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It takes all the running you can do, to keep in the same place.

If you want to get somewhere else, you must run at least twice as fast as that!

—THE RED QUEEN, in Lewis Carroll’s Through the Looking-Glass







INTRODUCTION

What is really amazing, and frustrating, is mankind’s habit of refusing to see the obvious and inevitable until it is there, and then muttering about unforeseen catastrophes.

—ISAAC ASIMOV

If you’ve ever wondered why the stock market seems to always go up but your own financial situation doesn’t behave in the same way, you’re not alone—and you’re not crazy. There are forces at work that fuel financial markets at the expense of destabilizing the real economy. In the world that most of us inhabit, people are struggling to pay rising bills and working grueling hours to make ends meet. There’s a divide between those hard-pressed to cover basic needs and the giddiness of the financial markets, where billionaires thrive; the two groups might as well be living in alternate universes. The economy and high finance do coexist, but they don’t have much to do with each other when you dig beneath the surface. Money is the obvious divider.

The reality is that money, like a virus, will always seek the easiest way to reproduce itself. The profits represented by stocks and bonds have disproportionately accrued to the wealthy and investor class relative to everyone else. That shift has left the world fragmented across multiple economic, political, and societal levels where instability is rampant and wealth relentlessly trickles upward. The epic divide between finance and the real economy is what I have defined as a permanent distortion. This is not a phrase chosen lightly. There’s no going back from here. There’s a seismic rift between, on the one hand, economic growth, wages, and a decent standard of living and, on the other, market-driven wealth accumulation that during a devastating global pandemic minted nearly five hundred new billionaires in 2020 alone—the equivalent of one born every seventeen hours. And that rift is permanent.1

Permanent Distortion is the story of the winners and the losers of today’s financial and monetary system. But the wedge between those who have and those who don’t isn’t just about inequality. While that is certainly a by-product of permanent distortion, the story runs deeper.

There have been two major financial crises since the dawn of the twenty-first century: the Great Recession of 2008 and the pandemic of 2020. But there has been only one response from the most powerful governments, institutions, central banks, and political leaders. Their collective reactions have fostered a desolate landscape of frenetic economic consequences. What that produced is a wave of intensified and widespread social unrest, disjointed political upheaval, dangerous extremism, punishing trade wars, and sweeping isolationism.

Our economic dystopia isn’t simply the result of responses to a once-in-a-century pandemic. Something more is at work. Through either carelessness, greed, incompetence, nepotism, or sheer corruption, leaders now decide how and where money flows during periods of calm and in times of crisis. The rift between the jubilance of the financial markets and the despondency of economies means that markets and their demands, not people and their needs, are reshaping the world.

Today’s financial system is as unhinged from the realities of classic capitalism as it is from the economy. Central banks have become money dealers and inequality enablers. When faced with crisis, they zoomed past being lenders of last resort to being arbiters of who wins and loses in the economy. They are now money-creating machines that are fostering riskier and bigger bubbles than ever before. Their policies are setting up future crises and systemic economic fractures. Institutions may be too big to fail, but the overall market has now become too big to be left alone.

This new era has its roots in the financial crisis of 2008. That was when markets’ addiction to cheap money, driven by the low (zero to negative) interest rates that major central banks offered big banks, took flight. Central bankers characterized their experimental policy decision to unleash trillions of dollars of new money combined with the purchase of trillions of dollars of debt from the biggest banks as an “emergency” reaction. What started as an artificial jolt to Wall Street to juice up the demand for securities ended up triggering the longest bull run in history. The reality of that move is that no policy decision comes without consequences.

After nearly a decade and a half, that policy and its ramifications unfolded in four key parts. First, there was the chaos of the financial crisis that established what was dubbed an “emergency response.” Then came the market addiction to central bank money. That was followed by a policy reaction that took central banks into overdrive facing the next chaos. Finally, we’ve reached a metamorphosis—not just of monetary policy, but into a broad, fresh reality.

As central bank aid turbocharged banks and markets, it acted as a launchpad for record amounts of public and private debt to be issued. These conditions triggered a wave of wealth accumulation without accountability. While central banks could flood the markets with cash, they could not control how it was spent. They could intervene with financial alchemy but had no authority to enforce whether extra debt could ever be repaid through economic growth. The very existence of this debt became a convenient excuse for governments the world over to cut budgets and reduce public spending in areas such as medical care, education, retooling for workers, and infrastructure. Companies that took on massive debt turned to cutting jobs, increasing hours, and reducing benefits to compensate for it. As shareholders reaped the benefits of central bank interventions, workers were being left behind and squeezed out.

The 2008 financial crisis elevated the power of key central banks. What started at that time was a brand of monetary dominance for central banks. The epoch ushered in a philosophy of unmitigated money fabrication and monetary expansion that’s now irreversible. Without cheap money, the equivalent of an oasis in a desert, the banking sector, financial markets, and public systems that rely on them for funding would have cratered. While people in the real economy received support around the edges, the bulk of the money from central banks and governments flowed upward into financial assets, not outward into the economy.

This is not conjecture. It is supported by data, policies, and events that lasted until the middle of 2019. That was when it became increasingly evident that a renewed global economic slowdown was under way. Brewing bank problems were starting to become visible, despite more than a decade of central bank support and tepid regulations to mitigate risk. All was not well.

Even before the pandemic hit, a reinvigorated return to the black hole of monetary policies was marked by interventions beyond those of the highly developed economies’ central banks. The latter half of 2019 saw smaller, developing-economy central banks join in. The move was paralleled by an acute rise in civil and social conflicts internationally.

What was once a rescue mission for Wall Street had morphed into a global money chess match. The fallout of this money mania caused countries to reexamine their relationship with the United States and their position in the international power hierarchy. The result was an exacerbated period of trade wars, extreme polarization, and mounting nationalism.

The reason that most lawmakers ignored the signs of overheating in the market before the financial crisis of 2008, and afterward, was simple. By enabling these extreme central bank measures, policymakers could share in the euphoria of ever-rising stock markets. Rising stocks served as a symbol of financial resilience for the investor class. The Fed’s manufactured money was a stimulant to lift Wall Street’s spirits and prop up the stock market. Similar activities by other central banks pushed that playbook around the world, aggravating the distortion. While workers from Europe to South America may not have directly felt the returns of stock market highs, they certainly felt the abyss of job loss, inflated prices, and the squeeze on small and local businesses every time the markets faltered. Market behavior and economic prosperity had nothing to do with each other. The economic tension that resulted provoked widespread social turmoil.

Central bank policies had other unintended consequences. By default, these financial maneuvers deprived countries of the ability to build and plan for the kind of real economic growth that stems from physical and social infrastructure development. Why? Because the flow of conjured money allowed governments to become complacent. The more that unelected central bankers provided monetary policy stimulus, the less impetus elected policymakers had to campaign on and follow through with fiscal stimulus—except in times of crisis.

The imbalance between where money comes from and where it is deployed has set the world up for more intense catastrophes. The Fed along with its allies produced an ever-volatile monetary system. Their experimental policies served as a temporary, cosmetic salve to the economy and an amphetamine to the markets. They have ensured that the markets are destined to collapse without constant support. They will never fully sell their assets because that would be like removing the foundation from beneath a global house. Their largesse toward the markets has been counterbalanced by austerity measures that hurt the most vulnerable while fueling financial bubbles that inflate systemic risk immeasurably.

The saga of Permanent Distortion follows the money. More than that, it exposes why the rise of populism, social unrest, regional proxy wars, and technology-driven financial alternatives driven by economic fragility will increase. Without a dramatic course correction, each new twenty-first-century crisis will build upon the last, creating an ever-greater pile of debt, asset bubbles, and central bank aid. The disconnect between the markets and the real economy will widen. This will spark a massive alteration in the global power paradigm. More people will continue seeking out fintech, decentralization, and other alternatives to escape a broken financial system. This will amplify financial, political, and socioeconomic pandemonium—and give rise to a new definition of money itself.

Welcome to permanent distortion.…
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CHAOS










Chapter 1

THE FRENZY

We all crave easy money. And plenty of it. If we didn’t, no get-rich-quick-scheme could be successful.

—CHARLES PONZI

The earth may spin on its axis, but the world revolves around money. Populism, nationalism, isolationism, corruption, trade wars, military wars, health crises, inequality, economic hardship, and financial market bubbles—all of them are connected to money. Money doesn’t just drive a wedge between different classes, races, genders, and countries. It is the wedge.

In the 1920s, Charles Ponzi’s name became synonymous with the big swindle. His con was no random event. Like any salesperson, con artist, or politician, he leveraged a unique feature of human nature: that in the end, we all want to be comfortable, secure, and in control of our destinies. That means different things to each of us, depending on our circumstances, backgrounds, financial ambitions, need for survival, or appetite for greed.

What Ponzi did was use that basic desire and an unsettled environment to his advantage. In the year 1920, the United States was facing an economic depression, the aftermath of a brutal world war, and a tragic global pandemic, the Spanish flu. People were tired, stressed, and eager to move on. On that canvas, Ponzi painted a get-rich-quick scheme that contained a perfect cocktail of credibility mixed with enticing reasons to suspend judgment.

The period in which he incited such extreme responses was a key component of his initial success. Today, we would call the enthusiasm Ponzi stirred up for his investment scheme—which involved buying international stamps for one price and selling them for more money to the US postal system—the fear of missing out (or FOMO).

Some of the folks in Boston who first bought into Ponzi’s scheme were rich, while others were poor. Their optimism brought them together. Without the benefit of Twitter, Reddit, or the internet, a swath of disparate, or desperate, investors wanted to get in on his game. Equally, they wanted to believe in Ponzi’s ability to make them richer. By duly paying the initial investors just as he promised, Ponzi successfully peddled the idea that he could make anyone a 50% return in ninety days. That was an enticing prospect since banks were offering a mere 4% return over a full year. Plus, Ponzi, a once-poor immigrant from Italy, had been denied a loan from the very bank, Hanover Trust Company, to which he funneled a large amount of his proceeds. He used that rejection as a marketing ploy. That rags-to-riches narrative gave him a David-versus-Goliath appeal that also embodied the essence of America’s promise to its newcomers and downtrodden. It enhanced their belief in him and what he was offering. That faith was critical for his scam to work.

To provide his customers with maximum confidence, every detail—down to the selection of the name for the company that would house his stamp swindle—was carefully considered to inspire trust. Indeed, that was the entire point. And as he later wrote:

The Securities Exchange Company began its business career under the most favorable auspices. True, it had no capital. But it had no black eye either.1

In an irony for the ages, the acronym for the US Securities and Exchange Commission, SEC, was identical to that of the company Ponzi crafted for his grift. The government body was established under the Securities Exchange Act of 1934.2 Its purpose was to protect the public from fraudulent claims by public firms, though this was not always accomplished with the greatest of success.

Ponzi’s motivation stemmed from a desire to call out Wall Street and beat it at its own game. Once he started, he kept going. He explained in his autobiography, “I knew what I was up against if I stopped. I knew not what I might run across if I kept on. I had unlimited confidence in luck, as well as my ability to exploit it. And on I went headlong, like a bull in a china shop, to smash all precedents and principles of high finance as it was preached, but not practiced, in Wall Street.”3

His enduring place in history is instructive for reasons that transcend Ponzi’s scam. If we don’t ask questions or dig beneath accepted narratives about money no matter who spreads them, repeated crises are inevitable. Whether espoused by fraudsters, financiers, or a monetary system skating on thin ice, embellishment and false promises can cause havoc. Money doesn’t care about politics or activism. But how people create, use, or make it—now, that’s where things get interesting. To the extent that it flows more abundantly into financial markets than into the real economy, it can be lost in a paper vortex, forever. But when money is flowing, it has the ability to manifest the appearance of easy solutions to complex problems.

Merriam-Webster defines “easy street” as “a situation with no worries: a situation of wealth and ease.” In monetary policy slang, “easy policy” means that the cost of money is rendered cheap—interest rates are set low, at zero, or even in negative territory. There have been two main periods of zero interest rate policy (on average) so far in the twenty-first century.

The first was the time between the financial crisis of 2008 and the end of 2015. The central bank of the United States, the Federal Reserve (Fed), acted as global leader on easy monetary policy by lowering rates to zero. It raised them slightly through the middle of 2019 before lowering them again. The Fed provided massive subsidies for Wall Street and the financial system through an ongoing program of quantitative easing (QE) that grew, abated slightly, and then grew again. QE is the process by which central banks manufacture electronic money in exchange for buying securities (usually bonds or stocks) from banks. The policy can serve to inflate the amount of money flowing into the banking system.

Central banks are entities that serve as a major source of money for banks around the world. They can create money and determine the interest rate banks must pay to borrow it. The lower the rate they set, the cheaper that money is. The idea of cheap money being a remedy for economic or systemic banking problems was promoted by major central bankers in reaction to the financial crisis of 2008. The concept was that private banks would lend out cheap money to individuals and small businesses, which in turn would use it in ways to stimulate the real economy. The truth, as we’ll discover, is somewhat different.

During the period from 2008 to 2012, major countries’ central banks provided megabanks unprecedented assistance in the form of cheap money, bond purchases, and attractive loans. Their actions effectively compensated the biggest Wall Street banks for taking on massive risk and for the losses that stemmed from their own mismanagement, greed, and fraudulent practices. I detailed what transpired extensively throughout my book It Takes a Pillage. Without the combination of the Fed’s support, easy money, and the government’s largesse, heavily leveraged investment banks such as Goldman Sachs and Morgan Stanley could have failed.4

Yet none of the largest global private banks, such as JPMorgan Chase, Deutsche Bank, HSBC, and Santander, were ever required to increase their lending to the Main Street economy and its small businesses as a stipulation for receiving their cut of an epic bailout. They were never given the relevant oversight or incentive to help restructure individual loans battered by the broad economic hardship that stemmed from their own unsound lending.

Instead, Wall Street giants and their major corporate clients hoarded money and used significant portions of it to buy back their own shares, elevating their stock price and providing the illusion of financially healthier companies.5 This had the effect of pumping up stock and executive bonuses linked to the price of stock. These firms effectively manipulated their stock prices with central bank support and paid themselves bonuses for doing so—as a result of a financial crisis.

They pulled off the perfect heist—out in the open. Nobody went to jail. No one was subject to real, long-term consequences. In contrast, people the world over were subject to austerity measures that hurt students, the vulnerable, and lower-income earners the most. Prices jumped for everything from food to transportation. Inflation went on to break a record forty-year high. Taxes were used to bankroll major corporations’ move back to health. Calls to regulate banks by breaking them up were met with inaction and disdain. In fact, the Fed was responsible for making big banks bigger by virtue of its merger approval power.

The idiom “rob Peter to pay Paul” dates back to at least the fifteenth century, and originally it related to tax collection and distribution. Church taxes had to be paid to St. Paul’s Cathedral in London and to St. Peter’s Basilica in Rome. The term referred to neglecting to pay the Peter tax (to fund the construction of St. Peter’s) to have enough money to pay the Paul tax (to fund construction of St. Paul’s). It describes the taking of money from one source to give to another—but it can go further than that. With respect to debt, it entails redirecting money destined to pay off one debt to pay off another when there’s not enough money to pay both.

This concept can be expanded to the act of extracting money from the future to finance the present. In terms of debt at a federal level, the US Treasury (or any government arm responsible for issuing debt or borrowing money to fund its nation’s policies) operates under the assumption that this debt will be repaid. The belief is that the government can always find a way to fund itself, even if this means borrowing more to cover its costs. Corporations also issue debt. For individuals, borrowing money in the form of loans or credit cards is far more costly.

In Ponzi’s case, the scheme relies on an incoming stream of money large enough to cover expenses, or promises, going out; the same principle lies at the root of any market bet. Here, robbing Peter to pay Paul means using that fresh money to make good on the bet. The bet (or policy) may not have to have a definitive positive outcome, but the constant influx of money makes it appear as if it does.

The size of US debt has exploded since the financial crisis. It ballooned from $11.9 trillion in 2009 to $27 trillion in December 2020, and it was $28.4 trillion at the close of 2021.6 The Fed essentially supported that debt by buying large chunks of it through the process called quantitative easing. The action had the effect of lifting bond prices and thus lowering bond yields (the rate of return to the bond buyer). By keeping rates low, the Fed limits the amount of interest that the US Treasury would have to pay to its bondholders.

The idea that the US Treasury will make good on its interest payments for the life of any of its bonds is a fair one. The United States has only defaulted (stopped paying interest) on some of its Treasury bills once, in 1979, and it was late on payments in 2013.7 Congress routinely argues about the amount of debt that can be issued (a figure known as the debt ceiling) and then capitulates. As long as the Fed continues to buy US government debt, the United States can keep borrowing more at lower rates. This action enables the government to keep taking from Peter (the future) to fund Paul (the present). Meanwhile, the Fed can keep interest payments low through an ever-expanding variety of methods.

This arrangement has no financial downside for the US government. However, not every country has the luxury of borrowing forever, or at such cheap levels, especially during a crisis. For instance, in Argentina on October 21, 2008, President Cristina Fernández de Kirchner announced that the government would transform $30 billion worth of private pension funds into public debt that carried with it an implicit government backing—a common practice in Latin America—to protect retirees from plummeting stock and bond prices as the global financial crisis raged.8 The measure was criticized by her opponents as a way to plump government coffers. At the time, Argentina was struggling with how it would pay nearly $22.4 billion in debt obligations while grappling with falling commodity prices that were choking its domestic economy.

There is another hidden cost to borrowing abundantly. The greater the size of debt relative to the real economy, the more a government is raiding the future to pay for the present. To the extent that this debt promotes or is directed at real economic growth, it can drive positive results. But if the debt increases more quickly than economic growth does, it’s a net negative. Though an imperfect barometer of people’s daily economic lives, GDP, or gross domestic product (the total value of goods and services produced within a country’s borders, including the amount consumers spend), can serve as a comparative measure of the size of an economy over a specified time period.

The debt-to-GDP ratio (expressed as a percentage) has had its ups and downs over the years. In 1929, the year of the great stock market crash, it stood at 16%.9 That meant that every 16 cents the country borrowed supported $1 worth of economic growth. On Black Tuesday, October 29, 1929, however, all hell broke loose. The Dow Jones Industrial Average index of major stocks had dropped 25% over the prior two days. Before that, it had been buoyed by hope and fraud. That game hit an abrupt end as confidence nosedived. Over six weeks, the Dow lost about half of its value as fear and anxiety rippled through the financial sector and the Main Street economy.

By the summer of 1932, the Dow had lost 89% of its record value. During the years between the stock market crash and March 1933, as the Great Depression plagued the United States and the world, thousands of banks around the country shut their doors for good. In his inaugural address on March 4, 1933, newly elected president Franklin Delano Roosevelt called for “strict supervision of all banking and credits and investments.”10 On March 6, he issued a proclamation ordering a weeklong “bank holiday” to suspend banking activities and the extraction or transfer of gold and silver, which had undergone a fear-spurred frenzy of demand in return for paper dollars. A few days later, Treasury Secretary William Woodin and the banks reached a monetary-system-altering agreement: banks would no longer need to hold reserves in gold against their paper currency (their other assets would suffice), leaving the Fed free to increase the money supply without worrying about how much gold it had in reserve. As Woodin said, “The Federal Reserve Act lets us print all we’ll need. And it won’t frighten the people. It won’t look like stage money. It’ll be money that looks like real money.”11 President Roosevelt went on to raise taxes and increase the amount of federal debt to jump-start the economy, pressing the debt-to-GDP ratio up to 40%. That ratio hit 118% in 1946, after the end of World War II. President Harry Truman borrowed to stave off a postwar recession and invest in global rebuilding initiatives such as the Marshall Plan, which funded food, machinery, and other infrastructure programs.

During the six decades that followed, the US debt-to-GDP ratio hovered in a percentage range between the low 30s and the low 70s.12 By 2009, though, as effects from the financial crisis grew, the ratio jumped to 82%. By 2019 it had shot up to 106%. Because of pandemic stimulus coupled with economic shutdowns and an expansive Fed buying program, the ratio zoomed to 136% in 2020.

Normally, a high debt-to-GDP ratio means high deficits (that is, government spending exceeds revenue). With debt, the size doesn’t have to matter; it’s the way that debt is used for the real economy that’s critical. The question becomes: If debt or the cheap money the Fed injects into the financial system doesn’t directly help the economy in a way proportionate to the size of that stimulus, what is it doing? The obvious answer is that it has flowed to Wall Street, global banks, and financial markets.

The New York Times called the $65 million grift perpetrated by American financier and former New York Stock Exchange chairman Bernie Madoff against his clients the “largest, longest and most widespread Ponzi scheme in history.” His promises of high returns were based on expectations that he could always round up money from new investors to pay the ones already participating in his scheme. The reason his scam ultimately unraveled was the shock of the financial crisis of 2008. With people suddenly extracting their money from the market, or scared to enter it, Madoff didn’t have enough Peters around to pay the Pauls. Questions were asked, and charges were filed. For having bilked his investors out of approximately $17.5 billion, Madoff was given a 150-year jail sentence.13

The reason Ponzi schemes eventually crash and burn is that there’s not enough new money coming into them to cover the promises made. Once central banks unleashed monetary policy to accommodate megabanks, subsidize Wall Street financiers, and bolster global markets, the very idea of free and open markets and laissez-faire investing died. The threat of raising rates or ceasing to buy bonds could catalyze panic, instability, and chaos—so the threat was never issued. No one wanted to call the Fed’s QE a Ponzi scheme. But it was.

Central banks’ extreme reaction to the 2008 financial crisis and what’s unfolded since then never had an exit plan. Injecting money into the markets whenever a pick-me-up is needed became the norm, not an emergency response.

In the wake of the 2008 financial crisis, the goal of QE was to lift the money supply within the financial system and reduce medium- and long-term interest rates. The policy boosted the value of QE-targeted securities and similar ones due to this artificial stimulus. Various versions of QE were implemented before 2008 (the Fed experimented with it during the Great Depression, and the Bank of Japan was a QE fanatic in the late 1990s and early 2000s), but past applications were more modest. The big lie was that this money would somehow trickle into the real economy.

Whether it was done to soothe a stock market crash, a ruptured subprime housing market bubble, or a pandemic, the Fed’s response to the financial crisis of 2008 and later crises has confirmed that it will always seek a way to grease the wheels of capitalism for its wealthiest participants and private banks. The results speak for themselves. According to a 2022 Oxfam International report:

The world’s ten richest men more than doubled their fortunes from $700 billion to $1.5 trillion—at a rate of $15,000 per second or $1.3 billion a day—during the first two years of a pandemic that has seen the incomes of 99 percent of humanity fall and over 160 million more people forced into poverty.

To translate that into even more sobering numbers:

“If these ten men were to lose 99.999 percent of their wealth tomorrow, they would still be richer than 99 percent of all the people on this planet,” said Oxfam International’s Executive Director Gabriela Bucher. “They now have six times more wealth than the poorest 3.1 billion people.”14

Oxfam laid much of the blame for this wealth gap on government policies and tax structures. Yet this was only part of the story. Central banks, by virtue of creating an artificial money supply, widened the inequality gap by pouring money disproportionately into the top levels of the financial system. This money gushed into the markets rather than the foundations of economies throughout the world. For major central banks, governments, and financial markets, there will always be a Peter to rob to pay Paul, even if it’s concocted from thin air. Not so for ordinary people.

The stock, or equity, market reflects an inflow of money from a more varied set of sources. That money seeks one thing—a return that’s greater than the interest any government or corporate security can provide, and far more than it can earn stowed under a mattress. The sheer force of money’s presence in the stock market (whether buying or selling stocks) is enough to move the market. Certain large players carry more weight than others, and much more than the everyday retail investor.

There’s a thin line between what constitutes an investment and a gamble in the financial markets. This mostly comes down to the amount of time money sticks around. In the real economy, money must hang around for longer than it does in the markets to make a difference. That’s because long-lasting infrastructure projects rely on a mix of public and private funds, like the Hoover Dam, the Roman aqueducts, or the Itaipu hydroelectric plant in Brazil, which are real, lasting assets. They require time, planning, and complicated execution to convert invested capital into lasting returns. They can also provide jobs in the process. Unfortunately, bankers and major financial institutions value the quick profits that market bets can provide over this more tangible result.

If money is cheap to borrow, then investment and speculative money will seek an easier, faster way to reproduce. Companies often can, and do, use that extra money to buy back their own shares, which collectively lifts the stock market even if foundational economies are ignored.

By operating as a speculative transfer machine, the stock market has relatively little to do with productive investment. Day trading or even short-term investing has almost nothing to do with a company raising money to fund research and development. The ability of speculators to drive the markets up, and to cause certain companies to be valued higher than the state of their balance sheets should otherwise dictate, has driven a wedge between the fundamental value of companies (as represented by information such as cash flow and debt load) and their share prices. Some companies saw their shares prices blossom in quick spurts. Others were more strategic about establishing relationships with the establishment monetary authorities for the long haul. For instance, during the financial crisis the mega asset management company BlackRock emerged as the lead financial firm advising and supporting the Federal Reserve on its bond-buying operations.15 Though its stock slumped 24% between May 2008 and June 2012, the firm was sowing seeds for the future. It was firmly on the path to becoming the Goldman Sachs of the permanent-distortion era in terms of influence, money, and power.

Since the Fed began buying huge amounts of US government and mortgage debt in 2009, the annualized growth of the stock market has far outpaced that of the economy. The annualized growth of the stock market from its twenty-first-century low point in March 2009 through March 2020, the onset of the COVID-19 pandemic, was on average 12% per year. The average annual growth in US GDP over that same timeframe was about 2%. Dividing that into smaller annual bites, we can see that US GDP dropped by 0.14% in 2008 and by another 2.54% in 2009 (Figure 1).16

The size of the US stock market, $40.7 trillion as of December 31, 2020, was double that of the US economy, with GDP at $21 trillion.17 The world’s total stock market value of $95 trillion in 2020 was more than triple its 2009 value. In contrast, total world GDP hit $84.5 trillion (covering 193 economies) in 2020, which was just a 40% increase since 2009, when it was $60.5 trillion.18
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Figure 1.





US GDP subsequently rose by 2.546% in 2010 relative to 2009. It then hovered between 1.55% and 2% per year from 2011 to 2019, an uninspiring increase. A similar story unfolded around the world. For instance, in the United Kingdom, GDP growth hovered under a 2% average during that timeframe. The same was true of the European Union (EU) and Japan.19 The pattern of escalating markets and lackluster economic growth had some historical precedent, but not to the extent that we saw following the financial crisis. In the wings, an entrepreneur named Elon Musk, having successfully created PayPal, a transformative payment services firm, took his electric vehicle company, Tesla, public in June 2010 at a price of $17 per share. A $1,000 investment made in Tesla in November 2011 would have been worth around $200,000 in November 2021, for a total 20,000% return, compared to a 357% return in the S&P 500 index as a whole.20

History is predicated on a series of events and choices. Decisions are made, dice are rolled. Some moments may appear inconsequential in the grand scheme of a decade or a century’s trajectory. Some moments are so monumental that there is simply no way back.

Wars are fought based on fateful actions. World War I might not have unfolded as it did were it not for the assassination of Archduke Franz Ferdinand in 1914. World War II might not have occurred if the 1929 stock market crash hadn’t produced the global Great Depression, which in Germany catalyzed the rise of the Nazi Party, nationalism, and its genocidal führer, Adolf Hitler.

The arc of high finance has many pivotal moments of speculation and crisis. The Fed might not have come into being were it not for a squeeze in the copper market in 1907 that caused a financial panic. That crisis presented a moment for J. P. Morgan to rescue the country by using the US Treasury’s money with President Theodore Roosevelt’s blessing. It thrust him into the role of absentee host for a group of bankers and politicians at Jekyll Island, Georgia, in 1910 that penned the initial blueprint that became the Federal Reserve System in 1913.

Even our terminology and language reveal history’s selection process. The phrase “Ponzi scheme” might not have become such a common way to refer to con mania if the 1920s hadn’t produced the perfect environment in which to fall for the premise of the unsustainable returns that Ponzi promised. What grew from zero to a $15 million empire in a few months for Ponzi crumbled to zero and a jail sentence in about the same amount of time, popping as so many bubbles eventually do.

In 2008, the Fed created a financial Frankenstein’s monster that altered the course of money and power in the twenty-first century. The idea was that cushioning the fall of a reckless banking system with whatever tools necessary (a phrase used repeatedly in twenty-first-century central bank lingo) was equivalent to securing the real economy, or Main Street.

For those on Wall Street monitoring the deteriorating condition of loans and toxic assets created from them, the global financial crisis had been brewing steadily since early 2006, when subprime loan foreclosures began to spike. Eventually the extent of the crisis born of the financial engineering of subprime loans would be blown into the open by the combustion of two Bear Stearns hedge funds engaged in overborrowing to buy toxic securities laced with subprime loans and complex derivatives. This combustion precipitated the May 31, 2008, takeover of Bear Stearns by JPMorgan Chase, with the Fed’s blessing and financial support, to ensure that JPMorgan got a good price and the Fed bore the brunt of the risk.21 At the time, few even thought to question whether the Fed’s actions fulfilled or were even related to its dual mandate to maintain full employment and low inflation.

In the upper echelons of society, the concern was that banks weren’t functioning reliably, stock and bond markets were in free fall, and scores of investment bankers could see their bonuses evaporating. On the lower rungs of the economic ladder, there was more visceral fear—of not being able to pay rent, losing jobs, being kicked out of homes, and having a less stable future.

There were many facets to the panic that ensued, but one pivotal moment changed the tone of everything. This followed the collapse of one of Wall Street’s oldest, most venerable investment banks, Lehman Brothers, on September 15, 2008.22 The event didn’t appear to be based on a planned action on his part, but was more of a gesture: Hank Paulson, former Goldman Sachs CEO and chairman turned treasury secretary, dropped onto one knee before Speaker of the House Nancy Pelosi.

As the story goes, Paulson pleaded with her to do whatever her considerable political clout could muster. The former Wall Street titan needed the Treasury’s $700 billion bailout package, which contained some crumbs for citizens and ample help for megabanks, to be approved by the House of Representatives. Fears that ATMs the world over might effectively stop spitting out fresh new bills to customers were prevalent—the twenty-first-century equivalent of banks closing their doors as they had during the 1929 stock market crash and the ensuing Great Depression.23

Passing the Emergency Economic Stabilization Act would save the day, said Paulson—or at least save Wall Street.24 Markets were diving, a sign of worse things to come. That was the day that Paulson urged a fiscal solution (meaning funds approved by Congress and ultimately paid by taxpayers) for a banking-caused catastrophe. And so it began.…

On December 16, 2008, the Fed cut interest rates to zero and provided the biggest banks access to cheap funds with no strings attached. Money that cost nothing wasn’t enough, though. Fears about credit seizing up plagued markets. Recessions engulfed the world. This led to a rate-cutting exercise, predominantly by the larger central banks.

Around the world, leaders were deeply concerned that the hubris and greed underlying Wall Street would crash their own markets and subsequently their economies. The chaos that abounded led those countries not in the inner circle of power to call into question the entire US-dollar-centric global monetary system. Smaller emerging countries, larger ones such as China and Russia, and the United Nations and the Organisation for Economic Co-operation and Development (OECD) united in admonishment over the lack of oversight of US banking practice.25

Developing countries faced more inequality and civil strife, as foreign direct investment favored markets over long-term economic projects, too.26 What transpired in the years that followed was social unrest from Hong Kong to Brazil and from Spain to the United Kingdom as people felt economically violated by their governments, while financial markets rallied.

Easy money had a profound impact on political decisions and economies in countries from Latin America to Asia and throughout the European Union. Despite the premise that emergency central bank action would save the Main Street economy, the unprecedented monetary support from the world’s main central banks to the banks and markets increased inequality, magnified debt, ushered in isolationism, and elevated the wealthy and powerful. Ultimately, it was a catalyst for destabilizing the international economy.

From Bretton Woods to the Financial Crisis

World War II gave birth to a United States–led monetary system and structure that came to dominate markets, economics, and geopolitics. In 1944, a group of elite financial leaders representing forty-four nations convened at Bretton Woods, New Hampshire. Their goal was to craft a monetary system centered on US and European currencies and interests. On the surface, the International Monetary Fund (IMF) was created in order to prevent post–World War II balance-of-payments crises. Among its founding intentions were to establish monetary cooperation among the various member countries, promote exchange stability, and help developing nations temporarily balance international payments through the provision of loans to member countries that met IMF requirements.27

But in practice, both the IMF and the International Bank for Reconstruction and Development (the World Bank Group), established at the same time, fortified the economic and global influence of the United States–Europe alliance.28 These multinational financial institutions did so by offering financial incentives, loans, and grants to finance development projects deemed critical. The funds came with strings attached for the emerging-market countries. This often meant that developing economies were pressured to sell off parts of their economies, from water to energy to transportation, and to enact punitive austerity measures. One of the most notorious examples in history is Argentina’s dependence on the IMF. In March 2000, Argentina borrowed $7.4 billion from the IMF to balance its public sector deficit by 2003. By September 2000, it was apparent that Argentina could not make good on that target. Rather than forgive or reevaluate its loan parameters, the IMF slapped on another loan.29 (In a different timeline, another such round of multibillion-dollar IMF loans occurred in 2018–2019.) It has been impossible for Argentina to repay its debt even while privatizing key public goods like water. For similar reasons, a series of “water wars” protests arose in Bolivia in 1999–2000.

Thus it could be said that the IMF and World Bank manifested elements of a real-world Ponzi scheme—effectively robbing Peter to pay Paul on an international scale, but dressed up in monetary- and loan-policy clothes. As a result, many governments of developing nations across Latin America, Africa, Eastern Europe, and Southeast Asia that most heavily calibrated their monetary systems to the US dollar lost relative money and power or otherwise endured periods of high currency volatility. Their poor became poorer.

In the process, developing countries were largely overshadowed and weakened within this new global monetary system structure. As a direct consequence of the Bretton Woods framework, regions such as Latin America and the Caribbean were required to adopt neoliberal agendas, even at the expense of their domestic economic needs.

There was some resistance to this dynamic, to be sure. For instance, the United Nations Economic Commission for Latin America and the Caribbean was established in 1948 to cushion the impact of measures imposed by developed countries. In another part of the developing world, the Association of Southeast Asian Nations was established in 1967 under similar terms and with the target of accelerating economic growth in Southeast Asia.30

However, despite these groups, many nations had to bend their fiscal policies to be considered for financial support from the IMF and World Bank. Developing nations were forced to make tough choices between what was best for their population and external pressures for austerity measures, open markets, and inflation. This pattern reverberated globally, from Argentina to Venezuela, from Greece to Turkey, and from Nigeria to South Africa.

Because of the Bretton Woods paradigm, the central banks that played key roles in this new world order were destined to follow the Fed. This was due to the reserve currency status of the US dollar. The gold standard was established as a peg to the dollar for other currencies. This worked best for developed economies with access to more dollars that they could convert. Yet this system caused, to some extent, a hyperinflationary trend in Latin America and East Asia. Governments had to deal with rapid fluctuations in exchange rates, interest rates, and inflation. The problem was not being able to control such movements relative to outside currency and money flows.

However, on August 15, 1971, under pressure from Wall Street and the Federal Reserve, President Richard Nixon directed Treasury Secretary John Connally to suspend the convertibility of the US dollar into gold. The value of gold had been fixed at $35 per ounce by President Franklin Delano Roosevelt in 1934.31

This dollar/gold peg was the crux of the Bretton Woods monetary system. Once removed, foreign governments could no longer convert their US dollars into gold. That was the moment at which the monetary system went from currencies being backed by a hard asset or commodity to being completely “fiat,” or based on mere confidence in the government system. This cleared the way for central banks to “create” electronic funds at will. This was the beginning of giving central banks more control over money creation, and allowing governments more synergy with central banks to back their debt issuance.

To the American public, suspending the gold standard was sold as a move to help the US dollar withstand runs by foreign-currency speculators. The move provided the Fed with a wider scope of influence and the freedom to conduct currency-related operations in the future without gold-related considerations blocking its way. It also enhanced the power imbalance between nations that had more gold and dollars and those that didn’t.

