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• The period from about 1980 onwards was an unusually benign 
one for the owners of capital. We appear to be in a transition peri-
od to a less favorable environment. 

• Capital Dialectics identifies nine fault lines that developed over 
the past 40 years or so that will need to be addressed: Excessive 
leverage; the growing impotence of stabilization policy; demo-
graphic change; wealth disparities; the environment’s capacity 
to absorb growth; incentive structures and institutional arrange-
ments; exchange rate misalignment; geopolitics and the conflict 
between labour and capital.  Policy pertaining to these fault lines 
will largely determine capital market and economic outcomes in 
the coming decades. 

• Our research focuses on the core drivers of economic and capital 
market outcomes such as valuation/price; liquidity, growth, and 
profitability through the prism of these fault lines.

CAPITAL DIALECTICS: THE RATIONALE

This report is intended as an introduction to “Capital Dialectics”, the 
monthly subscription publication. The major theme of Capital Dialec-
tics is that the world economy and capital markets are transitioning 
from a period that was abnormally favorable to the owners of capital 
to one which will be far less benign. This change will produce oppor-
tunities to make outsized returns on capital but also presents risks, 
with the potential for tremendous wealth destruction. 

“Dialectics” is a discourse between parties holding different points of 
view but wishing to establish the truth through means of reasoned ar-
gument without recourse to hyperbole and rhetoric.  At the heart of 
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dialectics is a solution, derived from a thesis about an issue; an antith-
esis – the reaction to the issue – that leads to a synthesis or the solu-
tion. Capital markets thrive on differences of opinion that in turn lead 
to differing perceptions of value and therefore price. Capital Dialectics 
sets out to engage with readers on subjects and issues, the response to 
which will determine economic and capital market outcomes. 

This report offers a stylized description of the period from 1980 on-
wards, that produced tremendous real returns to the holders of finan-
cial and real assets. It then identifies nine fault lines that developed 
during the period. These fault lines will need to be addressed by pol-
icy makers going forward. Some of this change is already evident and 
underway. The policy response to these fault lines and understanding 
the implications for capital will, in our view, be the key to successfully 
navigating capital markets in the coming decades.  

INTRODUCTION

Inevitably, most investment and business professionals are heavily in-
fluenced by events that have taken place during the formative years 
of their careers. The older among us consequently tend to operate in a 
paradigm formed through our experiences of the past 20 or 30 years. 
Younger professionals have an even shorter measure of what con-
stitutes “normal”. In some cases, institutional memory may extend 
that framework back in time, but this is increasingly unusual. There 
is therefore an overwhelming tendency to view the recent past as the 
norm, even if it in fact stands out in the broader context of history as 
being decidedly exceptional. 

We would argue that the economic and capital market environment of 
the last four decades has, in many ways, been abnormal and assump-
tions based upon the continuation of such an environment will not 
necessarily stand one in good stead in the coming decades. The pur-
pose of Capital Dialectics is to help businesses, policy makers and in-
vestors navigate the coming years by challenging the perceptions that 
we have grown used to taking for granted. 

This introduction to the company and its product is intended to ex-
plain how we believe the world will change in the coming few years 
and decades, and why these changes will have a dramatic impact on 
employment and capital. 

There is a strong tendency 
to view the recent past as 
“normal” even if, in the 
broader context of history, 
it is exceptional.

The purpose of Capital 
Dialectics is to challenge 
the perceptions that we 
have grown used to taking 
for granted.
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THE ABNORMAL “NORMAL” 1980-2008
 
Many factors have combined in recent decades to produce a period 
that was incredibly conducive to investment and favorable to capital. 
By their very nature, epochs tend to go unrecognized at their start and 
end, becoming apparent only in retrospect. While any number of dates 
and events could be conjured up as hailing the beginning of the recent 
“golden age for capital”, we would proffer the early 1980s, with the po-
litical changes in the United States and the UK marking a shift to a 
more benevolent political environment for capital. 

