.5 (+/-2)

Eurozone 1999 2

South Africa 2000 3-6

Mexico 2001 3 (+/-1)

US 2012 2



24Central Banks’ Tool Kit: Interest Rate Setting

Taylor’s Rule

Source: Taylor (1993), Atlanta Fed



25Monetary Policy Transmission Mechanism

How Policy Rates Affect Output and Prices

Policy 

Rate

Market Rates

Asset Prices

Expectations

Exchange Rate

Domestic 

Demand

External 

Demand

Aggregate 

Demand

Inflation

Import Prices

Lending rates ↓

Investments/consumption ↑ 

Discount rates ↓

Asset prices ↑ 

Wealth Effect ↑ 

Consumption ↑ 

Signaling effects ↑ 

Business/Consumer  

Confidence ↑

Investments/consumption ↑ 

FX ↓ 

Net exports ↑ 

FX ↓ 

Import prices ↑ 



26Monetary Policy and the Banking System

Europe Relies on Banks for Credit Intermediation

Share of Credit to the Private Non-financial Sector

Source: Andromeda Capital Management, BIS (Q2 2022).
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27Impaired Monetary Policy Transmission Channels

Public and Private Debt Overhangs

Total Non-financial Debt by Segment of the Economy, % GDP 
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28Impaired Monetary Policy Transmission Channels

Debt Overhangs Have Only Declined Where Capital Markets Allowed Defaults

Source: Andromeda Capital Management, BIS, Moody’s, ECB, Fed, Fannie Mae, Freddie Mac.
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29Monetary Policy and the Banking System

But Banks Are Too Large...

Bank Asset Size/GDP

Source: Andromeda Capital Management, ECB, FED, BoE, Bloomberg
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30Monetary Policy and the Banking System

... And Overcomplex

Source: Andromeda Capital Management, Bloomberg
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3.07%
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0.47%

Santander
0.11%
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0.48%

State Street

0.52%

Bankinter

0.45%
2.77%

UBS

0.51%

2.95%

Natixis AM

0.35%

0.22%

AXA
0.41%

0.98%

0.74%
0.99%

BBVA

0.28%

Caixabank

Telefonica

4.99%

0.13%

4.49%

0.22%

Commerzbank

Germany

0.14%

15.6%

1.19%

1.23%

0.14%

CRH

3.69%

UniCredit

Allianz

0.12%

3.60%

BlackRock
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2.34%

Generali
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31Unconvential Monetary Policy: Quantitative Easing 

When Interest Rates Are at Their Effective Lower Bound

Source: Bank of England



32Monetary Policy Transmission Mechanism

How QE Affect Output and Prices

Central Bank 

Asset 

Purchases

Money Supply

Asset Prices

Expectations

Central Bank 

Balance Sheet Size

Domestic 

Demand

External 

Demand

Aggregate 

Demand

Inflation

Import Prices

Bank lending ↑, lending rates ↓

Investments/consumption ↑ 

Discount rates ↓

Asset prices ↑ 

Wealth Effect ↑ 

Consumption ↑ 

Signaling effects ↑ 

Business/Consumer  Confidence ↑

Investments/consumption ↑ 

FX ↓ 

Net exports ↑ 

FX ↓ 

Import prices ↑ 

Exchange 

Rate



33Credit Expansion and Banking Crisis

A Case Study of Ireland

Source: BIS

Rapid Credit Expansion Driven by a Housing Boom



34Credit Expansion and Banking Crisis

A Case Study of Ireland

Aggressive Lending Led to a Built-up of Financial Stability Risks

Source: BIS



35Credit Expansion and Banking Crisis

A Case Study of Ireland

Bank Recapitalisation Costs Retail Banks’ NPL Ratio and Milestones in NPL Resolution

Source: BIS



36Banking Crisis and Too Big to Fail

Bank Capital Structure

Assets

Senior Secured 

Debt

Liabilities

Term Deposits

Senior Debt

Subordinated 

Debt

Equity

Higher Ranking

Lower Ranking

Losses start to hit



37Tackling Too Big to Fail: The Basel Reform

Bail-in-able Capital Buffers 

Source: IMF

Comparison of Basel II and Basel III Capital Requirements



38Tackling Too Big to Fail: The Basel Reform

Impact of the Basel III Reforms on Banks’ Capital Ratios

Source: BIS, Basel Committee on Banking Supervision.