This international inequality conundrum resurfaced during the twenty-first century. As a result of the financial crisis, central bank leaders from highly developed economies could fabricate more money than inflation-constrained emerging-market central banks could. Latin American and East Asian governments were forced to make a “Sophie’s choice” calculation: to suffer hyperinflation alongside more attractive interest and exchange rates and employment levels, or to try to control inflation with higher domestic rates at the risk of harsh internal credit conditions and rising unemployment. East Asian nations were “luckier,” in a sense, as they could target money toward production and industry and sell public and private assets to balance their budgets, instead of simply privatizing their nations for the benefit of foreign-country investment and control.

How did this spark the massive inequality wedge between the real economy and the financial markets? How did it further the divide between developed and developing nations? By institutionalizing a system that fabricates unlimited money without reference to the productive economy and its participants—workers, consumers, Main Street retailers, households.

Central banks were both unable and unwilling to direct support into the real economy. But that didn’t stop them from providing back-door financing to Wall Street. They insisted that markets and the economy were tightly linked. But the evidence derived since the financial crisis proves they’re not. Central banks were no longer just in the business of balancing money and credit, as per their mandates.32 Instead they had become the force of the markets themselves.

The inequity that the financial system imposed upon the world brought about jarring consequences. Its destructive forces boomeranged between the banking hubs of the United States and Europe. It triggered the Greek crisis in 2009, which was followed by others throughout Europe and beyond. These crises were met with a series of bailouts with even tighter strings attached that targeted weaker economies while benefiting stronger ones—and benefiting the bankers who had caused the crisis.

As former Greek finance minister Yanis Varoufakis wrote in his book And the Weak Suffer What They Must? Europe’s Crisis and America’s Economic Future, “Greece’s bailout, then Ireland’s, then Portugal’s, then Spain’s were rescue packages for, primarily, French and German banks.”33 The process was akin to taking candy from a baby, giving it to a bully, and blaming the baby for crying about it.

Money flowed throughout Europe, but the power brokers of the Troika—the European Commission, the European Central Bank, and the International Monetary Fund—heavily influenced where it went. What surfaced was that Europe was far more fractured than most people understood. The so-called PIIGS nations (Portugal, Ireland, Italy, Greece, and Spain) were given less aid and less room to circumvent rules compared to European economic heavyweights such as Germany and France.

This pattern had existed since the EU’s establishment by the Maastricht Treaty in 1999, but the financial crisis and the ECB’s postcrisis monetary favoritism made issues worse. It fueled growing tensions among citizens of different European nations. The backlash extended beyond the EU currency bloc and fueled long-present distrust across the EU, most conspicuously in the United Kingdom. Nationalism swelled through EU countries, including Austria, Hungary, and the Netherlands. While not focused on central banks or the financial system that left them battered, protests from ordinary citizens on the left and right reached a boiling point.

The Fed’s catastrophic mistake was enabling huge Wall Street banks to become “too big to fail”—a situation that it was responsible for preventing. In some ways the situation was analogous to the sinking of the Titanic. That paradigmatic failure was a result of ego-driven investors wanting to see their mammoth creation quickly return gains on their capital. Instead, the tragedy that unfolded affected the lower classes the hardest—they literally died below decks.

When the Titanic sank at 2:20 a.m. on April 10, 1912—just three hours after hitting an iceberg—its lifeboats were not filled to capacity. Consequently, about 60% of the first-class passengers and 42% of the second-class passengers survived; in contrast, 75% of the third-class passengers and crew members perished. Adding class insult to death, although the RMS Titanic was registered as a British ship, it was owned by American mogul John Pierpont Morgan. He headed the J. P. Morgan Bank, which still thrives as JPMorgan Chase today. Morgan missed the voyage purely by chance: he had fallen ill in Paris.

Over the years, banks made numerous attempts to curtail barriers and regulations that limited their activities. They routinely pressured congressional leaders and federal watchdogs, asserting that regulations stood in the way of competition. One key rule that arose in 1933, in the wake of the great stock market crash of 1929, managed to survive for decades, though. The popular bipartisan Banking Act of 1933 (also known as the Glass-Steagall Act) restricted Wall Street banks from using customer deposits as collateral for large-scale speculation and asset creation.34 However, after decades of bankers taking swipes at it, the act was repealed on November 12, 1999, during the Clinton administration, by a vote of 90–9 in the Senate.

That repeal was a large part of why the subprime mortgage problem morphed into a full-fledged financial crisis. Banks, whose deposits had been protected under the Federal Deposit Insurance Corporation (FDIC), created as part of Glass-Steagall, could now openly originate or buy mortgages and package them together into asset-backed securities, add other bells and whistles to the mix, and then buy and sell the resulting products. This feat of engineering was far more lucrative than just lending money to homeowners. Plus, having FDIC insurance for customer deposits allowed megabanks to loan more money to the big hedge funds, who in turn could buy these packages from the banks or each other. They could also use those packages as collateral for the loans. It was a recipe for the disaster that ultimately occurred.

By late 2008, the Fed had carved out a new role as America’s sub-superpower. It was providing swap lines to major central banks around the world to enable them to convert their currencies into much-desired dollars.35 The major central banks (including the ECB, Bank of Japan, and Bank of England) followed the Fed’s policies for two main reasons: to honor political alliances and out of fear of a more prolonged liquidity crisis if they didn’t. That meant an overall power shift in favor of key central banks. What unfolded across Europe, in Japan, and beyond was an experimental policy that would permanently alter markets and economies.

During a crisis, the Fed and its counterparts looked to garner support for their QE strategies. Central bankers, representing the world’s largest economic power blocs, perpetuated the theory that their fabricated money was required to help stabilize the general economy. To be effective, central bankers had to disperse their impact globally. That’s why, at the onset of the crisis in 2008, the Fed colluded with other central banks to decrease the cost of money worldwide. It did so by exercising its emergency powers under Section 13(3) of the Federal Reserve Act of 1913, which granted it “broad powers to make loans and otherwise keep money flowing in unusual and exigent circumstances.”36

This was a power move not only from within the monetary system but also over the entire financial system. It had consequences that reverberated throughout Wall Street. Although by 2017 the biggest banks would wind up paying $321 billion in settlements for their fraudulent activities, it was but a fraction of what the Fed had provided them through its QE policies.37

By January 2009, the Fed’s balance sheet, or book, held about $2 trillion worth of bonds or assets (nearly double the amount it had held a year earlier). What that meant was that even before the first official round of QE, which began in March 2009, the Fed was already performing QE.38 As Fed chairman Ben Bernanke said on January 13, 2009:

Some observers have expressed the concern that, by expanding its balance sheet, the Federal Reserve is effectively printing money, an action that will ultimately be inflationary.… However, at some point, when credit markets and the economy have begun to recover, the Federal Reserve will have to unwind its various lending programs.39

That unwinding never quite came to fruition. True, some lending programs (or “facilities,” as they were called) were closed, but others eventually popped up in their place.

Meanwhile, in the real world, people were losing their homes. According to RealtyTrac, an online foreclosure research database, “the number of U.S. residential properties receiving at least one foreclosure filing jumped 21% in 2009 to a record 2.82 million. The report also showed that 2.21% of all U.S. housing units (1 in 45) received at least one foreclosure filing during the year, up from 1.84% in 2008, 1.03% in 2007, and 0.58% in 2006.”40

The situation wasn’t unique to the United States by any means. A similar situation had unfolded in Europe.41 In France in 2008, about 12% of low-income households faced foreclosure, triple the proportion for households in general. In Spain, the number of foreclosures more than doubled in 2008 compared to 2007, with comparatively more of them in the poorer regions. In the United Kingdom, there was a 62% increase in the number of mortgages in arrears by the end of the first quarter of 2009 compared to the first quarter of 2008.42

The financial crisis began in the West. Yet the destruction it incited was global. Rising economies from China to Brazil to India were positioning themselves as nascent political powers. China, besieged by the negative elements of the Western-born crisis, was no longer willing to sit back and remain a neutral actor on the matter of monetary policy.

On March 23, 2009, the People’s Bank of China (PBOC) released a critical document titled “Reform the International Monetary System,” by PBOC governor Zhou Xiaochuan. For the first time, Zhou publicly called for a supranational reserve currency related to the IMF’s Special Drawing Rights (SDR) basket. He claimed, “The crisis again calls for creative reform of the existing international monetary system towards an international reserve currency with a stable value, rule-based issuance and manageable supply, so as to achieve the objective of safeguarding global economic and financial stability.”43

The SDR is an international reserve asset that was created by the IMF in 1969 to supplement its member countries’ official reserves. The SDR’s value was first based on a basket of four currencies used to support the international monetary system and relief efforts around the world. Until October 2016, this basket had included the US dollar, the euro (before the euro it had been the German deutsche mark and the French franc), the Japanese yen, and the British pound sterling; after that point, it added the Chinese renminbi.44

In reaction to Zhou’s claims, President Barack Obama, Fed chairman Ben Bernanke, and Treasury Secretary Tim Geithner opposed the idea of a global currency or the SDR’s ascent. At a press conference on March 24, 2009, Obama declared, “I don’t believe that there’s a need for a global currency.”45 A week later in London, at the G20’s second meeting (convened to discuss solutions to the international crisis), that organization’s Leaders’ Statement overrode this US objection. More cracks in the Bretton Woods wall lay ahead.

The markets, on the other hand, had been coddled by the unprecedented money-fabricating actions of the Fed and other central banks. For instance, on March 5, 2009, the Bank of England (BOE) created £75 billion of new money, ostensibly to be pumped into the UK economy.46 The reason for that maneuver, as the BOE admitted, was that it had run out of ammunition, having already cut rates to close to zero, and so other “additional unorthodox measures” such as quantitative easing were required “to prevent a slide into deflation.” Prices of UK government bonds, called Gilts, leapt from investors’ joy over the central bank’s plan to buy about a third of the 5- to 25-year Gilts outstanding. Shortly thereafter, the European Central Bank cut interest rates to 1.5%, which was, at the time, the lowest rate since the 1999 establishment of the eurozone.

On March 18, 2009, the Fed announced that it would pump $1 trillion into the financial system by purchasing Treasury bonds and mortgage securities.47 That was all it could do with its key interest rate already hovering around zero. Buying securities (such as long-term government and mortgage bonds) with money conjured out of thin air was another way for the Fed to inject more dollars into the economy—or into the markets, which was where much of it went. Those actions were the Fed’s biggest yet. They nearly doubled the amount of all its 2008 artificial money-creating measures. The idea was to spur economic activity by somehow getting the banks out of their bad investments. The markets responded with requisite glee: the S&P 500 index leapt by 2% on the announcement.

But a large rift was forming on the back of this central bank intervention. The world was dividing between nations that depended on Fed policies, those harmed by them, and those caught in the middle. Foreign capital slithered around the world like a python. Speculation and central bank stimulus lifted financial markets even as the underlying economies lagged.

Central bank policies in the developed world stimulated an increase of public and corporate debt in the developing world. That’s because once the QE policies and purchases of commercial banks by governments of developed countries took effect, the debt would be transferred to developing countries, which did not have the same mechanisms to safeguard their banks or contain inflationary pressures. The transfer worked like this: Increasing rates to combat inflation in places such as Brazil meant an increase in the expense of servicing those countries’ debt denominated in dollars. Alternatively, when central banks decreased rates, the cost of those funds was able to be better managed in general, without worrying about inflation to the same extent. Such debt obligations for developing nations had to be serviced or repaid, or the threat of default and international scorn would follow. Often, this meant that funds that could have been used for economic growth were deployed to pay off debt instead. Developed economies forced austerity on developing ones by virtue of this debt accumulation.

The austerity measures throttled existing economic and social projects. This drag in productive economic activity spread through emerging markets and hit Mexico, Brazil, Argentina, Venezuela, South Africa, and Turkey particularly hard.

The financial crisis further disrupted emerging-market economies because capital flight, on top of liquidations of domestic assets at bargain prices, drained liquidity. This sharply pushed up domestic yields, and with them borrowing costs. Emerging nations’ central banks exacerbated the problem by selling or devaluing their currency to buy dollars. This was their own artificial way of injecting more dollars into their economies, which were already facing dollar flight due to their currency devaluation. Brazil, for example, adopts this mechanism in times of currency crisis and high inflation. It was a vicious circle. Fear of liquidity shortages and general instability caused foreign and domestic investors to extract money from less stable regions such as Latin America, where central banks in Argentina and Uruguay in 2002 and in the Dominican Republic in 2003 injected money into the financial system in response to banking crises and fears of systemic collapse.48

In contrast to their counterparts in the developed world, central banks in emerging nations didn’t have the same power to control global markets or influence other countries’ central bank policy. As a result, countries such as Brazil, Turkey, India, and Nigeria were forced to find other ways to deal with domestic monetary and economic policy problems that resulted from the actions of the major central banks.49

The fallout from monetary overreach and financial system problems on the lives of normal people was evident everywhere. Throughout Europe, workers and students were casting their votes and voicing their anger against governments set on stealing their benefits because of the actions of big global banks. In July 2011, tens of thousands of British teachers and public sector workers walked off their jobs in protest at proposed changes to their pension plans.50 British students raged against rises in tuition costs and cuts in education spending. They joined thousands of European workers with similar concerns. Irish and Portuguese governments were voted out of office by angry voters livid over austerity measures. In Greece, residents rioted over a plethora of austerity proposals.

Around the world, various groups combined their voices and movements to combat economic injustice. The Occupy Wall Street movement began in September 2011 and was replicated around the world. Arab Spring protests sprouted in Turkey, Lebanon, Iran, and Saudi Arabia. These uprisings weren’t isolated instances so much as signs of global exasperation from citizens who were repeatedly taking the economic hit for the failures of the financial system, even as stock markets rallied in their faces.

As citizens protested, political winds shifted. Large-scale embraces of populism (on both the left and the right), nationalism, jingoism, and extremism surfaced. Realignments and fresh alliances among international superpowers and regional powers were activated in a manner not seen since the end of World War II. The twenty-first-century upsurge of the People’s Republic of China as an economic, monetary, and political superpower was accelerated by the US financial crisis and the PBOC’s criticisms of Fed policy, which resonated throughout the developing world.

The international impact of the Fed’s policies manifested in different ways. With US rates so low, investors sought higher returns elsewhere, while still keeping a foot in the door of US markets. The speculative and leveraged capital flooding around the globe wasn’t the kind looking to fund sustainable infrastructure or long-term development programs. Instead, it could be retracted at any sign of the slightest market, economic, or political disruption.

This “hot money” was less reliable than the longer-term investment capital China was offering in return for growing its relationships worldwide. China sought to extend the presence of its currency, the renminbi, to defuse the power of the US dollar. As China became more powerful, it saw the dollar as an obstructive element in foreign markets, investment, and development. However, true swings in dominant currencies are not frequent, and though pundits routinely announce the looming end of the US dollar, it is not that close at hand.

To cite some historical examples, the Dutch guilder held dominant-currency status during the seventeenth and eighteenth centuries (despite Spain and France being the dominant political and military powers at the time). The pound sterling replaced the guilder after the First Industrial Revolution, and its dominance lasted until World War II (though the size of the US economy had eclipsed that of the United Kingdom’s by the late nineteenth century). The US dollar has been the world’s dominant currency ever since. What history shows is that many factors must come into play over a period of decades or even centuries to evoke a seismic change in the currency order. However, that does not mean that smaller shifts aren’t in the cards.

As Sir Isaac Newton’s First Law of Motion put it, “a body at rest will remain at rest unless an outside force acts on it, and a body in motion at a constant velocity will remain in motion in a straight line unless acted upon by an outside force.”51 In the case of global currencies, that force must be massive and prolonged. Though the shock of Lehman Brothers’ bankruptcy unleashed a crisis that had already been developing, the response to it was a huge flight to safety by American and global investors into dollar-denominated assets. That caused the dollar to appreciate relative to other currencies, given the dollar’s “safe haven” status, even with an expanding Fed balance sheet.

The move was a stamp of approval for the financial vanguard. On January 28, 2010, Ben Bernanke was reappointed as Fed chairman for a second four-year term by President Obama. He was confirmed by the closest Senate vote in Fed history, 70 to 30. Still, it was a sign that the prevailing monetary policy that had elevated the Dow by 16% in 2009 between December 2008 and December 2009 (after it dropped 31% in 2008), despite US unemployment remaining above 9%, was considered a success.52

Even so, one by one, central banks and finance ministers grew more skeptical of Fed policies. They began to echo China’s overt criticisms. Brazil’s minister of finance, Guido Mantega, expressed his concerns on October 8, 2010. Germany’s finance minister, Wolfgang Schäuble, cited his worries a month later in an interview with the German newspaper Der Spiegel. That prompted President Obama to defend the Fed’s QE policy at the G20 summit in South Korea the following month. Meanwhile, the Fed soldiered on, with many ways of injecting money into the financial system under the guise of helping the economy, including a series of bond-buying QE blitzes through October 2014.53

Compounding European Problems

Europe’s debt crisis seemed to have no end. By late 2009, the peripheral eurozone member states of Portugal, Ireland, Italy, Greece, Spain, and Cyprus were unable to either make scheduled payments on their government debt or refinance it without external aid. Their fates would largely be decided by the ECB, the IMF, and the European Financial Stability Facility (EFSF), which was created as a temporary crisis resolution mechanism in June 2010, ostensibly to provide financial assistance to struggling countries.54

By early 2010, as the debt crisis grew, the PIIGS’ economies sputtered. They faced higher borrowing costs on sovereign debt and a widening of credit spreads relative to Germany in particular. The higher cost of borrowing combined with rising deficits made it impossible for certain countries, already facing low economic growth, to make ends meet. To try, though, some invoked austerity measures such as hiking taxes and cutting public funding and social programs. That, in turn, stoked greater social upheaval and civil uprisings.

By November 2010, Ireland followed Greece in needing a bailout. Portugal required one in May 2011. By June 2012, Spain and Cyprus joined in. Greece received several bailouts from the EU and IMF in exchange for adopting harsh EU-mandated austerity measures to cut public spending and raise taxes. But these vampiric measures compounded the anemic economic situation and stoked social unrest. International credit rating agencies slashed the sovereign debt rating of Greece (in 2010), Ireland (in 2011), and Portugal (in 2012) to junk status, making matters worse. More investors extracted capital from those countries, depleting budgets further. It was a downward spiral.

Meanwhile, the IMF, a chief arbiter of bailout packages and requirements, had its own issues. A sex scandal involving former French finance minister and IMF managing director Dominque Strauss-Kahn, who had been widely expected to run for French prime minister after his IMF stint, saw Strauss-Kahn resign from the IMF on May 18, 2011.55 His replacement, Christine Lagarde, elected on July 5, was the IMF’s eleventh managing director (and first female leader).

In her first public speech as IMF leader, Lagarde optimistically said, “When we look at our growth forecasts for 2011, 2012, we are clearly on the rebound and things are improving and are getting better when compared with the situation as it was in 2009 at the height of the crisis.” She noted that economic growth remained “unbalanced” because emerging-market economies were suddenly growing much faster than the economies of developed countries. However, she avoided answering questions about the situation in Greece. It appeared to be a calculated oversight, since she had expressed the view that she wasn’t ready to discuss the next Greek bailout terms yet.56

Easy monetary policy had not led to economic stability. Plus, not every EU country wanted it. Notably, elements of the German government and the German Constitutional Court questioned the legality of QE. Furthermore, claims of its economic impact appeared exaggerated, as unemployment was steadily rising.57

As it turned out, after being sheltered from the acute financial and economic disruption caused by Wall Street from 2009 to 2012, developing-economy GDP growth had far outpaced that of developed economies. Dragged down by their debt, the developed countries only added 20% to world GDP during that three-year period. The BRICS countries (Brazil, Russia, India, China, South Africa), on the other hand, had contributed 55% to global growth during the period, and were the reason that overall global GDP growth reached 2.5% in 2012.58 During the 2011–2012 euro credit crisis, these emerging countries wanted solutions. At the IMF and World Bank meeting in August 2011, Brazil’s finance minister, Guido Mantega, spoke on their behalf when he said that Europeans had a responsibility to ensure that their actions stop contagion outside the euro’s periphery.

But in a world of codependent nations in which money ignores national boundaries, entering and exiting markets opportunistically, the countries that were least able to unleash central bank might in the face of poor economic conditions bore the brunt of the money system’s Animal Farm–style selection process. Argentina would eventually default on its debt in 2014, as its central bank was unable to act independently of monetary policy pressure while facing domestic economic weakness.59 Greece and the rest of Southern Europe were no better off. The EU members that faced the worst recessions were the least powerful and received the least help from the Troika.

All the easy monetary policy had not fostered sustained economic growth. But it had rejuvenated stock markets. The US economy grew just 2.2% in 2012, while the S&P 500 index grew 13.4%. China’s economy was wobbling, too. As of July 2012, its second-quarter GDP growth had slowed to 7.6%, while the Hang Seng Composite stock market index finished the year up 22.9% over 2011. Brazil’s economy grew negligibly—only 0.9%—in 2012, its slowest pace over the prior three years, whereas its stock market rose by 5% between December 2011 and December 2012.60

In its 2012 outlook, the United Nations warned that “the risks for a double-dip recession have heightened.… [I]n accordance with a more pessimistic scenario—including disorderly sovereign debt default in Europe and more fiscal austerity—developed countries would enter into a renewed recession and the global economy would come to a near standstill.” It added, “From the second quarter of 2011, economic growth in most developing countries and economies in transition started to slow notably.”61

Meanwhile, the US financial system was floating on Fed support. European contagion could threaten any American recovery. Indeed, a 2012 report to Congress on impacts of the eurozone crisis on the United States said, “The United States has strong economic ties to Europe, and many analysts view the Eurozone crisis as the biggest potential threat to the U.S. economic recovery.” That was all the Fed needed to know to triple down on its easy-money policy. In September 2012, the Fed embarked upon its third round of quantitative easing (QE3), citing “slow economic recovery.”62 What the Fed didn’t seem to comprehend was that all this cheap money didn’t fix economic woes or calm social unrest. Europe was the prime example of that.

In mid-November 2012, a day of anti-austerity strikes in Europe turned violent. As the Guardian reported, “Hundreds of thousands of Europe’s beleaguered citizens went on strike or snarled the streets of several capitals Wednesday, at times clashing with riot police, as they demanded that governments stop cutting benefits and create more jobs.”63 The stress between what central banks believed they did for the economy, how the market reacted, and how people felt about it all was a ball of anxious string about to unravel.
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Chapter 2

THE INTERLUDE

People weighed down with troubles do not look back; they know only too well that misfortune stalks them.

—VICTOR HUGO, Les Misérables

Half a decade after the financial crisis first struck, a sense of relief appeared to pervade the upper echelons of the global monetary system. Cheerfulness was growing in the banking sector despite billions of dollars of fines and fraud settlements. Wall Street smelled opportunity. This was not because economic growth was particularly inspiring, social unrest was over, or persistent inequality was doing an about-face. Indeed, the opposite was true.

It was because if you ignored the devil in those details, sentiment in the financial markets was relaxed and upbeat. That was considered enough by some—in particular, by the banks that had weathered the storm of their own making and come out bigger and stronger.1 According to the Fed’s data, five US megabanks—JPMorgan Chase, Bank of America, Citigroup, Wells Fargo, and Goldman Sachs—held more than $8.5 trillion in assets by 2013. That size was equivalent to 56% of the entire US economy. It was up from a level of 43% before 2008. Too big to fail had morphed into “Yes, we’re big—so what?”

The Fed, like other central banks worldwide, positioned itself as a nonpolitical actor. Central bank leadership was supposed to not assert itself in non-monetary-policy issues, let alone help sway elections. But for all its efforts, the Fed displayed to the world how the fabrication of cheap money was as influential and integral as ever to how the political process panned out. The world was changing, and central bank influence was ascending, whether by intention or happenstance.

The combination of the reelection of President Barack Obama in November 2012 and the Fed’s ongoing commitment to QE served to lift US stock market prices by 26.5% in 2013. Silicon Valley emerged as the path forward for investors. The stocks of Facebook, Amazon, Apple, Netflix, and Alphabet (formerly Google)—collectively referred to as FAANG, a term coined in 2013 by Jim Cramer on his show Mad Money—personified the sky’s-the-limit mentality.2 Netflix saw its stock price boom by 824% between January 2013 and 2015.3 Amazon would snag a cool 165% growth in its stock price over the same period, too.4

Yet the United States was still navigating its worst recession in eight decades and job growth was far from normal. Though the US unemployment rate had sunk to 7.7% in November 2012, its lowest level in four years, much of that decrease was due to the labor force itself shrinking, rather than an actual increase in the number of people working.5

For the markets, there were some dark clouds forming on the horizon: the terror that the Fed might turn off the cheap-money spigot. This “taper tantrum,” as the financial media started to call it, became a prime topic for talking heads. The phrase was used to describe the visceral negative reaction that markets exhibited to even the idea that the Fed’s quantitative easing program would be reduced or “tapered” in some fashion.

The response was akin to an infant having a pacifier yanked away and then throwing a fit. If Wall Street was asked to give up what had become a critical “shadow stimulus,” it would expose how dependent high finance had become on it. Institutional investors and the biggest powerhouse financiers simply weren’t ready for the Fed (or any major central bank, for that matter) to take the punch bowl away from the easy-money party.

Nor would they ever be again. Headlines about banks wanting higher rates to reap more from customer interest payments (on items like student loans or credit cards) or concerns about inflation (though not inflated stock markets) made brief appearances but did not reflect the larger reality. Money was money. The more easily financiers could access it and the cheaper it was, the happier they were.

A more definitive sign of tapering appeared on May 22, 2013, in a question-and-answer session with the US Joint Economic Committee, as Fed chair Bernanke declared, “In the next few meetings, we could take a step down in our pace of purchase.”6 The markets didn’t like that one bit. They protested the possible removal of their crutch in their own way, with a major sell-off in US Treasury bonds. That, in turn, mathematically caused a surge in US Treasury yields (and in global bond yields, such as in Japan and Germany).7 Fear that the Fed wouldn’t buy as many US Treasury or mortgage bonds in the future meant that the largest single source of demand for them could disappear and not be replaced. US ten-year Treasury yields surged by 140 basis points between May and September 2013 as the value of US ten-year Treasury bonds tanked.8

It was as though a drug dealer were cutting off supply. The Fed, while allegedly impartial to the needs of the biggest players in the stock market, knew the position it had taken. As Richard Fisher, president of the Dallas Federal Reserve Bank, told a crowd at the C. D. Howe Institute Directors’ Dinner in Toronto, “We cannot live in fear that—gee whiz—the market is going to be unhappy that we are not giving them more monetary cocaine.”9 While speaking to the group in Canada, Fisher dug in to say that markets should not expect “QE infinity” and that there would be a “practical limit” to what the Fed could do with its balance sheet.

But history, as a road map with respect to Fed limitations, was something the Fed refused to see. In their working paper “The Aftermath of Financial Crises,” authors Carmen M. Reinhart and Kenneth S. Rogoff reported that systemic financial crises are often followed by periods in which long, deep recessions are punctuated by low growth and high unemployment.10 That was certainly the case with the marquee crisis of the twentieth century, the Great Depression of the 1930s. Back then, it took economies on average more than a decade to regain their pre-Depression footing. The report noted that in ten out of fifteen severe post–World War II financial crises (of which seven were double-dip recessions), employment levels did not return to pre-crisis levels even after a decade.

However, those recessions hadn’t relied on such abundantly loose monetary policy to keep the financial system moving. The difference between those instances and the recession that followed the 2008 financial crisis was that in response to the 2008 situation a huge amount of money had been injected into the markets. It was unclear whether the markets could ever be separated from their supplier without serious consequences.

As a result, while the Fed was debating cutting back its QE program, its messages to the markets were mixed. On June 19, 2013, Federal Reserve chair Ben Bernanke laid out his plan for pumping $85 billion per month into the markets.11 But he declared that the Fed would cut back that amount later in the year and stop completely by mid-2014 if the economy improved sufficiently. No one was sure what a “sufficient” improvement looked like. It was a vague metric.

Bernanke described himself as “a Great Depression buff, the way some people are Civil War buffs.”12 His research explored how declining asset prices and depleted financial institutions could harm lending—and therefore the potential for economic growth. The reality was that in the 1930s there had been no equivalent of a multitrillion-dollar injection of money in exchange for bonds.

Even the possibility of the Fed reducing its QE policy in 2013 sent shivers through markets around the world. As well as underscoring market reliance on cheap money, any reduction in assistance by the Fed could cause the US dollar to strengthen relative to other currencies. That would put a damper on money flowing into those countries as investments, and it would raise the financing cost of any existing corporate debt that was denominated in US dollars.

It was Japan that had showed the Fed and the world that central banks could influence their domestic debt markets, artificially distort the level of stock prices, and claim this was helpful to the main economy while not being inflationary (the average annual inflation for Japan has been zero for decades). Its own QE policy took shape between 2001 and 2003.13 But that was nothing compared to what Japan did during the post-financial-crisis period.

Prime Minister Shinzo Abe announced his economic program, “Abenomics,” upon his reelection in 2012. Abenomics entailed increasing the money supply, boosting government spending, and crafting reforms to make the Japanese economy more globally competitive. Between 2012 and 2013, the Nikkei rose by 70%. But long-term growth remained elusive. The Bank of Japan (BOJ) committed to a massive QE program and set about doubling Japan’s money supply. In the process, it bought nearly 25% of Japan’s government bond market by 2013.14 Japan’s road map showed that if central banks remained big buyers of government debt, governments could grow debt indefinitely.

Major central bankers had colluded to inject trillions of dollars into the financial system under the auspices of helping the economy. This was done as much out of a need to preserve the power of the Fed, ECB, BOJ, and BOE to control the flow of money as to preserve the status quo of their domination over the monetary system. Their collusion also well served the global banks that had nearly destroyed the global economy. As Ben Bernanke said regarding the health of the banking community on November 14, 2013:

One of the most important goals is to ensure that banks hold more and higher-quality capital, and have sufficient liquid assets on hand, to be able to survive a market shock or severe economic downturn. In addition, we must push banking organizations of all sizes to ensure their compensation practices link pay to performance and do not encourage excessive risk-taking.15

That was all well and good for those at the top. Between the start of the Fed’s QE program and Bernanke’s remarks, average CEO compensation in the United States, as measured by a combination of salary and holdings of shares and options, escalated from $11.26 million in 2009 to $16.38 million in 2013. The median compensation increase of a Wall Street CEO from 2012 to 2013 was about four times that of a regular CEO, or a cool 22% increase each year.16 Due to twenty-first-century Fed policy, Wall Street CEOs would always bounce back better from financial crisis than anyone else. In contrast, between January 2012 and December 2013, American workers’ real hourly wages (wages adjusted for the impact of overall inflation) maintained their stagnant pattern, with the exception of wages earned by the top 1% of workers.17

The belief that central bank might was crucial to save Wall Street and build stability for Main Street was locked in. As Bernanke said at an annual conference of the Union of Arab Banks, “Past and current crises underscore an additional lesson. Then as now, international or regional financial crises require a coordinated response to safeguard the stability of the world’s financial system.”18

But pretending monetary policy actions were solutions to real economic problems rather than mere market stimulants was perpetuating a charade. For central bankers to recognize the shortcomings of monetary policies required them to admit that their dispensation of money to financial channels had significant ramifications. Their epic financial influence was deciding where money went and where it did not. Whether it was an intended consequence or not, central bankers were influencing winners and losers in the general economy. Their decisions impacted real people around the world.

That’s why protests sprouted up around the globe with increasing intensity. These were catalyzed by the economic and other types of inequality suffered by working people. In the streets, where people didn’t have the luxury of being able to rely on trillions of dollars of central bank money buying up their used junk, as the Fed did with big banks’ securities, social unrest was accelerating.19

In December 2013, the Fed announced it would gradually decrease the size of its QE program.20 This was hardly a major policy shift—in January 2014 the Fed would cut its monthly bond purchase from $85 billion worth of Treasuries to $75 billion. The reason for this change, it said, was that the US economy did not need more stimulus. The hope was that the size of the Fed’s book would still have some positive effect on the economy, since the Fed wasn’t actively selling its assets—which would have caused complete market chaos. The Fed was clearly either scared that its bluff over the stimulus would be called or aware that removing the punch bowl from the Wall Street party would lead to financial misery. The Fed leadership’s insistence that Wall Street banks were healthier and less risky in 2010 than before the 2008 financial crisis because they had ample cash on their books was deeply misleading, because it was the Fed that had resuscitated their books.

Adding its concern over the Fed’s minor policy shift was the United Nations.21 The international organization traditionally didn’t get involved in domestic monetary policy. However, the Fed’s actions had implications beyond the United States. The UN warned of a threat to the global economy from a bumpy Fed exit from its QE programs. It called for a more coordinated approach to reversing easy monetary policy. It also noted that progress in reforms to the financial system had been much slower than expected. While the US had passed what was touted as a landmark financial regulatory bill—the Dodd-Frank Wall Street Reform and Consumer Protection Act, signed into law by President Obama on July 21, 2010—even the UN knew that this was not enough to restrain Wall Street. The act did a lot of regulatory tweaking, but there had been barely any political will to break up the banks or return them to the constraints of the Glass-Steagall Act.

Meanwhile, a sweeping saga of desperation aggravated by socioeconomic class differences—something not helped by central bank money in any way—was approaching a boiling point. People were irate. As the Economist noted in December 2013:

Ukraine, Bulgaria, Brazil, Argentina, Mexico, Tunisia, Egypt and Turkey are all countries in which protests have erupted in the past twelve months. Even places traditionally more muted, such as Japan and Singapore, have seen demonstrators in the streets. Social inequalities and political discontent have spurred citizens to gather. Resistance can be coordinated with greater ease than ever in the age of the smartphone.22

Civil unrest wasn’t about wanting higher stock prices. Protests were not about measuring how one’s investment portfolio was doing. Demonstrating against austerity had little to nothing to do with bond markets. In the end, it was about attaining economic justice.

Nationalism Erupts in 2014

With the Fed’s possible taper plaguing market participants like a bad hangover, the S&P 500 began 2014 with its highest January loss since 2010.23 To sidestep that malaise, on January 3, 2014, Fed chair Ben Bernanke declared a victory lap for the economy, saying, “The combination of financial healing, greater balance in the housing market, less fiscal restraint, and, of course, continued monetary policy accommodation bodes well for U.S. economic growth in coming quarters.” As for the rest of the world, Bernanke expressed cautious optimism, saying, “The U.S. recovery appears to be somewhat ahead of those of most other advanced industrial economies; for example, real GDP is still slightly below its pre-recession peak in Japan and remains 2% and 3% below pre-recession peaks in the United Kingdom and the euro area, respectively.”24

Three days later, IMF president Christine Lagarde gave a slightly more balanced but similarly positive address in Nairobi to the Private Sector Alliance Forum. She said, “The world economy is certainly in a better place now than it was five years ago—at the height of the financial crisis. But we are not out of the woods yet.”25

She claimed that activity in advanced economies was gaining momentum, and that this was “particularly the case in the United States, where private demand has been robust, prompting the Fed to signal an eventual normalization in financial conditions.” She also noted that “in Japan, the government has taken important steps to stimulate growth. And while Europe is slowly emerging from a deep recession, a host of challenges remains to be addressed.”

While it was true that Europe was showing signs of recovery from its double-dip recession, few Europeans felt optimistic about where society was headed. As Pew Research found, “just 5% of the public in Greece, 8% in Spain and 9% in Italy and only 22% in France and 27% in Poland say they are satisfied with the way things are going in their country. Such sentiment remains largely unchanged in those nations compared with 2013. And in several societies—France, Italy and Poland—this lack of satisfaction predates the euro crisis.”26

Not all the EU was feeling down, though. People in Germany and the United Kingdom were satisfied with where things were headed. This divide was a symptom of the different attitudes within Europe to monetary policy.

A month after the IMF president’s statement, Mario Draghi, president of the ECB, spoke at a conference commemorating the twentieth anniversary of the establishment of the European Monetary Institute in Brussels. In his speech, he advocated for the financial integration of banks. His idea was to form a financial union for the EU, in addition to a monetary and political one. Draghi, a former vice chairman and managing director of Goldman Sachs, characterized the move as one that would prevent another financial crisis. As he said, “Incomplete financial integration is an Achilles heel: it creates vulnerabilities and is liable to fragment.”27 While he pressed for more regulation in the banking industry, his plan appeared more about fortifying the political mechanism of the EU. The EU had been coming under increasing attack by citizens and politicians. Having a financial EU system would have provided the ECB with more concentrated power. But the idea never really took off, and banking problems continued in the EU and spread even further.