The fall of the Berlin Wall and the collapse of the Soviet Union brought 
about, in effect, a unipolar world. The military hegemony of the Unit-
ed States was undisputed. The reunification of Germany added to the 
forces driving European nations together under the auspices of the 
European Union. Eastern European countries were rapidly absorbed 
into the Western European sphere of influence. NATO and the EU 
expended eastward unchecked by an impoverished Russia. China, an 
emerging economy in the early 1990s, was militarily weak, and Amer-
ican led security arrangements in the Indo-Pacific were unchallenged. 
Africa, having been the destination of proxy wars stemming from 
Soviet-American rivalry, was largely left alone. Latin America for the 
most part embraced globalization but with mixed results.  The result 
was a substantial “peace dividend” as defense expenditure fell as a per-
centage of GDP.

Following the collapse of the gold-reserve standard in 1971, the 
world moved onto a Dollar Standard as US military domination was 
matched by economic hegemony. The developing world embraced the 
Dollar Standard, earning dollars through increasingly easy access to 
the American consumer market. To this was added increasing flows of 
direct and portfolio investment as capital controls were dismantled. 
Europe embarked on a long journey towards monetary union, albeit 
one where different actors had differing motivations. The result was 
a currency union offering the prospect of stability. Those developed 
countries, outside the Euroarea, the UK, Canada, and Australia for ex-
ample, opted for floating exchange rates. 

The appointment of Paul Volker to the Chairmanship of the Federal 
Reserve Board in 1979 marked the start of another prevailing trend 
that defined the golden age: the end of an inflationary era and the 
move to disinflation. To achieve this, however, a heavy price was paid, 
not least in Lain America, but also by labour in the developed world 
through high unemployment. The fall in inflation and the consequent 
fall in borrowing costs has had some obvious and some less obvious 
consequences. The trend towards the “financialization” of the world 
economy was set in motion.  The assumption embedded in most peo-
ples’ minds now, and therefore their models, is that both inflation and 
interest rates remain low. 

The election of Ronald 
Regan and Margaret 
Thatcher to power perhaps 
marked the start of an 
exceptional benign period 
for capital.

The fall of the Soviet 
Union produced a Unipolar 
world, dramatic decline in 
geopolitical friction and 
a substantial lowering 
of unproductive military 
expenditure.

The Dollar standard; the 
removal of capital controls 
and floating exchange rates 
facilitated the globalization 
of capital.

Paul Volker’s war on 
inflation set in motion the 
trend for leverage.



4

12 NOVEMBER 2020 | WWW.CAPITALDIALECTICS.COM

INTRODUCTION TO CAPITAL DIALECTICS

The triumph of the Western Powers over the Soviet Union was also re-
flected in the dominance of market economics over planning – at least 
in the West. For much of the past forty years it has been assumed that 
for those countries that had not yet “seen the light” it was only a mat-
ter of time. Neo-liberalism, as perhaps best represented by the “Wash-
ington consensus”, ruled the roost. Formerly socialist parties adopted 
a centrist economic agenda. Fiscal prudence, privatization, and mar-
ket liberalization were the creed of the time. Industrial policy lost fa-
vour in the Anglo-Saxon economies and was rolled back elsewhere too.

Trade flourished as tariff rates fell, particularly among lower and mid-
dle-income countries. Trade grew from 36% of world GDP in 1986 to 
61% in 2008.  The GATT was replaced by WTO in 1995 overseeing a 
multilateral approach to trade policy. International investment grew 
and multinational corporations became the dominant form of busi-
ness structure. Global Value Chains (GVCs) replaced single location 
production. 

Corporate profits rose spectacularly, outperforming nominal GDP 
growth, as access to world markets improved efficiency, shareholder 
value became the mantra of corporate governance and technology fa-
cilitated greater scale efficiencies.  Within the corporate sector, finan-
cialization, enhanced the importance and profitability of the financial 
sector. 

As the world economy grew with the “peace dividend”, the gains from 
trade and technological innovation, so faith in policy makers grew too. 
The “great moderation” in both inflation and economic cyclicality was 
hailed as marking an end to the boom bust cycle. Progress in informa-
tion gathering; economic policy theory; and implementation led to a 
belief that economies could be made to operate at full capacity.

The esteem in which multilateral organizations and central banks 
were held grew too. The independence of central banks was seen as a 
guarantee of de-politicized monetary policy. Multilateralism ensured 
that a rules-based order prevailed in international trade, cross-border 
investment, and international relations. 

Benign technological progress produced productivity gains and 
changed the nature of the workplace and communication. Email re-
placed fax machines, mobile communication became normal and the 
internet changed the nature of many marketplaces. An assumption of 
increasing returns from technology is now commonplace.

