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" AFTER BACK TO THE FUTURE, HERE IS FORWARD TO THE PAST " 

 Sovereign debts are so high that yields could rise sharply 

 To avoid this scenario, central banks have given up their independence  

 The risk of default is therefore low, but the risk of devaluation is elevated 

 All asset classes benefit, but gold or farmland should be considered a safe haven 

 

 

 CHARTS OF THE WEEK: "Over-indebtedness has been made possible by falling interest rates" 

 

MACROECONOMIC AND FINANCIAL MARKET ANALYSIS 

As governments accelerate their vaccination strategies and the world's population regains its lost mobility, 

major economic distortions are beginning to emerge. Investors are wondering what the global economy 

will look like tomorrow. Will the tensions in the supply chain lead to a permanent return of inflation? 

Should the Fed tighten monetary policy? Should the pandemic debt be cancelled? All these questions are 

critical for successful investment strategies. Each of these issues can take us far in the analysis and still 

make us miss the point: "can’t see the forest for the trees". This metaphor illustrates the fact that human 
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beings tend to focus on the details rather than on the global picture. Thus, when confronted with a new 

or complex situation, it is sometimes difficult to analyse it fully, to see the consequences and to find a 

solution. Today, the main novelty that investors should focus on in a post-covid world is the loss of 

independence of central banks (monetary policy) from their treasuries (fiscal policy). By addressing this 

structural and structuring issue, they would obtain many of the answers or, at least, the necessary 

analytical keys to the questions they are asking. 

 

During the Covid-19 pandemic, the production capacity of companies and the purchasing power of 

households were preserved thanks to the "exceptional" fiscal packages of governments. Public spending 

was so massive that it represented up to 22% of GDP in the United States at the end of 2020, far from 

the 3% usually targeted in times of crisis (see Figure 2). The Eurozone and China have been less excessive 

than Uncle Sam, but both have exceeded the threshold recommended by economists. 

 

Fig. 2 - Public deficit ratios in the three major world economic areas  
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It is therefore no surprise that the debt ratios of the world's three major economic zones have soared. US 

public debt now represents 140% of its Gross Domestic Product (GDP), compared with only 60% at the 

beginning of the Great Financial Crisis (GFC) in 2008 (see Charts of the Week). This phenomenon is also 

visible in Europe and China, although less impressive.  

 

This over-indebtedness has only been possible because interest rates have been falling over the last 40 

years (see Charts of the Week). Without this, the interest charges would have been exorbitant and the 

debt impossible to repay. Let's take an example. If a state has to repay 100 billion at 10% interest, as in 

the 1980s, it has to pay 10 billion every year just to pay the interest on the debt. If it has to pay back 1,000 

billion at 1% interest, as in 2021, its annual interest costs are also 10 billion. The fall in interest rates 

therefore makes it possible to increase the volume of debt without jeopardising the fiscal balance.  

Source: Bloomberg, Atlantic Financial Group 
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For the record, debt solvency depends on deficits and interest, but also on economic activity and prices 

(see Figure 3). There are therefore only four levers that can be used to solve a debt problem, not a single 

one more. Without these, default becomes inevitable. 

 

Fig. 3 - The debt-to-GDP ratio depends on only four variables  
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Depending on the methods used, the drawbacks are different (see Figure 4). Once again, the choice made 

during the covid-19 pandemic was to lower rates. However, unlike previous crises, demand from private 

investors was not strong enough. To compensate, central banks came in and bought huge volumes of 

government bonds. To do this, they printed money at a frantic pace. As an illustration, let's keep in mind 

that 17% of the dollars in circulation in the world have been created since 1st January 2020... enough to 

make Nairobi, Rio or Denver in Casa de Papel green with envy.  

 

Fig. 4 - Four methods to avoid a default  

 

 

 
 

 

 

 

 

 

Central banks, such as the US Federal Reserve (Fed), have therefore monetised debt in order to control 

the level of bond yields (Yield Curve Control). This strategy is valuable because it supports economic 

activity, promotes inflation and makes debt sustainable. On the other hand, it has two disadvantages: 

the loss of independence of central banks vis-à-vis their treasury and the devaluation of currencies.  

 

The monetisation of debt has been a popular theory for several years in many circles of economists, 

notably by those who advocate Modern Monetary Theory (MMT) such as Stephanie Kelton (see Figure 

Source: Atlantic Financial Group 
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5), the former economic adviser to Senator Bernie Sanders. This school of thought, which seeks to 

radicalise Keynesianism, defends the idea that the state can spend without financial limit, without 

resorting to taxation or debt to finance its expenditure, since it can simply generate the necessary 

resources via the central bank by printing 

money. As a result, fiscal policy becomes the 

main macroeconomic policy tool and 

monetary policy is at its service. Thus, as we 

saw in 2020, massive stimulus packages can be 

financed by monetising public debt.  