Though certain major economies, including China, Canada, the United States, the United Kingdom, Germany, and Japan, were starting to move in a positive direction, this progress reflected only a fraction of the overall financial markets’ performance.28 What this meant was that those wealthier individuals and larger companies that enjoyed greater participation in the markets shared more in the upside. Those that weren’t able to participate in the markets didn’t. Growth in financial markets did not trickle down to economic benefits for all.

Participation in market wealth creation requires having wealth to start with. An October 2014 study by Oxfam found that the “85 richest individuals in the world have as much wealth as the poorest half of the global population.… In the period of a year from March 2013 to March 2014 their wealth rose again by a further 14 percent, or $244bn. This equates to a $668m-a-day increase.”29 That’s one reason extreme central bank policies coincided with a panorama of global protests. Most of the world was left behind as fabricated money flowed upward.

As the decade rolled on, some protests, such as those in Sri Lanka and Germany, would morph into, or were driven by, religious or racial extremism.30 Others, including some in Canada, the US, and Brazil, were about people wanting to be treated more fairly racially as well as from an economic perspective.31 The status quo was no longer tenable. People wanted support from their leaders. Yet generally institutional systems were failing the public. As CNBC reported on November 11, 2014, “From regime-ousting outbreaks in Burkina Faso to pro-democracy rallies in Hong Kong, civil unrest was sparked by factors including economic inequality, corruption, and discontent with governments.”32

This wasn’t just a case of emerging and lesser-developed economies’ populations fighting for themselves. Around the world there was a looming tsunami of global discontent. In the political sphere, that translated into the rise of “protest,” fringe, or more nationalistic parties seeking to leverage this discontent.

In Washington, President Obama chose Janet Yellen to succeed Ben Bernanke as head of the Fed. Yellen was plucked from her position as president of the San Francisco branch of the Federal Reserve, where she’d been since 2004. She had run the regional reserve bank when the subprime mortgage crisis on Wall Street was brewing. At that time, though she had voiced private concerns, she’d publicly downplayed the growing risk of megabanks churning subprime mortgages into toxic assets. Her branch of the Fed oversaw three of the four states that had the most consumer bankruptcies and foreclosures in the United States.33 And her Fed branch had the second-highest number of failed banks (eight) of all twelve regional branches.34

Yellen had been part of the monetary and economic establishment since President Bill Clinton chose her to be a member of the Fed’s Board of Governors, a position she held from August 1994 to February 1997.35 Following President Obama’s nomination, she was confirmed as chairwoman of the Fed’s Board of Governors by the Senate on January 6, 2014, in a bipartisan 56–26 vote; all twenty-six senators who voted against her were Republicans, and the eighteen who either did not vote or voted simply “present” were split among the parties.36

On March 20, 2014, at her first news conference as head of the Fed, Yellen bit the bullet and announced that the Fed would end its QE program in the fall of 2014.37 That spared Bernanke from being the fall guy as the Fed shifted gears. Her comments incited a sharp drop in bond and stock prices. Some analysts worried that the associated shift in the Fed’s rate guidance could mean interest rates would rise sooner than anticipated.38 Financial markets and big market participants were so dependent on the constant availability of cheap money that the perceived threat of money being more costly didn’t sit well.

As the Brazilian publication Estadão noted, “Fed chairwoman Janet Yellen observed that US monetary tightening starting in the first half of 2015, which was earlier than expected, could harm the main competitors of the dollar.”39

The opposite happened. On March 24, 2014, the US dollar dropped as investors turned to the euro and Australian dollar instead.40 Investors scattered following Yellen’s hint at the possibility of the Fed going so far as to raise rates, or tighten monetary policy, by early 2015. The truth was that the US economic outlook was slowing, and that didn’t support a stronger dollar. Otherwise, raising rates would logically have meant a stronger dollar and would have spurred foreign capital to seek to benefit from those higher rates and the safety of investing in the United States.

As the Fed wavered, Bundesbank president and ECB Governing Council member Jens Weidmann saw opportunity. He said that it was not “out of the question” for the ECB to buy bonds in order to fight deflation.41 That was a major softening by the German central bank, which had traditionally held more hawkish views on the use of QE than most of its European counterparts. What it signaled was that Europe stood ready to accept the cheap money baton if the United States took a step back.

Central bank policies and emergency actions had the effect of increasing the gap, in terms of both empathy and wealth, between workers, on one hand, and governments, central banks, blue-chip companies, and the financial elites, on the other. The infusion of money had bypassed workers’ economic needs on its way to directly inflating market bubbles.

As cited in an Economic Policy Institute report titled “The Increasingly Unequal States of America,” University of California at Berkeley economist Emmanuel Saez estimated that “between 2009 and 2012, the top 1 percent captured 95 percent of total income growth.”42 The report found that despite the overall increase in inequality since 1979, “wealth concentration at the top moved even more quickly after the financial crisis.” From 2009 to 2011, the “top 1 percent incomes in most states once again grew faster than the incomes of the bottom 99 percent.” This meant that although the growing inequality of income wasn’t new, the wealth gap had accelerated to new levels. Money flowed into the stock market quicker than into the real economy. People who struggled with bills to pay, mouths to feed, and accumulating medical expenses weren’t even close to being at the center of monetary policy response.

George Orwell’s Animal Farm was written just after World War II as a warning about the dangers of accepting one form of autocratic rule over another. Its timeless message is that power corrupts no matter which version of extremism takes control. The gradual change from populism to despotism is marked by the change from the belief “All animals are equal” to the more sinister “All animals are equal, but some are more equal than others.” If there was a stock market analogue to Animal Farm, Napoleon would represent Wall Street, amassing financial and power gains, and Squealer would be the central banks, snorting that the subsidies to Wall Street and the markets are for people’s own good.

The same risk is evident today. It can be seen in populist leaders from the far left or right taking power and then gradually removing civil rights and liberties. Often, in a struggle for political power domestically or on the international stage, leaders inflict harsh austerity measures on people already suffering economic hardship, in order to amass resources for their cause.

The idea that someday things could be even better under the right leader, despite the continual flow of money to the top no matter who is in charge, is the tragedy of the era. The great injustice that today’s populist leaders, left or right, inflict on ordinary workers is their promise that things will be better if you accept their terms. And if things don’t improve, it’s always someone else’s fault—another minority religion, another culture, another “other.”

Such was the case as the 2010s unfolded. People increasingly voted against their current political structures, while choosing new ones that weren’t much better. There was a turn to the extremes in Austria, the Netherlands, Spain, Italy, and several Central European countries, and in the parliaments of Germany, France, and the Nordic countries. Economic frustration proliferated around the world.

Though not every cultural grievance, election battle, or instance of flag-waving was purely economic on the surface, the ghosts of the 2008 financial crisis were not buried. Nationalists and polarizing figures that once might have been cast aside were winning over the mainstream.

One notable nationalist shift that stemmed from years of discontent was exacerbated by the post-financial-crisis conditions in Scotland. When Conservative British prime minister David Cameron agreed in October 2012 to allow Scotland to hold a referendum on leaving the United Kingdom, he might not have considered the extent of pro-independence sentiment seething among Scots. He was given a sort of reprieve, however, when on September 18, 2014, the Scots voted to remain part of the United Kingdom by a ten-point margin (55% to 45%).43

Cameron had made promises in return for that “no” vote. As he said before it took place, “I hope and wish that Scotland will vote to remain part of the United Kingdom. That’s not because I want to dragoon Scotland into an arrangement which is in my interests. Or frankly, my Party’s interests.”44

To the prime minister’s dismay, the referendum results showed a surge in momentum for nationalism. The exercise had one positive benefit for Cameron, however. It served to diminish the Labour Party’s hold in the UK Parliament, because the Scottish Nationalist Party (SNP) had gained seats from Labour due to its stance in favor of leaving the UK. As the Guardian reported on September 22, 2014, “The Scottish National party is poised to become one of the largest in the UK.… As evidence emerged of the extent of the Labour no campaign’s referendum defeat in Glasgow, the SNP announced on Monday that its membership had jumped by 70% in four days.”45 And since 2015 the Scottish Nationalists have been the utterly dominant political party in the Scottish Parliament and among the Scottish contingent at Westminster.

A core feature of nationalism mixed with populism was that it couldn’t be relegated to the right or the left. Instead, it showed a tendency to be issue- or region-specific. Though Scotland did ultimately remain in the UK, many Scots’ desire for independence marked a radical shift in one of the most economically and militarily powerful countries in the world, and this had wide repercussions. Other regions in the EU hoped they could emulate the nationalists and go one step further. Various forms of Catalan independence and separatist movements in Spain have existed since Catalonia became part of the Kingdom of Spain in 1469. Since the passage of the 1978 constitution and end of Francoism, the movement had been gaining strength, and it grew even more after the financial crisis. A “yes” vote by Scotland to leave would have provided impetus to the area’s informal independence referendum, known as the Citizen Participation Process on the Political Future of Catalonia, which was held on November 9, 2014.

Nationalist movements often begin with the idea of protecting a specific population. If you looked at the stock markets in 2014, it would have been hard to see why people might have felt that they needed protection, as the markets rolled along merrily all year. A composite measure of the world’s stock indices, represented by the Vanguard World Stock Exchange Traded Fund (which covers developed- and developing-country stocks), confirmed a rosy view of market resilience.46 Its value had more than doubled from its lowest point of 24.49 in 2009 to its 62.97 in 2014.47 There was less robust growth in the world economy as a whole: total global GDP in 2009 was $60.5 trillion, and by 2014, it was $79 trillion—an increase of just 20%.

But average workers, from Scotland to Canada to Venezuela to Sri Lanka, weren’t concerned with what was unfolding in the world of exchange-traded funds (ETFs); rather, they worried about how they could feed themselves and their families. Their futures, while intertwined with the financial markets from a distance, were not dependent on them on a day-to-day basis. Market returns, option strategies, and exotic financial maneuvers did not put meals on the table, pay for their kids’ schooling, or offer them true peace of mind.

Without real economic growth on the horizon, the rising tide of nationalism against the backdrop of economic uncertainty continued to intensify. On June 2, 2014, as the German stock market index, the DAX, hit 10,000, economist Nouriel Roubini summarized the situation in the Guardian:

This new nationalism takes different economic forms: trade barriers, asset protection, reaction against foreign direct investment, policies favoring domestic workers and firms, anti-immigration measures, state capitalism, and resource nationalism.48

Though he did not specifically address the abundance of monetary aid the financial system and market had received—which contributed to economic inequality, high unemployment, and stagnating wages—he did note the connection between economic insecurity and political shifts:

The resulting economic insecurity for the working and middle classes is most acute in Europe and the eurozone, where in many countries populist parties—mainly on the far-right—outperformed mainstream forces in last weekend’s European parliament election.

He observed that these parties promoted

protectionist policies, to blame foreign trade and foreign workers for the prolonged malaise. Add to this the rise in income and wealth inequality in most countries, and it is no wonder that the perception of a winner-take-all economy that benefits only elites and distorts the political system has become widespread.

Europe remained a dead man walking, economically speaking. In 2014, the eurozone faced its third recession in half a decade.49 Overall, GDP rose by a tepid 0.9%.50 The EU’s twenty-eight nations, home to half a billion people, suffered from lingering unemployment of nearly 10%.51 Within that figure, youth unemployment rates were oppressively high: in December 2014, the average youth unemployment rate was 21.4%. That said, not all countries suffered the same way. In Germany, youth unemployment was 7.2%. In Austria, it was 9.0%. In the Netherlands, it was 9.6%. By drastic comparison, in Spain and Greece it topped 50%—a catastrophe for a generation of young people.

The world was a veritable Twilight Zone of alternate realities: one for the markets, and one for the real economy. Major central bankers dwelled in the former. The average worker they professed to be helping existed squarely in the latter.

The spread of discontent with political leaders and economic angst provoked a sea change everywhere. In May 2014, Narendra Modi led India’s Bharatiya Janata Party (BJP), a Hindu nationalist party, to victory.52 It was the first time since 1984 that a single party had won an absolute majority of seats in the Indian Parliament.53 The son of a tea-seller, Modi ran on his record of bringing economic development (which some questioned) to his home state, Gujarat, when he served as its chief minister.54 He promised to tame inflation and upgrade India’s dilapidated infrastructure.55 The second component of his platform, which was less directly articulated, centered on right-wing Hindu nationalist policies.56

India’s drive toward the international stage had accelerated gently under Manmohan Singh’s government. Modi was set on further enhancing India’s presence. But he was also determined to insert elements of nationalism into domestic and foreign policy.57 This policy served to widen the wedge between the two main religions of India, Hinduism (about 80% of Indians are Hindus) and Islam (about 14% are Muslims). To focus on the first goal, making India more attractive to foreign investors, Modi embarked on a world tour. By the fall, he had addressed the opening of the UN General Assembly, appeared before a cheering crowd at Madison Square Garden, and attended a state dinner at the White House.58 He was also very adept at social media—and social media, which encouraged exaggerated rhetoric over substance, was a boon to the new populist political class.

In Indonesia, the world’s fourth-most-populous country, Joko Widodo, known widely as “Jokowi,” eked out a contested but tight victory on July 9, 2014, becoming Indonesia’s seventh president.59 A “furniture-maker-turned-politician” running as an outsider, Jokowi amassed a following more akin to a celebrity’s.60 He was the first leader not to have come from the political elite class or to have been an army general.61 Like Modi, he emphasized personal charisma.

Social media allowed a cult of personality to fuse with modern populism. To be sure, leveraging media platforms for political and social gain was not new. Franklin Delano Roosevelt did it with his radio addresses and fireside chats. Eva Perón connected with Argentina’s disenfranchised population and lent support to her husband’s political party, helping Juan Perón win election in a landslide in 1946.

But the twenty-first-century form of populist leader was another kind of beast. Politicians coveted superstar levels of followers on platforms such as Twitter, Facebook, and YouTube as they campaigned. With the boom in smart technology, connecting to a national audience was easier than ever. It meant that messaging could be demographic-specific and more strategically targeted than ever before.

People gravitated toward leaders who were simply different from the political establishment, regardless of whether that meant left or right. By leveraging growing dissatisfaction with the status quo due to economic instability, the new politicians sought or cemented power on the basis of more populist, nationalist, and conservative platforms.

In the United States, the Republicans won the Senate in the midterm elections of 2014, and thus gained control of both houses of Congress.62 In South Korea’s June 2014 elections, President Park Geun-hye’s Liberty Korea Party, a right-wing populist party, retained power.

In China, the world’s most populous country, the paramount political leader since 2012 was Xi Jinping. His period in office began tentatively, but Xi became more overtly nationalistic and authoritarian with each year in office, as his government beat back protests and demonstrations with increasing severity. Demonstrations in China were technically legal but needed state approval; that left room for crackdowns. The Constitution of the People’s Republic of China declares it a duty of Chinese citizens to “fight against those forces and elements… that are hostile to China’s socialist system and try to undermine it.” Anti-subversion laws, such as Article 105 of the criminal code, may be used to criminally prosecute individuals exercising rights of assembly, free speech, or demonstration. It didn’t stop protests, but it made them more contentious.

Percolating unrest was reaching new levels. Hong Kong residents rallied against the government’s one-party rule, censorship, and curbs on freedom. Since the British returned the city to Chinese control in 1997, Hong Kong had enjoyed the privilege of being a “special administrative region,” with benefits that other Chinese regions didn’t have. Tensions flared after Beijing’s harsh response to a demonstration in Hong Kong in June 2014 to commemorate the twenty-fifth anniversary of the riots in Tiananmen Square.63 The Occupy Central protests demanding democratic elections began on September 26 and peaked in early October against a backdrop of police violence.64

During the summer of 2014, populations were in marching mode. In Brazil, workers from some of the country’s biggest unions went on strike to protest rising prices, falling salaries, and the government’s inability to control its budget. Several cities were rocked by riots against hosting the 2014 World Cup. With Brazil still barely having recovered from the 2013 recession, a wave of resentment grew over the decision to spend on sports stadium facelifts instead of desperately needed infrastructure.

In the Middle East, international sanctions crippled Iran’s economy. Food prices rose by 12% in 2014. Tensions over sweeping unemployment, restricted political freedoms, and violence against women ran high. In Saudi Arabia, protests against the monarchy had steadily escalated since the Arab Spring in 2011. Throughout 2014, tensions remained high between Saudi Arabia’s Sunni and Shia Muslims, especially in the Eastern Province, where the majority of Shia Muslims live (a 5% minority), and where most of Saudi Arabia’s oil fields are found.65

In Nigeria, Africa’s largest economy, militant group Boko Haram’s suicide bomb attacks and kidnappings rose as the group sought to establish an Islamic state. During the first half of 2014, Venezuela’s largest civil insurrection in over a decade occurred as people marched against soaring crime, record murder rates, and acute shortages of basic goods. Inflation leapt to 65%. Even though Venezuela had the world’s largest proven oil reserves, much of that oil was exported for sub-market prices. Price controls had devastating effects, as extreme inflation in food prices left the most vulnerable in desperate conditions and black-market trading caused more price hikes.

The fall of 2014 brought more protests. In Russia, President Vladimir Putin’s domestic popularity waned as anti-Kremlin sentiment rose. In September 2014, thousands of protesters convened in Moscow to demonstrate in the All-Russian March for Peace. The march was a rally in opposition to Russia’s involvement in the eastern Ukraine conflict. Domestic economic and equality issues began to surface, too, amid slowing economic growth.66 Food prices soared due to limited domestic supply, complicating the matter further. Russia imported most of its produce, since the falling ruble had made it more lucrative for Russian farmers to export what they raised.

The seizure of Crimea and the Russian-backed standoff with the West over Ukraine’s breakaway eastern regions intensified growing discontent. Making matters worse, Western sanctions against Russia imposed a total ban on food imports from the European Union, United States, Canada, and Australia. Russia’s finance minister estimated that the combined sanctions from the West, together with an oil slump, cost the country $140 billion a year.67 It would set up the war to come.

Even in the United States, unrest over police brutality and racism was rising. In Ferguson, Missouri, protests and riots began on August 10, 2014, the day after the fatal shooting of Michael Brown by a white officer.68 They intensified in November 2014 after a jury decided not to bring charges against the police for killing the black teenager. These continued as the Justice Department investigated the shooting. The murder of Brown elevated issues of racism and economic inequality in African American communities. Though not directly related to market-centric monetary policy, the lack of economic mobility was crushing. The money flowing so liberally into financial markets simply did not open doors for people of all races, genders, or economic backgrounds.

The part of the global economy that relied upon consumer spending was broken. Around the world, many consumers were simply too poor and stretched too thin. Meanwhile, the wealthy did not need to worry about cost, but they didn’t buy enough to make a difference in overall global economic growth. If people are impoverished, disenfranchised, and angry, consumption is less important than survival.69 The middle class was feeling increasingly depleted, which only further diminished demand for goods and services.

The problem was not new, but the outsized effect of central banks’ policies on the world was. The system was permanently skewed, with corporations, financial elites, and powerful executives reaping nearly unfathomable wealth given their access to cheap money. Megabanks and massive global corporations would continue to receive epic subsidies in times of turmoil, while ordinary working people got no such financial cushioning. This was anything but a temporary phenomenon.

The Fed Stops Buying Bonds

On October 28, 2014, the Fed ended the growth of its QE program, as it had previously announced its intention to do.70 The Fed wasn’t selling the bonds on its book; it just wasn’t buying new ones. This would essentially reinforce the Fed’s accommodative policy, as holding long-term bonds would in turn keep long-term rates low. If the markets had been fine, or able to function autonomously, without the Fed’s help, the move wouldn’t have evoked the reaction it did. However, global markets and economies were not fine. That’s because QE had worked only for some. While markets had rebounded nicely, the recovery was focused on the financial sector. Bank stocks did better than stock shares in most other sectors. As CNN Business noted, the big bank stock index was “up nearly 280% since the bear market hit its low [on March 9, 2009]. The S&P 500 is up about 190%.”71

Absent requirements directing money into the economy, funds from the Fed to Wall Street stayed with the banks. The Fed turned the banks into hoarders. With money so cheap, it was less risky for banks to use it to speculate in the markets than to take a chance on a small business owner. As the CNN report detailed, “While QE has helped keep interest rates low, that’s only good news for those lucky enough to get credit from a bank. Lending standards are still pretty tight.”72

The link between abundant monetary aid and a robust economy remained the prevailing narrative, mostly on the notion that big banks were able to take more risks from an economic lending perspective because they had been able to fortify their capital levels.73 This logic ignored the fact that large banks were reliant on an artificial money source. The Fed could effectively declare victory over the financial crisis after five years of zero interest rates and expanding its book to $4.5 trillion, without taking responsibility for any negative repercussions of that policy.74

None of that changed conditions for workers, especially for minorities. According to a Pew Research report analyzing the Federal Reserve’s Survey of Consumer Finances that came out in December 2014, “wealth inequality has widened along racial and ethnic lines” since the end of the Great Recession.75 For example, in 2013, the median wealth for white households was thirteen times more than for African American households, compared with eight times more in 2010. In addition, white household wealth was ten times greater than that of Hispanic households in 2013, compared to nine times more in 2010. Not only had crises in the housing and financial markets hit middle-class and poorer American families the hardest, but the economic recovery increased the gap between them and the upper classes. That’s because the recovery was “most apparent in asset prices,” and not all households owned assets.

Throughout the G20 nations, growth remained lackluster. That meant someone had to pick up the perceived slack in monetary policy that the Fed was (barely) leaving behind. Other big central banks within the G20 swooped in to take over the job, led by the European Central Bank and the Bank of Japan.76 As G20 leaders reunited in Brisbane, Australia, for their November 2014 summit, they optimistically agreed to boost their collective GDP by at least 2% or by the equivalent of $2 trillion. Their idea was to create millions of jobs, as per their Brisbane Action Plan.77 The plan was officially aimed at “improving macroeconomic cooperation and outcomes, increasing and fostering investment, promoting competition, boosting trade, lifting employment and participation.” However, a year later, those objectives had not been efficiently implemented.78

In Europe, as 2014 ended, Italy was mired in recession. Anti-austerity protests had erupted there nationwide in late November, with unions, students, and migrants alike staging strikes in opposition to the government’s overhaul of existing job protection rules.79

Even the stronger, core EU countries, such as Germany and France, were treading water. The total number of people seeking work in France hit a record high in 2014. French prime minister Manuel Valls and economy minister Emmanuel Macron presented plans to increase the number of businesses open on Sundays and open certain regulated sectors to more competition. That plan provoked instant protests by thousands of people in Paris as well as opposition from within the ruling Socialist Party. It’s a measure of how bad things were in Europe that Greece, a country plagued by considerable economic crisis, arose as a surprising bright spot. That is until snap elections there and talk of “Grexit” (that is, of Greece leaving the EU) had the effect of crashing the Greek stock market.80

The European Central Bank was not about to let the EU ship go down. So it kept pumping money into the markets in the hope that the flow would trickle into the real economy. Its book of assets, under QE, had grown from €1.9 trillion in January 2009 to €3 trillion by 2013 before dipping to €2.15 trillion in December 2014.81 Yet, despite a fragile economic recovery, ECB leader Mario Draghi remained steadfast in implementing the ECB’s “whatever it takes” strategy to preserve the euro that he had promised during the Global Investment Conference in London in July 2012.82

Germany, France, and much of the rest of Western Europe saw better economic and market outcomes than countries in Southern or Eastern Europe did. Germany’s DAX stock market index (representing the top twenty blue-chip German companies) jumped from its 2009 low of 3,834 on February 27 to over 10,000 by June 2014, a 260% increase.83 Germany also had considerable influence in the ECB and the European Commission and thus over policy choices throughout the European Union.

By December 2014 the US economy was finally strengthening, posting the highest monthly job growth in a decade and a half, and consumer confidence was rising.84 The Fed didn’t appear completely convinced about this temporary growth and kept rates near zero. It said that it would “be patient” before it began to “normalize monetary policy” as long as inflation remained below 2%. The Fed wanted to keep the party going any way it could. Its leaders feared the consequences of tightening policy on their watch.

Meanwhile, politicians were afraid of what could happen if economic conditions worsened, markets crashed, and credit became more constrained as a result. There were elections to consider.

The clash of electorates and big finance was particularly brutal in Greece, and perhaps inevitably there was only one winner. Greek voters chose a new left-wing government in January 2015, with Alexis Tsipras being elected prime minister on an anti-austerity ticket. Tsipras promised to get Greece better repayment terms on its massive debt as it approached a possible sovereign default in June 2015. Campaigning, however, was one thing, and Tsipras was unable to convince the EU. Tsipras called a July referendum on the EU’s offer for a bailout, and 61% of Greeks voted against accepting it, since it contained more painful austerity measures. The decision raised the possibility of Grexit but didn’t prevent austerity demands that hindered Greece’s ability to help its people.

The Greek economy had shrunk by 25% since the financial crisis, and its unemployment rate sat around 25%. Greece faced a laundry list of problems, including a prolonged recession, stark youth unemployment at 25%, rising poverty, cuts to essential services including hospitals and doctors, escalating rates of depression and suicide, and a brain drain of people fleeing the country, including engineers, doctors, and scientists.85 Yet Greece had had a relatively vibrant economy before the financial crisis. Financial speculators had provoked an economic calamity. Facing further collapse without more bailout money, Tsipras accepted the EU’s offer, to the chagrin of the Greek people.86 He won the subsequent election, but the lesson was clear: the government was less powerful than the banks.

Greece wasn’t the only nation in the EU to hold a critical election in 2015. On May 7, 2015, the United Kingdom held its parliamentary elections. Nigel Farage’s UK Independence Party (UKIP), which backed Britain’s exit from membership in the EU, was gaining traction. UKIP ran on a platform of populist promises. Its litany of policy issues zeroed in on foreign workers by demanding caps on immigration, an end to providing permanent worker status to eurozone residents seeking to stay in the UK, and incentivizing British employers to hire British people first.87 UKIP’s platform urged a referendum on Brexit as soon as possible. It sought to cut foreign aid and highlighted “British values” while taking aim at removing inheritance and other taxes.88 The popularity of the Scottish National Party was rising, too. Both parties would pressure Prime Minister David Cameron to keep his promise of holding a referendum on Britain’s membership in the EU if he won reelection. At the same time, anti-austerity movements in the UK were also growing, with 2015 seeing the highest number of protests in the UK since the 1960s.

On the other side of the world, on June 7, 2015, Mexico’s citizens also headed to the polls in unprecedented numbers.89 They voted for independent candidates to break with traditional electoral trends, seeking to shake up the corporatist and corrupt elements in their government. Sitting president Enrique Peña Nieto’s popularity plummeted, as he too was unable to keep his campaign promises. In December 2013, he had pressed Mexico’s Congress to open Mexico’s oil industry to foreign investment.90 His opponents believed this would hurt national interests. When global oil prices dove in 2014 they hurt Mexico’s budget, social programs, and largest economic sectors. Thousands of Mexicans had protested in the streets in November 2014 over widespread corruption, economic conditions, violence, and the massacre of forty-three student teachers.91

Argentinians had their chance to join in the global shakeup with their trip to the polls on October 25, 2015. President Cristina Fernández de Kirchner, of the Peronist Front for Victory (FPV) party, was unable to seek reelection due to constitutional restrictions. The economy was in dire straits, with 40% inflation, a plummeting Argentine peso, and a default on the country’s external bond payments.92 Leading opposition candidate Mauricio Macri, the conservative mayor of Buenos Aires who was head of the Republican Proposal Party, beat Daniel Scioli by a narrow margin (51.5% to 48.5%) on November 23, 2015.93

Capping off the year was Spain’s parliamentary election in December 2015. It was a referendum on Prime Minister Mariano Rajoy and the conservative Popular Party (PP).94 Massive debt problems had spawned punitive austerity measures in Spain, too. In contrast to other EU members’ stagnating economies, Spain’s economy appeared to be improving.95 The PP won but collected too few votes to govern, leaving it mired in a series of failed coalition attempts. The most significant outcome was the emergence of Vox, a far-right party. Another repercussion was an increase in separatist tensions with Catalonia, which almost succeeded in realizing its independence the following year.

Three other critical events unfolded in 2015. They would have lasting repercussions in the global power hierarchy. The first was the Trans-Pacific Partnership (TPP) agreement, set in motion in October 2015. The establishment of the TPP followed seven years of negotiations. Under the partnership proposal, the United States and eleven other nations agreed to enact the largest regional trade deal in history. The TPP would establish trade rules for nearly 40% of the global economy. President Obama was able to agree to the deal under a Trade Promotion Authority (TPA) power that Congress gave him in June 2015. But there wasn’t overwhelming support for this multilateral, or “globalist,” agenda at a time when US popular opinion was anxiously turning protectionist. Just forty-one Democrats in the House voted for the TPP.

The second transformative event took place in November 2015, when 195 countries’ leaders and national delegates convened in Paris for a global climate change summit. The result was the Paris Climate Accord, which contained nonbinding requirements for nearly every nation involved to shrink their carbon emissions by reducing reliance on fossil fuels. This didn’t guarantee anything, but it was a signal step in the green direction. It also drove global competition to build energy efficiency and sustainable policy frameworks.

Then there was China’s slowing economy. Increasingly, developing states had come to rely on its demand and funding, especially since 2008. But low commodities prices and China’s reduction in demand were very damaging to many emerging economies. Facing an economic slowdown in August 2015, the People’s Bank of China chose to devalue the renminbi.96 The official story line was that the Chinese wanted to let the market dictate its value—something that Western governments had demanded for years. Yet that action had unintended consequences. Investors surmised the devaluation meant China’s economy was slowing down more quickly than its public numbers indicated. As a result, the Shanghai stock market plunged, losing 43% of its value from June 12, 2015, to August 26, 2015.97 China reported third-quarter growth of 6.9%, which beat expectations but was much lower than the 10% growth China had averaged over the prior three decades.

China’s elite had fought publicly against the US-centric monetary system. They were focused on growing regional and international economic alliances beyond the United States. Despite its slowing economy, China funded a near-record $29 billion worth of foreign loans in 2015, three times its 2014 amount, and more than the World Bank and Inter-American Development Bank combined in 2015. China was helping itself and other nations at the same time, but that meant any slowing of China’s growth would have broader economic repercussions for its key trade partners.

By late November 2015, Brazil’s inflation exceeded 10% for the first time in over a decade. In response, the government froze certain discretionary spending. Brazil’s central bank, the BCB, had already doubled its benchmark rate from 7.25% in March 2013 to 14.25% by July 29, 2015, to try to contain inflation.98 Calls for sitting president Dilma Rousseff’s resignation and impeachment intensified as Brazil’s economy cratered, not helped by China’s economic slowdown. Rousseff’s rivals accused her of using public bank funds to alter the budget deficit, a practice known as pedaladas fiscais. Several companies came under criminal investigation, notably Odebrecht, Andrade Gutierrez, Queiroz Galvão, and OAS, in civil construction; Petrobras, in the oil sector; and JBS, in the meat production sector.

The global economy was seeing a pattern emerge. When central banks raised rates or tightened policy, even a little, the impact on consumer lending was magnified. This was one way that big banks could rake in money doing their day jobs—collecting higher interest from borrowers while receiving central bank support for cheap loans of their own and pocketing the difference.

By late 2015, the notion of rate hikes resurfaced again at the Fed. This was despite pleas from global leaders, notably IMF head Christine Lagarde, warning that raising interest rates could especially hurt emerging markets.99 The Fed decided to raise rates by 25 basis points in December 2015. It was the first hike since the financial crisis of 2008. The perception the Fed now promoted, and which US financial media spread, was that seven years of “emergency measures” and dovish policies had proven effective.100 The US dollar rose on this notion of success and on the possibility of higher rates attracting more investor and foreign capital to the United States.

The small change in rates showed more caution than anything else. It signaled the Fed’s modest confidence in the economy’s capacity for recovery. Still, markets continued to nose-dive into year’s end. Turbulence returned like an unwelcome relative. Stock markets had become reliant on cheap money, and the Fed’s pivot threatened to turn off the spigot. Emerging and developing markets were the first to bear the brunt of that decision, as speculative capital raced for home base—the United States.

The Fed’s policy of creating money was like putting air in old tires. If you continue pumping air into them, they can burst, but if you don’t pump enough, they won’t get you where you need to go. When bubbles that are artificially inflated pop, fragile financial systems and their underlying economies are thrown into panic, crisis, recession, or depression. Institutions such as commercial banks that are propped up by cheap money could fall into jeopardy. Market speculators such as hedge and private equity funds that were able to act recklessly because of their access to cheap capital could lose vast sums of money if markets were to suddenly tank. It would take a full year before the Fed would dip its toe into the waters of raising rates again—by another token gesture of 25 basis points.
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Chapter 3

DRUGS, POPULISM, AND POWER PLAYS

It was like we’d known all along that the sky was going to fall and then it fell and we pretended to be taken by surprise.

—ELIN HILDERBRAND, The Love Season

If fear and drama got together and spawned offspring in the financial universe, their progeny would have looked a lot like the markets in January 2016. The markets were gripped by sheer dread—over everything from the economic slowdown in China and crashing oil prices to the Dow posting its most horrific start to a year since its creation in 1897.1

The Fed’s 2015 pre-Christmas rate hike was nothing short of a gut punch to the financial system. Markets around the world responded like drug addicts when their supply dries up. They needed their cheap money fix, or at least the thought that it would always be available to comfort them.

Markets are psychological creatures. They are a hybrid of human emotions, computer algorithms written by humans, and the money that flows through them. When any of these is shocked by uncertainty, sharp price movements follow. Normally, downward moves unfold more rapidly than upward ones. In the world of finance, as in life, fear is more potent than optimism. The onslaught of uncertainty in early 2016 left global market conditions eerily similar to those at the start of the prior financial crisis. Concern about another crisis abounded. All because of one tiny Fed rate hike. The confluence of this interest rate rise with a sharp drop in oil prices on January 6, 2016, to their lowest level in eleven years didn’t help shake the sense of déjà vu.2

The scene was like the curtain coming down on the closing night of a show. Casting your eye at stock markets around the globe, you would have seen that China’s Shanghai Composite Index shed 24% of its value in January 2016.3 Hong Kong’s Hang Seng Index tanked by 11%. Both indices posted their worst months since October 2008. Chinese stock market activity was so bad that it was suspended twice that first week of January, causing the People’s Bank of China to intervene to keep its currency from devaluing too quickly. Japan’s Nikkei 225 Index had its worst start to a year since 1997.4 Not to be outdone, Germany’s DAX index posted its weakest opening of a year in a quarter of a century. Meanwhile, the Dow’s nearly 1,100-point (6.2%) plunge during the first five trading days of 2016 marked the famous blue-chip index’s worst start to a year ever.5 Fear was beating greed that January, but it wasn’t fear of an economic slowdown that was so unsettling; rather, it was the possibility of a permanent shift in the Fed’s cheap money policy that was so terrifying.

This market bloodbath unnerved even the Fed. To subdue markets, the Federal Open Market Committee (FOMC) retreated, choosing not to raise rates again in January, declaring instead that it would be “loosely monitoring global economic and financial developments.”6 The market freak-out, in conjunction with worrying economic factors, was enough to cause the Fed to suspend rate hikes until the end of 2016, even though before the turmoil it had forecast three or four rate hikes in 2016.

The size of the Fed’s book remained near its record high of $4.5 trillion worth of bonds.7 Thus, markets were still floating on an artificial high from the fabricated money injected into them through the banking system. That was in addition to monetary subsidies from the other major central banks. There was no way the Fed was going to sell any of the bonds in its QE portfolio outright and risk making conditions even more turbulent.

Mostly the Fed allowed bonds that were maturing to slip away without buying new ones to replace them as it went about “tapering” its book. The leaders at the Fed knew if they actively sold bonds outright instead, they ran the risk of crippling the US Treasuries market, causing rates to rise too quickly as investors dumped bonds no longer subject to the Fed’s artificial demand plan. Then the government would have had to pay higher interest on its debt. That would be a lose-lose situation for the Fed and the US government.

Other central banks became the cavalry riding in to fight market jitters. The Bank of Japan’s surprise move on January 29 to adopt a negative interest rate policy, for instance, was a welcome gift to global markets.8 That response, coupled with the Fed’s messaging about slowing rate hikes, calmed them. Markets didn’t care which country their cheap money came from, as long as it arrived.