Ideologically, the Anglo-
Saxon model, encapsulated 
by the Washington 
Consensus - enjoyed 
unrivaled supremacy.

Trade liberalization led to 
Global Value Chains and the 
rise of MNC’s.

Corporate profit growth 
outperformed growth in 
GDP.

“The great moderation” 
fuelled a belief in economic 
policy making.

Multilateralism and 
central bank independence 
became pillars of the policy 
structure.

IT fuelled productivity 
gains.
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The proportion of the world’s population living in poverty, as meas-
ured and defined by the World Bank, fell from over 40% to just 10% 
between 1985 and 2015. Real Per capita GDP rose from USD6,245 in 
1983 to nearly USD11K in 2018 (measured in 2011 dollar values) and the 
world economy expanded from USD 13 trillion in 1985 to USD 86 tril-
lion in 2018.

The growth in the economy was more than matched by the perfor-
mance of asset markets. Falling interest rates drove an unprecedented 
bull market in fixed income instruments from the early 1980s onwards 
with yields hitting new lows in the Covid-induced recession. The price 
of equities rose to reflect both lower discount rates and rising profit-
ability but were augmented by share buy-backs and increased cheap 
leverage which we call “balance sheet optimization”. Lower borrowing 
costs and rising disposable income resulted in rapid rises in the prop-
erty market. As an owner of capital there was little not to like about the 
world order from 1980 to 2008. 

 The nine fault lines as drivers of change.

If the above somewhat simplified and stylized description of the world 
from 1980 onwards sounds a little too Panglossian, then maybe that is 
because it is. We identify nine fault lines that have developed during 
the post 1980 period, which in our view, will be major drivers of econ-
omies and capital markets going forward: Geopolitical instability; 
inter-generational schisms; the conflict between labour and capital; 
the changing demography; the environment’s capacity for economic 
growth; corporate ethics and institutional arrangements; exchange 
rate misalignment, the growing impotence of stabilization policy  and 
the limits of leverage. 

1) Geopolitical Instability

Geopolitically, the size of China’s population meant that even a mod-
icum of economic success would make her a power of global propor-
tions. China has leveraged the globalization trend to great effect. In 
the two decades since China joined the World Trade Organization, her 
per capital GDP has grown from one thousand dollars to ten thousand 
bringing her into line with the global average. This has been enough 
to make China the second largest economy in the world and the domi-
nant regional economy in Asia. 

Economic growth led 
to dramatic poverty 
alleviation

As an owner of capital there 
was little not to like, and 
asset prices performed to 
reflect this.

A number of fault lines have 
developed over the past few 
decades.

The rise of China, with 
a competing economic 
and political system has 
brought the unipolar world 
to an end.
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With economic might has come military power and an assertiveness to 
re-make the international order in a way more to her liking and bet-
ter suited to her interests. China’s territorial claims and action in the 
South and East China sea and the Himalayas show she is both revision-
ist and expansionist.

China’s industrialization produced a commodity boom that redistrib-
uted wealth towards commodity producers including Russia. Conflict 
in Libya, Syria and the Ukraine show that Russia has not disappeared 
from the international stage and is willing to pursue what she sees as 
her national interest overseas militarily. Closer political and economic 
union in Europe has not yet produced an EU federal state nor a mili-
tary union, but the EU is an actor on the international stage with pre-
tentions to super-power status. Furthermore, the EU seems prepared 
to act in her own interests irrespective of American interests making it 
the fourth super-power – at least from an economic perspective. 

Going forward, demographics suggest that India should be added to 
the list as a further pole and should the African Union develop further 
into a coherent bloc, it too may well command greater economic pow-
er in future decades. Even without the AU, Nigeria has the potential to 
be a continental super-power in the coming decades. Climate change 
perhaps poses the biggest risk to this outcome.

The world is morphing, therefore, from the unipolar world of 1989 
(when history was supposed at an end) to a multipolar one, with the 
power gap between the four poles, potentially at least, closing. The im-
plications of a multipolar world for trade; international investment; 
multilateral institutions; the global monetary system; and fiscal sta-
bility will surely alter the investment and business environment very 
substantially.  
The very success of globalization in a unipolar world has therefore, it 
could be argued, created, to a large extent the multipolar world we are 
moving into now. Whether globalization survives in a period of great 
power rivalry, with a clash of both value systems and economic sys-
tems will likely be a key determinant of economic and capital a market 
performance, both absolute and relative in coming decades. 