Bank Capital Ratio Evolution



3. THE DEBT SUPERCYCLE AND QE INFINITY



40The Debt Supercycle

From Fiat Money to Fiat Credit

Source: Andromeda Capital Management, BIS.
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41The QE Infinity Trap

Interest Rates Were at All-time Low

Source: Bank of England Staff Working Paper No. 845 “Eight centuries of global real interest rates, R-G, and the ‘ suprasecular ’ decline, 1311 2018”

454 personal/non-marketable loans to sovereigns, 1310-1946, and U.S. savings Bonds – plus resulting real rate trend



42The QE Infinity Trap

Central Bank Balance Sheets, % GDP

Source: Andromeda Capital Management, Bloomberg
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43The QE Infinity Trap

Where Are We in the Cycle

Source: Andromeda Capital Management

QE

Tail risk 
reduction

Asset boost

Confidence 
boost

Collateral 

effects

Demand

Supply

Markets

Pension deficits

Resource 
misallocation

Corporate 
inequality

Incentives for 
consolidation

Asset bubbles

Wealth 
distribution

Passive 
investing

Higher 
inequality

Higher 
savings

Monopolistic 

behaviour

Financial 

fragility

Lower 

potential 

growth

Reforms + 

Fiscal policy
Stagnant 

demand

Lower 

productivity

Boom/Bust 

cycles

More monetary 
stimulus

Negative real yields

Populism

Protectionism
Fiscal 

stimulus

Geopolitical 

risks

Trade Wars
Financial 

repression

Military 

conflicts



44The QE Infinity Trap

NIRP: Theory vs Practice (Adaptive Expectations)

Source: Andromeda Capital Management
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45The QE Infinity Trap

Loan Demand vs Supply with Demand Shocks and Supply Constraints

Source: Andromeda Capital Management

Theory Practice

D0

S0

S1

L1L0

i/r1

i/r0

Loan Volume

Interest rate, %

D0

S0

S1

L1L0

i/r1

i/r0

Loan Volume

Interest rate, %

D1

L2

i/r2



46The QE Infinity Trap

IS-LM in QE Infinity

Source: Andromeda Capital Management
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monetary 

transmission

QE Infinity



47The QE Infinity Trap

The Financial Cycle: No Machine of Perpetual Motion

Source: Aldasoro et al., Global and domestic financial cycles: variation on a theme, BIS Working Papers No 864, 11 May 2020, Drehmann et al (2012), Laeven and Valencia (2018)

Financial Cycles and Crises Are Becoming Longer and Deeper



48The QE Infinity Trap

Payback Time – Prepare to Pay for QE

Source: Andromeda Capital Management



4. COLLATERAL EFFECTS OF QE



50Secular Stagnation

Productivity Growth Has Hit a Wall

Source: Andromeda Capital Management, The Conference Board

Growth of Labor Productivity per Hour Worked, 5-Year Moving Average
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51Secular Stagnation

US Corporate and Personal Marginal Tax Rates for the Highest Buckets

US Corporate Tax Rate: Top Bracket US Personal Income Tax: Top Bracket

Source: Andromeda Capital Management, FRED, Internal Revenue Service



52Secular Stagnation

Market Concentration and Monopolistic Behaviour

Source: US Census Bureau, The Economist



53Secular Stagnation

Market Concentration and Growth by Industry

Source: The Hamilton Project, Author et al. 2017. Note: Market concentration refers to the Herfindahl Hirschman Index (HHI; sales). After defining the boundaries of a market and calculating each firm’s share (e.g. of total sales), HHI is calculated by 

summing the squared market shares of all firms, then multiplying the sum by10,000. HHI growth is for the date range available (1982 2012 for all series except Utilities and Finance). The dashed line indicates the threshold market concentration 

established by the US department of Justice and Federal Trade Commission’s Horizontal Merger Guidelines above which a proposed merger would trigger enhanced scrutiny.