Meanwhile, inequality was growing. People with greater wealth and income were making even more by sticking their money in the stock market. At the highest levels of finance, certainty that the Fed would not allow the money supply to shrink or the markets to fail meant a new reality for those able to hold positions in the market. On the flip side were people with less wealth who didn’t have the spare money to even consider investing. The Fed’s own research report on inequality and the stock market published in April 2016 confirmed this, saying, “As stock prices rise, the gains are disproportionately distributed to the wealthy. Lower- and middle-income families who are also wealth-poor are less likely to expose their savings to the higher risks of equity markets.”9

After a shaky start to the year, most global stock markets went on to perform well in 2016. In the United States, the Dow rose by 16%. Emerging markets posted their best stock market performance since 2012, largely due to “reform” efforts that were seen as de facto austerity measures and embraced by foreign investors, if not by domestic populations.

From a monetary policy perspective, countries with a lower share of international trade or currency activity were forced to choose policies that were not always in their best national interest. This meant governments often paid more attention to major financial players hunting for big returns than to their own domestic economic needs. Markets preferred austerity because it meant governments could deploy excess money to pay interest on debt, which made their debt servicing more attractive. The sad reality was that the world saw it as a problem when an emerging-market country’s debt exceeded its GDP. Yet when more complex and developed economies like the United States or Japan had a debt-to-GDP ratio greater than 100%, it barely mattered.

Despite early volatility in the markets that year and fears of more Fed rate hikes to come, the overall outlook for the global economy turned more upbeat, with some reservations. On January 19, 2016, the IMF’s World Economic Outlook forecast economic growth for advanced countries to rise by 3.4% in 2016.10 However, the body warned that emerging-market nations could face more gradual growth and rising debt burdens exacerbated by lower commodity and oil prices.

One of the IMF’s chief concerns remained what would unfold around the developing world once the Fed’s policy of cheap money stopped. The IMF knew that the repercussions would have considerable impact on developing countries. The total domestic and international debt held by nonfinancial firms in emerging markets had risen from $2.4 trillion to $3.7 trillion between 2007 and 2015. The amount of outstanding international bonds had ballooned from $360 billion to $1.1 trillion, indicating massive amounts of government borrowing.11 Repaying that debt could be problematic if rates on new debt rose by more than the rate of economic growth.

As one IMF report warned specifically, money flows could become a critical issue:

Prospects of a gradual increase in policy interest rates in the United States as well as bouts of financial volatility amid concerns about emerging market growth prospects have contributed to tighter external financial conditions, declining capital flows, and further currency depreciations in many emerging market economies.12

Citizens around the world knew that their economic conditions had changed—and not for the better. They took aim at sitting governments and party leaders. During 2016, a growing number of government leaders were ousted by discontented populations or political opportunists touting their versions of populism. Both Brazil and South Korea (the ninth- and eleventh-largest economies in the world) impeached their (female) presidents, Dilma Rousseff in Brazil and Park Geun-hye in South Korea. Change came amid national demonstrations in South Korea and an orchestrated coup in Brazil.13

Brazil was set to host the Olympics for the first time during the summer of 2016. This had seemed like a great opportunity when Brazil’s former president Luiz Inácio Lula da Silva had secured them. The Games were expected to bring prestige, foreign attention, and global tourism. But in the throes of economic malaise, mass demonstrations erupted over prioritizing the funding of Olympics infrastructure over economic programs more directly beneficial to regular people.14 In August 2016, Brazil’s unemployment rate hit a four-year high of 11.8%, nearly doubling the 2014 rate.15 A tepid economy and looming scandal at Petrobras, the state oil company—at which President Rousseff had led the board of directors from January 2003 to March 2010—sent her approval rating to all-time lows.16

Though Rousseff was not directly implicated in the Petrobras scandal, her rivals alleged she’d cooked the books in 2014, attempting to hide Brazil’s escalating deficits to help her win reelection. Those charges gained greater momentum as Brazil’s economy faltered.

On August 31, 2016, Rousseff was impeached by the Senate in a 61–20 vote.17 She was replaced by Michel Temer, her vice president (who, several years later, publicly admitted that it was a coup to remove her from office).18 His interim government went on to place a cap on public spending, citing inflation risks.19 The ousting of Rousseff for a more market-friendly leader propelled the BOVESPA, Brazil’s stock market index, to rally by nearly 45% in 2016.20 The disconnect between what was good for the foundational economy and what elevated markets for foreign and speculative consumption was evident.

It became increasingly obvious that for any economy standing on shaky ground, the slightest bump in the road could produce drastic results. In Europe, another conflict was escalating, hindering the EU’s struggle to emerge from a deep economic recession. There had been an influx of more than 1 million refugees seeking relief from the Syrian civil war and the economic instability it had inflicted upon them. This inflow to Europe started in April 2011 and continued for more than five years.21 The flow of refugees stoked an isolationist backlash, most acutely in countries where many Syrian refugees entered, including Germany, Serbia, and Hungary. People facing dimming job prospects and uncertain futures took to blaming immigrants for their situation.22

The mounting hostility toward asylum seekers, compounded with economic anxiety and general distrust of the elites in power, led to further rips in the very fabric of the EU. Stark differences in how various countries treated the Syrian refugees emerged, fueling Europe’s nationalist and anti-immigrant party platforms. In Germany, right-leaning Alternative für Deutschland (AfD) leader Frauke Petry told the German newspaper Mannheimer Morgen in January 2016 that border guards “must prevent illegal border crossings and even use firearms if necessary.”23

Even Sweden, normally a welcoming refuge, turned a harsh face to the Syrian asylum seekers. In February 2016 the Swedish government, having received more than 160,000 asylum applications in 2015—the highest influx in the EU by population—announced that between 60,000 and 80,000 applicants would be rejected. Half were deported.

In Austria, a controversial asylum law passed in April 2016, days after Austrian far-right parties came out on top in the first round of a presidential election, allowed asylum seekers to be rejected directly at the border.24 This incited anger among human rights groups, which said the law undermined the principle of protection from war and persecution.

As a result, Euroskepticism was intensifying throughout the continental union. According to a Pew survey of ten EU countries, “Although EU favorability has generally been in decline—with temporary upticks—since 2012, when the Eurozone economic crisis began, it has fallen significantly in the past year.”25 The poll found that “overwhelming majorities” disapproved of the way the EU had handled the migrant crisis and economic issues. Among Italians, French, and Spanish, two out of three participants cited these as the top two reasons for discontent with the EU.

The refugee crisis also posed political problems for the Obama administration. In 2015, the Obama White House had announced it would take in “at least 10,000” Syrian refugees by the end of 2016. By April 2016, only 1,300 had been admitted.26 Resistance had to do with a variety of factors: the November 2015 Paris terrorist attacks, red tape, criticism by GOP presidential candidates, and more than half of US governors saying they would deny access.27 The number fell far short of President Obama’s stated goal, but the prevailing GOP reaction reflected the sentiment of at least half of the United States regarding refugees and immigrants. The fear and manifestation of economic anxiety would foreshadow the 2016 fall presidential election.

Divisions over how to deal with the Syrian refugees also contributed to growing fears that Britons would vote to leave the EU in the United Kingdom’s upcoming June referendum.28 Polling indicated that nearly 75% of prospective “Leave” voters noted immigration as a primary issue. It came at a time when migrants were entering the UK at near-record levels. As in the United States, economic insecurity and distrust coalesced with angst over jobs and the fear of losing national entitlements. Initially, the British public was accepting of asylum seekers, but the Paris terrorist attacks had altered that view. A study from Cardiff University on press coverage across Europe found that “the right-wing press in the United Kingdom expressed a hostility towards refugees and migrants which was unique.”29

In the EU, nationalism as a manifestation of inherent economic insecurity took a firm hold and was about to shift the nature of political power. However, the central banks, solely focused on the monetary side of the fence, carried on with business as usual, oblivious to how their policies were affecting economies, societies, and nations.

The Brexit Effect

On Thursday, June 23, 2016, the United Kingdom voted in a landmark referendum to leave the EU. The UK had been part of the EU since the Maastricht Treaty was adopted in 1999, and a member of the European Economic Community since 1973.

The referendum’s results were a seismic shock to those in the “Remain” camp, as well as some on the “Leave” side. The UK polls had predicted a narrow victory for “Remain.” Instead, the UK voted by a slim yet decisive margin, 52% to 48%, to leave the EU. The results reflected the existing rifts in the United Kingdom. Scotland and Northern Ireland voted “Remain.”30 So did the majority of younger, more educated, and more urban voters.31 In contrast, England, Wales, and older, less educated, and rural voters chose “Leave.” A similar demographic pattern would surface in the United States, Brazil, and other elections during the second half of the decade.

In Scotland, those who had supported leaving the UK in the 2014 referendum had also supported remaining in the EU in 2016, voting 62% to 38% to remain.32 Seeing the result, the first minister of Scotland, Nicola Sturgeon, began pushing for another referendum regarding leaving the UK just after the UK voted to leave the EU.

The Brexit referendum gamble and the shocking results killed the political career of Prime Minister David Cameron, who was replaced by Theresa May on July 13, 2016. May was no stranger to government but faced an uphill struggle. She had previously served as home secretary from 2010 to 2016 in the conservative Cameron government, and though in the “Remain” camp herself, she became Britain’s new prime minister through an internal Tory party vote.33

May found herself in a pickle. She was forced to navigate a Brexit that she personally opposed. That was no easy task. The UK Parliament was divided over what it wanted from the EU in the divorce, what terms it could maintain, and how its departure would impact customs and the economic situation throughout the country. First, the UK had to vote to invoke Article 50 of the Lisbon Treaty, which was the step that would officially initiate the Brexit process. On March 29, 2017, the UK government officially triggered Article 50, initiating the two-year timeline for Britain to leave the EU.34

The Brexit outcome elevated speculation that voters in other countries would press to leave the EU. It provoked heated conversations that even pitted family members against each other. The agonizing over Brexit was set against the backdrop of weak economic conditions in contrast to the rising UK stock market. Brexit promised better conditions for UK and EU manufacturers of specialized machine parts, but it could greatly hamper the food, agriculture, and manufacturing sectors, as well as the transit, freight, transport, fishing, and financial services industries.35

In a preview of potential economic upheaval to come, the Brexit vote bruised the UK’s currency, with the British pound diving to its lowest level against the dollar since 1985. Economic growth forecasts were slashed. The Bank of England swung into action, cutting rates by 25 basis points for the first time in seven years (since March 2009) on August 4, 2016, to a record low of 0.25%.36 The central bank signaled it might even cut further depending on what economic fallout might unfold.

As part of a four-point package, BOE governor Mark Carney increased the size of the BOE’s QE programs. The move would provide additional funds for big banks to help them get over any harm to their profitability that lower rates might cause. Once again a central bank was using magic money to help other banks first and foremost. Carney’s plan included pumping another £60 billion in electronic cash into the markets to buy government bonds, growing the existing QE program to £435 billion, and adding £10 billion in electronic cash to buy corporate bonds from firms “making a material contribution to the UK economy.”37 The central bank would offer up to £100 billion of new funding to banks to help them pass on the base rate cut to their customers. But banks weren’t obligated to do so. Carney, upon realizing this flaw, personally called bank CEOs to stress that the BOE wanted banks to play their part in helping households. But a request is not a law or an official mandate.

The volatility that Brexit caused permeated Europe. This wave of nationalism energized separatist movements in Catalonia and Basque country in Spain, and in Flanders. It also loosened other countries’ commitment to the EU, notably in the east. Financially, the uncertainty over the EU’s future that Brexit triggered was exacerbated by the possible collapse of the Italian banking system. Approximately 17% of Italian bank loans, nearly $400 billion, had been relegated to junk status. Major Italian banks were clamoring for a bailout. The investor class sensed crisis.

Financial and economic angst spread across the continent. A collapse of the Italian banks would have a greater impact on the entire European economy than a Greek, Spanish, or Portuguese crisis because Italy’s economy was bigger and more complex. Italy’s requests for assistance from the EU and ECB were rejected.38 The country’s debt-laden banks took a hammering on the stock market.39 The Banca Monte dei Paschi di Siena, one of the world’s oldest continuously operating banks, slid toward bankruptcy. The ECB demanded Italy reduce its €46.9 billion bad-debt burden.

The Italian head of the ECB, Mario Draghi, would go on to become the prime minister of Italy on February 13, 2021.40 It’s possible that even back in 2016 his post-ECB ambitions were brewing beneath the surface. However, among other reasons he gave for denying requests for a bank bailout were the new EU “bail-in” rules introduced on January 1, 2016.41 Ostensibly intended to remove the moral hazard that stemmed from bailouts, the rules required investors to cover the first part of bank losses before any taxpayer-financed bank bailouts kicked in.

The greater irony over the Italian situation was that the ECB had been studiously manufacturing money and using it to buy bonds for its QE program since March 2015.42 That timing coincided with the Fed halting the growth of its QE program in 2014. It was a sign of how the world’s major central banks coordinated actions to keep the cost of global money low—no matter the consequences. (When the Fed resumed QE in the second half of 2019, so did the ECB.)

The ECB was struggling over which bonds to buy with all its fabricated QE money. The ECB was creating so much money that it didn’t have enough of what it deemed to be “strong” EU member sovereign bonds available. While that is not to say that the Italian banks should have been bailed out, the same double standard that existed during the Greek bailout crisis had resurfaced. The ECB could help any member state it wanted. But, much like in Orwell’s Animal Farm, some states were more equal—or, apparently, more deserving—than others. At the time, the ECB was buying €60 billion a month of mainly core eurozone government bonds, down from a monthly purchase of €80 billion. This exercise pumped up its book to more than €3 trillion by March 2016 (see Figures 2a and 2b).

The size of those purchases was not based on any laws or regulatory restrictions. Instead, they were predicated on self-imposed rules limiting how many bonds the ECB could buy from individual governments. The ECB preferred buying the “stronger” bonds, or core EU country bonds, because they were considered less risky.

The central bank put itself in a bind. First, by pouring the lion’s share of its fabricated money into countries that needed the least support, it established an inherently unfair and inequality-inducing system. Second, the supply of German bonds, for instance, would be depleted before the QE program ended the following March. It was no wonder that people on both ends of the spectrum were in an uproar. Those who lived in the stronger EU economies wanted everything to operate on their behalf. The ECB choosing to pour money into their governments’ bonds suited that end just fine. People residing in the weaker countries were victims of central bank power brokers, whether they were aware of that exact relationship or not.
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By the ECB’s own explanation, QE was a strategy of injecting money into the financial system by buying bonds from any of the private banks it chose.43 That artificial demand would drive an increase in the price of those bonds and ideally push more money into the banking system. It effectively should reduce the level of interest rates and make it cheaper to borrow money. The idea is that ultimately businesses and people living in the real economy would be able to borrow more and pay less interest on their debts. These QE injections were intended to generate more consumption and investment that would impact real people at every level of the economy. In theory, QE would produce stronger economic growth and job creation, and higher (but not too high) inflation. It was a beautiful concept. Or, in the words of F. Scott Fitzgerald, “beautiful and damned.”

The problem with the QE premise was that it relied on big banks doing their part. It assumed that megabanks acted in predictable ways and would work to support and build out the broader economy. The injected money would then flow to smaller businesses and the general population instead of megabanks using the funds to fuel speculation and market-oriented trading activity. Reality was much different. The banks were under no obligation from the ECB, the Federal Reserve, or any central bank. They could do whatever they chose with that money.

As the tide of nationalism that prompted the Brexit referendum and threatened the pluralist idea of the EU sank in, other efforts at more multinational economic-trade cooperation were suddenly fraying, too. In the United States, the Trans-Pacific Partnership, still embryonic, fell under attack from both Democratic and Republican presidential candidates during the 2016 election cycle.

As a candidate, billionaire reality TV star turned pundit Donald J. Trump was clear about his views on China, tariffs, and multilateral trade agreements. In May 2016 he said, “We can’t continue to allow China to rape our country.”44 At an August 2016 rally in Tampa, Florida, he made clear he wanted to show the world that the US was “not playing games anymore” on international trade.45 He vowed to bring trade infringement and intellectual property cases against China to the World Trade Organization.

For its part, China had leveraged its criticisms of G7 monetary policy to expand its global footprint. In the wake of the global financial crisis, China saw a power vacuum and opportunity. Whereas the United States had expanded its military first and then acquired pieces of enterprises in developing allied countries, China offered long-term loan-based infrastructure or trade partnerships. China was the top trading partner of a majority of regional economies within the Association of Southeast Asian Nations (ASEAN) and Asia-Pacific Economic Cooperation (APEC) areas.46 Because one-third of the world’s GDP relied on China, its economic muscle was felt regionally and globally.

China’s philosophy was to dispense capital over a long time horizon, and Beijing focused on strategic infrastructure projects to do this. One example was the $10 billion Bi-Oceanic Railway, a land route linking the Atlantic Ocean in Brazil to the Pacific Ocean in Peru, intended to provide easier transit routes for products such as iron, soybeans, oil, chickens, and lithium for export to China.47

As a result of its growing superpower position, on October 1, 2016, the IMF welcomed China’s currency, the renminbi, into its SDR basket of major reserve currencies. Until that point, the SDR basket only included the US dollar, British pound, euro (formerly the French franc and German deutsche mark), and Japanese yen. The move signaled a historic broadening of the Bretton Woods agreements and China’s greater prominence in the global economic system.

Despite China’s being a member of the global economic superelite, as the IMF’s action underscored, distrust between China and the West did not melt away. Indeed, it grew. Animosity between the United States and China ramped up as the 2016 US presidential elections approached. Both Hillary Clinton and Donald J. Trump would lambast China during their campaigns. Clinton had warned of China hacking US government institutions, its security threat to corporate databases and its efforts to steal sensitive information, and the growing tensions in the South China Sea.48 Still, China regarded her as the equivalent of a “devil we know,” whereas Trump’s policy position toward Sino-US relations was murkier.49

Political experts routinely dismissed Trump’s chances of winning the White House. Various polls showed that even his supporters assumed Clinton would win, up to just days before the election.50 Wall Street forecast her win.51 Moody’s analytics predicted her victory.52 What polls and experts failed to capture was the strong tide of populist, anti-establishment, economically disenfranchised voters for whom Trump represented a middle finger to the Washington establishment. Economic anxiety pervaded the United States, as it did everywhere else in the world. The economy was the top issue for voters, with as high a percentage naming it their top concern as in the 2008 election during the financial crisis.53

Just as the polls got Brexit wrong, they got the US election wrong, too. On November 8, 2016, Americans elected Donald Trump to be the forty-fifth president of the United States. He became one of five presidents to nab an electoral college victory while losing the popular vote. He was also the first US president with no prior experience in government or the military. In true Animal Farm fashion, he portrayed himself as being in sync with his loyalists among the working class; he just happened to be a billionaire who lived in mansions and had a fondness for gold-plated toilets.54

As a candidate, Trump stoked populism and nationalist tendencies in his supporters by his rhetorical isolationism and insults of countries from Mexico to China.55 He vowed to build a wall on the US-Mexico border, revoke major trade agreements, and alter foreign policy norms.

The rhetoric did nothing to close America’s chasmic economic divide: those at the bottom end of the economic spectrum continued to lose ground, while those at the highest income levels saw historic booms in wealth.

The rise in inequality over the course of seven years had only increased the gap between the economic winners and everyone else. According to a Pew Research study published years later, “Income growth remains tilted to the top, with families in the top 5% experiencing greater gains than other families since 2011.”56 (See Figure 3.)

Pew reported that the top echelons of society, those that had more wealth to begin with, had capitalized on that wealth during the post-financial-crisis years. According to Pew, “upper-income families were the only income tier able to build on their wealth from 2001 to 2016, adding 33% at the median. On the other hand, middle-income families saw their median net worth shrink by 20% and lower-income families experienced a loss of 45%.”57 (See Figure 4.)
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Trumpism and Populism

The world continued its march mostly to the populist right. In Latin America, corruption scandals ended the progressive or center-left governments of Dilma Rousseff in Brazil, Cristina Fernández de Kirchner in Argentina, as we have seen, and that of Michelle Bachelet in Chile. These shifts enabled populist and pro-market leaders like Jair Bolsonaro in Brazil, Mauricio Macri in Argentina, and Sebastián Piñera in Chile to take power. In Australia, Malcolm Turnbull, the right-wing leader of the center-right Liberal Party, won reelection in July 2016 and would go on to serve as prime minister through August 2018. In South Korea, President Moon Jae-in won the election on May 9, 2017. His Democratic Party of Korea was centrist-liberal.

In the United States, whether President Trump rode that wave, validated it, or was simply fortunate enough to face an opponent so steeped in the political establishment that it made anyone else appear more in touch with their problems, the moment was primed for the taking. Trump had tapped into some of the more jarring economic realities forged from financial turmoil. Monetary policy, while far from the forefront of most voters’ minds, impacted the working and middle classes profoundly—to Trump’s benefit.

Trump presented himself as anti-globalist. He vowed to “drain the swamp” that was the Washington establishment and adopted the slogan “Make America Great Again” (MAGA). Trump embodied isolationism.58 He supported bilateral trade agreements over multilateral ones. To him, bilateral agreements allowed him to divide and conquer, and drive better deals.

This tactic was similar in nature, if not style, to one cemented in American history a century earlier. In 1920, isolationist Republican senator Warren Harding campaigned on the promise of a return to “normalcy” and the slogan “America First.”59 Rejecting the broad internationalism of President Woodrow Wilson, he won the first post–World War I election in a landslide, assuming the White House in 1921.

Whereas Wilson had championed the notion of the US as a global leader, the country had different plans. The 1920s ushered in a period of US isolationism that stemmed from wanting to avoid becoming entangled in another European war. Stock markets boomed from 1924 to 1929. The US economy grew a staggering 42% during the 1920s (albeit from a war-battered low), and right after the war America was producing half the world’s output.60 New construction almost doubled. But even though economic figures seemed rosy, inequality was simmering. Indeed, during the 1920s, the gap in wealth and income between the very rich and everyone else grew. The share of total income for the top 1% of the wealthiest Americans jumped from 12% to 19%, and that of the top 5% grew from 24% to 34%. The bottom 93% of Americans saw their disposable income drop.

That’s why the shock of the stock market crash of 1929 catalyzed the global Great Depression of the early 1930s and saw the market lose 89% of its value between its September 1929 peak and July 8, 1932, when it bottomed out. That extreme and prolonged bear market underscored the fact that when markets tank, the real economy crumbles on the widespread panic and loss of confidence unleashed. It wasn’t until 1954 that the Dow returned to its pre-crash level. There were no massive central bank remedies then.

The lessons from the 1920s remain relevant. The stock market is not the economy. Most of the population has relatively little or nothing invested in stocks. When the market rises, it does not impact the wallets of the majority. Main Street and smaller local businesses, including local banks, get hurt when large banks decide to restrict access to funding or loans because of market turbulence. From Harding’s “normalcy” campaign through to Trump’s MAGA rallies, it is clear that Main Street trails Wall Street on the way up, but precedes it on the way down. The biggest banks and wealthiest individuals benefit in economic and market boom times, while also strategically benefiting in times of turbulence.

Right out of the gate, Trump made good on his nationalistic campaign promises and “America First” themes. He removed the United States from the Trans-Pacific Partnership and the Paris Agreement, circumventing congressional debate.61 He eventually waged trade and tariff wars with China, with close allies such as South Korea, Canada, and the European Union, and with the World Trade Organization. But there was something fundamental about global trade that Trump did not address. All countries are connected in a global supply chain, regardless of politics. The more that other countries traded with China, for instance, the more they could bypass the United States. This would affect not just economic and trade paradigms but also confidence among developed and developing economies.

It took nearly a decade after the 2008 financial crisis for global economic growth to gain traction. Though they wobbled at the start of 2016, global markets regrouped and hit new records by the end of that year. Economic forecasts improved, too. As the World Bank reported in June 2017, even “growth in Emerging Markets and Developing Economies has strengthened from a postcrisis low of 3.5 percent in 2016. It is projected to reach 4.1 percent in 2017 and 4.5 percent in 2018.”62 This was a positive trajectory for the global South in particular.

There were signs of sunnier days ahead in Europe, too. By August 2017, unemployment in the eurozone had dropped to its lowest level since early 2009.63 The US unemployment rate fell to its lowest level since 2000. The US economy grew by 3.3% during the third quarter of 2017, a three-year high. China’s growth picked up as well in 2017, marking the first time in seven years that its GDP had accelerated faster than expected.64 Even Russia saw modest growth on the back of rising oil prices and subsiding turmoil over Ukraine. In Brazil, positive GDP growth figures ended the longest recession in Brazilian history. Japan, the world’s third-largest economy, was still enjoying its longest economic expansion in nearly a decade, bolstered by an increase in government spending and investment.

The question, though, was whether this slightly better economic picture would spur feelings of stability. And if so, would that be enough to combat the rising tide of protectionist and nationalist impulses, and to slow down the rise in inequality? Could the real economy ever achieve the same robustness as the financial markets before another major crisis occurred?

Unfortunately, the answer to all those questions was no. All was not wine and roses on the streets. A prevailing angst polarized voters. Shifts to the left and right extremes were imminent. Workers from all walks of life continued to be left behind. What remained constant was inequality combined with loose monetary policy.

In the ongoing debate over globalism, the left and the right agreed that a degree of nationalism or protectionism coated in populism was preferable to supporting the establishment. But it was center-right and right regimes that largely retained or gained power.

Brexit remained a thorn in Europe’s side. On December 8, 2017, Britain and the EU reached a preliminary agreement on certain terms, such as how much the UK would fork over to the EU to settle its debt. But many sticking points remained in the negotiation. Fears over a “hard Brexit” emerged. In such a case, harsh measures would significantly alter the economic, social, and political spectrums—putting a greater economic squeeze on the most vulnerable. A hard Brexit could mean more uncertainty. There was overriding concern, especially among the UK’s youth, about what a post-Brexit Britain implied. As the BBC reported, “More than two-thirds of young people in the UK have an ‘international outlook’ and many fear for their prospects once the UK leaves the EU.”65 These demographic splits contributed to overall unease.

Brexit, while a clear rebuke of the EU, was also a symptom of something larger. In a world that had seen the distortions between economic winners and losers magnified by monetary policy, it was easy to blame the political system for leaving so many behind. It was also much harder to see what had brought so many to that point. As the world of finance rewired the global economy and central bankers from the strongest nations floated their domestic markets on manufactured money, people around the world sought change.

Yet there was a fine line between wanting change and having the patience to wait until leaders delivered it. That meant the very leaders riding the path from populism to power were most at risk of losing it shortly thereafter.

Still, promising change was a way for leaders to assert their power. The Trump administration tried to fulfill its campaign pledges on global trade. The first gambit was to slap tariffs on imported washing machines and solar panels in January 2018. These items were largely manufactured in South Korea and China, respectively.66 But even from the beginning of these tariff escalations, US business groups operating in those arenas opposed the policy. The US Solar Energy Industries Association estimated the tariffs would wipe out 23,000 US jobs at plants owned by international companies, such as Samsung and BMW.67

Trade wars escalated rapidly from there. In March 2018 the White House announced 25% and 10% tariffs on steel and aluminum imports on allies and rivals alike, citing a national security threat.68 On March 7, 2018, the EU unveiled a list of tariffs on American-made goods that extended from steel to bed linens to Florida orange juice. The White House also announced 25% tariffs on $50 billion worth of 800 different Chinese imports, including cars, on June 15, 2018.69 Beijing’s vow to retaliate instigated more negativity between the two superpowers. President Trump eventually raised that limit to $250 billion.

Ambiguity over tariffs began to plague the share values of companies. As the New York Fed reported, the collateral damage contributed to the “destruction of $1.7 trillion in U.S. companies’ market value.”70 On a broader basis, trade uncertainty inhibited companies’ ability to plan or invest, curtailing future economic expansion. Deutsche Bank economist Torsten Sløk told investors that the trade war contributed to a “drop in firms planning capital expenditures,” “falling CEO and business confidence,” and “a decline in job openings.”71 Reports indicated that the trade war had resulted in 300,000 fewer jobs being created in the United States by 2019, with a possibility of nearly half a billion more jobs at risk during 2019.72 In July 2019 alone, tariffs cost American businesses $6.8 billion.73

As the total amount of world trade fell due to rising tariff costs, the US trade deficit widened.74 What that meant was that the United States was paying more for goods it imported than it was earning for goods being sold outside its borders. America’s trading partners slapped retaliatory tariffs on US exports, causing American farmers to lose overseas markets and some US manufacturers to cut jobs in order to recoup the higher cost of importing goods in their supply chains.75

Still, around the world, people were increasingly open to leaders who promised to shake up the status quo. Domestic economic conflict often led to political discontent. It was as if the world were turning against itself. Leaders were adopting more extreme measures and rhetoric to execute their policies and grab power.

In Mexico, where the stock market had been falling since the middle of 2017, in tandem with the economy (a rarity), Andrés Manuel López Obrador (often referred to as “AMLO”) ran on a left-populist platform.76 He vowed to break the grip that the elites—or “power mafia,” as he put it—had on Mexican society, to fight corruption, to lower the salaries of top officials, and to raise wages for those at the bottom.77 The message resonated. AMLO won the presidency on July 1, 2018, by a landslide.78 Younger Mexicans, especially those between the ages of eighteen and twenty-three, played a key role, seeking a less corrupt and more equitable future. AMLO instilled a hope that Mexico could strengthen itself from within.

Mexico was not alone. Together, Mexico and Brazil account for half the population of Latin America.79 Their economies have an outsized influence in their respective regions, as do their leaders. But for all their soft and hard power, both were facing down domestic power shifts.

In Brazil, six months after AMLO’s victory, Jair Bolsonaro, a far-right politician with an ultraconservative agenda supported by the military, and who, like Trump, portrayed himself as an outsider, ran for president. He promised to fight against “mafias” that were rigging the system on behalf of the elite. His message struck a chord with the growing middle class, and especially with its younger, wealthier, and newly minted members.

A similar populist shift to the left and right was emerging in Europe. In Italy, voters elected a populist coalition meshing the left-wing anti-establishment Five Star Movement and the right-wing League Party in 2018.80 In Germany, following abysmal election results for her party, Chancellor Angela Merkel announced that in 2021 she would step down from her post, which she had held since 2000.81 This upset underscored the growing populist synergies of parties such as the left-leaning Greens and the far-right, anti-immigration AfD, as support for the main center parties declined. Merkel, the embodiment of a sober, professional politician, had realized her days were numbered.

The simultaneous shift to the left and the right as voters abandoned the middle of the political spectrum reflected a desire for change that the establishment leadership appeared unprepared, unwilling, or incapable of providing. Economic insecurity promoted this political change, but the new political leaders didn’t provide voters the stability and general fairness they craved. No leadership could give people the sort of financial welfare that central banks provided the markets.

As trade wars intensified, so did instability for workers. However, when these global battles began to seriously impact the stock markets, it was clear that the US administration was on the side of markets.

With share prices dipping and midterm elections approaching, the White House adopted a more conciliatory tone, if only out of political self-interest. In July 2018, Trump struck a deal with the EU to cease imposing further tariffs so the two sides could engage in trade talks.82

The midterm election revealed the growing polarization of the US population. The Republicans picked up two seats in the Senate, consolidating their majority. In contrast, the House of Representatives saw Democrats pick up forty seats to regain control there. It was their biggest gain since the Watergate class of 1974.83 Plus, a record number of women were elected to the House, and Nancy Pelosi reclaimed her position as House Speaker.84 On December 2, 2018, President Trump agreed to a ninety-day trade truce with China.85

In 2018 the US economy was growing at a 2.9% rate, below President Trump’s 3% target.86 Its higher 4.2% growth during the second quarter was largely attributable to the initial impact from the 2017 corporate tax cuts that chopped the tax rate from 35% to 21%. Those tax cuts inflated the bottom line of companies and provided them more money to be deployed toward stock buybacks. But around the country, economic pain was creeping in. The top 20% of income-earning families took home more than 50% of all US income in 2018. At the same time, nearly 80% of US workers were living paycheck to paycheck and 40% of Americans were unable to even cover a $400 emergency expense, let alone invest in the stock market.87

Outside of Trumpist politics, the economic driver of shifts to populism was the US central bank. What the Fed had ignited was a disproportionate rise in the stock and bond markets. The Fed’s invented capital sought higher and faster returns than could be achieved nearly anywhere else in the economy. As former Federal Reserve chair (and future treasury secretary) Janet Yellen noted in 2014, “It is no secret that the past few decades of widening inequality can be summed up as significant income and wealth gains for those at the very top and stagnant living standards for the majority.”88 But the truth was that the Fed had enabled such conditions—and President Trump simply allowed them to accelerate.

US economic growth slid downward toward year’s end. The Fed revised its forecast down to 2.3% for 2019. Facing the possibility of a wobbling stock market as well, President Trump ramped up his admonishments of Fed chair Jerome Powell, whom he had nominated to replace Janet Yellen. These criticisms appeared regularly on Twitter on days when the market dipped. On Christmas Eve 2018, Trump tweeted, “The only problem our economy has is the Fed. They don’t have a feel for the Market, they don’t understand necessary Trade Wars or Strong Dollars or even Democrat Shutdowns over Borders. The Fed is like a powerful golfer who can’t score because he has no touch—he can’t putt!”89

The public spat between President Trump and the Fed underscored two key elements about the Fed’s role as a catalyst for market growth, if not overall economic growth. First, President Trump was wrong about the Fed not having a feel for the market, but he was right about the way the Fed’s monetary policy could impact the market. Second, he was right about the Fed being powerful. It was a matter of when—not if—cheaper money would be back on the table.

The Washington Post dubbed 2019 “The Year of the Street Protest.”90 There were indeed many. The massive demonstrations in Hong Kong gained the most attention.91 The Chinese government had hoped that the 2019 Hong Kong elections would reveal support from a “silent majority.” But that didn’t happen. The protests were more indicative of decisive pro-democracy victories.92 To China, they symbolized a movement to be quelled, not embraced.

Hong Kong, with an area about one-third that of the state of Rhode Island, was emblematic of a world on edge. It was clear that a breaking point was approaching. The world was a seething collage of uprisings. From Bolivia to Nicaragua to Russia, whatever leaders were doing, it wasn’t working for the majority populations.93 Street demonstrations and political resistance become the new normal. Failed policies and stopgap measures around the world were simply not effective.

Left and right were in an increasingly violent tug-of-war. In Brazil, Bolsonaro became more authoritarian, firing ministers who disagreed with him and spewing inflammatory remarks on social media. The New York Times said that for Trump, Bolsonaro was “like looking in the mirror.”94

Meanwhile, the total amount of major central bank assets shattered new records. By 2019, the total of assets held by the G3 central banks—the Federal Reserve, the European Central Bank, and the Bank of Japan—hit $13.5 trillion.95 Concurrently, the global debt-to-GDP ratio had risen to 322%.96 That meant it took $3.22 of debt to support every $1 of economic growth.

While markets had recovered from 2016’s dips, the artificial money and high debt still didn’t translate into greater wealth equality. One major reason people’s economic conditions weren’t keeping pace with the rise in stock market levels was that many weren’t involved in the market at all. They lived in the real world, not the paper one. In 2019, the top 10% of Americans controlled more than 84% of the value of financial accounts holding stocks. From the time of the US presidential election in 2016, which had sent investors looking for a “bigger is better” approach to the markets, there were some clear winners in the stock market sweepstakes. Amazon’s market cap boasted 307% growth as its share price jumped 319% between February 2016 to mid-2019.97 Netflix’s rose by 361% over that same period.98 In the background, BlackRock’s stock price had more than doubled from 2012 to 2018 to gain 263% on its way to rising by another 31% by January 2021.99

Altogether, fewer than half of American households held any financial investments, including 401(k)s, personal IRAs, mutual funds, and pension holdings. The majority of American families had little to no direct financial connection to the stock market, and only 15% had any direct ownership of stock shares. Extrapolating from these figures, it is evident that billions of people around the world got zero direct benefit from any stock market rally, though they bore the brunt of the pain and job cutbacks that stem from fear and uncertainty when markets fell. (See Figure 5.)