 

This theory is not really modern insofar as 

monetisation has been the rule for centuries, 

especially in the era of private currencies. 

Many of us have forgotten this, but it is only 

very recently that central banks were born 

(19th and 20th centuries), with the aim of 

stopping repeated devaluations and putting an 

end to the mistrust of private currencies. To strengthen the confidence of economic agents, central banks 

had to acquire a monopoly on the issue of coins and banknotes, and then become independent of the 

Treasury... the only means of guaranteeing the quantity of money in circulation. These developments took 

time, but they made it possible to generate confidence and guarantee the stability of currencies. 

 

Since the pandemic, states have opted for a major fiscal stimulus. Since they cannot afford to do so, they 

are going into debt. To avoid a rise in interest rates, central banks print money and buy this debt. From 

now on, one of two things will happen: 

- Either central banks slow down (taper) or even stop their interventions. Under this assumption, bond 

yields will rise sharply, making the debt insolvent. Economic theory suggests that long-term bond 

yields are equal to the nominal growth of the economy, i.e. 3% to 5% in developed countries. The US 

would have to pay 4.2% to 7% of its GDP each year to pay the interest on its public debt. This is simply 

impossible. Beyond causing a depression (deflation and recession), the debt would become 

insolvent. 

 

- Or central banks continue to intervene at the pace desired by their Treasury, abandoning their 

independence. This will allow them to do a Yield Curve Control, support economic activity, encourage 

inflation and make debt sustainable. This solution seems unavoidable. On the other hand, the 

credibility of currencies will be questioned, meaning high volatility and devaluations.  

 

As you can see, this choice is not really a choice at all. Investors should keep in mind that the post-covid 

world will be a world of abundant liquidity, where central banks will no longer be independent. To think 

  Fig. 5 - Stephanie Kelton and the TMM 

Source: Finanz, Atlantic Financial Group 
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that the current situation is different from the one that prevailed in the 19th century is illusory. The same 

causes produce the same effects. After "Back to the Future", this is "Forward to the Past". In 1999, the 

Clinton administration considered that the financial system had changed and chose to no longer separate 

investment banks from deposit banks. However, by repealing the Glass Steagall Act which had been put 

in place after the Great Depression of 1929, the US made the Great Financial Crisis (GFC) of 2008 much 

more complicated than it should have been, running the risk of the financial system imploding. This time, 

thanks to Modern Monetary Theory, the challenge to the monetary mechanism is not at the level of 

commercial banks but of central banks. The risk is huge. 

 

Focusing on the consequences of this abundance of liquidity for inflation is "seeing the forest for the 

trees". Inflation in itself is good for making debt sustainable, especially if the central bank applies a policy 

that keeps bond yields below price increases (negative real rates). On the other hand, losing confidence 

in central banks and the money they issue is problematic.  

 

Money creation encourages risk-taking by investors, who develop two very human behaviours: the lack 

of alternatives to stocks (TINA) and the fear of missing the bull market (FOMO). As we detailed in a 

previous article (see WIF of 1st February 2021), this should be the case for the whole year. The financial 

bubble needs to finish materialising before it deflates or even bursts. Stocks are rising as liquidity 

increases (see Figure 6). Valuation ratios are very high but have been higher in the past and, more 

importantly, can remain at this level for many months before falling, as in the late 1990s during the 

dotcom bubble (see Figure 7).  

 

Fig. 6 - Central bank markets and balance sheets  Fig. 7 - US equity market valuation  
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Like any tradable good, the price of a currency (its exchange rate) is subject to the balance between 

supply and demand: it appreciates when the good is scarce and falls if it is abundant. If there are 

several currencies in circulation, Gresham's law states that "bad money drives out good". Economic 
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actors will have a natural tendency to hoard the better quality currency, i.e. save it, while they will trade 

in the currency perceived to be less good, thus seeking to get rid of it as quickly as possible. Typically, 

the Chinese yuan and the Swiss franc will be held and will appreciate, while the dollar, euro, pound or 

yen will depreciate. 

 

If this currency devaluation is carried out by several countries simultaneously (thanks to an agreement 

such as that of the Louvre, for example, to avoid a currency war), the only way to protect oneself against 

it is to hold "safe haven" assets, such as gold (tangible asset, see figure 8), agricultural land (food 

production) or, more modern, cryptocurrencies (independent of States). For the latter, it remains to 

consider their characteristics and in particular that they are not issued in an infinite manner. Indeed, 

nothing regulates the money supply issued in cryptocurrencies. Today, if most of them have a limited 

issue quantity, taken as a whole, they represent an unlimited supply.  