54Secular Stagnation

US Market Concentration by Firm and Industry

Source: The Hamilton Project, comScore 2018a, 2018b (search engines and smartphones), FierceWireless 2018 (wireless carriers), DHL 2018 (delivery services), Informity 2018 (Pay TV), MarketingCharts 2016 (social media), Bureau of 

Transportation Statistics 2018a (airlines). Note: Social media shows the share of all visits, smartphones and wireless carriers show the share of subscribers, airlines show the share of domestic revenue passenger miles. Data for social media are for 

November 2016, data for search engines, wireless carriers, and pay TV are for December 2017, data for delivery services are for 2017 for both North and South America , data for smartphones and airlines are for January 2018. The delivery firm TNT 

is a subsidiary of FedEx



55Secular Stagnation

The Relationship Between M&A Volume and Interest Rates

US: M&A Volume vs Fed Funds Rate Europe: M&A Volume vs ECB Main Refinancing Rate 

Source: Andromeda Capital Management, Bloomberg
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56Secular Stagnation

Higher Concentration and Monopolistic Behaviour – Tech Industry

Source: The Motley Fool, SEO by the Sea



57Secular Stagnation

Higher Concentration and Monopolistic Behaviour – Cable Industry

Source: The Wall Street Journal



58Secular Stagnation

Higher Concentration and Monopolistic Behaviour – Financial Sector

Source: Federal Reserve, GAO



59Secular Stagnation

Income Inequality – The Elephant in the Room

Source: The World Bank (Dec 2013).
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60Secular Stagnation

Excess Credit + Easy Monetary Policy = Rising Inequality

Corporate Profits Have Risen, Not Wages

US Corporate Profit and Wages, as % of GDP

The Top 1%: An Increasing Share of Total Income

% of Total Income for the Top 1% of Earners

Source: Andromeda Capital Management, FRED, World Wealth and Income Database



61Secular Stagnation

A Saving Glut of the Rich Financed by the Non-rich

Source: Atif Mian, Ludwig Straub, and Amir Sufi. 2021. “The Saving Glut of the Rich”

Saving Across the Distribution



62Secular Stagnation

Inequality to Keep Rising, Lowering Growth Potential

Source: Andromeda Capital Management, Lukasz Rachel and Thomas Smith, Secular Drivers of the Global Real Interest Rate, Bank of England Working Paper No. 571, December 2015
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63Secular Stagnation

Inequality and the Politics of Rage

Source: Andromeda Capital Management, the National Association of Community Health Centers , UK Government, Bloomberg, Eurostat, ECB, World Wealth and Income Debate. * Cylus , J., Papanicolas I., An analysis of perceived access to health 

care in Europe: How universal is universal coverage? coverage?, Health Policy 119 (2015), July 2015; Cobb, J., Lin, K., Gabriel, P., Growing Apart: The Changing Firm Size Wage Effect and Its Inequality Consequences , 27 May 2016