President Trump’s trade war with China proved devastating for US workers, farmers, consumers, and companies, and had similar effects on other nations.100 But he didn’t seem to care outside the short-term needs of the electoral cycle. What truly got a reaction from the Trump White House was the stock market struggling with uncertainty in early 2019. Even investment bank goliath Goldman Sachs chopped its stock market prediction for the first half of 2019 and forecast that economic growth would slow.101 Trump had long taken personal credit for the market’s success. So in February 2019 he delayed imposing a fresh round of tariffs on Chinese goods in order to give negotiators more time to strike a deal.102 In May 2019, however, he decided talks hadn’t progressed quickly enough, and imposed tariffs.103 Then in June 2019, in another 180-degree turn, during their side meeting at the G20 summit in Osaka, Japan, Trump and Chinese president Xi Jinping agreed to proceed on trade talks.104 It was a sign that both leaders feared they had perhaps gone too far. For Trump, an election the following year meant he could little afford to continue to fight trade battles internationally while contending with economic and political consequences on the domestic front.
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Figure 5.





After more than a decade of artificial monetary policy experiments, one thing was clear: central bankers had demonstrated gross negligence. Central banks didn’t invent inequality or instability, but ten years of evidence was surely enough to prove their policies had aggravated the gap between the haves and the have-nots. These policies had triggered major repercussions, including social unrest, the Brexit vote, the Yellow Vests movement in France, and street battles for Hong Kong’s sovereignty. Meanwhile, stock indices soared to new heights, building a false sense of security on fabricated capital. The assumption that their policies would evoke real growth ignored what was happening on the ground. The threat of a collapse larger than the 2008 financial crisis loomed because of the plethora of asset bubbles that central banks had fueled. What they set was the scene for a more disastrous fall from a higher height of artificially inflated stock and debt markets whenever the next market calamity arrived.
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Chapter 4

DOUBLE-DIPPING

The sea is endless when you are in a rowboat.

—ADOLFO BIOY CASARES, The Invention of Morel

In early July 2019, JPMorgan’s research team wrote to its clients with good news. Bond and equity markets had had a stellar first half of the year. In that midyear market outlook, the largest US bank saw every reason to predict that central banks would “stay easy and in sync” as “global central bank easing becomes more synchronized.”1 The report forecast a shift toward slower economic growth. The markets took this positively—as evidence that the Fed would pivot toward easing.

As for damage to the market from trade wars or other economic impediments, John Normand, JPMorgan’s head of cross-asset fundamental strategy, waxed optimistic: “As easing from both China and the Fed can probably offset the impact of current tariffs and prevent a 2019 recession, asset allocation remains cyclical.” Wall Street had faith that the People’s Bank of China and the Fed would keep the market greased. What Normand meant by asset allocation remaining cyclical was that market participants would continue to invest, or allocate, money into certain sectors of the economy based on their perception of what stage the economic cycle was in. During recessions or periods of slow growth, more conservative investments are popular, while the opposite is true during economic expansions, when more risk is accepted.

However, when loose central bank policy is involved, past performance is not an indication of future trends. Investments in what are considered “growth” stocks, such as in the technology sector, can be more popular when policy is loose because the idea is that these stocks might gain higher returns more quickly, whereas tighter monetary policy can favor “value” stocks such as construction companies and banks, which are considered to hold value in good and bad times but grow more slowly. In fact, easy monetary policy hadn’t disappeared since the financial crisis, not in the United States nor in the rest of the world. As the economy got shakier toward the second half of 2019, central banks around the planet adopted even looser monetary policy, ostensibly to stimulate their economies. As a result, they caused another boost to the financial markets, which hadn’t fared as well in 2018 when central bank policy had been less dovish.

The largest Japanese bank concurred with JPMorgan’s optimism as long as conditions in the markets remained cyclical. Global finance knew that as long as central banks stayed the course, there was no reason to put away the bubbly and caviar. They believed that any bumps in the economic or financial road would be smoothed over with market-lifting cheap money.

And so they were. On July 31, 2019, the Fed cut rates for the first time since the financial crisis.2 The action cemented the permanence of easy monetary policy as a fixture of capitalism. This implied that twenty-first-century capitalism was subsidized by an external form of aid. To an extent, a new form of capitalism emerged—socialized capitalism. It would be capitalism’s everlasting energy source, like Tinker Bell’s pixie dust that allows people to fly. The FOMC explained, “In light of the implications of global developments for the economic outlook as well as muted inflation pressures, the Committee decided to lower the target range for the federal funds rate to 2 to 2-1/4; percent.”3

That language was purposely bland and vague. But it provided the justification for the Fed to wade back into ultra-accommodative monetary policy.

The real reason behind the dry words in July 2019 was trepidation that the financial markets were about to take a sharp turn for the worse. The underlying cause was twofold. First, cheap money was not a cure-all for stumbling economies, nor a reliable partner for sustainable economic growth, despite being the go-to tool for both. Second, trade wars were taking a tangible bite out of the economy. The United States was facing an upcoming presidential election in 2020, and neither President Trump nor the Federal Reserve wanted a market crash or a contracting economy.

The resumption of central banks’ almost-free lending of magically created money marked a point of no return. It confirmed the fact that no matter what the problem, the Fed’s solution was to chop rates and buy more securities. The reliance of banks, markets, and governments on central bank artificial interventions had become as addictive as the rampaging opioid crisis blighting the US at the same time. The markets could not dare face the reality of returning to a world of normal markets. The dependence on cheap money was too deep.

It was during this period of extravagant monetary policy that the perverse relationship between financial markets and the real economy became permanently distorted. Central banks around the world, particularly in developing countries, began slashing interest rates in response to their own slowing economies.

Globally, emerging markets were under pressure. As Jonathan Wheatley lamented in the Financial Times, “The struggle for many emerging economies to recreate their past successes has been clear for the past five years.” He went on to write that based on International Monetary Fund data, and not counting China and India, “growth in per capita output had been slower in emerging economies than in developed ones since 2015… across the rest of the emerging world, growth has become increasingly erratic and idiosyncratic. The US-China trade war, and the tectonic changes that lie behind it, are unlikely to work in the emerging world’s favour.”4

The American greenback had reached a multidecade high by July 2019—and, according to the International Monetary Fund, that level was at least 6% stronger than warranted by economic fundamentals. However, even as central banks around the globe turned dovish, the dollar continued showing comparative strength. This was due to the backdrop of uncertainty over Brexit, trade war tensions, slowing growth in the eurozone, and social and political turbulence in emerging markets. Essentially, although the US economy was deeply flawed, the perception was that almost all the other major economies were even more damaged, and hence the dollar retained its high comparative value. The one-eyed man was king, for the moment. To the extent that emerging-market nations wouldn’t be able to repay their debts or service the interest on them, a severe credit crunch could arise that could further spill into the global economy.

One telling example of that debt dynamic played out in Argentina. Markets there fell by nearly 50% on August 13, 2019—their largest drop in seventy years. This was precipitated by the surprise victory of the left-leaning party’s candidate, Alberto Fernández, and his running mate, former president Cristina Fernández de Kirchner, over President Mauricio Macri in Argentina’s primary elections, which foreshadowed the main elections. The chaos boosted the dollar’s safe haven appeal and took the Argentinean peso down by 15% less than a week later on fears of a sovereign debt default. Argentinians had voted against the economic liberalization and austerity policies of the more conservative Macri.5 With their economies faltering, other Latin American right-leaning leaders began vilifying their ideological foes from Cuba to Venezuela, and the results in Argentina further animated conservatives across South America, in Chile, Colombia, and even Brazil. Brazil’s President Bolsonaro went so far as to call Kirchner a “red bandit.”6

The need to do everything possible to revive their stumbling economies triggered several countries to jump on the bandwagon of loose monetary policy. This underscored that, after more than a decade of easy monetary policy, the financial system had become irrevocably distorted. The notion of free markets had become irrelevant. There was no way to discern the intrinsic value of cheap-money-inflated securities. The more that QE (and even mild attempts to reverse it) altered the nature of global finance, the broader were the risks of what would happen without it.

The problem with Fed-fabricated money flowing into the share prices of companies is that it can flow out even more quickly at the worst possible times, creating a money vacuum on the way out. Fundamental value goes out the door, and what markets are left with is an environment based purely on speculative ventures seeking quick and easy returns. This had less to do with investors’ confidence in a company’s current profitability and more to do with the availability of money to throw at its share price. For instance, Tesla, once considered a niche electric carmaker, was still showing high quarterly losses even as it saw its stock leap 412% between the summer of 2019 and the start of 2020 as the Fed pivoted to easier policy.7

Challenges at Jackson Hole

In late August 2019, with the July Federal Reserve rate cut already in the bag, central bank representatives from forty different countries flew in from all over the world to convene at the Kansas City Fed’s annual Economic Policy Symposium, held in Jackson Hole, Wyoming. The conference had gotten its start in 1978 in Kansas City, Missouri, where it focused on the topic of agriculture.8 By 1982, it had found a permanent home in Jackson Hole on the basis of that area being a good spot for fly fishing, something Fed chairman Paul Volcker was fond of at the time.9 The area’s cool air offered a respite from the stifling, humid heat of Washington, DC, and was far enough away from major population centers for there to be little risk of protests or demonstrations. The symposium became a sort of summer camp for international central bankers, policymakers, academics, and economists.

Normally, a rate cut like the Fed’s action in July before the Jackson Hole symposium would be expected to weaken the dollar. But these weren’t normal times. Both President Trump and many US businesses had been calling for a weaker dollar since 2018 as concerns over trade deficits with China rose and they wanted US manufacturers and exporters to remain competitive in the global trade markets.10 A weaker currency means it’s easier to sell products beyond borders (because they are comparably cheaper for other nations), whereas a stronger one means more imports are bought; hence the deficit widens.

Each year the Jackson Hole symposium selected a theme. For 2019, it was “Challenges for Monetary Policy.” The organizers noted the obvious—that different countries react differently to central bank policies. As they put it, “Different rates of recovery have led central banks to chart different courses for the normalization of monetary policy following a period in which most central banks used both conventional and unconventional monetary policy tools” to handle the Great Recession.11

Those “unconventional” tools, which had been officially adopted in response to a state of emergency, had by now lasted for more than a decade. But as Andrew Sentance, an economist on the Bank of England’s monetary policy committee who had helped construct its post-financial-crisis easing plan, observed, “The real problem we have with the economy is that it hasn’t turned out to be an emergency measure, it’s turned out to be the status quo.”12 The rest of the Jackson Hole schedule covered topics ranging from “Monetary Policy Spillovers” to “Advanced and Emerging Market Economies and Financial Markets.”13 It seemed central bankers might finally address how to unwind policies they had launched with no exit plan—indeed, with no plan at all.

Sadly, any intent to unwind loose policy was ill-fated. In the time between when the Jackson Hole agenda was decided and when the conference was held, monetary policies had shifted further away from normalization. Economic recovery, the alleged goal of loose policy, was slowing, too. There was an almost embarrassing gap between the themes to be covered and what was going on in the real world and within the institutions of the conference participants.

As Jerome Powell delivered his keynote speech on August 23, 2019, trade wars raged in the background.14 He had to acknowledge them; they were disrupting whatever benefit the epic sums of artificial money sloshing around could have on the economy. In his opening remarks, he said, “While monetary policy is a powerful tool that works to support consumer spending, business investment, and public confidence, it cannot provide a settled rulebook for international trade. We can, however, try to look through what may be passing events, focus on how trade developments are affecting the outlook, and adjust policy to promote our objectives.”

Powell offered analysts, economists, and markets a mixed message on future cuts. However, this didn’t matter to other major central banks, which had been marching forward with their own easing policies since the Fed’s July rate cut. They chose to interpret the Fed’s ambiguity as an invitation to loosen policy in the wake of climbing economic and political tensions.

Emerging-market countries were slashing their 2019 economic growth forecasts in half by the time the Jackson Hole gathering was over.15 They were also setting fresh speed records for cutting rates that summer.16 In July, thirty-seven main developing-economy central banks announced eight rate cuts collectively. Those were followed by fourteen rate cuts in August as growth and inflation were dropping. It was the largest number of countries cutting rates in concert since the 2008 financial crisis.

Some of those August rate cuts, such as in Mexico and Thailand, were unexpected. Other major cuts by smaller central banks were an obvious reaction to a combination of economic slowdowns and the Fed’s lead. Those included Egypt’s central bank chopping its overnight deposit rate by 150 basis points to 14.25%, Indonesia’s central bank cutting rates twice, and Peru, the world’s second-largest copper producer, cutting rates. Two of the major BRICS nations, India and Brazil, slashed rates as well. India cut rates four times in a row during the first week of August. Brazil, which had been slashing rates since March 2018, cut rates further due to its stagnant economy and below-target inflation.

The rate cuts gained momentum as summer turned to fall. Any sign of weakness in the economy, in financial markets, or in government stability became a chance for central banks to ease policy. One result was that it provided a cheaper way for governments to increase debt loads. The other by-product was resurgence in the stock markets, which had lost some steam before the pivot back to cheaper money.

The underbelly of that story was that the financial bubbles created around the world could only be serviced by a central bank cleanup crew. The logic was that to help the economy, they had to save the high-risk investments that Wall Street took on, no matter what.

Central banks repeated the false narrative that their newly created money would trickle down to the real economy, but—as usual—in practice it translated into fewer fiscal remedies, more austerity measures, and culling of social program budgets. Central banks had cracked the code to elicit positive market behavior that could meet their own metrics for what they believed reflected economic progress. Sadly, in doing so, they acted without concern over what it could mean for long-term productive economic outcomes. The Fed knew how to inflate Wall Street, but it was Main Street that was being deflated in the process.

The Fed cut rates three times in 2019. Events and incoming data served to validate those decisions. They also enabled Powell to maintain the veneer of the Fed’s independence from the government.17 Like the US military, leadership at the Fed was supposed to be politically detached. Yet the president appoints its seven board members, and Congress confirms them. There is no complete political independence. As with other agencies, the federal government sets the salaries of the board, and receives annual profits after dividends on member banks’ capital investments are paid out. Also, like a corporation, the Fed does not get direct funding through Congress; instead, its income comes mostly from interest on government securities it buys through its open market activities. It turns its earnings on that over to the Treasury Department after expenses. The irony of this exercise is that when interest rates are low, more purchases are needed to meet expenses and less income goes to the Treasury Department.

The modern Federal Reserve system was conceived in response to the Panic of 1907.18 It was solidified by the Federal Reserve Act of 1913. The Federal Reserve system of twelve regional banks is owned by its member banks, who are effectively shareholders in the Fed. It was during the presidency of Dwight Eisenhower that the notion of the Fed’s independence from the government gained traction. The Treasury–Federal Reserve Accord of 1951 was an agreement to separate the management of government debt from monetary policy.19 This followed the closer ties between the Fed and the Treasury Department during World War II, when the Treasury directly asked the Fed to keep rates low to aid war financing and then a hyperinflationary period ensued. The accord laid the groundwork for the modern Fed to be, in theory, more independent. In practice, though, the line between the Fed’s actions and the federal government’s needs remained blurred.

As 2019 wore on, the ongoing trade war between the United States and China hurt both superpower economies and was harming those countries caught in the crossfire. As President Trump and President Xi duked it out, supply chains around the world were getting slammed in ways that would last years. Governments that had key partnerships with both countries, like Brazil, Argentina, and France, found themselves caught in the middle.20 With global economic growth sputtering, Europeans wanted to avoid any intensification of the US-China trade wars.21 Certain US allies were still reeling from the steel, aluminum, and technology tariffs. The steel and aluminum tariffs were especially hard economically and politically for Brazil’s Bolsonaro, who had considered himself a simpatico ally of President Trump. The move was equally puzzling to Argentina. Trade wars caused economic hardships everywhere.

That’s why once the Fed began cutting rates in 2019, the rest of the world’s central banks followed rapidly. Having been more reluctant to institute such cuts in prior years because of the higher internal inflation caused by such a policy, developing economies’ central banks wound up exceeding the Fed’s pace of rate cuts. This was largely due to their rates being higher than those in the United States and other developed economies to begin with. Other central banks believed they had to ease policy to keep money flowing into their borders; that was the message of the major central banks, albeit a tacit one. Like the Fed, the other major central banks saw that easing rates was a way to stimulate their economies. Unfortunately, also like the Fed, they had little to no ability to control where cheap money went once it was released.

Leaders across the political spectrum—whether on the left, as in Mexico, or on the right, as in Brazil—cheered the rate cuts. They were desperate to find a way for more money to flow through their financial systems in the hope that the artificially stimulated funds would make their way into the real economy. If markets rallied along the way, this optimism from the investor class could temporarily hide the fact that the underlying economies weren’t doing as well. At the very least, market success would shift focus away from people’s economic frustrations. Yet the reality was that voters staring down into the abyss of economic fragility knew they wanted electoral change.

President Trump’s nationalism reshaped the world’s political alignments and trade paradigms as much as it reflected where voters’ electoral sentiment had been drifting all along. The struggles between superpowers and between political egos were wreaking havoc throughout the global economic system. The chaos hit those at the bottom of the economic divide the hardest while also straining business operations and planning at some of the largest companies in the world. In that sense uncertainty was a momentary equalizer between workers and blue-collar farmers, on one side, and executives in industries ranging from tech to autos, on the other.

On August 1, 2019, President Trump announced that he would slap tariffs on $300 billion worth of Chinese goods, from smartphones to clothing, effective September 1.22 Twelve days later, he partially reversed course, declaring he would delay part of those tariffs until December.23

China wasn’t having it. On August 23, Beijing announced it would impose additional tariffs on $75 billion worth of US goods on September 1 and reinstate tariffs on auto products on December 15 in tandem with President Trump’s next round.24 The collateral damage was widespread.25 Trump’s tariffs would make goods more expensive for everyday Americans, a factor that pushed up prices for hot items from iPhones and laptops to trendy sneakers and clothing. But the move would bring the greatest harm to American workers in the struggling car manufacturing and farming industries. Before the trade wars, about 15% of America’s auto exports, or $9.5 billion worth of cars, were exported to China. But between 2017 and 2019, Chinese imports of motor vehicles from the United States dropped by 30%.26 And sales of US-grown soybeans exported to China had essentially stopped when Beijing first put tariffs on them in 2018. That meant that US farmers had less demand for their produce and had to store a record amount of 2018’s harvest (and pay for storage).

China’s tariffs were as political in nature as those levied by the United States. The higher duties on US beef, wheat, corn, apples, cherries, and peanuts strategically targeted key Trump-supporting states. China and the European Union, in retaliation for US tariffs, placed tariffs on whiskey, which was produced largely in red states like Tennessee and Kentucky, the latter the home of Republican Senate majority leader Mitch McConnell.

Having placed tariffs on nearly $110 billion of US exports, China didn’t stop there; it reduced tariffs on imports from other nations. By doing so, China was able to render those countries’ imports even cheaper by comparison to those coming from the United States. This global ping-pong match of tariffs helped no one in the real economy. As one Reuters article put it, “From a denim plant in rural Georgia to a St. Paul, Minneapolis loudspeaker maker, nagging uncertainty over when President Donald Trump’s trade wars might end, if ever, is confounding many U.S. manufacturers.”27 On September 20, 2019, President Trump called China a “threat to the world” and suggested that China was “eager to make a trade deal because his tariffs were hurting the Chinese economy.”28 China saw it differently, keenly aware that tariffs hurt the US economy, too. The tit-for-tat continued for three weeks.

Finally, on October 11, negotiations between the two superpowers reached a tentative agreement on the trade deal.29 While the details remained to be hammered out, both sides claimed a tenuous victory.30 However, the damage to economic stability was done.

As trade wars stoked economic anxiety, protests continued around the world. Antiracism demonstrations in Italy arose in opposition to politician Matteo Salvini’s populist and anti-immigrant rhetoric.31 In the Indian-administered Kashmir region, protests broke out after the Indian government revoked Kashmir’s special status and shut down internet access in much of the region.32 Hundreds of thousands of British citizens took to demonstrating in Britain’s Parliament Square in October 2019, some passionate about continued membership in the EU and others equally passionate against it. British prime minister Boris Johnson added to the overall emotional temperature by calling a snap election on October 29, 2019, in which the Conservatives won their biggest victory in three decades and solidified Johnson’s power.33 On December 20, 2019, the UK Parliament voted overwhelmingly to exit the EU by January 31, 2020.34

People’s impatience with undelivered promises and ongoing economic shambles fueled their protests. To most voters, whether politicians were from the left or the right mattered less than survival and being able to build a future. Central bank policy and market influence may have obfuscated matters, but nowhere were people willing to sit around and be economically disenfranchised as the investor class thrived.

Across the political spectrum, people were increasingly split as to which leaders would be agents of useful change. In December 2019, Newsweek reported results from a German news agency poll that found that 41% of Germans surveyed ranked President Trump as the most dangerous of five major global leaders, a list that included Russian president Vladimir Putin, North Korean dictator Kim Jong Un, Iranian supreme leader Ali Khamenei, and Chinese president Xi Jinping.35 The tension between the United States and Germany was increased by President Trump’s disdain toward NATO.

It wasn’t just the Germans who weren’t feeling the love. According to a Pew Research report, “Large majorities of Americans say the tone and nature of political debate has become more negative in recent years, as well as less respectful, less fact-based and less substantive. President Donald Trump is a major factor in people’s views.”36

The polarizing effect of President Trump’s policies and rhetoric was a global phenomenon that served, incidentally, as a global distraction from what was happening economically. The millions of words that were spent analyzing and reacting to the president’s Twitter account were not matched by a comparable analysis and understanding of what was happening to the global economy, which was not delivering the growth and stability people craved unless you were in the top 0.5% of the population. The US economy had fallen shy of the Trump administration’s 3% growth target for two years in a row and ended 2019 with its slowest annual growth in three years. As Reuters noted, this was because the “slump in business investment deepened amid damaging trade tensions.”37 But something more ominous was brewing.

Wall Street Demands More Fed Support

As the third quarter of 2019 started, it was clear that Wall Street had begun to have doubts about its major customers’ creditworthiness. Ultimately, those worries were the straws that broke the camel’s back on rate policy and encouraged another helping of QE.

By September 2019, the Fed, citing the need to maintain rates in its target band (what Wall Street banks needed to support their operations), started engaging in something called repurchase operations (repos). Repos are a very short-term form of borrowing in which corporations, big banks, hedge funds, and other financial entities receive loans, usually in exchange for Treasury bills. The result is an overall cheapening of the cost of money—mini-jolts of extra monetary stimulus for Wall Street. Reverse repos are when these firms loan money to the Fed in exchange for collateral. Normally on Wall Street, repo operations transpire purely between banks, but that September the Fed got involved—and in a big way.38

The Fed wasn’t the only mover to accommodate the markets. The European Central Bank cut rates on September 12, 2019.39 That was followed by the Fed’s second rate reduction of the year on September 18.40 The People’s Bank of China cut its prime loan rate on September 20.41 The game was on again.

For the first time since 2017, the Fed’s book of assets in 2019 grew relative to the prior year. The Fed’s book had reached its lowest postcrisis size, $3.7 trillion, in August 2019; while that was a mere 17% lower than its postcrisis height of $4.5 trillion, it did represent an effort to taper. The Fed’s book went on to expand by $234 billion by the end of 2019.42 Wall Street on Parade, the watchdog website self-described as the “Citizen Guide to Wall Street,” had noticed the huge flows going into Wall Street and wrote, “There is not a peep about holding a hearing on the unprecedented hundreds of billions of dollars that the Federal Reserve Bank of New York is pumping into unnamed banks on Wall Street at a time when there is no public acknowledgement of any kind of financial crisis taking place.”43

The Fed refused to define its actions as QE. To do so would have been to admit that QE was not an emergency action but a regular market lubricant. Following a speech to the National Association for Business Economics on October 8, 2019, Jerome Powell wouldn’t give an inch. He stressed that this was an “organic” action, as opposed to more QE.44 He added, by way of confirming that position, “Growth of our balance sheet for reserve management purposes should in no way be confused with the large-scale asset purchase programs that we deployed after the financial crisis.”45 For emphasis, he also said, “This is not QE. In no sense is this QE.”46

Regardless of Powell’s denials, the policy amounted to QE because it expanded the Fed’s asset book. Many talking heads across the business news networks agreed. The old saying “If it walks like a duck and talks like a duck, it’s a duck” applied. As the Wall Street Journal’s Nick Timiraos wrote a week after Powell’s speech, “Make no mistake: the Fed is buying a lot of securities—more than most analysts who closely monitor bond markets anticipated. In addition to $60 billion in Treasury bills, the Fed is buying up to $20 billion every month in a wider range of Treasury securities to replace maturing mortgage securities.”47

The Fed’s repo policy provided liquidity to Wall Street banks that were concerned about the ability of their large corporate clients to make reliable payments on their short-term debt. Its action revealed not only that the Fed was the bank of last resort for emergencies but also that it would respond to any Wall Street stumble.

The Fed didn’t need a conversation with Congress or input from the White House to act. It began buying billions in Treasury bills each month to tame the sharp spikes in the overnight markets that led to increases in short-term rates. The New York Federal Reserve injected $104.15 billion into the financial markets in October to boost liquidity (cash flowing through the financial system).48 With the Fed’s two cuts to interest rates already that year and the prospect of another cut at the end of the month, it was obvious that central banks were heavily involved in markets around the world. As the International Monetary Fund put it, central banks remained “synchronized” in the face of a global slowdown.49 Any efforts to “normalize” monetary policy were seemingly over. More than half of the world’s central banks had flipped from tightening or neutral to easing mode. This was the biggest proportional shift since the financial crisis of 2008. Plus, the pace of easing accelerated throughout the last quarter of 2019.

During 2019, sixty-seven central banks eased monetary policy—by either cutting rates, lowering reserve requirements, initiating loan programs, or restarting asset purchases.50 Yet this exercise only added half a percentage point to global economic growth, according to the IMF.51 Emerging-market countries’ central banks adopted more dovish monetary policies than developed ones had in the aftermath of the financial crisis.52 They eased policy sixty-seven times during just the third quarter of 2019.53 China’s central bank shaved interest rates in 2019. Brazil’s central bank cut its key benchmark rate through a series of reductions from a ten-year high of 14.25% in 2016 to 4.5% by December 2019.54

Seeking a safe harbor during the economic slowdowns induced by trade wars, investors and speculators had already pushed the US dollar up since the Fed’s early 2018 tightening. This caused emerging markets a series of ancillary problems. The first was that as their currencies weakened relative to the dollar, the cost of importing goods in terms of dollars grew higher and the amount of money they made exporting goods was reduced. That increased domestic inflationary pressures. That meant less money came into their government coffers. Plus, as their central banks followed the Fed and cut rates to try to stimulate economic growth to make up for that shortfall, the cost of servicing their existing dollar-denominated debt increased. This choked domestic budgets that were reliant on domestic revenues and stronger domestic currencies to make ends meet. In turn, that led to more austerity measures and associated internal economic problems and social unrest. The Fed’s reactive monetary policy of easing, then tightening, then easing again did not have its intended effect of fostering broad economic growth but, rather, triggered instability and angst around the world.

By September 2019 global manufacturing was exhibiting its longest downturn in seven years.55 Overall, global economic growth was contracting.56 Central banks’ desperate moves had buoyed the investor class, yet being “market friendly” was not the same as being “pro-growth,” especially when it came to swelling inequality and those who were being left behind.

Monetary policy had become a driver of financial globalization and power. Manufactured money flowed disproportionately to the ultrawealthy and into market-based assets, rather than to boosting struggling workers and funding long-term development projects. The result was that monetary policy contributed to rising inequality, geopolitical tension, civil unrest, nationalism, trade wars, and corporate uncertainty. Social anxiety meant greater civil unrest as people were left behind economically by their governments, central banks, and the financial system.

The 2008 financial crisis had been ignited by a rapacious US banking system enabled by faulty regulation. Afterward, certain countries sought to distance themselves from US financial hegemony in order to reduce their economic dependence and exposure. Developing economies and their governments sought alternatives to US-dominated monetary, trade, and financial policy. They forged tighter non-US alliances, especially with the BRICS countries, which advocated for a common payment system.57 In that sense, geopolitics between nations began to be colored by a newfound geoprotectionism, to coin a term. Nations wanted to protect their economic stability from potentially harm-inflicting monetary policies of other countries with which they were otherwise intertwined in the global hierarchy.

It was not just the focus on the payment system but the very idea of being able to depend on the United States that was increasingly being called into question. According to a December 2019 Pew Research poll on how people in other countries viewed the US and China—whether as a reliable partner or as a threat—opinion was evenly split, especially in Latin American and sub-Saharan African countries.58 While the US was still seen as an ally in countries like Nigeria, Kenya, and South Africa, nearly as many of those surveyed chose China as a more dependable ally.

Many of China’s regional neighbors, such as South Korea, the Philippines, and Japan, placed more faith in the US than in the Asian superpower. But among traditional US allies from Canada to Australia, fewer than half of those surveyed held the view that the US was dependable, a significantly lower figure than in 2007. A financial crisis and a trade war will do that to economic and diplomatic relations. Countries that shifted to viewing the US as a threat included Mexico, Turkey, and Argentina. The survey found that the Philippines, Australia, and Japan found China to be the more threatening superpower.

It was China that benefited the most from these shifts. By August 2019, in tandem with its monetary policies, Beijing heightened its use of fiscal policies to boost internal consumption.59 The Chinese government considered it critical to enhance the quality and supply of goods produced nationally and the basic role of domestic consumption in economic development.

Ongoing trade wars had amplified turbulence for international tech companies, export-driven farmers, and international industrial and manufacturing businesses. Even the traditionally right-leaning US Chamber of Commerce opposed punitive tariffs as harmful to the American economy.60 Major US labor unions also voiced serious concerns.61 The turmoil from tariffs hit the poor and working classes the most. As research conducted by economists Jason Furman, Katheryn Russ, and Jay Shambaugh during the Obama administration had shown, tariffs were a regressive tax on lower-income households, single parents, and women, all of whom tend to spend more of their disposable income on imported goods.62 Their report concluded that import taxes are five times more costly for the bottom 10% of households than the top 10%.

A National Bureau of Economic Research report, “The Effect of the U.S.-China Trade War on U.S. Investment,” noted that the March 2018 start of the trade war “did not affect investment until the first quarter of 2019.”63 The report found that the two tariff announcements in March 2018 had “mainly affected equity markets by driving down the returns of firms exposed to China.” It concluded that a more worrying trend was that “four quarters later, the lower returns to capital for exposed firms reduced their incentives to invest” and that this phenomenon led to “a drop in investment growth in the fourth quarter of 2019 of 0.3 percentage points.”

This trade war problem didn’t just affect the United States; it was a transatlantic affair. In October 2019, London School of Economics assistant professor Robert Basedow wrote about the consequences of the US-China trade war for the United Kingdom and European Union. He listed three key challenges the EU faced.64 The first was that this trade war would curtail global growth prospects, pushing the more fragile economies in the EU toward recession territory. Second, because the EU relied upon the World Trade Organization’s framework for trade stability, any external trade war could hurt the EU. Third, broader US-China tensions could result in escalating an already tense geopolitical situation in the Middle East. That could impact European politics, national security, and international migration patterns.

On the flip side, the US-China trade war opened some new opportunities for the EU. Without the United States, China could be forced to rely more on the EU as an export market and as a tech development partner. That would provide the EU a broader negotiating window for investment agreements with China and ensure European firms greater access to still-protected sectors within China, such as financial services, infrastructure, and utilities. As Basedow noted, the EU might also take the opportunity to position itself as an “intermediary between Beijing and Washington to increase its political influence in the world.”

For the United Kingdom, it was a different story. That’s because both the risks and the opportunities it faced were more pronounced than they were for the EU. First, the UK economy had already been undermined by a complex Brexit rollout, and the resulting uncertainty was being compounded by anemic global growth. Second, any reduction of the World Trade Organization’s rules-based governance could hit the UK harder after Brexit, since the UK would be more dependent than larger economies on multilateralism and an open global economy. Without a solid network of free trade agreements, the UK could face harsher global economic competition for years to come.

Even as the trade war between the world’s two largest economies depleted global economic growth, two of the largest and most influential emerging-market nations, Brazil and India, saw that war as a possible opportunity to move upward in the global power paradigm. Traditionally, the investor class considered the two main superpowers’ markets as places that could provide them with prime profitable opportunities. A clash presented a chance for others to capitalize on the uncertainty. But doing so would require executing a balancing act between domestic politics, economic backdrops, and people’s sentiments about their own security.

For Brazil, it was economically important to balance trade relations with both China and the United States. President Jair Bolsonaro tended to favor the US and his connection to President Trump over China. When he had taken office on January 1, 2019, the business sector in Brazil did the equivalent of a happy dance. Not being much of a businessman himself, Bolsonaro delegated most financial and economic decisions to his free-marketeer economy minister, the Chicago-trained economist Paulo Guedes. Guedes was a cofounder of the investment bank BTG Pactual and of the right-wing think tank Instituto Millennium. To run the Central Bank of Brazil, Guedes appointed Roberto Campos Neto, another pro-market US-trained economist and trader.

With a government mired in infighting, and a misplaced attempt at state intervention in Brazil’s fuel policy, the economy got worse. The number of people unemployed hit 13.4 million in 2019. In November 2019, the BCB froze rates for the first time after ten consecutive cuts, but Brazil’s GDP rose by a paltry 0.6% in the fourth quarter. The annual growth in the real economy was 1.4%, and there were signs of more decline to come. In contrast, Brazil’s stock market index, BOVESPA, finished up 27.1% for 2019.65

India was a case study of what central banking can and cannot do. India’s GDP grew by just 4.04% in 2019, low by the standards of previous years. The anemic performance led to calls for the Reserve Bank of India, the Indian central bank, to adopt a QE policy to intensify support for the financial system.66 Rate cuts weren’t stimulating the economy or causing banks to increase lending.

Instead of purchasing government bonds from banks, though, the push centered around the central bank buying government bonds from nonbanks. This was similar to what the Fed had started doing. The bonds could come from hedge funds, broker-dealers, and insurance companies.

Since those nonbank sellers of bonds didn’t have established accounts at the Reserve Bank of India, they had to deposit any cash they received from the central bank with traditional commercial lenders (in other words, banks). It was a backdoor way to fund major financial players outside of the traditional banking system, instead of just dishing out money directly to the banks. The entire exercise, as was the case in the US, served to bolster money supply without requiring that the banks make any new loans. Rather than alleviating national debt, this was a way for the central bank to help the financial system, infuse money into the banks, and not technically have to borrow as much. The problem was, it wasn’t clear how that brand of QE would help the Indian people.

Meanwhile, Prime Minister Modi’s nationalist stance acted against his global brand and suppressed international support for India as an emerging superpower. To remain a force to his domestic voter base and popular with the global community, especially large countries with significant foreign investment potential, Modi had to walk a fine line. Any extreme policies on the part of political leaders, especially in the major emerging-market nations, had the potential to further destabilize foundational economies as well as the livelihoods of their populations. India’s NIFTY stock index closed out 2019 with an increase of nearly 13% after a volatile year and a dovish shift from its central bank. The FTSE 100 posted a similar 12% gain. The US stock market, on the other hand, on the back of invigorated dovish policy from the Fed, closed out 2019 with the S&P 500 up 28% and the Nasdaq up 35%.67 The Europe-wide Stoxx index gained 23% for 2019, also on the back of more accommodative monetary policy positioning from the ECB.

Given the on-again, off-again US-China trade war, the Fed stepped in with renewed monetary policies to bolster Wall Street and markets again in late 2019. This began the return to a cheap money policy around the world. Meanwhile, global debt ballooned to a record high of $255 trillion in 2019.68 That amounted to about $32,500 for each person on the planet. That might not sound like much to an affluent European or American, but to the 85% of the global population whose annual income is below $10,000, it is an unclimbable mountain.

This economic malaise weighed on sitting politicians and central bankers while fueling voter discontent and pushing electorates toward fresh, charismatic populists as an alternative to sitting conventional political leaders. As a result of central banks’ ample ability to fund and support markets instead of economies, emerging and lesser-developed economies faced more inequality and civil strife.

The financial crisis of 2008 had transformed central bankers from monetary policy bureaucrats into international power brokers. These unelected officials controlled the lifeblood of financial markets—the money. They also had virtually no limits imposed on their ability to buy public debt. Powerful economies became less concerned with domestic inflation because of the newly discovered power to increase their debt cheaply. Politicians moved forward without having to plan for policies that would bring about sustainable economic growth.

Elected leaders did not have to justify the debt. They could allow central banks to call the shots, manipulate money, and dictate how and when money would flow to financial markets, rather than worry about long-term infrastructure plans, societal safety nets, and sustainable economic foundations. The assets acquired through central bank QE weren’t physical assets such as gold, but instead represented an accumulation of mostly debt in the form of bonds. The unlimited manufacturing of money destabilized the real economy. The most vivid representation of the new reality was the billionaire class, which could tap into, create, or gain access to massive quantities of money thanks to rocketing share prices. They could then launch literal rockets, hunt medical unicorns, or simply build extraordinary monuments to themselves. The socioeconomic divide had never seemed more like a chasm.