For economies and capital markets we see a number of ramifications. 
The fall in defense expenditure as a percentage of GDP is likely at an 
end and will reverse adding to pressure on fiscal positions. The as-
sumption that capital can flow relatively smoothly around the world, 
unimpacted by geopolitical concerns, probably no longer holds true. 
Investing and trade will become increasingly politicized and geoeco-
nomics policies will play a greater part in curtailing or influencing cap-

China’s military power 
is there to support her 
territorial claims.

The commodity boom of the 
2000s reinvigorated Russia 
and the EU potential forms a 
fourth global power.

Demographics suggest 
Nigeria and sub-Saharan 
Africa will exert significant 
influence going forward...

...the very success of 
globalization has ended the 
unipolar world that in many 
ways facilitated it.

The ramifications for 
capital management and 
economic outcomes could 
be very servere.
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ital and trade flows.  Increasingly, countries and companies will find 
themselves, potentially having to choose between competing powers 
in areas such as technology standards (techno--nationalism) and trade 
groupings.   

2) Factor conflict: Labour versus Capital

The economic impact of globalization has been socially divisive. As 
economic theory would suggest, the introduction of 750 million low 
cost Chinese workers into the global economy in a very short space 
of time has had a deflating impact on the price of labour in high-cost 
economies. The early 1980s saw, and was some extent defined by, the 
diminution of power of organized labour in the western world which 
helped facilitate outsourcing and offshoring to the benefit of the own-
ers of capital.

The flip side of the higher proportion of GDP being accounted for by 
corporate profits, which was a key driver of asset prices, is a lower pro-
portion going to labour in the form of wages. As incomes for the lower 
quintiles of the labour force have stagnated in developed economies so 
the political backlash has increased. There is a growing sense that the 
limits of wealth and income inequality that a democratic system im-
poses have been reached. The rise of populism in western democracies 
has coincided with the growth of income and wealth disparities. 
Furthermore, even in China, where voter intentions are not an issue 
but where the CPC’s mandate has been defined by its ability to deliver 
higher living standards, there has been a move to emphasize National 
rejuvenation above raw improvement in living standards, a function 
in part of the skew in income and wealth distribution. 

The concern for owners of capital must surely be that the legal and fis-
cal framework they find themselves operating in the coming decades 
will be less benign that in the past 40 years.  Labour law and property 
law might tilt towards the worker and the tenant and away from the 
entrepreneur and the landlord. While competition between countries 
has helped lower the tax burden on companies, multilateral action 
aimed at reversing this is already evident. A higher tax burden on cap-
ital relative to labour is a distinct possibility going forward. 

The conflict between labour and capital is inextricably bound up in the 
distribution of various types of economic activity around the world, 
in particularly manufacturing.  The gains from trade were not evenly 
shared either between countries of within them. From the 1980s on-
wards, the world divided between countries that ran persistent cur-
rent account surpluses and those that ran perennial deficits. Those in 

The gains from trade 
were not equally shared: 
In developed economies 
capital gained at the 
expense of labour.

The limits on wealth and 
income inequality that 
a democratic system 
tolerates may have been 
reached.

The concern for owners 
of capital must surely be 
that the legal and fiscal 
framework they find 
themselves operating in the 
coming decades will be less 
benign that in the past 40 
years.  

The pattern of 
manufacturing activity 
and trade within the global 
economy has become 
associated with the division 
of income between labour 
and capital.
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the former camp tended to be beneficiaries of either out-sized deposits 
of hydrocarbons or pervasive, mercantilist industrial policies: Those 
in the later camp, tended to be laissez-fair, market economies.

Within economies, gross (prior to state redistribution) income ine-
quality rose substantially, and this has been as true in communist Chi-
na as it has been in the capitalist United States. As manufacturing has 
been hollowed out in much of the developed world, manufacturing 
has become concentrated in a few, industrial policy dominated coun-
tries. The four large mercantilist manufacturers (China, Germany, Ja-
pan and South Korea) saw their share of global manufacturing value 
added rise from 32% in 2004 to 45% in 2018 – 1.6x their weight in glob-
al GDP. This concentration, while efficient in a static sense, has led to 
a level of economic interdependence compatible only with a unipolar 
world. Furthermore, the dynamic efficiencies tend towards greater 
concentration.