 

Fig. 8 - Gold price per ounce Fig. 9 - Exter's inverted pyramid  
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According to John Exter, Vice President of the New York Federal Reserve in 1954, financial assets 

circulate between different strata of varying liquidity. These strata form an inverted pyramid (see 

Figure 9), from the least liquid assets (top) to the most liquid assets (bottom).  In times of crisis, 

uncertainties cause capital to fall to the most liquid strata of the pyramid, i.e. the lowest, where 

gold is located. In the 1960s, Exter believed that the Kennedy administration's overspending would 

prevent the dollar from remaining stable and that, during the next crisis, gold would become the 

world's benchmark asset. So he converted his savings into gold and waited patiently. He was rewarded 

in 1971 when Nixon was forced to abandon the convertibility of the dollar into gold and let t he price 

of each be determined by the free market. Unsurprisingly, the price of an ounce jumped and allowed 

John Exter to record a strong performance. This type of event is rare in a human lifetime, but quite 

common in economic history. 
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Conclusion:  

During the Covid-19 pandemic, governments spent lavishly, driving up their public debt ratios to 

unsustainable levels if rates were to rise. To avoid default, central banks have no choice but to print more 

money to buy this debt, thereby balancing demand with supply. In doing so, they have given up their 

independence, projecting the economy of the future back to the 19th century, when currencies 

depreciated sharply. This strategy is preferable to an international bond crisis, but it is best to be prepared 

by looking closely at tangible assets, such as gold or farmland. 
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RETURN ON FINANCIAL ASSETS 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 721.9         62.24 2.3% 2.2% 12.8% 16.9% 27.3%
USA (S&P 500) 4 281          62.34 2.8% 2.3% 14.8% 18.4% 31.5%
USA (Dow Jones) 34 434       55.28 3.4% 0.5% 13.6% 9.7% 25.3%
USA (Nasdaq) 14 360       67.14 2.4% 5.2% 11.8% 45.1% 36.7%
Euro Area (DJ EuroStoxx) 457.6         58.35 1.2% 2.5% 17.2% 0.8% 27.3%
UK (FTSE 100) 7 136          56.86 1.8% 1.7% 12.4% -11.4% 17.2%
Switzerland (SMI) 12 000       71.29 0.5% 6.1% 15.2% 4.3% 30.2%
Japan (Nikkei) 29 048       52.85 0.4% 1.8% 6.7% 18.3% 20.7%

Emerging (MSCI) 1 380          59.02 1.4% 2.8% 7.7% 18.8% 18.8%
Brasil (IBOVESPA) 127 256     50.04 -0.9% 3.5% 6.9% 2.9% 31.6%
Russia (MOEX) 3 832          61.42 0.9% 4.7% 19.1% 14.8% 38.4%
India (SENSEX) 52 761       66.67 1.1% 4.9% 11.5% 17.2% 15.7%
China (CSI) 5 242          56.56 2.8% -1.0% 1.2% 29.9% 39.2%

Communication Serv. (MSCI World) 115.63       63.56 2.1% 2.7% 15.5% 24.2% 25.1%
Consumer Discret. (MSCI World) 409.3         66.72 2.5% 4.0% 8.4% 37.0% 28.2%
Consumer Staples (MSCI World) 278.8         50.75 1.4% -0.6% 5.5% 8.8% 22.4%
Energy (MSCI World) 187.7         59.03 4.5% 7.0% 32.7% -27.7% 13.9%
Financials (MSCI World) 146.9         50.48 3.1% -0.8% 20.4% -3.1% 24.1%
Health Care (MSCI World) 347.0         65.98 1.7% 2.7% 10.1% 15.4% 23.3%
Industrials (MSCI World) 325.6         52.83 2.6% 0.7% 13.5% 11.8% 27.2%
Info. Tech. (MSCI World) 503.5         69.35 2.0% 5.2% 11.3% 46.2% 47.5%
Materials (MSCI World) 368.0         44.12 3.1% -2.0% 13.9% 21.6% 20.8%
Real Estate (MSCI World) 225.4         56.65 1.4% 3.6% 16.8% -5.7% 24.0%
Utilities (MSCI World) 152.1         39.82 0.3% -2.0% 2.0% 4.8% 22.3%