Inequality

Homeownership

Health

Wages/Income

Corporates

Education

Age

Wealth/Assets

UK homeownership rate: 73% in 2008 vs 

65% now; 35% for people aged 25-34 vs 

69% for 65-74

- 20-33% of students at Harvard, Princeton or Yale, had parents 

who attended the same college

- 0.8% Oxbridge graduates are 75% of Senior Judges and 38% 

of Lords in the UK

- The poor are 5 times more likely 

than the wealthy to have access 

barriers to health care across 

Europe*

- In the US, almost a fifth of 

children under 17 years live in 

poverty

- 3.7mn of children are living in 

poverty in the UK

The top 1% income earners 

account for 9% of total income in 

France, 13% in the UK and 13% 

in Germany

The top 1% households 

own 20% of total personal 

wealth in the UK, 22% in 

France and 37% in the US

Median value of owned 

financial assets in Euro 

Area: €5k for people aged 

below 35 vs €18k for 55-64 

An employee of a company with >500 

employees could typically earn 30-

50% more than someone doing the 

same at a 25-person company

Technology Globalisation QE/Monetary Policy

Wealth effects favouring asset ownersAutomation, sharing economy, 

wage polarisation
Outsourcing of 

manufacturing jobs

Politics



64The Rise of Populism

The Populist Playbook

Source: Andromeda Capital Management

1. Dream

2. Enemy

3. Policies

Results

UK/Brexit US/Trump
Italy/5S, NL & 

Fdl

Economic £350mn a week Revive manufacturing Jobs

Political Take back control MAGA Contract with Italians

Foreign Europe Mexico, China, NK EU/ECB

Domestic Immigration Immigration Immigration

Militarism Spain/Gibraltar/Russia Defence spending Police spending

Nationalism Tax haven Wall, Buy American UBI

Protectionism Tariffs Tariffs Flat tax

Large deficits

Resource misallocation

Rising public debt

Financial Repression

(Inflation, Taxes & War)



5. THE PANDEMIC SHOCK



66The Pandemic Shock

Lockdowns Led to Sharp Drops in Activities and Subsequent Rebounds

Source: Andromeda Capital Management, Google Mobility, IMF WEO, Eurocontrol, TSA. *Using TSA Passenger Number for the US.

2020 GDP Growth vs Google Mobility Drops Flights as % of 2019, 7DMA*



67Fiscal Policy to the Rescue

The Biden Administration: Covid-19 Relief and Fiscal Stimulus Proposals

Source: Congressional Budget Office, Joint Committee on Taxation, Treasury, GS Global Investment Research



68The Return of Inflation

Inflation Drivers: Transitory vs Persistent

Source: Andromeda Capital Management, FRED, Bloomberg, Atlanta Fed Wage Tracker
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69The Return of Inflation

The Bottom 50% of Americans Are Building Wealth

Source: FRED



70The Return of Inflation

The End of the Great Moderation

Source: Andromeda Capital Management, FRED. *Inflationary periods are defined as periods with rising inflation reaching above 5% YoY.
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71When Inflation Is High

It Becomes a Coordinating Device to Set All Price

Source: Andromeda Capital Management, ECB quarterly staff projections since 2012.



6. POLICY RESPONSES: 

THE GOOD, THE BAD AND THE UGLY



73The Good: Productivity-Enhancing Spending

Fiscal US: Biden’s Infrastructure Bill

Source: The Brookings Institution, Bipartisan Infrastructure Investment and Jobs Act Summary

Topline Above-baseline Spending in The Infrastructure Investment and Jobs Act 2021 (IIJA)



74The Good: Productivity-Enhancing Spending

Fiscal US: Biden’s Infrastructure Bill

Source: Brookings analysis of Office of Management and Budget Data

Projected Federal Infrastructure Spending (Nominal), as a Share of GDP, 1950-2026



75The Good: Productivity-Enhancing Spending

Next Generation EU Recovery Fund Composition

Source: Bruegel.



76The Bad: Unsustainable Deficit-Financed Spending

Italy 2023 Budget Law: Pension Reform to Increase Retirement Age Flexibility

Source: Goldman Sachs Global Investment Research, Haver, Italian Ministry of Finance, Eurostat, Ufficio Parlamentare di Bilancio, European Commission

Retirement Flexibility with Aging Population: A Risky Combination



77The Ugly: Nationalism and Isolationism

Brexit: The Price of Sovereignty?

Source:  The Overshoot, Office for National Statistics, Matthew Klein’s calculations



78The Ugly: Nationalism and Isolationism

The Big Bust

Source:  The Overshoot, Bank of England, Matthew Klein’s calculations



79The Ugly: Nationalism and Isolationism

BoE: Deeper into Policy Errors

Source: Andromeda Capital Management, Bloomberg, Asda Income Tracker, Centre for Economics and Business Research ltd

Stuck in Negative Real Rates UK Households Face Sharp Income Squeeze
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7. THE NEW INVESTMENT ENVIRONMENT



81The Anti-Goldilocks Era

Regime Change Across Macro, Policy and Geopolitics

Source: Andromeda Capital Management.