Conflicting interests, real or perceived, between labour and capital will 
therefore have both an international dimension, linked to the break-
down of the unipolar world, and potentially shape domestic economic 
agenda. This has the potential to diminish overall economic welfare 
and alter its distribution.

3) Exchange rate misalignment.

For all the talk of free markets and floating exchange rates many rates 
have been fixed or managed in a way that has perpetuated trade im-
balances. The most important of all exchange rates, the RMB/USD ex-
change rate, has been fixed or managed throughout the period.
The single European currency, and the ERM before it, has not allowed 
necessary adjustments withing the Eurozone and has distorted inter-
national economic interaction outside it. 
Most of the developing world followed a Dollar standard, with other 
parts adopting a Euro peg. Hence, cross boarder flows of capital to fi-
nance trade imbalances have continued to mount, creating systemic 
jurisdictional risk. The exchange rate fault lines that have been built 
have the potential to redistribute significant wealth if or when they 
break. 

4) Inter-generational conflict stemming from wealth inequality 

As central banks have had to pursue more and more unorthodox poli-
cy in order to meet inflation targets, high asset prices (collateral prices) 
have become the object of monetary policy.  It seems apparent that, in 

Global manufacturing has 
become more concentrated 
in mercantilist economies

Many exchange rates have 
not been allowed to float 
freely, producing serious 
fault lines in the global 
economy.

Asset prices have become 
the object of monetary 
policy
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the eyes of central bankers, a sharp or prolonged and substantial fall in 
financial asset prices is incompatible now with economic growth, full 
employment or even the solvency of the financial system.

The rise in asset prices benefited the existing owners, but at the ex-
pense of those either too poor or too young to have owned them. The 
inter-generational wealth gap is becoming a major source of social 
friction.  The excessive returns earned for example on fixed income as-
sets during the last 40 years have facilitated old age income provision 
for the generation that were doing the majority of their saving during 
those years.  For the next generation, those that have entered the work 
force post 2008, accumulating an equivalent pension pot, given cur-
rent returns available on risk free or low risk financial assets, is a near 
impossibility with substantially higher contributions. 

The implication for the managers of capital are manifold. Capital re-
lated taxes can be expected to rise.  The voting behavior of a generation 
that does not own capital can hardly be expected to be pro-business. 
What interest do a younger generation of renters have in protecting 
and enhancing property rights if they deem ownership as out of reach? 
The whole merit of liability-based savings in so far as they relate to old 
age income provision, which represent the biggest pool of capital, may 
well be challenged. 

5) Corporate & economic institutions’ ethics; incentive structures 
and behavior.

The change in the nature of economic institutions has been a defining 
feature of the period since the 1980s.  Some of this change has had an 
extremely positive influence of wealth creation and economic growth. 
In the corporate sector, the professionalization of management has 
perhaps led to better decision making; internationalization has 
brought about economies of scale; and a focus on shareholder value 
has at times led to genuinely greater capital efficiency.

The rise in importance of the financial sector relative to the “productive 
sector” has been one trend – driven in large part by greater financial 
savings and the trend towards greater leverage, but also by the need 
for risk diversification as globalization has added to the complexity 
of the economic structure and hence the growth of derivatives. The 
internationalization of companies has been a second trend stemming 
from globalization and the rise of the global supply chain, as well as 
market liberalization which has brought greater access to internation-
al markets. The largest Companies have all but lost a sense of national 
identity. 

What some would describe as a move from “stake holder capitalism to 
shareholder capitalism” has also generated short-termism in econom-
ic decision making. Excessive share buy-backs; a lack of investment in 

Asset price inflation 
has accentuated the 
generational wealth divided 
with political ramifications. 

The implication for the 
managers of capital are 
manifold

Some of the change in 
institutional behavior 
has had positive effect 
on growth and wealth 
creation.

Others have led to problems 
of agency, short termism 
and conflicts of interest.
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intangible assets with long term value creating potential; and remu-
neration through short term performance pay are examples of what 
has gone wrong potentially. How the greater scrutiny and politization 
of capital impacts company performance and the perception of corpo-
rate value will be a key determinant of capital market returns going 
forward. 