Even though developing and less-developed economies had challenged the status quo of US- and EU-led monetary policies by establishing new alliances, once their economies slowed their central banks began mimicking the big dogs, enabling the financial and monetary system to remain propped up. Since 2015 the world’s richest 1% had held more than twice as much wealth as the nearly 7 billion members of the rest of the global population put together.69 That gap only increased in the wake of the pandemic and central bank and market response to it.70

Meanwhile, the level of US household debt soared to a new record of $14 trillion in the third quarter of 2019, a figure nearly $1.3 trillion higher than it had been during its prior peak in the third quarter of 2008. Over a decade, the United States had “recovered” from a crisis in the housing market that produced a global recession by adding more than a trillion dollars of new household debt. It made no sense. US GDP growth was decelerating after eleven years of postcrisis expansion. Despite promises of 3% growth earlier that year, the US economy only grew by 2% in 2019.71 The US debt-to-GDP ratio hit 107%. The total amount of US public debt outstanding surged past the prior record amount for the post–World War II era.72

Global economic growth was languishing, too. By the third quarter of 2019, according to the IMF, EU GDP growth had dropped to 1.4%. Japan’s GDP growth fell to 0.1%. The UK economy grew just 0.3%, after shrinking by 0.2% in Q2. China’s GDP exhibited its slowest growth since 1990.73

The American financial system was broken. In the wake of the 2008 financial crisis, major central bankers had deployed extreme monetary interventions on behalf of the biggest banks and the markets in which they operated. But what began as a rescue mission had become a perilous habit that increased economic and financial distortion. Ultra-loose monetary policy fueled asset and debt bubbles.74 The world, bloated and tottering on its magic money, desperately needed a period of real economic growth and calm stability. But the global economy was on far from solid ground. Instead it was like a mountain climber unaware that he is standing on a crust of ice atop a crevasse and that the ice could give way at any moment. As 2019 became 2020, the thin supporting layer of ice gave way and the fall began.
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Chapter 5

THE PANDEMIC STRIKES

Everyone has plans until they get hit for the first time.

—MIKE TYSON before a fight with Tyrell Biggs, 1987

The health of any financial or banking system depends on the easy flow of money. Any disruption to that movement can cause a crisis. This could arise from either a seizing up or a sharp directional shift in the flow of that money due to fear. The three main causes for that fear are:


1. There isn’t enough money in the system. Think of a dried-up river basin.

2. There’s concern there won’t be enough money in the future. Think of a pending drought.

3. There’s a lack of trust about money between lenders and borrowers. Think of a bad relationship.



In the worst-case scenario, there can be a cocktail of all three. That was the situation caused by the onset of the COVID-19 pandemic in early 2020.1 The shock of its arrival and its rapid spread did not just inflict sickness and death. The pandemic caused a financial crisis due to the very real fear felt by almost everyone, compounded by restrictions on populations and businesses. It provoked a variety of responses in the political, monetary, and public health spheres. Some remedies did soothe people’s immediate financial problems. But the extravagant deployment of central bank money sent long-term trends of inequality and asset bubble growth into the stratosphere.

The pandemic aggravated the existing distortion between the real economy and the market in the same way that scratching off a scab can result in a permanent scar. It shifted more wealth away from average workers and toward financial elites, who were already amply armored. The latter would emerge far richer in a shorter time span than following the 2008 financial crisis, thanks to the COVID-19 monetary and fiscal policy response. While the real economy suffered from shutdowns, lockdowns, outbreaks, and travel bans, the markets remained open for business. Debt accumulation expanded rapidly, incubating greater risk across an environment of prevailing uncertainty.

The total amount of outstanding global debt had already hit record highs of more than $250 trillion before 2020 began, according to the International Institute of Finance (IIF).2 The United States and China contributed approximately 60% of that 2019 increase. That’s because what was being lost in trade volume due to trade wars was being replaced by borrowing to make up for the shortfall. The IIF also reported that emerging-market debt hit a record $71.4 trillion (or 220% of emerging-market GDP) in 2019. The International Monetary Fund issued warnings about the staggering levels of debt, noting that much of the debt was a result of persistent low interest rates from central banks.3 The IMF expressed concern that such high levels of debt could divert government attention from more productive economic pursuits and the “ability to invest in people’s futures,” especially in areas like infrastructure, health, and education.

Central bankers had opened up the cheap money faucets in 2019 while turning a blind eye to the risks that another future crisis with such high debt accumulation could cause. As the IIF reported, “The big increase in global debt over the past decade—over $70 trillion—has been driven mainly by governments and the non-financial corporate sector.” The increase in debt played out differently for developed and developing economies. For the developed economies where central banks subsidized debt through QE bond-buying programs, the increase was mainly in government debt. For emerging markets and developing economies, most of the rise was in nonfinancial corporate debt. The companies that made up the private sector in those economies simply needed to borrow more to survive, and much of their borrowing was done in US dollars. This put their economies at risk from a lethal combination of local currency depreciation and economic paralysis. (See Figure 6.)

Certain companies were already facing difficulties making good on some of their debt servicing payments due to 2019’s sharp economic slowdowns. A once-in-a-century pandemic made those repayment prospects much more daunting. Many major firms in developed countries had plowed their debt into the stock market, using it to buy back their own stock and relying on an ever-rallying market to validate their gamble.4 The logic was that the bigger they were, the more they could access financial lifeboats from some combination of central banks, private banks, or governments in times of stress. During tough times, corporations and governments also had less incentive to repay existing debt and every incentive to pile on more debt and deal with it later.

The exogenous shock to the financial system caused by the coronavirus spurred central bankers to take “extraordinary action,” which to them meant following the same old playbook.5 What made the COVID crisis unique was not just the loss of life and health but the provision of more fiscal support for everyday folk than had been the case with the previous crisis, since the accompanying economic shutdown was more clearly not their fault. Nobody asked for a pandemic, mandated business closures, or movement restrictions. In that way, the coronavirus pandemic poured gas on the flames of existing economic and social tensions. The fact that its source seemed most likely to be Wuhan, which the Chinese resolutely denied, magnified hostilities between the United States and China, the two superpowers critical to global trade and security.
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Figure 6.





Ironically, after two years of tariff battles, a partial US-China trade agreement had been reached in January 2020. It reduced some tariffs on each side but still left about $370 billion worth of tariffs on US imports from China.6 China promised to buy an extra $200 billion worth of US products and services in 2020 and 2021, including manufactured products along with agricultural and energy goods.7 (Talks over the second phase of the agreement were derailed by COVID-19, the Biden administration’s extension of the trade war, and the broadening of China’s exclusion process regarding which US exports were allowed to be bought there.)8 Supply chain problems would continue for years.

Leaders around the globe had to turn inward and focus on domestic survival as their populations faced a virus that didn’t care about borders, trade wars, or financial controls. In the process, the coronavirus played a role in fostering isolationism and nationalism.

Meanwhile, global supply chain disruptions surfaced in areas ranging from agriculture and raw materials to computer chips and automobiles. These sectors, already battered by trade wars, saw further disruption during the pandemic. Workers around the globe who were caught in the middle of trade war crossfires as the pandemic struck saw their circumstances deteriorate rapidly.

During the financial crisis, the world’s major central banks engaged in what was dubbed “emergency” policy. Their strategy entailed subsidizing the losses that the big banks had suffered on the back of their own activities. The effect was to send stock market levels to record highs, including those of the major banks. Every time financial markets got skittish, central banks turned to the money-creating well to assist them. It was socialism for the wealthiest corporations as “state”-spawned entities, such as the Fed, intervened to cover the biggest private sector losses.

The decision to use cheap money to help the real economy became the monster that would destabilize it. The by-product of an abundance of money made available to only a sliver of society was a severe aggravation of existing inequality.

Over the previous three decades, the gap between the haves and have-nots had already reached historic highs, especially in the United States.9 Wealth concentration at the very top exceeded the peak levels of the Gilded Age.10 The riches of the twenty-first-century moguls outdid those amassed by John D. Rockefeller, J. P. Morgan, and Andrew Carnegie at their peak. Yet in February 2020, as he spoke before the Senate Banking Committee, Fed chairman Jerome Powell claimed that “there is nothing about this economy that is out of kilter or imbalanced,” though he did refer to a vague “drag” from the looming coronavirus epidemic.11 Instead, he chose to highlight pending budget problems such as healthcare spending reaching 17% of US GDP. However, he failed to confess to the Fed’s role in ensuring that the stock market and the Main Street economy existed in separate universes.

Nothing had changed structurally from a year earlier, when Deutsche Bank’s chief economist, Torsten Sløk, had eloquently noted that “in some sense the source of higher inequality is Fed policies, which pushed stock prices and home prices higher,” except that the reaction to COVID would add more to the forces already making society more unequal.12 As Fortune magazine put it, “The top 1% continues to increase their stranglehold on wealth in this country, while the middle and lower class are losing ground.”13

The coronavirus had been traversing the globe since late November or early December 2019, if not earlier.14 Yet it was mostly ignored by the global elite in their annual marquee get-together in Davos, Switzerland, during the early days of 2020. The banner report that the World Economic Forum published on January 15, 2020, didn’t mention the pandemic as a threat or a risk.15 However, when volatility and fear started to rise, coordinated central bank and government reactions began. Central bankers knew a new crisis could ravage an already precarious situation.

Brazil was a prime example. Though Brazil’s business community had embraced President Bolsonaro’s free market and neoliberal platform during his campaign, Brazil’s economy faced its second deep recession in less than five years. The country could little afford a lockdown, let alone further slowing from China. Neither could the rest of the world.16 Any disruption to China, a nation supplying 20% of the world’s manufactured intermediate products, would reverberate throughout the global supply chain. That would mean supply disruptions to trading partners in Latin America, East Asia, Europe, the United States, and beyond.

On February 5, 2020, fearing a seizing up of the country’s financial system, Brazil’s central bank cut its benchmark rate by 25 basis points, to a record low of 4.25%. On March 18, 2020, the BCB chopped rates to 3.75% as economic conditions plummeted due to the pandemic.17 The BOVESPA, the Brazilian stock market, lost half of its January 2020 value by mid-March 2020. Bolsonaro’s power, as well as international investor confidence in Brazil, waned as his handling of the pandemic fueled riots in the streets and division within his own cabinet.

By the middle of February 2020, the world slowly began to accept the gravity of COVID-19. Perhaps unsurprisingly, given the origins of the virus, it was the People’s Bank of China and the Chinese government that launched the first monetary and fiscal strike against it. The PBOC began aggressively injecting money into China’s banking system, cutting rates and instituting a 1.2-trillion-yuan reverse repo operation to allow banks to sell securities for cash.18 It launched a 300-billion-yuan lending program to provide low-cost loans to companies affected by the virus.19

The Federal Reserve had kept its federal funds rate in a range between 1.5% and 1.75% since the latter part of 2019.20 Unlike during the 2008 crisis, when the Fed cut rates to near zero from 5.25% at the start of 2007, the Fed found itself with less room to cut but under pressure to do so.

Speaking from the White House Press Briefing Room on February 29, 2020, President Trump stated, “I think the Fed has a very important role and—especially psychological. I mean if you look at the—the Fed has a massive impact. Lots of it is psychological and lots of it is fact.”21 He went on to admonish, “Our Fed should start being a leader, not a follower. Our Fed has been a follower. We need a Fed that’s going to be a leader.” That’s exactly what would happen, as the Fed and other central banks worldwide were about to unleash on the global monetary system the loosest policies ever.

As the coronavirus spread across the United States, President Trump increasingly attempted to spur the Fed into quicker action. On March 2 he tweeted, “As usual, Jay Powell and the Federal Reserve are slow to act. Germany and others are pumping money into their economies. Other Central Banks are much more aggressive.”22

The very next day, on March 3, 2020, soon after the first cases of COVID-19 were reported in the United States, the Fed slashed benchmark interest rates by half a percentage point, the largest single cut since the 2008 financial crisis.23 On March 15, 2020, the Fed cut rates back down to zero.24 The central bank also responded by opening multiple lending facilities to inject money into the system in the form of loans on extremely favorable terms, just as it had done during the financial crisis.25 The move would ultimately precipitate the opening of the QE floodgates to record levels.26 Indeed, central banks globally rushed to deploy more extraordinary measures than ever before.27

On March 11, 2020, the day the World Health Organization (WHO) declared the coronavirus a pandemic, President Trump addressed the nation from the Oval Office in only the second televised address of his presidency.28 He announced that the US would suspend most travel from Europe (though not from the United Kingdom) for thirty days because Europe was not taking necessary precautions to stem the tide of the virus and place appropriate restrictions on travel. Markets plummeted in overnight trading and into the following days. The president then signed a sweeping emergency response package to provide $8.3 billion of funding. The bill would support the CDC to fight the virus, provide funding for preventive measures, distribute protective gear, and aid research toward a vaccine. President Trump suggested that the risk to most Americans was “very low” but that the elderly and those with underlying health conditions should be very careful.29 He underscored the strength of the US economy and said this was a “temporary moment” and not a “financial crisis.” Trump also stuck the knife into China, dubbing COVID-19 the “China virus.”30

In Europe, Italy was the first country to be plagued with soaring deaths. During an evening TV address on March 12, 2020, Prime Minister Giuseppe Conte ordered almost all businesses, except those deemed necessary such as pharmacies and grocery stores, to temporarily close.31 This was just two days after he announced stringent travel and movement restrictions. Italy and the rest of continental Europe saw the coronavirus spread at an alarming rate, stretching existing healthcare systems beyond their capacity while upending lives and economies.

Everything unfolded at breakneck speed. But in the crisis, US dollars remained at a premium, as countries rushed to get a larger chunk of the world’s reserve currency in case the bottom dropped out of the financial system. The Fed addressed this demand for dollars on March 15 by lowering the rate on existing dollar swap lines with the five major central banks and establishing new lines with central banks in other countries, including emerging-market countries.32

Major central banks sprang into action. On March 16, 2020, the Bank of Japan announced it would double its amount of QE-driven stock purchases.33 The BOJ had been purchasing ETFs at an annual pace of ¥6 trillion and sought to raise that target to ¥12 trillion. It established a new program to help banks lend to companies hit by the virus. On March 19, 2020, the Bank of England cut rates in two actions to their lowest level in its 325-year history: 0.1%.34 The BOE also increased its holdings of UK government and corporate bonds by £200 billion through its QE program.

During the week of March 20, 2020, the US dollar soared as investors sold assets, including gold and US Treasuries, to raise cash and make margin calls. Businesses drew down their credit lines. Foreign companies that had borrowed in dollars were desperate to find dollars to repay loans, as their local currencies were nose-diving due to plummeting oil prices amid other signs of economic turmoil.35 Many had a sense of déjà vu, recalling the beginnings of the 2008 financial crisis.

Early in the life of the pandemic, an atmosphere of confusion about national COVID and economic policy responses engulfed the world as quickly as the coronavirus did. Reactions tended to be polarized along political lines.

Results of an opinion poll commissioned by the Observer in the United Kingdom and published on March 14, 2020, revealed the trend.36 Just 36% of Britons trusted Prime Minister Boris Johnson’s information regarding the coronavirus, and only 37% trusted his health secretary, Matt Hancock. In contrast, the public trusted Britain’s medical experts more than politicians: 59% had faith in the government’s chief medical advisor, Chris Whitty, and 55% trusted the director general of the World Health Organization, Dr. Tedros Adhanom Ghebreyesus.

Although it was largely accepted that COVID-19 had come from China, whether it was from a Wuhan wet market or a scientific lab would be up for years of debate.37 The uncertainty left room for opportunity. China was depicted as being less than forthcoming with information about its true case counts. On March 19, 2020, President Trump defended his repeated use of the “Chinese virus” label despite growing criticism of the term.38 It was an expansion of the same blame-China strategy that had won him the White House and launched a trade war. In that respect, his use of the term was perfectly consistent. Other leaders saw it as a signal.

In Brazil, President Bolsonaro copied President Trump’s dismissive approach, calling COVID-19 “a little flu,” but nonetheless took public swings at China. As in the United States, the rhetoric played well with Bolsonaro’s more radical supporters and exacerbated Brazil’s already weakening relationship with China.39 Yet Brazil could little afford the same stance as the United States. China had made substantial investments in Brazil’s infrastructure and was a key importer of its soybeans, iron ore, and meats.

With respect to COVID, varying interpretations of health facts, safety precautions, and economic shutdowns reflected polarizing political agendas, especially in the United States.40 This led to outright denialism that cost lives, in a cascading tragedy that also caused economic losses. Around the world, governments and central banks debated how to fight COVID-19 on a health, economic, monetary, and market basis.

In Russia, the COVID-19 crisis shed light on President Putin’s Janus-like response. On the one hand, in Moscow (and other large cities) people were not allowed to leave their homes and had to have special passes to be out in public; when, in mid-March, Putin visited a Moscow hospital, he was clad in a hazmat suit.41 Yet Kremlin spokesperson Dmitry Peskov insisted there was “de facto no epidemic in Russia” and suggested that Russia might “avoid one.” Ironically, the years of economic sanctions and isolation meant that Russia was less vulnerable to the economic shock of the pandemic, though like other nations active in the energy sector, it took a large hit in the oil and natural gas sector (which made up 60% of its economic exports).

As Vladimir V. Tikhomirov, chief economist for BCS Global Markets, noted, referring to the roughly $600 billion in gold and hard currency reserves the country had amassed, “Russia will be a bit better off than other countries because of its experience, because of sanctions and because of reserves.” This helped finance Russia’s invasion of Ukraine in 2022.

In India, amid ongoing demonstrations and unrest, the coronavirus caused havoc. As India began to experience exponential growth in COVID cases, Prime Minister Modi announced a three-week nationwide lockdown on March 24, 2020, which was extended to May 31, as well as a $22.6 billion stimulus plan.42 This was less than 1% of its GDP (in contrast, plans from the United Kingdom, Spain, and Germany provided a stimulus of up to 20% of GDP). The expanding lockdowns in India, like others around the world, effectively placed the responsibility for containing the outbreak on citizens. Most wealthy and middle-class Indians fared comparatively well. But the vast majority of the country’s poor, including migrant workers who were effectively turned into refugees overnight when their workplaces were shut down, were devasted economically.43

On March 26, 2020, leaders of the G20 pledged a $5 trillion injection of funds to combat economic hemorrhaging due to COVID.44 Channeling their central banking counterparts, they claimed they would “do whatever it takes to overcome the pandemic.”45 What that figure did not factor in was the extraordinary monetary maneuvering central banks would conjure up. The $5 trillion figure would pale in comparison to how much stock markets would rise in value due to central bank stimulus.

In the United States, Congress, the White House, the Treasury Department, and the Fed did not always agree on the exact nature of solutions. But for the markets, if not the shutdown economy, one desire outweighed the rest. The world of finance demanded immediate results. On March 26, 2020, Fed chairman Jerome Powell vowed, “The Fed is not going to run out of ammunition.”46 And with that, the markets were calmed.

The Fed technically operated independently of the administration. By law, the Fed was separated from the executive and legislative branches of government.47 While the White House and Congress had to assemble and negotiate a budget, the Federal Reserve could respond to economic conditions and create stimulus funding when and how it chose. Other central banks, such as the ECB and the Bank of Japan, had similar latitude—they too were able to fabricate unlimited sums of money.

Yet while the Fed could e-print money, it could not print jobs. The central bank could buy bonds, but it couldn’t cure a virus. It could stimulate financial markets, but it could not banish fear. To keep the economy from completely tanking as a result of COVID demanded more than a quick fix of monetary support. The real economy faced a true crisis of cash flow and sheer lack of movement. Every worker who relied on a paycheck needed a functioning economy in order to be able to put food on the table.

The first US fiscal response, the Coronavirus Aid, Relief, and Economic Security (CARES) Act, was signed into law by President Trump on March 27, 2020.48 It provided $2.2 trillion in government relief that covered everything from direct cash stimulus payments to individuals to small business assistance.49 Eligible individuals could get a stimulus check or tax credit of $1,200 per adult along with $500 for each qualifying child in 2020.50 The act expanded existing unemployment benefits by an extra $600 per week by providing a federal payment on top of state benefits, and increased the maximum number of weeks people could receive those benefits. It extended certain unemployment benefits to December 31, 2020.51 It also authorized up to $659 billion toward job retention and certain other expenses under the Paycheck Protection Program (PPP), which provided direct loans to small businesses.

But there was more to what the CARES Act and Federal Reserve offered beyond those direct relief efforts that played prominently in the news. Upon closer inspection, the full amount of pandemic relief came to nearly double its headline level, or closer to an estimated $6.2 trillion.52 That’s because a $454 billion portion of that stimulus package was used as money to seed the Fed’s lending program, which under the magic of something called leverage can be multiplied by a factor of ten once it reaches the Fed.53 That’s in addition to the QE the Fed was enacting. In practice, these fiscal stimulus packages, though necessary for ordinary citizens and small businesses, were, once you added in the Fed’s might, skewed toward helping Wall Street, big corporations, and the markets.54

Governments provided emergency funds in different ways. In Europe, the EU created SURE, a plan that provided up to €100 billion that could be accessed by EU members to combat COVID-19.55 It entailed providing loans on favorable terms to people who lost jobs. The requirement was that their companies rehire them when conditions improved. This aid particularly went to the hospitality and food industries. The funds were part of a €540 billion package that included measures designed to assist healthcare systems; €240 billion of that was made available through the Emergency Stabilization Mechanism (ESM), which had been established during the eurozone credit crisis in October 2012 as a successor to the European Financial Stability Facility, which also provided funds for struggling euro-area countries that couldn’t access debt in the markets.56

Brazil’s government approved emergency salary relief of BRL 600 per person for informal workers and disabled people on March 27, 2020.57 That figure was three times the amount the government had proposed a week earlier. In addition, it authorized a BRL 1,200 monthly payment for single-parent households in response to demands from the Women’s Caucus in Congress.

The next day, UK finance minister Rishi Sunak announced a fiscal package of £330 billion of government-backed loans and guarantees, promising that “we will do whatever it takes” in the economic fight against the coronavirus.58 As part of the package, smaller businesses would be able to get cash grants of up to £25,000. The UK government stood accused of not doing enough to stop the outbreak of COVID-19 by leaving schools, universities, and most businesses open at the time, unlike its European neighbors.

Shortly thereafter, the ECB announced that its Pandemic Emergency Purchase Programme would reach €750 billion.59 Purchases would be made until the end of 2020 and included all asset categories eligible under its existing asset purchase program. The range of eligible assets that could be bought under the corporate sector purchase program was expanded.

Finally, in April 2020 Mexico unveiled a $26 billion coronavirus response package consisting of social programs and infrastructure projects.60 President López Obrador promised to take funds from other areas of government to finance it, rather than add new debt. Mexico issued $6 billion in bonds partly to cover the amount after the announcement was made. Mexico’s central bank would then flex its muscle and offer $31 billion in monetary stimulus, a third of which was for a facility to boost banks’ lending, along with a rate cut in support of the financial system.

The pandemic levied a high economic toll on people’s physical, mental, and financial lives. The restrictions that were put in place were meant to protect people and overburdened healthcare systems. However, forced closures of bars, restaurants, gyms, salons, the travel sector, and a host of other businesses caused the loss of millions of jobs and small businesses. It disrupted every level of society. Some of that damage would prove permanent.

According to a May 2020 report from the Federal Reserve Bank of New York, one study found that in Germany during the 1918 Spanish flu pandemic, influenza deaths were “associated with lower per capita spending, especially on services consumed by the young,” and noted that “influenza deaths are correlated with the share of votes received by extremist parties in 1932 and 1933.”61 While the study did not suggest that the flu was the only cause of the rise of Nazism, it did find a correlation between its negative impact and the “increase in the share of votes” that supported “right-wing extremists, such as the National Socialist Workers Party” in Germany.62 It was an ominous historical parallel: the fallout of rampant apprehension, division, and anxiety caused by such prolonged illness, so much death, and such great economic hardship could produce a drastic and devastating response.

Though Fed chair Powell denied that the coronavirus crisis would cause another Great Depression, there were some remarkable similarities between those two periods.63 The parallels come out when we analyze four key elements of the pandemic-related crisis:


1. Unemployment levels

2. The state of the economy

3. The behavior of the stock market

4. The Fed and other global central banks’ response to the crisis



Understanding those four factors provides clarity on the historical context of the pandemic and its ramifications.

By mid-1931, mass layoffs were the norm across the United States. The world was falling into an economic abyss. In 1933, at the height of the Great Depression, the US unemployment rate hit a staggering 24.9%.64 That meant nearly one in four able-bodied adults couldn’t find a job. That double-digit increase started from a low level of unemployment, 3.2% in 1929.65

In February 2020, by comparison, during the embryonic stages of the pandemic, the US unemployment rate stood at a similar level, 3.5%. Given the initial coronavirus shock and lockdowns, the unemployment rate spiked to 14.7% in April 2020. Even worse, that figure excluded people whom the Bureau of Labor Statistics considered as “marginally attached” to the workforce, meaning those not looking for a job or working part-time. More than 36.3 million Americans were out of a stable job, were marginally attached to the workforce, or were working part-time. Factoring them all in, the unemployment rate stood at 22.8%.66

The Great Depression was ignited by an acute market crash that banks created by lying about the true value of complex securities and because there was too much leverage in the system. After the October 1929 crash, the market rallied for a time because Wall Street began to buy shares in some key companies—only to crash again. As John Kenneth Galbraith explained in his classic book The Great Crash of 1929, “Just as the boom accelerated the rate of growth, so the crash enormously advanced the rate of discovery. Within a few days, something close to universal trust turned into something akin to universal suspicion. Audits were ordered. Strained or preoccupied behavior was noticed. Most important, the collapse in stock values made irredeemable the position of the employee who had embezzled to play the market. He now confessed.”67 Galbraith’s words would take on new meaning at the height of the 2020 panic.

The COVID-19 recession was catalyzed by a virus, but it was the closures that followed that set off the supply chain disruptions. When the coronavirus sell-off began, the Dow shed about 35% of its value. That drop eviscerated years of stock market growth within a single month.68 On March 23, 2020, the Dow dipped beneath the level where it had closed on November 8, 2016, the day Donald Trump won the election.69 The US equities market, as measured by the Russell 3000 index, had lost $11.5 trillion in value since its February 19 peak.70 That put the index more than 37% below its February record. The S&P 500 fell to more than 34% below its February high.

The upward swing from those market dips was historic, too. Powell was right about the Great Depression and the COVID depression not being the same—in one key respect, over which Powell had direct control. The 2020 monetary policy trampoline didn’t exist during the Great Depression. The Fed didn’t exercise “no limit” self-initiated directives to electronically create as much money as it deemed necessary to inject into the financial system. The economies of the world had to grow their way out of the crisis that began in 1929, and they needed fiscal planning and a second world war to fill the economic hole that the Great Depression had caused.

Economic Wreckage Versus Market Mania

But in 2020 no one was prepared to wait for a decade before seeing a bounceback. Certain central banks had amassed greater power than governments. Having full control of monetary policy, they could fabricate as much money as they wanted for whatever purpose they could justify in the context of their dual mandate of full employment and keeping inflation below 2%. The markets’ main players had friends with deep pockets. This allowed Wall Street and other major global financial hubs to survive and thrive regardless of any economic crumbling around them.

As a result of easy money and bond-buying policies that enabled debt to grow cheaply, governments let their guard down. They became lax about planning and funding sustained growth and socioeconomic necessities. Yet when budgets fell short or too much public debt was accumulated, they could, and did, extract the difference from public programs. Pandemic-related fiscal stimulus, as crucial as it was, would mostly bypass the pockets of the most vulnerable. While the financial system could rely on an endless supply of central bank monetary system support for crises and years to come, the average worker could not.

The Trump administration’s protectionist agenda had already damaged economic conditions for farmers and manufacturers.71 It had also become clear that cutting taxes for major corporations hadn’t helped the poor or working class, though it lifted corporate share prices.72 The amount of corporate taxes paid in 2019 relative to GDP dropped to its lowest level since 1934.73 (See Figure 7.)

President Trump knew cheap money was a reliable catalyst for lifting the stock market to higher levels. Trump, ever the tactician, viewed the stock market as a source of power and influence.74 That belief often contributed to mixed messages from the White House. As the pandemic tightened its grip it left certain leaders, such as President Trump, advocating reopening the economy despite warnings from health officials over the dangers of doing so. The world became transfixed by the wedge that was emerging between public health and the markets.
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Figure 7.






Preexisting tensions between the United States and China were further fanned when Trump threatened new tariffs on China as retribution for incubating the coronavirus.75 Retaliatory talk from either of the two superpowers had the potential to dampen any global economic recovery that could occur once the pandemic subsided. The uproar from the White House threatened the initial US-China trade agreement, inked before the pandemic began, which required China to import more agricultural goods from the US.76

In response to rising US-China sparring, on May 8, 2020, the Chinese Academy of Social Sciences (CASS) issued a report claiming that “the strategic game between superpowers has intensified, while international systems and orders are reshuffled.” The CASS suggested that China should become more self-reliant in response to the pandemic, underscoring a domestic view that was gaining traction among policymakers and scholars.77 The report detailed how the globalized economy that had helped China become a superpower was undergoing dramatic shifts and noted that “populism has risen as the global economy weakens, while countries are divided as imbalances expand. The old multilateral [trading] system is under pressure.”

The CASS report concluded that given its large middle-income demographic, China should start tapping domestic consumer power to fuel its growth over the next five years. The proposed strategy focused not on enhancing multilateral trade with non-US partners but on China fortifying itself from within. This was a new expression of isolationism. Tensions were rising as large regional trading partners like Australia questioned their ties to China.78

Meanwhile, markets worldwide happily inhaled central bank and fiscal stimulus aid that fueled speculative and investment activity. The exact timing of reopening mattered little as long as money was being made. At first, Wall Street investors used the pandemic as an opportunity to buy shares in firms that were capturing the stay-at-home technology, entertainment, and delivery-service trends. It went on from there, barely skipping a beat. Amazon’s market cap reached the coveted $1 trillion threshold in February 2020, becoming the fourth US company to do so (joining Apple, Microsoft, and Alphabet).79 Its stock steadily grew in the early months of the pandemic, rising nearly 49%.80 Not to be outdone, Tesla would see its stock rise nearly 282% during the first half of 2020 alone—leaving fossil fuel behemoth Exxon in the dust with its –42% loss.81

Not all central banks were created equal. Rate cuts from emerging-market countries’ central banks were larger than they were in developed nations. That’s because rate cuts were initiated from the higher rates the developing economies had had before the crisis. Yet QE programs were harder to implement by less-developed economies because they could cause damaging currency depreciations. This proved a double-edged sword for these countries, as lower rates were less attractive to foreign capital at a time when emerging-market economies needed money desperately.

As central banks around the world followed their leader, another ultralow-interest-rate period was born. It was clear that the global economy would be damaged and experience long-term negative impacts from the pandemic. However, the world of the central banks had entered uncharted territory, even for monetary-policy makers who had lived through the darkest days of the 2008 financial crisis. As former IMF leader and now ECB head Christine Lagarde stated in April 2020, massive lending programs and bond buying would continue “by as much as necessary and for as long as needed.”82

Rallies in equities gained momentum from such reassurances.83 This was especially beneficial to the largest corporations, which had benefited from the combination of exceptionally low borrowing rates and fiscal stimulus. Certain megafirms could reduce salaries and benefits and trigger sweeping layoffs even as they enjoyed a rally in their stock price, something mom-and-pop outfits could not do. As hospital beds filled up, local governments came under pressure and general services went into crisis mode. The largest businesses took full advantage of market-friendly conditions such as being able to raise money from the markets and receive cheap loans from public banks, while small businesses had to fire employees or even close, or had more restrictions on access to credit. This exacerbated the great divide between financial assets and the real economy. Central banks had extended their remit beyond what they were meant to do. In the face of such a crisis, few questioned the vastness of the emergency response—but the truth was that nobody was clear about what should happen next.

The list of economies damaged by COVID-19 was long. On April 17, China reported that its economy had shrunk by 6.8% during the first quarter of 2020 compared to the prior year.84 It was the worst drop in a single quarter since China began disclosing those figures in 1992 and the first time China reported an economic contraction since 1976.

Two days later, the United States reported a GDP plunge of 4.8% for the first quarter of 2020. It was the first negative result since the first quarter of 2014, and the worst decline since the 8.4% contraction during the fourth quarter of 2008. Consumer expenditures, which made up 67% of total US GDP, dropped by 7.6%, exports dropped by 8.7%, and imports dove by 15.3%.

On April 30, the eurozone calculated its economic pain, providing preliminary estimates from Eurostat that showed a contraction of 3.8% in the first quarter of 2020. France and Spain posted the steepest drops. Italy, the eurozone’s third-largest economy, was being slammed by the virus and had the second-highest death toll globally at the time, second only to the United States. The Italian economy shrank nearly 5% during that first quarter.85

The global prospects were dire wherever you looked. The IMF claimed that the pandemic could cause the worst global recession since the Great Depression and that the global unemployment rate could soar to over 20%. Emerging markets were at greater risk of economic hardship. This was due to their higher corporate debt burdens. Plus, compared to highly developed economies, emerging nations faced a more regular concern over driving up inflation and delivering a hit to the value of their currencies.

Brazil’s economy shrank by 1.5% during Q1 2020.86 That marked its first contraction since 2016 and its steepest decline since Q2 2015. Brazil’s overall trade surplus narrowed to $4.5 billion in May 2020 from $5.6 billion the prior year. Exports to the EU dropped by 8.5% and to the United States by 43.5%. In contrast, in a foretaste of things to come, exports to Asia jumped by 27.7%.87 Those figures indicated that China was critical to Brazil’s economy, no matter how disparagingly Brazil’s leadership spoke about it. As in other nations, the pandemic exacerbated prevailing shaky conditions. Brazil’s business confidence index dropped to its lowest level on record by April 2020.88 Yet as the pandemic worsened in Brazil, so did its relations with China, as President Bolsonaro adopted Trump’s openly combative stance.

Brazil had another dilemma. On May 27, 2020, it became the world’s number two global hot spot for COVID-19.89 Like Trump, Bolsonaro initially downplayed its threat and chastised state governors for imposing lockdowns to mitigate its spread. His zeal to imitate Trump would cost Brazil hundreds of thousands of lives.

One of Latin America’s most damaged economies, Venezuela, was so strapped for cash that it launched legal proceedings to try to force the Bank of England to hand over $1 billion worth of gold to help it fund a pandemic response.90 That gold was being retained at the Bank of England due to UK and US sanctions put in place in 2017 against illegal gold mining and oil operations that reflected criminal activity or human rights abuses. Meanwhile, Venezuela’s healthcare system was collapsing, with many hospitals struggling to treat COVID-19 patients amid a shortage of medical supplies and protective equipment plus a severe lack of reliable electricity and running water.

In its early stages, the virus became a great but negative equalizer. Problems were exposed and left to fester. Monetary policy would not put food on the table. Stimulus could not stop a raging virus when leaders offered inconsistent and confusing messaging. The boom in financial investments did not mean Main Street was receiving a trickle-down bounty.

By June 2020, many large economies were posting double-digit unemployment rates. On June 1, the United States Congressional Budget Office warned that a full recovery could take a decade, and that more than $15.7 trillion worth of US nominal output could be lost along the way.91 By the week of June 15, 2020, total new filings for unemployment claims had hit 44 million. That was the highest number of jobs lost in the shortest time span in American history.

As gloomy as that was, on June 10, the thirty-seven-member Organisation for Economic Co-operation and Development announced its gravest prediction in its thirty-year history.92 The OECD (which included the United States, China, India, and Brazil) declared that the pandemic had unleashed the worst global recession and the deepest peacetime slump in a hundred years. Fortunately, the real numbers turned out better than the forecasts. There was a 3.5% contraction in the US during 2020.93 The eurozone economy shrank by 6.8%, Brazil’s by 4.1%, and Japan’s by 4.8%.94 China’s economy grew by 2.3%.95

By June, the Fed had created nearly $2.9 trillion worth of electronic money, the majority of which flowed straight into the financial markets. The federal government had borrowed a record-breaking $3 trillion from April to June.96 Much of that money was to be directed to businesses and consumers to help them survive the shutdowns. The biggest recipients, in terms of the increase in their market cap, would be the companies that faced possible demise when the pandemic first appeared. These were targeted by investors buying shares near their nadirs in the hopes of generating massive gains. It was a speculator’s playground.

