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THE FISCAL BAZOOKA

Markets remain undecided on 
whether to treat the signs of in-

tensifying global economic weakness in 
Q4 and a looming slowdown in earnings 
growth as the kitchen sink—a signal 
that the worst is over—or evidence that 
conditions are worse than anticipated. 
As such, I thought that I’d discuss the 
other macro story du jour: The likeli-
hood of a grand global experiment 
in coordinated fiscal stimulus to 
take over from our tapped-out 
monetary policymakers. Laughable 
you say; perhaps, in the short run, but 
the signs are clear enough if you care 
to look. Fiscal discipline has become 
unfashionable, even to the point that 

it is deemed outright irresponsible for 
individual economies to pursue such a 
strategy from the point of view of global 
economic growth. These days, econo-
mies who show fiscal restraint with 
large external surpluses—the savers 
who finance the borrowing of others—
are “leaches” on global aggregate de-
mand. If they do not change their ways 
on their own, they should be coerced.

The flirt with the idea of a big fiscal 
push diverges in intensity across the 
major economic regions, but I identify 
three common denominators. First, 
monetary policy has either fallen short 
altogether or, more likely, it can’t do the 
job alone. In essense, this is the argu-
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 ment that it takes a coordinated push 
by monetary and fiscal policy to deliver 
the pace of growth and living standards 
that we deserve. The second, and cyni-
cal, argument is that a fiscal boost is 
the last throw of the dice by the ruling 
class to keep the pitchforks at bay. UBI, 
a smartphone, a subscription to Netflix, 
and a small car for the masses. In other 
words; a bribe so that the 1% can be 
left alone or, alternatively, a last-ditch 
attempt by squeezed centrists to starve 
off the extremist populist uprising.  

Third, and less cynical, the idea is that 
some form of global Abenomics is an 
experiment worth running, simply be-
cause of ample excess global savings—
in part thanks to demographics—mean 
that it’s possible without blowing a hole 
in the side of the ship. This is contro-
versial in the context of the fact that 
global debt has increased, as a share of 
output, since the financial crisis. That 
said, the worry over elevated global 
debt levels are afforded no room in this 
story; indeed, it is its antithesis. 

Would it work? I have my doubts, 
though the answer to this question de-
pends on how you define “working,” and 
the success criteria for the trials. I can’t 
dismiss the fact that it could be an ex-
periment worth running in a world with 
disruptive, and disinflationary, creative 
destruction. This is especially the case if 
such a world is one in which an increas-
ingly large share of the pie accrues to 
the owners of capital.

LOOK FOR THE SIGNS; THEY’RE THERE
In Europe, the disciplinary rules of the 

fiscal compact, designed by Germany in 
the wake of the sovereign debt crisis,  
and signed by all EU members in 2013, 
remains the de jure framework for 

policy. In practice, however, Germany 
and the rest of Northern Europe are be-
coming marginalised. With Mr. Macron’s 
recent u-turn in the face of the yellow 
vest protests, the idea of fiscal stimulus 
is no longer an argument pushed by 
Europe’s so-called populists.  

Elsewhere, I admit to limited visibility, 
but two stories are worth noting. First, 
many economists are now suggesting 
that China eventually will be forced to 
administer fiscal stimulus to accom-
pany its so-far unsuccessful attempts at 
reviving the economy via its traditional 
monetary policy tools. Second, in  
Japan it seems to me that the consen-
sus is satisfied with Abenomics. Indeed, 
if anything, the argument seems to me 
to be that Japan needs more, not less, 
of this particular medicine.     

MR. TRUMP VERSUS MISS CORTEZ  
 As per usual, the debate in the U.S. 

is the driving force of this story, and it 
seems to me that fiscal policy, in some 
form or the other is a common denomi-
nator across the board. Mr. Trump is an 
ardent supporter of tax cuts, and his 
only problem seems to be that the Fed 
is not willing to play ball by keeping 
rates low. Luckily for the U.S. president, 
foreign savers, and an ample supply of 
shale oil mean, that the U.S. is still able 
to fund itself on international markets at 
comparatively low interest rates. 

Sentiment is stirring on the left too, 
though. Mr. Trump’s nemesis across the 
aisle, the dancing and charming Alex-
endria Ocasio Cortez, took centre stage 
last week. She too is advocating fiscal 
stimulus, though in a slightly different 
way than Mr. Trump. Miss Cortez wants 
to spend a bucketload of money, on her 
New Green Deal and free healthcare, 
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but she wants to increase the (margin-
al) tax rate, on high earners. 

Mr. Trump’s idea of endless un-
funded tax cuts eventually will 
have a date with reality, but Miss 
Cortez’ policy proposal also faces 
difficulties. The headline is that a mar-
ginal tax rate of 70% for those earning 
more than $10M can do the job. That’s 
a blatant lie. Indeed, I am continuously 
surprised why the left, both in the U.S. 
and Europe, are such cowards on this 
matter. If you believe in a world with a 
large government that delivers a wide 
palette of goods and services to the 
public, you also have to be honest with 
people. Everyone will have to pay higher 
taxes, and the government almost 
surely also has to issue more debt to 
fund the increase in expenditures. 

I don’t understand why this is so con-
troversial, especially if the proponents 
of such policies believe their usefulness. 
I am baffled why those who advocate 
such economic systems, often on the 
basis of the shining examples of Scandi-
navia, neglect to mention this. Everyone 
pays a high tax in northern Europe, and 
it is a political choice to take that route. 