6) Environmental capacity for economic growth. 

As David Attenborough famously said, “Anyone who thinks they can 
have infinite growth on a planet with finite resources is either a mad-
man or an economist.” While many will challenge this quasi-Malthu-
sian approach, the desire to “green the economy” will likely be a major 
trend in coming years. The questioning of the environments ability 
to accommodate never ending economic growth obviously challeng-
es some of the core assumptions around which modern economics is 
based – where growth is assumed to be the answer to most ills.

Environmentally, in the view of many, the past few decades of rapid 
global growth have been a disaster.  Carbon dioxide emissions have 
risen from 20 billion tonnes in 1980 to 37 billion tonnes now. Eight bil-
lion of that increase has come from China with another 5 billion from 
India and the rest of Asia pacific. The EU and the UK have collectively 
shrunk their emissions by a little over 1 billion tonnes. If such diver-
gent trends were present in a unipolar world, marked by international 
collaboration and multilateralism, what can we expect in a multipolar 
world defined by great power rivalry?

Environmental protection and decarbonization will have ramifica-
tions for global geopolitics as countries that are hydrocarbon depend-
ent suffer from a dramatic terms of trade shock.  At the corporate lev-
el, “stranded assets”, those that used to have a high worth that is now 
diminished, will impact balance sheet solvency with ramifications 
for the financial system. Equally, the opportunities presented for new 
technology and investment will potentially be gargantuan. The re-
placement of large quantities of the global capital stock orientated to-
wards the extraction, trade, distribution and use of hydrocarbons will 
quite possibly be of a size without previous precedent. 

7) Demographics

Favorable demographics has been a major driver of economic growth 
and a major influence on strategic business planning and asset pric-
es. Liability driven saving, particularly old age income provision, has 

Economic growth has 
exacerbated environmental 
damage in the view of many.

The transformation of 
the economy away from 
hydrocarbons will have 
geopolitical as well as 
corporate implications.

Favourable demographics 
have provided to tailwind to 
growth…
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been a key component of savings behavior with dramatic implications 
for investors and the performance of financial assets.

The highly indebted economy that we have today has not been 
stress-tested against deteriorating demographic trends: Nor has the 
state funded welfare system prevalent in Western democracies.  Be-
tween 1980 and 2020 1.4 billion people were added to the world’s work-
ing age population (WAP) a growth of 90%+ or a Compound annual 
growth rate (Cagr) of 1.7%. The Cagr will likely drop to just 0.3% for the 
coming four decades, with nearly all the growth coming from Sub-Sa-
haran Africa and South Asia. China will see its WAP fall by more than 
a quarter - even in a fairly optimistic scenario - over that time frame. 
Dependency ratios will rise and test the social and economic structures 
of society in ways few people are currently thinking about. 

Demographic trends point to a dramatic redistribution of economic 
activity towards Africa and South Asia in the coming decades. Areas 
related to demographics that we explore include their impact on sav-
ings behavior and asset prices; on industry location and global value 
chains; and economic growth and corporate profitability. 

8) The growing impotence of stabilization policy

The great moderation in both inflation and economic cyclicality had, 
in the view of many, a positive impact on the long run growth pros-
pects of the global economy. Against a background of stable prices, 
factors of production could be more efficiently allocated as distorting 
signals sent by excessive price rises were diminished. 
The prevention of wild variations in economic output, enabled com-
panies and households to run their businesses in a less precautionary, 
and therefore more efficient, manner.  By their nature many of these 
benefits were one-off with natural limitations: there is only so much 
leverage that can be put into a balance sheet and there is only so much 
that can be gained from a reallocation of resources to a more efficient 
frontier. However, faith in the ability of policy makers, particularly 
central banks through monetary policy, to limit the loss of output in-
curred by economic cycles, engendered a confidence that was reflected 
in corporate and household behavior.

In ever down cycle since 1990/1, however, the efficacy of monetary 
policy appears to have diminished. The ever-greater cuts in interest 
rates and increases in central bank balance sheets required to re-start 
a stalled economy has led to a growing belief that monetary poli-
cy has become impotent. In addition, the unintended consequences 

..neither the Western 
welfare state nor China’s 
society has not been stress-
tested against a change in 
demographic profile but it 
will be.