On monetary rocket fuel, the Nasdaq buzzed along. It not only recovered from its 30% loss in mid-March but hit three new records in the week of June 8, 2020.97 The same pattern disproportionately boosted the stock prices of tech and stay-at-home-related companies around the world, which hit new highs in June 2020.98 Not only did these companies represent new behavior patterns consistent with adapting to work-at-home models and education styles, but they were bolstered by cheap money from central banks. Some of the so-called value stocks that relied on the movement of people, such as in the travel and leisure sectors, were suffering in comparison.

The stock market euphoria in tandem with rising COVID case counts and deaths was like a dirty little secret ignored as much as possible by central bankers. In a June 10 press conference, Fed chairman Powell stressed the Fed’s commitment to using its “full range of tools” for “as long as it takes,” phrases he reiterated several times during his speech—even as people were being forced out of jobs. Over on Wall Street, the quant computers and investors took that as a personal signal of support.99 The Fed was once again setting the tone for the world.

The European Central Bank, Bank of Japan, Bank of England, and various emerging-market banks were on the same path. On June 4, 2020, the ECB announced it would ramp up its Pandemic Emergency Purchase Programme by €600 billion. That was in addition to the €750 billion of government bond purchases the ECB had announced in March, taking the total size of the program to €1.35 trillion. The ECB also said it would extend its buying program from the end of 2020 until June 2021—or until it believed the crisis was over.

On June 16, 2020, the Bank of Japan expanded its bond-buying program for the corporate sector from ¥75 trillion to ¥110 trillion.100 It left short-term interest rates at minus 0.1%. That confirmation, combined with the Fed’s announcement that it would start buying individual corporate bonds on June 15, sparked another market spurt.101 The enthusiasm spread through Asia as it lifted Japan’s Nikkei index by 4.8% and Hong Kong’s Hang Seng index by 2.7%, with similar elation across regional stock indices.102 Not to be left out of the G7 bond-buying bonanza, the Bank of England announced on June 18, 2020, that it would pump another £100 billion into the QE pot, having already grown its book by £200 billion because of pandemic-related QE measures.103

Data from Haver Analytics and Yardeni Research show that the world’s largest central banks—the ECB, BOJ, PBOC, and Fed—had collectively built up $23.3 trillion worth of assets on their balance sheets by mid-June.104 Adding in other major G20 powerhouses such as Australia, England, and Canada, that total jumped to $25 trillion. Central bank balance sheets were eclipsing those of governments and corporations, and shattering previous notions of what had been thought possible.

Back in the realm of conventional discussion, in Fed chair Powell’s June 10 press conference he uttered what would become one of the most quotable lines of his Fed career: “So, you know, we’re—we’re not thinking about raising rates. We’re not even thinking about thinking about raising rates. So, what we’re thinking about is—is providing support for this economy. We do think this is going to take some time.”105 According to its dot-plot analysis, which collated anonymous views from a core group of its officials on future rate actions, the Fed wasn’t planning on raising rates at least through 2022.106 The last time the Fed didn’t think about raising rates, it kept rates at zero from December 2008 through December 2015. Unconventional was the new normal.

As the Fed broadcast its policy intentions, uncertainty over how the pandemic should be handled through public health measures and economic restrictions caused divisions within governments. The result was several resignations of policymakers whose view was that the virus should be fought by closures. Leaders focused on elections and legacy often didn’t agree with their public health officials, particularly in Brazil, the United Kingdom, and the United States.107

Latin American countries would be especially pummeled by the pandemic in terms of deaths as a proportion of the population. Brazil was hit hardest, followed by Peru, where families took to mourning their loved ones in the streets.108 In Argentina, people had initially supported lockdown measures, but as the summer wore on, they started demonstrating against them.109 Latin America had become ground zero for the intersection of trade wars, the pandemic, and central bank blowback.

The pandemic heightened Latin America’s existing challenges and exposed growing political instability and economic inequality. Most governments introduced strong relief packages throughout 2020 to curb unemployment and support domestic companies. While that staved off more dramatic social consequences, it also elevated government spending and debt levels. The ramifications of less money being available to direct toward public investment opened space for private investments in areas such as infrastructure, energy, and sanitation.

Since less money was being generated from the domestic economy, places like Brazil, Ecuador, and Colombia had to rely on foreign investment to fill the gaps in longer-term growth-oriented demand. On June 17, Brazil’s central bank cut rates by another 75 basis points to a record low 2.25% (its eighth straight cut in as many meetings) to try to contain what could be the country’s worst economic crash on record.110 Two days later, Brazil hit a grim milestone—1 million coronavirus cases and nearly 50,000 deaths.111 Those figures were second only to those of the United States at the time. The pandemic underscored alarming similarities between the United States and Brazil: two complex and diversified economies with extreme inequality, populist leadership in charge, a looming crisis of power domestically and internationally, and ongoing friction with China.

China would not be unscathed by the pandemic, but it had the ability to restrict details about job figures, economic pressures, and death and virus case counts.112 The People’s Bank of China pushed financial firms to sacrifice 1.5 trillion yuan worth of profits in 2020 in order to support domestic firms.113 Beijing also issued local government bonds to fund infrastructure projects that could have positive long-term post-pandemic benefits. The PBOC declared it would not directly buy government debt, a form of quantitative easing, as the Fed was doing.

As they had done during the post-financial-crisis period, Chinese officials expressed concerns that excessive monetary stimulus could produce greater debt risks. China’s central bank signaled caution over the unintended consequences of excessively loose monetary policy. “We should pay attention to the hangover of the policy,” PBOC governor Yi Gang told a financial forum in Shanghai in June 2020.114 “We should consider the timely withdrawal of policy tools in advance.” China wanted the world to know it was crafting an exit plan for its monetary stimulus and that it didn’t want to contribute to future bubbles or crises like the Fed was. However, it didn’t wind up executing such a plan, and in fact it maintained its ultra-dovish policy longer than the Fed did.115

In a manner similar to how it expanded its power in the wake of the financial crisis, China used the pandemic to leverage its influence. On June 22, 2020, Chinese president Xi Jinping touted the successful opening of an online China–Arab States Political Parties Dialogue Extraordinary Meeting. In his opening letter to the meeting, Xi highlighted the long-standing friendship between China and the Arab nations and observed that videoconferencing was an important platform to strengthen cooperation. Arab leaders commended China’s efforts in fighting the pandemic and defending the sovereignty of Arab states.

The way in which China was leveraging the actions it had taken to curb the effects of the coronavirus in the international political arena was noteworthy in that it showed how the virus was not just a global health matter but one that could strengthen or weaken diplomatic relationships. With respect to monetary policy, in the COVID-19 era the symbiotic relationship among central banks, major governments, large private banks, and the financial markets continued as it had previously. However, the Fed’s new role as twenty-first-century power broker manifested unintended consequences. It would shake up the entire international money-and-power paradigm. By virtue of its global influence and leadership position in money manufacturing, what the Fed did and what it said had more power over money and the markets and economic sentiment, if not over direct growth, than any other human-created entity on earth.

The amount of money created to buy securities under its “no-limit” policy over the course of just a few months was staggering.116 On June 18, 2020, the Fed reported that the size of its book had expanded to $7.1 trillion.117 That amount was equivalent to the size of the nominal GDP of entire economies, including Japan at $5.08 trillion, Germany at $3.86 trillion, India at $2.87 trillion, and the UK at $2.83 trillion.118

It was also nearly double the level it had been one year earlier. It was 60% greater than it had been at the height of the post-financial-crisis period. All that newly manufactured money turbo-boosted the stock market. This trading frenzy among institutional investors and a growing group of retail investors led Wall Street banks to smash earnings records in the third quarter of 2020. This was in stark contrast to abysmal unemployment figures still weighing on Main Street. It was incongruent with the fact that during 2020 the number of US corporate bankruptcies hit their highest level since 2009, with 630 filings, and more companies claiming $1 billion in liabilities that year than in the preceding decade.119

The pandemic widened the resilience discrepancy between the Main Street economy and the markets. Though the Fed injected funds into the big banks and corporations, the real economy sank like a rock. US GDP tanked 9.5% in the second quarter of 2020, for an annualized drop of 32.9%—its sharpest contraction ever. In contrast, the Dow went on to recover all of its February–March losses by November 2020.120 Globally, people were subject to restrictions and economic instability, while markets hit new records—without restrictions. (See Figure 8.)

The pandemic aggravated the existing distortion between the wealthy and everyone else. Cheap money found a natural host in the markets, much as the coronavirus did in humans. Just like the virus, money was bent on multiplying itself as quickly and easily as possible, no matter what asset bubbles, inequality, political polarization, or economic or social unrest it caused along the way.

If the 2008 financial crisis had exposed the biggest banks on Wall Street as entities that were “too big to fail,” during the pandemic the policies of the Fed and other key central banks had been exposed as “too big to correct.” Ultimately, the failure of these monetary policies occurs because the stock market of the modern era has relatively little to do with long-term, productive, economy-fortifying investment. Wall Street firms, stock investments, and equities have almost nothing to do with a company deploying capital for research, development, wages, and benefits.
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Figure 8.





Central banks cumulatively cut interest rates 207 times in 2020.121 They rushed to keep liquidity in the system and to support financial markets. They stuck to the standard script: that if they applied enough aid, it would eventually seep into the real economy. They maintained it was within their mandate to flex extraordinary monetary muscles in emergencies.

In an omnipresent way, epic deregulation combined with dovish central bank policies extending far beyond their mandates rendered the markets casinos where big participants couldn’t lose—while Main Street couldn’t win.

1







Chapter 6

“WHATEVER IT TAKES” MONEY

It is said that the darkest hour of the night comes just before the dawn.

—THOMAS FULLER, A Pisgah Sight of Palestine (1650)

The second major crisis of the twenty-first century, the COVID-19 pandemic, arrived with a vengeance. Not only was it more unsettling than the first one, the 2008 financial crisis, but its abrupt impact on the economy shocked everyone. What’s more, COVID-19 appeared even as economic growth was slowing. Asset bubbles had been artificially inflated. Whether they would remain inflated depended on the markets’ willingness to ignore the fact that no central bank policy can stop a crisis from occurring even if it can mitigate its repercussions.

Such a blind reliance on loose monetary policy ensured that any financial crisis would inflict widespread economic hardship when markets did finally crash. Wall Street was playing with fire as speculators piled on bets on companies’ share prices instead of investing based on organic growth, innovation, or corporate health metrics. The central bankers’ language underscored their bluster: in the midst of the pandemic, Federal Reserve chairman Jerome Powell reiterated frequently and emphatically that there was “no limit” to the Fed’s commitment to do “whatever it takes for as long as it takes.”1 It was all very SEAL Team 6 in its rhetorical force, and such melodramatic utterings were the equivalent of a “shot heard around the world” for Wall Street.2 The Fed was chest-beating, announcing its intentions.

The “whatever it takes” policy was a sure indicator of how cemented the era of permanent distortion had become. Moreover, Jerome Powell had a powerful counterpart equally adept at broadcasting a similar message. ECB president Christine Lagarde had channeled her predecessor Mario Draghi’s 2012 “whatever it takes” ideology even before she took over his post at the end of 2019.3 As the pandemic stretched throughout Europe, she doubled down on that approach. During a Bloomberg webinar on May 7, 2020, Lagarde declared that the ECB was “undeterred” in its mission to aid the euro area’s economic recovery. “We are an independent institution, accountable to the European Parliament, driven by a mandate,” said Lagarde, stressing the central bank’s missionary muscle.4

All this bravado and monetary ammunition propelled markets to not only immediately resume their pre-pandemic rallies but zoom past them. This irrational ebullience was driven by central bankers’ might and determination to keep markets thriving. Cheap money launched share prices upward before a future was solidified. Meanwhile, the real economy took much longer to rebound from restrictions, closures, and supply chain disruptions. Time after time, business news channels and publications characterized the upbeat markets as reflective of investors’ forward-looking optimism.5 What they often either neglected or forgot to mention was that this narrative of eventual economic recovery was predicated not on a rapid recovery of Main Street and small businesses but on trillions of dollars of central bank subsidies gushing into markets.

For those invested in the stock or real estate markets, the economic recovery from the COVID-19 pandemic promised to be much stronger than the recovery from the 2008 financial crisis.6 The flip side of the math was that those without the spare money to invest in equities would fall further behind. Equities would guarantee inequity.

Two senior IMF officials, Tobias Adrian and Fabio Natalucci, described the core of this distortion. They wrote in June 2020, “Investors seem to be betting that lasting strong support from central banks will sustain a quick recovery even as economic data point to a deeper-than-expected downturn.”7 Exactly.

Adrian and Natalucci pointed out that “the unprecedented use of unconventional tools has undoubtedly cushioned the pandemic’s blow to the global economy and lessened the immediate danger to the global financial system.” This was what central bankers said they were trying to do in the process of meeting their alleged dual mandate. More critical than that, the IMF officials also warned that “policymakers need to be attentive to possible unintended consequences, such as a continued buildup of financial vulnerabilities in an environment of easy financial conditions.”

While this was not in the cards based on monetary policy statements, it was an astute, albeit rare, summary of the situation from an establishment monetary institution. Almost none of the cheap money flowing into the markets was being used to cushion the pandemic’s blow to the real economy. Rather, what the central banks were doing was something like watering a few special flowerpots in a garden and saying the entire garden was being irrigated. The economy—and especially the people who had lost the most in savings and security because of the severely restrictive conditions placed upon them—would have to figure itself out regardless of what the market did or how many trillions of dollars of value it amassed.

Initial estimates of the full cost of US fiscal support (not including central bank support for stock markets) were pegged at $10–12 trillion spread over a decade.8 As of October 1, 2020, only $833 billion in credit, loans, and loan guarantees had been utilized. The numbers indicated that individuals and small businesses weren’t increasing their debt burdens despite the opportunity of low-cost government money being offered, either because they weren’t certain they would be able to repay the loans or because carrying extra debt wasn’t needed for businesses that had to close for good. Financial markets, however, never said no to the chance to grasp cheap money. From March 2020 through October 2020, as the total size of major central banks’ books expanded by more than 50%, the S&P 500 index rose by 58%.9

From Europe to Japan to the United Kingdom to China, governments ensured that the biggest corporations would be amply provided for.10 Political leaders were also trying to find ways to fund the taxpayer shortfall in their own budgets produced by the response to the pandemic. Tax burdens are disproportionately higher for the less wealthy anyway. America’s wealthiest pay a lower percentage of their gross income in taxes than ordinary workers do.11 Many of the largest and most influential US corporations don’t pay taxes at all.12 The pandemic aggravated the problems that arise from an inherently distorted tax system funding a federal budget that was already fostering inequality for the population.

As countless people and economies struggled, a macroeconomic monetary concept under which governments can spend, tax, and borrow in a fiat currency they control resurfaced.13 Modern monetary theory (MMT) had its roots in the 1970s.14 The theory posits that for large, dominant governments, lack of tax revenues should not inhibit certain kinds of government expenditure. Central to MMT is the belief that money is a creature of the state.

Warren Mosler, a wealthy hedge fund manager, is credited as one of the early founders of MMT.15 He suggested that “no financial crisis is so deep that a sufficiently large increase in public spending cannot deal with it.”16 More recent proponents of MMT also include academics L. Randall Wray and Stephanie Kelton.

As Kelton wrote in her best-selling book The Deficit Myth, “MMT teaches us that if we have the real resources we need—that is, if we have the building materials to fix our infrastructure, if we have people who want to become doctors, nurses, and teachers, if we can grow all the food we need—then the money can always be made available to accomplish our goals.”17

MMT argues that the government could inject money directly into citizens’ bank accounts, and that the state is in charge of allocating capital within the economy. As a result, MMT proponents argue, this is not sheer money printing but instead a strategic use of government funds. Thus, one main concept behind MMT is that governments in control of their currency are able to coin new money for public purposes. But the “public purpose” is the key: if government money is spent on infrastructure to benefit a large proportion of the population, it can be seen as investment in the creation of an asset. But that is very different from central banks’ role of buying the government’s new debt to keep the cost of servicing it low. There’s no public-facing infrastructure in debt restructuring.

In addition, Congress has proven across generations that it is barely able to agree on what kind of infrastructure or building package is needed to modernize the country, let alone determine its size, scope, location, or even which projects deserve attention and which don’t.

In theory, if government money truly flows to the most productive forms of real economic and fiscal investment, MMT could work. But it is a theory that works best, and perhaps only, for major, developed governments and their respective economies. That’s because they do not have to worry about currency risks, devaluation, or considerable financial instability.

Ever since the 2008 financial crisis elevated the power of central banks, in the most highly developed economies that power often went on to supersede the power of the respective governments and even the most influential private banks. Without cheap money acting as a quick-drying plaster to fill in surface gaps and hide what’s behind them, financial markets’ recovery would have been less rapid. Without the supply and deployment of artificial liquidity, funding for real economic growth could have been more strategically placed, innovative, and equal. The valuation of the financial assets unleashed would at the very least have been based on true price discovery, or what’s called “fundamental” analysis. Instead, it reflected the turbo-boosted monetary stimulus, and market reaction to the cheap money bonanza 2.0 was fast and furious. As the first half of a turbulent 2020 came to an end, the Dow posted its best quarter since 1987. The S&P 500 index rose by more than 18% during the second quarter of 2020, showing its best percentage gain since the last quarter of 1998.18 The Nasdaq experienced its best single-quarter performance since 1999.

On the other side of the permanent distortion divide, as one CNN article noted, “Inequality in America was huge before the pandemic. The stock market is making it worse.”19 On Main Street, businesses from bars to concert venues to restaurants were forced to stop operations, reduce volume, or reroute their entire businesses. Domestically, many working families had lost wages, and in the healthcare, grocery, and service sectors many families had lost loved ones to the rampaging virus. The ace in the hole for Wall Street was knowing that it would reap the benefits of monetary aid come what may.

Throughout the world, stock market recoveries far outpaced economic ones. Developed-country and emerging-market indices jumped by 17% during the second quarter of 2020, according to MSCI’s All-World index.20 MSCI’s Asia-Pacific index rose by 15%. The MSCI EM index rose by 17.7%, indicating that emerging-market stocks had their best quarterly performance since September 2009.21 Those gains followed a 24% drop during the first quarter of 2020. The financial world was first to escape the storm, while dark clouds and devastation would not relent for those trying to stay afloat in the real economy.

There were some global bright spots in places where economies had not been shut down entirely or for as long as others. Taiwan’s industrial production, for instance, rose by 1.5% in May 2020 in relation to May 2019.22 This was a stronger economic showing than most other countries in Asia, on the back of tight COVID restrictions and border controls working to ensure that case counts remained low. A similar dynamic took place in Vietnam, which had recorded no COVID-19 deaths among its 96 million population by mid-June 2020. The nation’s economy expanded at a 2.9% growth rate for 2020, beating China’s 2.3% rate.23

Those two countries proved that loose monetary policy was not the only way to drive an economy back to life. Instead, it was an adherence to lockdowns followed by a quick removal of those restrictions as soon as it was safe to do so. Whatever the exact efficacy of using lockdowns to fight COVID-19, an opened economy was a better path to economic health than a multitrillion-dollar artificial money injection into the financial markets.24

Perpetual Economic and Financial Divergence

In 2015, Nobel laureate Joseph Stiglitz argued that “quantitative easing was yet another instance of failed trickledown economics—by giving more to the rich, the Fed hoped that everyone would benefit. But so far, these policies have enriched the few without returning the economy to full employment or broadly shared income growth.”25 His words were prophetic.

What was true in 2015 was even more apparent in the COVID world. The Fed bailed out the investor class and markets first and foremost. The agency deployed the same policies (on steroids) that had saved Wall Street over Main Street in the century’s first crisis. Central bankers perpetuated the idea that the financial markets and the economy were the same. They leveraged a financial bully pulpit and pitched the theory that to save people the Fed had to rescue Wall Street’s high-risk investments above all else. The benefits would trickle outward throughout the economy eventually.

The Fed—an organization established by elite bankers and led by unelected government officials who faced minimal accountability for their decisions—deployed experimental policies based on gung-ho self-confidence and a belief in “QE infinity,” which made losing in the world of big finance nearly impossible. No longer were large corporations and Wall Street banks simply “too big to fail”; they were “too big to lose.”

Though the coronavirus pandemic was not triggered by the banking system, as the 2008 financial crisis was, the Fed’s relentless effort to push up Wall Street during the pandemic meant that major investment banks stood poised to reap record revenues in their trading arms due to the frenzy of market activity.26

On June 22, 2020, former New York Fed president Bill Dudley wrote an op-ed for Bloomberg about the risks inherent to quantitative easing.27 “By reducing the supply of safe assets and increasing the deposits that the private sector must hold,” he said, “the Fed generates a demand by the private sector for more risky assets. The result is a rise in financial-asset valuations and an easing of financial conditions.”

What Dudley was implying was that QE had indeed spurred speculative behavior. The problem QE created was that money could exit just as fast as it had flowed in. At any sign of volatility in risky assets or riskier markets, such as emerging markets, the financial flow could reverse course.

No central bankers admitted they were contributing to market distortions, and they certainly didn’t change policy. They were one-note wonders. In an interview with Bloomberg in June 2020, Bank for International Settlements (BIS) general manager Agustín Carstens, a former leader of Mexico’s central bank, explained that central banks were acting on their mandates.28 He stressed that “there’s plenty of room” ahead for central banks to act proactively. He conceded that in asset markets, “prices are, shall we say, ‘misaligned.’”

When asked whether central banks actually help the real economy, not just the top 10%, Carstens replied, “Many of the monetary policy actions have worked for asset prices, which is part of the solution, but the final objective is to preserve jobs and working.… The emphasis is not to control artificially asset prices.”

Though he did not say it explicitly, Carstens was acknowledging that whatever their intent, central bank policies were more focused on financial markets than on the economy. Central bankers might not control asset prices or the artificially inflated bubbles, but their policies impacted them considerably.29 Central bankers were playing with fire, yet it was Main Street that would get burned.

By July 2020, the United States had seen a total of 4.5 million COVID cases and more than 150,000 lives had been lost due to the coronavirus.30 Spikes in various regions prompted governors in some of the more populous and economically critical states, such as Florida, Texas, and California, to reconsider variations of their reopening policies.31 The 32.9% contraction in the US economy during the second quarter of 2020 was the worst quarterly decline on record.32 It was amplified by business shutdowns, loss of jobs, and declines in consumer, local, and state government spending. Yet markets were soaring as the second half of the year began.33 As the US struggled to navigate the domestic and election-year hurdles that emerged with the pandemic, the rest of the world remained on edge.

The virus had effects beyond public health. Political isolationism was rising because of physical isolation. Diplomatic relations between the United States and China sank to their lowest point since their establishment in 1979, according to China’s foreign minister, Wang Li.34 A set of reciprocal consulate closures in the US and China, initiated by the Trump administration, increased existing tensions. After three and a half decades, the American flag was lowered over the consulate in Chengdu, China, in retaliation for a US order to close the Chinese consulate in Houston.35 The move followed months of pandemic-heated tit-for-tat responses by the superpowers.

As the pandemic continued, the chasm between the real economy and financial worlds was greater for emerging-market nations relative to developed countries. Brazil’s treasury secretary announced that Brazil’s economy could contract by 7% for 2020, a worse prediction than forecasts had initially feared.36 A new worry about rising COVID-19 outbreaks spread across the world. In India the number of COVID cases suddenly began growing at a faster rate than ever before, causing shortages of hospital beds and ventilators, as the virus spread through rural areas.37 Yet, with its economy staggering, India’s government decided to lift its seventy-six-day lockdown.38 Meanwhile, in Brasilia, Brazil, protesters staged one thousand crosses on the lawn in front of Congress as a tribute to COVID-19 victims, accompanied by a banner reading “Bolsonaro, stop denying!” While the coronavirus plagued Brazil’s economy and society, Brazil’s leaders remained focused on advocating for austerity measures.39 Leaders, aware that their governments were under pressure and their citizens were under threat, still obsessed about how they might squeeze out tax dollars and cut social programs at a time when so many could afford so little.

Budget cuts levied by local and federal government programs to recoup losses caused further damage to people’s financial stability at the most micro levels of their lives. Political leaders looked to solutions that would hurt the most vulnerable citizens—delaying public school funding, cutting billions of dollars in funding to state workers, slashing critical social services, reducing funds for housing programs, and raising taxes.40 It would take years for the poor to attempt a recovery.41

In the United States, California proved an unlikely petri dish for this great economic shift. California’s was the largest state economy in the country, equivalent to the fifth-biggest economy in the world.42 Before COVID-19, California had expected another multibillion-dollar surplus for 2020. It was approaching its tenth year of economic growth and boasted record low unemployment.

But like other states and regions, California faced extensive budget shortfalls due to depleted tax revenues. By late June 2020, California was running a deficit of $54.3 billion.43 Its state legislature began discussing austerity measures. Unfortunately, three months into the pandemic, more than 6.7 million Californians filed for unemployment benefits as businesses shut down and employees got sick.44 The move coincided with reports of waning business confidence sweeping the country.

Despite the economic contraction felt at the local, state, and small business levels, the stock markets remained resilient. The two men most responsible for that and for crafting the CARES Act package stood ready to explain how things were going after three months. Both Federal Reserve chair Jerome Powell and US treasury secretary Steve Mnuchin reported their observations to the US House Financial Services Committee on June 30, 2020.

In his opening remarks, Mnuchin emphasized the glass half full. He said that the US economy was “in a strong position to recover because the administration worked with Congress on a bipartisan basis to pass legislation and provide to markets in record time.”45

The liquidity Mnuchin touted had been inhaled by the markets, while ordinary workers remained gasping for breath. What Mnuchin didn’t point out was that other countries were responding somewhat differently.

While scores of American workers were struggling to put food on the table, for example, European workers were receiving a portion of their salaries on a regular basis. European governments provided a direct path to subsidize wages to mitigate the effects of rampant joblessness through the overall economy.46 Japanese QE mechanisms also had more direct objectives and were subject to judicial control. In contrast, in the United States, QE was administered without clear public supervision.

Fed chairman Powell’s glass was half full too. He claimed that the US economy had entered a new phase sooner than expected. However, he also admitted that the Fed was “keeping in mind that more than 20 million Americans have lost their jobs, and that the pain has not been equally spread.” He emphasized that the path forward for the economy remained “extraordinarily uncertain” and that it would depend on policy actions at all levels.47 When speaking about the eleven facilities the Fed had either established or resurrected from the 2008 financial crisis period to provide money to banks in return for their securities as collateral, he said the Fed would use them “forcefully, proactively and aggressively.”48 He stressed that “these are lending not spending powers.”49 Powell did not point out that while the Fed could create electronic money, it couldn’t control where the money flowing into banks’ books went afterward.

In practice, the Fed was buying corporate bonds from companies that either had previously borrowed from the capital markets or already had plenty of cash on hand during the pandemic. The Fed’s top holdings of corporate debt spanned well-known domestic and multinational companies, such as Toyota, Volkswagen, AT&T, Apple, Verizon, GE, Ford, Comcast, BMW, Microsoft, GM, and BP.50 The Fed was buying bonds not only of struggling companies hit by the pandemic but also of major American companies such as Visa, Coca-Cola, and Home Depot. That was despite the fact that, combined, those firms had also raised approximately $1 trillion in the bond market on the back of the Fed’s pandemic support—double the pace of debt growth the prior year.51 The Fed had used its power to subsidize firms directly and indirectly even though the firms had ample access to other avenues. How this was supposed to help Main Street was obscure. Perhaps just the comfort of knowing the Fed was “keeping them in mind” was supposed to uplift the spirits of all the unemployed Americans.

The Fed had a go-between to execute those corporate purchases. With $10 trillion worth of assets under its management and a roster full of former Fed officials, BlackRock became one of the most influential institutions in the world.52 About 47% of the Fed’s purchases were executed by BlackRock, which used that money to buy shares of BlackRock ETFs that held corporate bonds.53 The Fed bought $8.7 billion worth of bond ETFs that way.54 For its role, BlackRock got a fee of 2 cents per every $100 of bonds purchased, up to $20 billion, after which the fee was reduced.55 Noteworthy was the fact that Fed chairman Jerome Powell had around $25 million of his own wealth, according to Wall Street on Parade, invested in BlackRock ETFs in 2020.56 A majority of the rest of his wealth resided with Goldman Sachs. The entire episode underscored that playing the inside game was apparently fine if done at the highest levels of finance.

By August, there was a new tangle of economic closings amid rising COVID-19 threats around the world. In India, a population that was already predisposed to buy gold as a store of wealth rushed to buy gold when bank liquidity dried up.57 In South Africa, the hardest-hit country in Africa, the rising number of COVID cases threatened the very possibility of economic recovery.58 Brazil’s health situation was a disaster, but its economy was reopening regardless.59 New Zealand imposed precautionary lockdowns in a country with hardly any COVID cases, which darkened the economic outlook.60 But everywhere, markets continued to march upward even as virus uncertainty did.

The COVID-19 cases in the United States were setting records for the sharpest flattening followed by the most dramatic acceleration of the infection curve.61 Each increase instigated another round of state and city restrictions, which worked to further politicize the virus.62 The rising case count prompted the EU to extend its travel ban to countries strongly affected by COVID-19, including the United States and Brazil, even as it opened its borders to sixteen other nations, including China, Japan, South Korea, and Canada.63 COVID-19 drove a shift in power dynamics as travel restrictions increased the separation between countries with fewer cases and those with growing caseloads. This distance served to compound economic turbulence globally as it strained supply chains as well as reducing travel revenues, whether from leisure travel or container shipping.64

The dynamic unfolded across the planet.65 Because of pandemic-related shutdowns and restrictions, global trade numbers shrank dramatically. Per capita income was forecast to drop for the highest percentage of countries in the world since 1870.66 During the second quarter of 2020, the total amount of merchandise traded around the world saw its steepest quarterly drop on record, diving by 14.3%.67 Much of that contraction was due to the breakdown of global supply chains and the disruptions impacting the distribution of food and medical supplies. This issue emphasized how dependent and globally connected countries had become. While some restrictions, such as those on travel, could often be dealt with through videoconferencing, physical assets and transportation required procurement, production, and delivery of goods. Not only were supply chains stopped or stuck, but production was significantly reduced because goods couldn’t be moved. Demand dropped due to economic shutdowns as well. Leaders, governments, and think tanks began reconsidering how local and domestic supply chains might require more stimulus or need reconfiguring in order to avoid such problems in the future.68

By containing its COVID crisis to fewer deaths per capita than the United States, Europe, and Latin America, or so it reported, China resumed its economic recovery sooner than the US did.69 While the US population received mixed messages about safety measures and saw polarized media stories, China strove to appear stoic and unified.70 Seeing the criticism of President Trump’s response to the pandemic, China worked to expand its influence. In the process, though, China also began to overplay its hand on the global stage. Newfound skepticism about China’s heavy-handed diplomacy with the European Union was emerging from the G7.71 This included Beijing being characterized as “bullying” key trading partners such as Australia, with which a tariff war over beef and other products was raging.72 Other regional trade partners turned critical of China’s method of lending money in return for access to resources or infrastructure development projects.73

In addition, China launched an internationally criticized battle with Hong Kong. On June 30, 2020, China’s National People’s Congress passed a sweeping new security law, bypassing Hong Kong’s legislative body in the process.74 The law stipulated that any person who “undermines national unification” of Hong Kong with the mainland could face life in prison. It was a controversial move given the inevitable negative reactions from the US, the UK, the EU, and the international financial community. China was losing soft power and “face” by overstepping.75 Massive protests marked by arrests followed. If China was working to win over the “hearts and minds” of the West, the plan had gone awry.

The United States had risen to global dominance on the back of three compound crises, World War I, the Great Depression, and World War II, which in total spanned four decades. China had sought to capitalize on its rise through two financial crises over two decades. The pandemic that began in China and disrupted global supply chains instigated a resurgence of self-reliance in China. It fortified China’s version of nationalism. With such a large population, the next phase of China’s development was rooted in its domestic policies. It seemed as if it didn’t care quite so much what the rest of the world thought. But China also appeared to be trying to deflect attention from its growing economic weakness.

US secretary of state Mike Pompeo surprised European partners by launching a new US-EU dialogue about China on June 25, 2020.76 Two days later, the US began rolling back Hong Kong’s preferential trade status and announced a round of visa restrictions on Chinese officials.77 China had largely worked to avoid fallout from its role in the spread of COVID-19. But given the pandemic’s origin in Wuhan and the secrecy surrounding that, many governments mistrusted China.78 The picture of the global good citizen that China was trying to cultivate was tainted. Its harsh lockdown policies would damage its optics for years to come.

Still, China had other muscles to flex. As a member of the G20 debt relief program, China sought to demonstrate its leadership by pausing debt payments for seventy-seven low-income countries and pledging $2 billion to help countries recover from the pandemic.

The Chinese government committed $50 million in donations to the World Health Organization. In contrast, President Trump had terminated the US relationship with the WHO and pulled funding from it on May 29, 2020, citing his disdain for it not holding China accountable for the fallout from COVID and for not having done enough to thwart the spread of the coronavirus.79 The US had escalating conflicts with the IMF because it considered the body to be favoring China by virtue of boosting its economic ranking, a practice that had begun in the wake of the financial crisis and continued through the pandemic period under the IMF’s new leader, Kristalina Georgieva.80

Political Pendulum Pivots

Adding to the general uncertainty was the fact that 2020 was an election year in the US. It was no typical election cycle, however. The virus had changed the game.

Donald Trump, Boris Johnson, and Jair Bolsonaro all personally fell victim to the coronavirus. Johnson tested positive for COVID-19 in the spring of 2020 and was subsequently moved to the ICU on April 7, 2020.81 Bolsonaro tested positive on July 7, 2020.82 Finally, the White House announced that President Trump, along with First Lady Melania Trump, had received positive COVID-19 test results on October 2, 2020.83 The three influential leaders would see their strongman style, nationalist messaging, and polarizing stances come into question following their health developments. For their nations’ overall economy, the leaders’ health was largely symbolic. But in election years, symbolism matters.

International curiosity reached fever pitch as the November election approached. Election campaigning took center stage against the backdrop of the pandemic, economic problems, and stock market surges. From June 25, 2020, through the election, FiveThirtyEight’s general election polling averages gave Joe Biden a ten-point lead over President Trump in the national polls.84 That margin was greater than Barack Obama’s had been in 2008 or Hillary Clinton’s largest lead over Trump during the 2016 elections. It matched Bill Clinton’s numbers in 1996.

President Trump seemed to be in the worst position of any sitting president since Jimmy Carter in 1980. But he had proven the polls were wrong in 2016, so a Biden victory wasn’t necessarily a foregone conclusion. Either outcome (or even a situation where the outcome wasn’t immediately known) would have major ramifications for how the US handled the pandemic, how the US would be viewed internationally, and how the country might lay the groundwork for elections to come. Heading into the US presidential election, the top election issue was not the economy but the coronavirus.85 That made it a referendum on Trump’s management of the pandemic. Ironically, in a year in which unprecedented financial behavior had been rampant, the US election would be conducted with barely any economic scrutiny at all.

A similar dissatisfaction with COVID leadership was expressed in France and Italy. In France, an Elabe poll showed that six out of ten French citizens did not approve of how Emmanuel Macron handled the crisis.86 The study also showed that 65% of those surveyed found Macron to be “arrogant,” “authoritarian,” and more of a president for the rich. Slightly more than half felt he made the right economic and social decisions. Meanwhile, a high number of Italian voters came out in favor of chopping the size of their parliament down by a third.87 According to political scientist Giovanni Orsina, this “was a sign of Italians’ strong ‘anti-political sentiments.’”

What made people lose faith in their leaders was that those leaders’ responses magnified existing problems. Whatever goodwill that central banks and governments might have accumulated by securing financial markets and bolstering the elite investor class, those actions had accomplished little for the broader population. The economy was broken, and in many countries no one was even addressing the challenges impacting the majority and especially the most fragile.