I would make three additional points. 
First, I think 70% is too high a tax rate 
for anyone to pay out of their income. 
Second, I think a smart and fair capital 
and wealth is the way forward rather 
than a more progressive tax on income. 
Third, I suspect that trying to import a 
Scandinavian tax and welfare model in 
the U.S. is a fool’s game. Mr. Trump is a 
disaster, but trying to get rid of him by 
advocating a transition to a Scandiavian 
economic model won’t work. I hope that 
the Democrats don’t make this mistake, 
because they might lose a second time 
to him if they do. 

At this point, the proponents of Mod-
ern Monetary Theory, who appear to 
have taken to the ideas of Miss Cortez, 
will have a few stern words with me. 
It is beyond this essay to thoroughly 
dissect MMT, but I reckon my recent ex-
change with Steve Randy Waldman gets 
to the heart of the matter. 

It starts with my objection to the fact, 
endorsed by Mr. Waldman, that J.W. Ma-
son from the Rosevelt Institute appar-
ently “(...) finds it offensive to claim that 
a job at McDonald’s, or in a nail salon or 
Amazon warehouse is the fullest use of 
anyone’s potential.” After a bit of back 
and forth, Mr. Waldman settles on the 
following idea: “The economy has to be 
really hot. ZIRP and other conventional 
monetary-policy centric approaches in 
my view have not actually delivered a 
hot economy, and their proximate effect 
is to exacerbate inequality via asset 
prices, as you say. I don’t think those 
tactics either necessary or sufficient. I’d 
much rather a direct-to-household heli-
copter money (or a straight up Keynes-
ian investment parade) than interest 
rates as an instrument.”

I am open-minded, but to paraphrase: 
the idea that governments should print 
money so that the relatively low-paid 
workers of McDonalds and Amazon can 
achieve their “full potential” by pursuing 
more meaningful endeavours is, in my 
view, the equivalent of selling snake oil. 

In the best of worlds, MMT rep-
resents a goodhearted, but naive, 
view of the world, and of what can 
be achieved by economic policy. In 
the worst of worlds, it is a hyper-egal-
itarian, and nefarious, project built on 
the idea that everyone can become su-
perstars, and that it is the government’s 
job to bring forth that outcome.  
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WHAT’S THE END GAME? 
On a general level, I fear this type of 

political message falls foul to the same 
kind of utopian relativism as commu-
nism and socialism do. After all, the 
enduring argument in favour of such 
movements remains, to this day, that 
they were never implemented correctly. 
Who decides when enough money 
has been printed/or taxes raised and 
enough McDonalds workers have been 
lifted out of their undesirable existence?

On a specific level, the idea that 
governments and central banks can 
form a grand alliance to print mon-
ey runs into obvious constraints 
in a world of capital mobility. If 
demand for global investment is met by 
global savings via balance of payment 
flows, it follows that not everyone can 
pursue such a policy at the same time. 

It is ironic that the economy that has 
pushed the envelope the most, Japan, 
remains a source of excess savings to 
the global economy. Indeed, as far as I 
can see, the deeper Japan goes into the 
rabbit hole, the stronger is the impera-
tive that the JGB market can never be 
exposed to the cold winds of the foreign 
bond vigilante, who requires interest 
commensurate with the underlying risk. 

We are left with two solutions to this 
riddle as far as I can see. Either a select 
few economies run the experiment fi-
nanced by surpluses elsewhere. It’s best 
if these economies are relatively large 
and relatively young in a demographic 
sense. This is the tried and tested 
boom-and-bust cycle of global current 
account imbalances, which is what we 
are living through at present. If we 
don’t meddle too much, this is probably 
where we’ll stay, though we are running 
out of “young” economies.  

The only alternative that I can see is 
that everyone runs hot subject to the 
constraint that domestic savings must 
equal domestic investment at all times, 
or in other words, global capital mobil-
ity falls by the wayside. If that is what 
the founders of MMT want, I think they 
ought to be clear about it. 

HOW TO PUT A PRICE ON IT
For investors, this is a story about 

focusing on the right risks. At the start 
of 2019, we fret the onset of a global 
recession, but I wonder whether this 
is what investors should worry about. 
Perhaps investors should be fo-
cused on what steps policymak-
ers will take to make sure that a 
conventional economic downturn 
won’t happen, for a long time.

Investors will cheer if central banks 
revert to their old ways of expanding 
balance sheets and keeping rates low. 
If combined with aggressive govern-
ment spending, however, the stakes 
are raised. One of my friends on the 
buy side hit the nail on the head last 
week when he responded to my initial 
thoughts on this topic. “I agree with you 
Claus, but the problem is to put a mul-
tiple [in equities] on the experiment.”  

I don’t think anyone knows what 
combination of Trumpian tax cuts and 
Cortezian New Deal spending that is 
optimal, or most damaging. I am sure, 
though, that asset markets, perhaps 
with the exception of gold and fine art, 
will take a dim view if capital mobility 
is constrained. Other than that, fixed 
income investors are the most appar-
ent sitting ducks. Either yields go up, or 
if they stay down, real returns will fall 
through higher inflation. We won’t know 
until the fiscal bazooka is fired.    
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