The moderation in inflation 
and economic cyclicality 
during the 80s and 90s 
was seen as a victory for 
stabilization policy.

Since then, every down 
cycle has required more 
drastic action to reflate 
economies.
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of extreme monetary policy have become more evident. At the same 
time, growing Government indebtedness, and more importantly the 
growth of unfunded off-balance sheet government liabilities, call into 
question the sustainability of fiscal policy. 

The next few decades are likely to see a sea-changing reappraisal of 
how stabilization policy works; its objectives and the tools that can be 
used to implement it. This will likely have far reaching consequences 
for the banking system, for example, and the operation of fractional 
reserve banking. The very nature of money will likely change with 
universal digital sovereign currencies, and technology will potentially 
facilitate the widespread use of alternative means of exchange from 
crypto currencies to government debt. 
 
9) The rise of Leverage

Accompanying the changing demographics, the growing impotence 
of monetary policy and the great moderation of inflation and cyclicali-
ty has been the rise in financial leverage. While ultra-low interest rates 
have been a great facilitator of higher levels of borrowing, issues of 
agency and incentive structures; the social contract between govern-
ments and their populations; corporate behavior; and consumer pref-
erences have been motivational drivers.  According to the Institute of 
International Finance, global debt hit USD255 trillion in 2019 bring-
ing the debt to GDP ratio to 342%. The COVID induced recession will 
no doubt add substantially to the stock of global debt. 

In contrast to the first great globalization from 1870-1914, which saw 
public sector debt in advanced economies fall from about 50% of GDP 
to a little over 20%, the period from 1980 onwards has seen public debt 
rise rapidly: from a post WW2 low of about 30% in the md-70s to over 
100% now. Unlike in previous periods, corporates and households too 
have leveraged up.  The implications of this indebtedness are many: a 
growing portion of income (government, corporate and household) is 
transferred from borrowers to creditors; the soundness of the debt is 
increasing dependent on an absence of cyclical disruptions to incomes. 
Tension between debtors and creditors is likely to rise and the politici-
zation of debt is likely to increase. 

A sea-changing reappraisal 
of how stabilization policy 
works and is implemented is 
underway.

The moderation in inflation 
and cyclicality coupled 
with extreme monetary 
policy has encouraged 
and facilitated greater 
borrowing.

Leverage is now a political 
as well as a financial 
problem.
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CONCLUSION

The nine fault lines identified, briefly outlined above, provide a frame-
work in which to analysis the traditional drivers of asset prices and the 
economy.  Some countries and sectors will be more impacted than oth-
ers by the policies required to overcome the structural impediments to 
long term sustainable performance. 

“Capital Dialectics” is published with the purpose of helping inves-
tors navigate the big themes that will define the coming decades. Our 
intent is to provide rigorous, impartial analysis of the changing en-
vironment our clients find themselves operating in. This naturally 
tends to challenge the preconceptions that have been formed by recent 
experience.  In doing so, we hope to stimulate debate, not for its own 
sake, but with the express purpose of producing better investment de-
cisions and an efficient long-term allocation of capital. 

Important Legal and Regulatory Disclosures & Disclaimers 
This research is for the use of named recipients only. If you are not the intended re-
cipient, please notify us immediately; please do not copy or disclose its contents to 
any person or body as this will be unlawful. 

Information and opinions contained herein have been compiled or arrived at from 
sources believed to be reliable, but New World Order Research Limited does not ac-
cept liability for any loss arising from the use hereof or make any representation as 
to its accuracy or completeness. Any information to which no source has been attrib-
uted should be taken as an estimate by New World Order Research Limited. This 
document is not to be relied upon as such or used in substitution for the exercise of 
independent judgement. 

At New World Order Research Limited we are committed to protecting your privacy. 
Our Privacy Policy explains when and why we collect personal information about 
people who receive Stewart Paterson’s written research or contact us; how we use it, 
the conditions under which we may disclose it to others and how we keep it secure. 
It also contains information how to make a Subject Access Request.  

If you wish to receive a copy of this policy or have any questions regarding it, please 
send an email to research@capitaldialectics.com 

The nine fault lines provide 
a framework in which to 
analyse drivers of economic 
and capital market 
outcomes, such as liquidity 
and profit growth. 