Bonds (FTSE)
USA (7-10 Yr) 1.52% 51.60 -0.8% 0.5% -3.9% 9.3% 7.4%
Euro Area (7-10 Yr) 0.14% 43.11 -0.3% 0.1% -2.6% 4.5% 6.7%
Germany (7-10 Yr) -0.16% 44.80 -0.6% 0.2% -3.2% 3.0% 3.0%
UK (7-10 Yr) 0.78% 51.01 -0.1% 0.1% -4.2% 5.4% 4.8%
Switzerland (7-10 Yr) -0.18% 45.05 -0.4% 0.0% -1.6% 0.4% 2.0%
Japan (5-10 Yr) 0.06% 56.59 0.0% 0.2% 0.0% -0.1% 0.0%
Emerging (5-10 Yr) 4.30% 58.21 -0.1% 0.7% -1.5% 5.2% 13.3%

USA (IG Corp.) 2.10% 56.79 -0.2% 1.0% -1.9% 9.9% 14.5%
Euro Area (IG Corp.) 0.36% 47.51 -0.1% 0.2% -0.6% 2.8% 6.2%
Emerging (IG Corp.) 3.83% 59.74 -0.1% 0.2% 0.6% 8.1% 13.1%

USA (HY Corp.) 3.85% 83.06 0.3% 1.1% 3.3% 7.1% 14.3%
Euro Area (HY Corp.) 2.80% 68.36 0.1% 0.6% 3.1% 2.3% 11.3%
Emerging (HY Corp.) 6.15% 51.00 -0.2% 0.2% 0.9% 4.3% 11.5%

World (Convertibles) 453.4         68.45 1.9% 3.7% 5.9% 38.8% 17.3%
USA (Convertibles) 612.6         70.21 2.1% 5.0% 6.5% 54.5% 22.8%
Euro Area (Convertibles) 4 188          62.23 0.5% 1.4% 1.8% 6.1% 7.6%
Switzerland (Convertibles) 186.6         48.00 -0.1% 0.0% -0.1% 0.5% 2.4%
Japan (Convertibles) 199.2         54.39 0.2% 0.4% 2.5% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 716.3         78.08 n.a. 2.6% 5.5% 2.5% 9.3%
Distressed 942.4         76.30 n.a. 1.7% 8.0% 1.5% 1.4%
Event Driven 787.9         76.70 n.a. 1.9% 8.3% 3.1% 8.2%
Fixed Income 388.6         58.87 n.a. 1.2% 3.4% 2.2% 6.1%
Global Macro 1 200.7      79.27 n.a. 3.5% 6.4% 2.0% 10.4%
Long/Short 907.3         70.81 n.a. 0.4% 6.0% 3.6% 12.2%
CTA's 337.4         68.15 n.a. 2.7% 5.0% -3.2% 9.0%
Market Neutral 284.4         66.28 n.a. 2.4% 3.3% -0.1% 1.6%
Multi-Strategy 686.6         68.89 n.a. 2.2% 4.4% 1.4% 7.3%

Volatility
VIX 15.62         43.01 -24.5% -17.1% -31.3% 65.1% -45.8%
VSTOXX 16.68         45.23 -19.7% -12.6% -28.6% 67.5% -41.5%

Commodities
Commodities (CRB) 552.8         n.a. -0.3% 2.9% 24.6% 10.5% -1.9%
Gold (Troy Ounce) 1 783          35.80 0.0% -6.3% -6.1% 24.9% 18.3%
Oil (WTI, Barrel) 74.25         72.33 0.8% 12.0% 53.0% -20.5% 34.5%
Oil (Brent, Barrel) 75.82         75.61 3.6% 11.5% 48.1% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 91.799       63.89 -0.1% 2.0% 2.1% -6.7% 0.2%
EUR 1.1931       36.68 0.1% -2.1% -2.3% 9.7% -2.2%
JPY 110.69       40.01 -0.4% -0.8% -6.7% 5.3% 0.9%
GBP 1.3912       41.91 -0.2% -1.9% 1.8% 2.8% 3.9%
AUD 0.7595       42.71 0.8% -1.5% -1.3% 9.5% -0.4%
CAD 1.2297       43.71 0.5% -1.8% 3.5% 1.8% 5.0%
CHF 0.9181       36.82 0.0% -2.0% -3.6% 9.8% 1.4%
CNY 6.4570       42.26 0.2% -1.4% 1.1% 6.7% -1.2%
MXN 19.802       57.55 3.5% 0.7% 0.6% -4.9% 3.8%
EM (Emerging Index) 1 741.2      48.74 0.2% -0.1% 1.2% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)



 
 

 
 

10 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 
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The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their  independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 