(    )Regime Change

1. Macro

2. Policy

3. Geopolitics

• Credit and macro cycles

• External events: Covid

• Long-term debt cycles

• Central bank reaction functions

• Fiscal policy shifts

• Sector-specific investment

• Government regime change

• Trade policy

• Foreign policy

Change Countries

Transform Industries

Disrupt Capital Structures



82Hard Landing or Soft Landing?

Soft Landings: Smaller, Shorter, and More Front-Loaded Rate Hikes

Source: Andromeda Capital Management, BIS July 2022 Bulletin. Front-loading measured as the percentage of the overall hike that happens within the first two quarters of the tightening cycle.
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83QE Distorts Bond Markets

Negative-yielding Debt as % of Total Market Value

Source: Andromeda Capital Management, Bloomberg
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84Market Fragility Has Increased

Volatility Pre and Post QE

Source: Andromeda Capital Management, Bloomberg
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85The New Investment Environment

Equity-Bond Correlation: Back to Long-Term Normal?

Source: Andromeda Capital Management, Bloomberg
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8. THE FUTURE OF THE MONETARY SYSTEM



87Inflation Targeting

Central Banks Historically Wrong on Inflation

Source: Andromeda Capital Management, ECB quarterly staff projections since 2012.



88New Policy Instruments

An Overview of Central Bank New Policy Instruments

1. Central Bank Policy Reviews

The Fed completed it’s first every Policy Strategy Review in 2020. The ECB completed its latest Strategy Review 

in 2021. The aim is to make sure monetary policy strategy is fit for purpose, both today and in the future.

2. Average Inflation Targeting (AIT)

“We are not tying ourselves to a particular mathematical formula that defines the average. Thus, our approach 

could be viewed as a flexible form of average inflation targeting”

‒ Jerome Powell, Federal Reserve, 27 August 2020

“From the point of view of economic and social welfare it makes sense to accept a certain period of [inflation] 

overshooting, while taking into account the history of undershooting”

‒ Olli Rehn, European Central Bank, 9 May 2021

3. Green QE

4. Yield Curve Controls (YCC)

5. Central Bank Digital Currencies

“In this context, GovCoins will be policy dynamite in the central bankers’ toolkit. They will allow for the speeding 

up of electronic transactions and better track the flow of money across the economy. They may also introduce 

stimulus more effectively and targeted to individuals and businesses in real need.”

‒ Bloomberg Opinion, 25 May 2021



89New Policy Instruments

Central Banks Are at Varying Stages of Developing Digital Currencies

Source: Atlantic Council Central Bank Digital Currency Tracker



90New Policy Instruments

An Overview of Potential Retail CBDC Architectures

Source: BIS: The technology of retail central bank digital currency



91Political and Geopolitical Shifts

Bretton Woods 3.0: Commodity-backed Currencies?

Source: Bloomberg, CREA, Bruegel computations

Monthly Landings of Russian Crude Oil by Region



92Political and Geopolitical Shifts

Bretton Woods 3.0: The Rise of China

Source: Andromeda Capital Management, IMF
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93Political and Geopolitical Shifts

Trade Timelapse: US vs China

Source: howmuch.net, IMF

Each Country’s Biggest Trading Partner by Year (1980 vs 2018)



94Was It Worth It?

Pros and Cons of Strong Monetary and Fiscal Counter-Cyclical Intervention

Pros Cons

• Fewer job losses

• Faster recoveries

• Lower risk of hysteresis

• Maintain basic standard of 

living

• Rising inequality

• Misallocation of capital

• Asset bubbles

• Increasing financial market 

fragility



95Ulysses, the Sirens and Long-term Incentives

Skin in the Game vs Time Inconsistency

Source: . “Ulysses and the Sirens”, Painting by J. W. Waterhouse, oil on canvas,
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