As the November 3 election approached, Wall Street got cozy with Joe Biden. The securities and investment industry donated nearly $75 million to his campaign, compared with $18 million to Trump’s reelection efforts.88 Wall Street’s finest piled into the Biden campaign. Major contributors included leaders and former executives from Goldman Sachs and Citigroup.89

After election day, the results were not immediately known. Trump launched into a defensive response shortly after election day, sending out a tweet to his millions of followers saying “STOP THE COUNT” on November 5.90 The post came as his path to an electoral college victory narrowed. The rest of the world watched the US election as much for its political theater as out of economic concern and strategic interest.91

On November 7, it was confirmed that former vice president Joe Biden had won Pennsylvania and would become the next president of the United States.92 Lower-income voters who straddled the center of the electorate and had voted for Trump in 2016, but who had not seen the benefits he promised, pivoted to Biden. In contrast, more higher-income voters supported Trump during 2020 than in 2016. The previous four years of loose money had suited them just fine.93

Democrats lost seats but retained control of the House. The Senate was evenly split, but the Democrats would be able to ask Vice President–elect Kamala Harris to be the deciding vote in case of a tie. The Democrats had achieved an electoral hat trick for the first time since the 2008 election.

Trump supporters denounced the results almost immediately, echoing the president. According to one survey conducted by Politico/Morning Consult, 70% of Republicans did not believe that the presidential election was “free and fair.”94 A national poll by Monmouth University revealed that as many as 32% of voters believed that Biden and the Democrats had stolen the election.95

Big finance didn’t care who sat in the Oval Office as long as Wall Street could use the next administration to its advantage. Indeed, the US election results made November a stellar month for stocks.96 There were significant reasons for this beyond the overt relief of having a more moderate leadership style in the White House. That moderate leadership also meant that the established power of central bank money would remain, as would its ability to bolster the financial markets. In a nod to Wall Street, the Biden administration announced on November 23, 2020, that it would nominate former Federal Reserve chair Janet Yellen to become treasury secretary.97 Wall Street and the markets purred.

There was renewed optimism that a full reopening and economic recovery were around the corner. There was confidence that governments could coordinate a more vigorous battle against COVID-19. As the US was repositioning itself for a new political leader, states were beginning to reduce restrictions. Worldwide, promising results for new vaccines elated markets further.98

As markets leapt to record highs, poverty in the United States rose from 9.3% in June to 11.7% in November 2020. That added nearly 8 million Americans to the ranks of the poor. At the same time, America’s 659 billionaires held double the wealth of the 165 million poorest Americans.99 In the private sector, though some larger and midsize corporations filed for bankruptcy protection, the brunt of the economic damage had been suffered by smaller local businesses. From restaurants to hair salons to health-and-wellness shops to local gyms, businesses were left in shambles, exacerbating economic disparity at street level.

On November 13, 2020, the UK stock market, the FTSE 100, posted its best week since April.100 But that was only half the story. UK unemployment figures were escalating.101 The number of people out of work rose by 243,000 over the prior quarter, the largest increase since May 2009. The overall unemployment rate was 4.8%, but for young people it was 14.6%. In India the same pattern was evident. As its stock market hit new record highs, 400 million Indians were at risk of falling further into poverty.102

In Argentina as of December 4, 2020, poverty affected a staggering 18 million people, or 44.2% of the population.103 Yet Bloomberg reported that Argentina’s junk-rated MSU Energy bond was a good investment, having returned 31% in November, outperforming all other emerging-market corporate bonds.104

The real estate market, especially in nonurban areas, experienced a massive influx of cash purchases. Home prices rose dramatically. From the middle of 2020, urbanites seeking to escape COVID-19-stricken cities sparked bidding wars for suburban houses with all-cash offers.105 The trend put home prices well beyond the reach of most traditional buyers. Speculators and investors, many with no intention of living in their purchases or even seeing them, also clamored for the opportunity to mint what they believed could be big future profits if the COVID-inspired urban flight became a permanent trend.

It was a global pattern.106 In the OECD countries, house prices rose nearly 7% between the fourth quarter of 2019 and 2020. That was the fastest annualized growth in two decades. In the UK, despite economic hardship, a surge in unemployment, and a collapse in business activity, house prices hit fresh highs.107 In Australia, entry-level home prices soared, preventing younger buyers from purchasing their first home in Australia’s biggest cities.108 As the American and international dream of homeownership was postponed for so many, the Dow zoomed to a record of 30,606.48 to close 2020.109 The S&P 500 added $14 trillion in market value to its till.110 The planet’s 2,200 or so billionaires reaped $1.9 trillion in spoils in 2020 to amass a net worth of $11.4 trillion (up from $9.5 trillion a year earlier).111 Twenty-first-century moguls like Elon Musk and Jeff Bezos amassed buckets of money from their share price increases alone. While shares in financial firms like Goldman Sachs rose by 34%, Tesla again proved it had the right tailwinds, cruising along with a 507% rise in its stock price between April 2020 and the end of 2020. Amazon’s stock gained 73% over that period.112

The extent of this distortion emerged in a Fed report that revealed that the US wealth gap widened dramatically in 2020 due to the pandemic.113 What the pandemic ultimately showed was that every avenue of making money was wide open for those who already had money to spare—but plastered with No Entry signs for those who did not.
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Chapter 7

THE THREE I’s: INFRASTRUCTURE, INFLATION, AND INEQUALITY

The test of our progress is not whether we add more to the abundance of those who have much; it is whether we provide enough for those who have too little.

—FRANKLIN DELANO ROOSEVELT, 1937

The start of 2021 was a somber event. Normal New Year’s celebrations around the world were tempered or nonexistent. COVID-19 constraints were still largely in place and vaccination programs had yet to be rolled out to the general public. The arrival of a new year didn’t magically mean an end to economic hardships or social unrest. But it did carry hope that the skies would eventually brighten. In Japan, the Tokyo 2020 Olympics had already been delayed once, and questions swirled around the prospect of another delay.1 In the end, the show went on in the summer of 2021—just without spectators.

In the European Union, complications with the EU’s vaccine program reignited one of Brexit’s most toxic battles when the EU threatened to establish a vaccine border between Northern Ireland and the Republic of Ireland.2 The idea was withdrawn almost immediately, but it did serve to underscore the downside of mixing politics with pandemics. Meanwhile, the total number of COVID-related deaths was escalating, with the United States in the lead to kick off 2021, followed by Brazil, Mexico, and India.3 Combating COVID-19 was anything but smooth.

In the United States, the first full week of 2021 was punctuated by an eruption of political polarization and violence. On January 6, following a Trump rally near the White House, pro-Trump rioters besieged the US Capitol in Washington, DC, as a joint session of Congress was meeting to certify Joe Biden’s electoral win.4 The chaos produced a political chain reaction that ultimately led to the second impeachment of President Trump by the House on January 13, a week before his term expired.5

On January 20, 2021, Joe Biden was sworn in as the forty-sixth president, with Kamala Harris as vice president. The nation was still reeling from the aftermath of the vicious election cycle, the attempted insurrection, and ongoing social and economic ramifications from COVID-19. The new executive team set to work on its agenda rapidly. During his first hundred days in the White House, President Biden signed forty-two executive orders; twenty-one of them were used to revoke sixty-seven of President Trump’s prior executive orders.6 They included the US rejoining the Paris Climate Accord, raising the minimum wage of federal contract workers, and stopping the US withdrawal from the World Health Organization. The flurry of executive orders in back-to-back presidencies was a sign of a twenty-first-century pattern of systemic political weakness, marked by the inability of the nation’s chief executive to garner adequate bipartisan support from a dysfunctional Congress; as a result, he had to impose executive government actions instead. As Biden had proved, such orders could be easily undone by the next administration. This flip-flopping mirrored the impatient seesaw of popular discontent with sitting governments worldwide.

The use of executive orders to alter policy had escalated under Presidents Obama and Trump, but the number issued by President Biden was even greater.7 The protocol emphasized the elite nature of government, which seemed analogous to the divide between the rich and powerful, on one hand, and everyone else, on the other. It was no coincidence that the economic divide was growing and the market rising no matter which party controlled the Oval Office (or similar offices the world over).

President Biden made vaccinating Americans his top priority as a part of his broader plan to keep the economy open and return it to pre-COVID normality. He vowed that the country would administer 100 million vaccines in his first 100 days. Biden also outlined a $1.9 trillion emergency legislative package called the American Rescue Plan Act that called for investing $20 billion in a national vaccination program.8 The proposal entailed, among other fiscal benefits, delivering $1,400 stimulus checks to struggling Americans and extended benefits for the unemployed and those facing food shortages and evictions.9 The final version of that act passed the House of Representatives by a vote of 220 to 211, along predominantly partisan lines, on March 11, 2021.10 It had been a year since the similar $2.2 trillion CARES Act, containing $1,200 stimulus checks, had passed the House under the Trump administration, in a largely bipartisan fashion.11

On March 31, 2021, following up on his campaign promises, President Biden laid out the details of his proposed $2.3 trillion American Jobs Plan infrastructure package in Pittsburgh, Pennsylvania.12 The setting for unveiling his plan was particularly poignant, as western Pennsylvania was a political battleground. It had also been home to the steel industry ever since the time when Andrew Carnegie’s steel company helped build the nation’s railroads and bridges. That blue-collar history resonated with the idea of rebuilding America, jump-starting job growth domestically, and emerging from the pandemic with an eye on the future.

It wasn’t just the United States that was waking up to the modernizing and upgrading trend that China had adopted. Infrastructure was seen as a way to invigorate sustainable economic growth and global competition. Other governments were jumping aboard that train. The United Kingdom’s Treasury Department unveiled its own plan, Build Back Better: Our Plan for Growth, in March 2021. Germany’s similar Recovery and Resilience plan and France’s National Recovery and Resilience plan would be financed through public debt.13 The availability of such massive funding efforts was predicated on the cheap money environment that enabled low-cost borrowing. Such conditions were essential ingredients to funding government initiatives when tax revenues weren’t enough. It also meant the private sector and markets would become more commingled and mutually reinforcing.

Resilient infrastructure could stand the test of time, unlike financial markets stimulated by artificial money and subject to the whims of speculators. However, any development plans would require more debt to finance them. That meant that central banks couldn’t raise rates or decrease public debt buying programs or the size of their books by too much. If they tightened policy in a way that created a drag on the financial system, not only would it deflate markets, but it would render government debt more expensive to service and cause budget shortfalls. The logic was that the commitment to infrastructure spending locked in the obligation to maintain low interest rates.

Smaller countries weren’t oblivious to the need for lasting, modernized infrastructure. They knew that infrastructure strategies developed in the wake of the pandemic would pay off for their economies—and make for a favorable political strategy. But they would be much more difficult to pay for up front. Still, the trend of turning adversity into transformation through multigenerational development projects—ones that could allow the private and public sectors to join forces and compete worldwide—gained traction globally.

An HSBC report titled “Navigator: Building Back Better” revealed that nearly two out of three businesses in Indonesia strongly agreed that adverse periods can lead to the faster adoption of transformational technology.14 That was the case in Taiwan as well, the producer of 80% of the world’s semiconductor chips, which found itself caught in the crossfire between the US and China trade wars.15 Behind the scenes, Taiwan was trying to build its own economic path forward and elevate its position on the world stage. Even US neighbor and major trading partner Mexico announced a nearly $14 billion infrastructure plan, which was projected to create 190,000 jobs and lift the country’s economy out of its biggest slump since the Great Depression.16

Throughout this renewed emphasis on infrastructure projects, the Fed remained as influential as ever. Fed chair Jerome Powell had been chosen by President Trump for the post, but he was originally nominated to its board of governors in 2012 by President Obama. His relationship with President Biden was less contentious than it had been with Trump. It also helped that he was treasury secretary Janet Yellen’s former number two and they held similar views. The Biden administration aligned with an emboldened Fed and crafted policies that would keep the financial markets buzzing at all costs. Naturally, on November 22, 2021, Powell was reappointed for another four-year term as Fed chair.17 Dr. Lael Brainard, the favorite of the more progressive Democrats, who also supported dovish policy, would serve as vice chair. The duo signified that whatever tweaks regarding tightening of the Fed’s policy were ahead, backing federal spending and market stability would remain front and center.

Infrastructure: The Great Equalizer

Several economic sectors stood to benefit from the combination of public fiscal support and private financial interest. Construction and innovation had proven effective tools for providing long-term economic benefits in the past. However, politics pervaded discussions regarding the details of what to renovate or build, and how much was needed to fund it. Conversations over the allocation of federal resources to modernize, repair, renew, and build things tended to face uphill battles and dramatic posturing in Congress. The private sector was fine with either party’s proposals, as long as they resulted in plans that drove federal contracts and boosted share prices. Infrastructure projects meant big business for government contractors, public-private partnerships, and large investors. That’s why Wall Street, the energy sector, and the construction sector, among others, were eager to see President Biden’s infrastructure plan turn into action.18 As expectations of a huge, bipartisan infrastructure package neared fruition, construction and materials companies’ share prices rose, as did shares in both traditional and sustainable energy firms.

Still, there was wrangling in the halls of Congress over cost. Pushback centered around two core items. The first hurdle was over what constituted “infrastructure.” In the traditional sense it had meant roads, bridges, airports, energy, and public transit. But debate also centered around whether infrastructure should be expanded to embrace items for a modern era, such as expansion of high-speed internet, upgrades for sustainable power grids, childcare support systems, and other “human infrastructure” items—essentially, a major expansion of the social safety net to cover areas like health and education. The more comprehensive and expansive the plan, the greater the concern and criticism over triggering inflation and a large amount of new debt. Construction costs and prices for tech-driven materials were already escalating anyway.

Building sustainable physical infrastructure on a scale that had not been seen since President Johnson’s Great Society could prove to be an economic equalizer between people who weren’t invested in the markets and those who were. The benefits of shaping and delivering a more equitable foundation to the economy would directly impact people’s day-to-day lives while supporting the fundamental or intrinsic value of companies’ share prices at the same time.

The broader economy depended on the condition of the infrastructure underpinning it. Modernized airports, resilient electric grids, high-capacity broadband networks, and smooth roadways were imperative for the movement of goods, services, people, and information. Even in 2021, one in four households in the United States had no internet, and a quarter of a million households only had dial-up connections.19 Achievements in the healthcare, childcare, and senior care sectors could reduce the cost of, and burden on, these essential services. All of this could render a society more productive and comfortable while reducing the overall strain on its economic system that resulted from emergency situations ranging from broken bridges to overloaded hospitals.

The equalizing potential of developing and building things centered on a simple fact: the better the infrastructure, the less it costs to maintain in the future. It can enable people to live outside of expensive cities and ultimately reduce cost-of-living burdens on everything from rent to transportation. What American history has shown, from the time of President Lincoln’s authorization of the transcontinental railway in the 1870s to the establishment of President Eisenhower’s interstate highway system in the 1950s, is that in times of upheaval, certain types of infrastructure can pay for themselves and remain largely hedged against inflation and even recession-proof.

Infrastructure could drive job creation globally. In the United Kingdom, 1.2 million jobs over two years were projected as a result of realizing the country’s green infrastructure plans.20 Based on the UK government’s Plan for Jobs recovery goals, the National Infrastructure and Construction Pipeline set out £650 billion worth of private and public investment in September 2021.21 The plan established a vision for innovation and reform for UK infrastructure over the next decade and reflected many of the same priorities as the Biden plan. Other global economic leaders like Japan, Germany, and India were allocating massive billion- and trillion-dollar packages to remain globally competitive over the decade ahead.22 Whatever the post-pandemic world looked like, the economies with the most modern, equitable infrastructure systems were set to come out on top.

With markets soaring and the real economy lagging, creating new jobs was as critical for people on the ground floor of the real economy as it was for governments seeking a competitive edge. In China, expanding the job market was a “top priority.”23 By July 2021, the youth unemployment rate (for those ages sixteen to twenty-four) had reached 16.2%.24 A record number of Chinese graduates were seeking to enter the workforce but not finding jobs. In South Africa, the weak post-pandemic recovery highlighted the need for a structural realignment of the economy and a focus on the labor force. Low-wage workers suffered four times the number of job losses as high-wage earners during the pandemic, and more than one out of every three working-age people remained unemployed as of mid-2021.25

The IMF reported that among advanced economies, the 4.9% economic contraction in 2020 reflected one of the worst declines since the Great Depression.26 Those stark figures underscored the sad reality of the supposed economic recovery: it wasn’t for everybody. While the world of finance moved on quickly, those outside the investor class remained stuck. That distortion highlighted the critical need for federal or public-private investments in non-market-related endeavors.

One area of focus around the world was the need for clean, renewable, and sustainable energy. Regardless of political persuasion, new energy sources were crucial if countries were to remain competitive, and they were the building blocks of global development. Political debate on green investment in particular ran hot and cold, especially in the US Congress. Indeed, high-paying jobs in the sustainable energy sector were booming. The US Bureau of Labor Statistics reported that the two occupations projected to have the fastest employment growth from 2016 to 2026 were in the solar and wind sectors.27 Even LinkedIn showed that green job vacancies were growing 1.5% faster than the overall average on the platform.28 According to a 2022 report from LinkedIn, “In the last five years, the number of Renewables & Environment jobs in the U.S. has increased by 237%, in stark contrast to the 19% increase for Oil & Gas jobs.”29 The International Labor Organization estimated that 24 million jobs would be generated by the green economy over the next decade.30

Wall Street and big tech companies were jumping onto the new energy bandwagon with enthusiasm. Four of the FAANG giants, Amazon, Google, Facebook, and Microsoft, emerged as the world’s largest corporate purchasers of clean energy in 2021.31 It was a key move toward building their brand appeal with millennial and younger generations that were generally more concerned about the earth’s carbon footprint than older ones. But there was more to it than that. Tech goliaths wanted to optimize their balance sheets and reduce their energy costs. Sustainable energy made business sense. Wall Street banks and big money funds were quickly adapting to the green trend.32 ESG funds, linked to companies that positioned themselves as prioritizing social, environmental, and corporate governance principles, were sprouting up alongside a new focus on conservation among financial investors.33 Wall Street banks were not deaf to the chatter. Some of the biggest banks, including Citigroup, JPMorgan, and Bank of America, saw opportunity. The trio pledged a minimum of $4.5 trillion toward sustainable energy efforts and climate-conscious projects by 2030.34

Goldman Sachs, Citigroup, and Bank of America announced net-zero greenhouse gas emissions targets within their financing objectives. The largest and most influential Wall Street bank, JPMorgan Chase, pledged to invest or lend $2.5 trillion over the next decade in the climate change and sustainable development arenas, with $1 trillion of that marked for green projects.35 Competition meant opportunity for Wall Street. Green was good. Internationally, from a geopolitical and geoeconomic perspective, as the US and China remained in competition for power and influence, infrastructure, sustainable energy, and tech innovation were fertile battleground sectors.

With that impetus, on November 15, 2021, after Congress and the White House hacked the proposed bill in half, President Biden signed the $1.2 trillion Infrastructure Investment and Jobs Act into law.36 It included highlights such as $110 billion in spending on roads, bridges, and major projects, $65 billion toward broadband, $73 billion for power infrastructure, and $66 billion for passenger and freight rail. Congress separated out what Biden once referred to as “human infrastructure” in order to pass that landmark legislation first. The second piece of legislation, known as the Build Back Better Act, was intended to complement that bipartisan infrastructure effort, allocating spending for childcare and providing tax credits for struggling families together with more environment-oriented projects.37 By the end of 2021, however, no progress had been made, and the flaws in the US health and social system remained as exposed as they had been before the pandemic began.38

However, the stock markets were quite happy that the first act earmarked money for physical infrastructure. By early December 2021, stocks that would benefit from projects destined to improve the nation’s highways, bridges, and ports were rallying. Steel product giant Nucor’s stock price more than doubled in 2021.39 The exchange-traded fund PAVE, which invests in a wide range of infrastructure stocks, rallied by 37% over the course of the year.40 Shares in Jacobs Engineering Group, a construction services firm that generates 20% of its annual revenue from US government contracts, rose by 37% in 2021.41

Foreign Policy, Biden Style

The Biden White House perpetuated the latent animosity in US-China relations. President Biden’s approach to China, while stylistically different, was in many ways similar to his predecessor’s. The trade wars with China were far from over. The Biden administration’s unrelenting stance had the potential to bring continued economic pain and tariff-related price inflation to everyday people and businesses that had already suffered from the one-two gut punch of tariffs and a global pandemic.42

The Biden administration’s approach to China involved deploying the combined geopolitical power of the G7 to condemn its largest rival for a litany of activities, from human rights abuses to ongoing political clashes over Hong Kong, Taiwan, and the South China Sea.43 In addition, by working closely with the G7 allies, the US sought to counter China’s global economic reach by adopting a coordinated infrastructure spending plan. This policy was put into action when President Biden advocated the US-backed Build Back Better World (B3W) plan at the June 2021 G7 summit, held in Cornwall in the UK.44 He characterized the proposal as a higher-quality alternative to the Chinese Belt-and-Road pan-regional infrastructure program. In truth, it was a sign that the United States was waking up to the fact that it couldn’t compete economically if it didn’t work collectively. The US needed its economic allies and historical partners in order to navigate the infrastructure dynamics of the twenty-first century.

Along with isolating their common rival, there were other items on the economic agenda that the Biden administration wanted to accomplish with the other G7 members. One major item, one that had the potential to reduce some of the tax burden on the middle and lower classes, was increasing taxes on multinational corporations. Even prior to the pandemic there hadn’t been enough taxes flowing into government coffers to fuel economic sustainability, balance budgets, or build considerable infrastructure, and the pandemic-inflicted economic slowdowns only exacerbated the problem. President Biden also prompted the G7 to collectively increase their tax revenues and take action against corporate tax havens.

While regular people don’t have the accounting teams needed to take advantage of major tax loopholes and tax shielding schemes, a majority of the world’s largest companies routinely employ those to avoid paying some taxes. In 1980, the world’s average corporate tax rate was an estimated 40%, but by 2020, that average had dropped by nearly half to an estimated 23%.45 In 2017, according to economists at the University of California, Berkeley, and the University of Copenhagen, as much as $700 billion was stashed away in tax havens.46 A 2016 trove of 11.5 million records of tax avoidance and other details about hiding money was uncovered by the German newspaper Süddeutsche Zeitung and the International Consortium of Investigative Journalists.47 This trove, called the Panama Papers, revealed the existence of more than 214,000 tax havens involved with ultrawealthy individuals and entities from two hundred different countries. Those money-hiding mazes still exist and enable the ultrarich and corporate powers to stash their money in offshore mechanisms, while ordinary people are left to play by the rules.

On June 5, 2021, after concerted efforts and international lobbying by US treasury secretary Janet Yellen, the G7 agreed to set a global minimum tax rate of 15% on overseas profits, no matter where they originated.48 Speaking at the G20 meeting in Venice, Italy, in July 2021, Yellen remarked, “The international tax deal protects the free, open economic order that is crucial for investment and growth. And at the same time, it is welcome news for middle- and working-class people around the world.… We can cooperate in ways that make us more competitive in the global economy. We can solve problems together that we can’t solve alone.”49

Two months later, on October 8, 2021, an agreement to that effect was signed by 136 countries.50 The new global tax paradigm was expected to bring in an additional $150 billion in taxes per year. However, this represented only a small victory in the fight against inequality and the lopsided tax system that favored the wealthy. It was a drop in the bucket; what’s more, it would prompt a search for other tax havens rather than eliminate the issue. Plus, the extra tax inflows would accrue disproportionately to the wealthiest countries, and result in expanding the international inequality gap between rich and poor nations.51 In essence, the tax policy marked another flag in the race to the bottom for poorer countries.

As a goodwill gesture along the way, the US and EU agreed to end tariffs on metals and aircraft trade, and also lift steel and aluminum tariffs by December 1, 2021.52 This was a way for the Biden administration to secure its partnerships with its economic and military allies while gaining ground on competition with China. It was also a chance for the United States to signal to the international community that it was back at the table of multilateralism after the Trump years.

On the ground, normal people were far less concerned about global tax evasion. What mattered most was what was happening at their own dinner tables and with their wallets. In the United States, consumer sentiment had plummeted to the lowest point in a decade by early August, despite a supposed economic “reopening” and resurgent summer travel season.53 There had been only two other similarly large declines over the previous half century—one in the midst of the 2007–2008 recession and the other during the first wave of pandemic shutdowns in April 2020. Americans, like others around the world, were losing faith in everything from personal finances to job prospects to government leadership.

Even before the pandemic, only the richest 20% of American households had recovered fully from the 2008 financial crisis. In 2021, the top 1% of Americans possessed more wealth than the entire middle class, a phenomenon that had first emerged in 2010.54 In that top 1% were 1.3 million households, out of 130 million nationally.55 Those households, which included about 3.38 million people who each made more than half a million dollars a year, held a total of $41.52 trillion at the end of 2021, according to the Federal Reserve.56 That was $10 trillion more than the comparable figure at the end of the first quarter of 2020. The total wealth of the top 10% shot up to a massive $90.32 trillion, an increase of $18.5 trillion. US billionaires saw their wealth increase by 62% during the pandemic. In contrast, the total wealth of the bottom half of American households flatlined at $2.62 trillion. Much of that wealth increase at the top was due to stock and financial investment price increases, because the wealthiest 10% of Americans own an estimated 89% of US stocks and mutual funds.57

The financial gap is most acutely felt when jobs are at risk. An estimated 76 million Americans lost their jobs between March 2020 and early 2021, and nearly 100,000 businesses were permanently shut.58 The economic impact of that loss of income was not periodic but long-lasting.

During 2021, a second COVID wave in Europe and flare-ups throughout Asia and Latin America provoked a seesaw pattern of market behavior and economic uncertainty.59 On the plus side, the Pfizer, Moderna, Johnson & Johnson, and AstraZeneca vaccines had been rolled out in a semi-coordinated fashion in certain countries, mostly Western ones, in the first half of the year.60 Reflective of the global power and diplomatic dynamics, the Chinese-developed vaccines, Sinovac and CanSino, were distributed across parts of South America, Africa, Asia, and the Middle East.61 While the most powerful leaders debated the merits of one vaccine over another, they were also prioritizing vaccinating their populations instead of distributing vaccines with a global plan in mind. The hesitancy, inability, and neglect of government leaders to strategically fund and distribute vaccinations contributed to some of the deadliest surges of the pandemic.

A more contagious and potentially deadlier variant of the coronavirus, the B.1.1.7 variant (later called Delta), was first detected in the United Kingdom in December 2020 during an investigation into why coronavirus cases in Kent were rising despite a November lockdown.62 The variant appeared to be in a race with the vaccine. That sent shivers up the spine of the markets and the economy, as the memory of lockdowns remained raw. By March 2021, the Delta variant was traversing the world. By late 2021 and early 2022, another variant, Omicron, took its place, forcing new lockdowns and closures.

Any governments with slow vaccine rollouts or insufficient supplies fell further behind. Vaccinations were both a public health imperative and an economic one. By April 2022, only 15.2% of people in low-income countries had received at least one dose of any vaccine.63 But the developed world, for all its technological advancement and multicultural drive, was not isolated from illness. The virus did not care about borders or cultural differences. Even with lockdowns, breakthrough cases and transmissions across countries were unavoidable and inevitable.

The truth was that the most vulnerable emerging economies did not have the capabilities to develop or pay for vaccines, let alone implement sweeping vaccination programs. That division fostered a new wrinkle around the world: “vaccine nationalism.” The developing countries of Africa, already plagued by persistent hardships, were squeezed even further as wealthy nations focused on their immediate allies and efforts to support their own populations.64 This medical imbalance also engulfed the Caribbean and less-developed Latin American countries, as well as many of the economically challenged Middle Eastern states.65 The menace of virus transmissibility was an ever-growing threat for the downtrodden.

Instead of the world coordinating efforts among governments and leaders, negligent and selfish nationalism took precedence. Rather than developing a global plan to prioritize the manufacture of the greatest number of doses and distribute them around the world as fast as possible, leaders turned inward. Some countries, including the US and Canada, which were slower to roll out the vaccine, would face the dilemma of eventually having more vaccines than they needed.66 Yet instead of targeting geographical locations where the crisis was worst, leaders squandered valuable time, which allowed more outbreaks to occur and variants to evolve and spread.

Death counts, breakthrough cases, inflationary pressures, and economic challenges grew. As calls to “listen to science” rang out, pushback against vaccine mandates or passports erupted, and vaccine xenophobia developed, targeting nations that received Chinese, Russian, or Cuban vaccines.67 The truth was that no geographic location was immune to fear or disease. Just as every place on earth stood to benefit from a healthy population and an opened economy, the world was far too connected to have governments deploy unilateral action.

Inflation Rears Its Head

In the meantime, another storm was brewing: spiking commodity, agricultural, and materials prices. Some of those price increases were due to supply chain disruptions. Some were due to increasing demand associated with reopening economies. Whatever the reason, the spikes caused angst among market players, central bank observers (though not necessarily central bankers), and consumers alike. What remained was an underlying issue where people’s wages were not keeping up with the cost of items from meat to medicine. That had already been the case before the pandemic, which only aggravated the problem.

The inflation conversation infiltrated markets and economic opinion with increasing frequency in 2021. The Fed first began fielding questions about inflation in January 2021, at which point Chairman Powell deemed it too low to be material to policy.68 It took until April 2021 for the Fed to even acknowledge inflation pressures as more substantive.69 The official reason for maintaining an ultra-loose policy was that the employment picture hadn’t recovered sufficiently enough to warrant turning hawkish.70 While the economy and jobs situation did have a long way to go, that wasn’t the full story. The unspoken reason the Fed didn’t want to alter its policies was that it didn’t want to upset the markets. Wall Street worried that if Fed leadership hinted at making moves that could be interpreted as inflation-fearing ones, concerns over the loss of the cheap money supply might dampen market cheer. But the debate about whether inflation was transitory or not did not matter to those at the lower end of the economic ladder. Higher prices and uncertain times made life harder for most people living in the real world.

The US government, even outside of the halls of the Marriner S. Eccles Federal Reserve Board Building, showed little interest in acknowledging inflation in any meaningful way either. They wanted to avoid creating panic in the US Treasury market, which could cause long-term rates to rise. That would make it more costly for the government to service its massive debt. It could also drive up the cost of investing in infrastructure or anything else dependent on government spending. So everyone was willing to look away and hope that inflation would somehow dissipate of its own accord.

The Fed’s monetary policies were not just a matter of US domestic concern. Because the US dollar was the premier global reserve currency, anything that impacted the dollar and the world’s most influential economy had far-reaching implications. In Europe, the feeling toward inflation was equally sanguine among those who didn’t have to worry about paying for things. In June 2021, the European Central Bank forecast that inflation would increase in 2021 but subside in 2022 and 2023.71 ECB leader Christine Lagarde reaffirmed that the ECB’s dovish stance was necessary for growth, saying that it needed to be “watering the green shoots” of the economy.72 On that basis, the central bank reinforced the Fed’s interpretation of inflation as a short-term or “transitory” visitor that could eventually be kicked to the curb. Luis de Guindos, vice president of the ECB, said at the Frankfurt Euro Finance Summit on June 28, 2021, that the ECB would remain “attentive to incoming information to assess whether the temporary increase in inflation gives rise to second round effects that could translate into a more permanent development.”73 It was equivalent to saying that they would keep one eye open, but barely. Inflation was anything but transitory.

Doing its part to sidestep inflation fears and uphold its cheap money policy, in June 2021 the Bank of Japan announced it would extend the duration of its Special Program to Support Financing in Response to the Novel Coronavirus (COVID-19) to the end of March 2022.74 The BOJ said it would maintain its current monetary easing measures and “not hesitate to take additional easing measures if necessary” based on COVID conditions. Speaking about Japan’s inflation rate, which was 0.2% in July 2021 and averaged 0% for the year, Amamiya Masayoshi, deputy governor of the Bank of Japan, explained, “While the inflation rate has risen clearly of late in the United States and other countries, it has been sluggish in Japan. Given this, it is necessary for the Bank to persistently continue to conduct powerful monetary easing with a view to achieving the price stability target.”75 The joint ECB and BOJ embrace of dovishness in the face of a possible Fed pivot to slight hawkishness underscored the global collusion, implicit or explicit, that kept overall monetary policy cheap.

The Bank of England equivocated at first on inflation levels as well. In a speech at the beginning of July, BOE governor Andrew Bailey said his “view is that the economy will revert to the lower average underlying growth rates that we have seen since the financial crisis.”76 The message at the time was that central banks were not going to go down without a fight. If the economy and inflation weakened again, central bank policy would have the excuse to stay loose. But if inflation rose or remained persistent, a slightly more hawkish approach was warranted.

In the real economy, there are two main kinds of inflation. There’s inflation caused by a mismatch between supply and demand, primarily due to extraneous circumstances. Then there’s inflation that results from natural economic growth and associated price movements. In theory, these can eventually balance each other out. Commodity price inflation doesn’t necessarily have to cause long-term consumer price inflation because consumers buy end products, not the raw materials that go into them. But increases in commodity prices can still cause increases in consumer prices over any timeframe, as companies will look to pass along costs.

For that reason, commodity prices can be a leading indicator of inflation if they stay high for a prolonged period. Sharp increases in demand or shortages in supply (say, due to a pandemic or trade war)—or both occurring at the same time—are more complex indicators of economic growth. Commodity prices can also be impacted by external systemic shocks (examples of this can be seen seasonally when crops are plagued by water scarcity) or by abnormal factors (as was the case when a cyberattack on Colonial Pipeline’s virtual private network on May 7, 2021, caused sweeping oil shortages across the Eastern Seaboard of the US).77 External shocks that damage multiple points of agricultural and industrial production can also produce sharp rises in costs because multiple spots along the supply chain are under siege. Furthermore, prices can be moved by high-volume speculation from institutions like hedge funds and large Wall Street trading desks looking to make a buck by betting on various commodities throughout the markets.

Consumers, at the passive end of this chain, are then slapped with price increases if companies decide to pass on their extra costs. If commodities are plagued by prolonged external and supply-and-demand conditions together, that can lead to prolonged inflation. Unfortunately for the most economically vulnerable, even when prices retreat, they can remain high enough relative to what people earn to still inflict an inflationary hit on “dinner table economics.” Even more unfortunate is that such pressures are the sort that central banks tend to ignore, as they threaten the narrative of inflation as “transitory.”

During 2021, commodity prices soared from their pandemic-induced March 2020 levels. Ballooning prices impacted essential items, damaging people’s wallets at a time when few could afford to take such a hit. The problem had a cascading effect. People and small businesses at the bottom of the supply chain had little choice but to purchase certain items to provide for their families and keep their businesses afloat. They were the ones hurt the most by escalating prices. Families already struggling to make ends meet were faced with rising costs on staple items ranging from meat to fuel to cereal and corn. A year after COVID-19 struck, household-name companies from Coca-Cola and Procter & Gamble to General Mills were announcing price hikes to counteract their rising costs for raw goods.78 It so happened that the move also bolstered their share prices.

Prices for oil, copper, and corn doubled in the year after the onset of the pandemic.79 Lumber and steel prices more than tripled.80 While those increases stemmed from a low base, which meant they were measured relative to artificially suppressed levels, the annual percentage rise was high and very real for consumers. Headlines captured the historic nature of these increases in exaggerated tones. The question became, as Fortune posed it in a July 2021 headline on inflated steel prices, “When Will the Bubble Pop?”81 But this wasn’t just a bubble; it was a shift in multiple parts of the supply chain, impacted by sourcing, labor, health, and politics. The larger question was, what happens if it doesn’t pop?

Worldwide, factory inventories had been depleted due to the pandemic. Suddenly factories faced bottleneck issues, large restocking orders, escalating expenses as businesses reopened, and a boom in raw materials prices that impacted everything from lumber for building projects to a jump in airline ticket prices due to higher fuel prices.82 As pandemic-related restrictions were loosened and vaccination rollouts were implemented, more people went out, took to the roads, booked flights, and gathered for summer holidays—all inciting demand-based price surges.

The need for agricultural commodities surged as well. China, the world’s largest importer of soybeans and corn, increased its appetite for those products to feed its massive population and large numbers of livestock.83 These cash crops required good weather over the summer months in the United States and later in Brazil and Argentina to meet global demand. Inclement spring weather had caused further price spikes.84 Prices for items from beef to iron ore hit new records as the Chinese economy rebounded.85

The S&P GSCI composite commodity index, comprising twenty-four commodities and products from all commodity sectors—energy, industrial metals, agriculture, livestock, and precious metals—had risen by 22.88% in the first five months of 2021, and would rise 47% by its October peak that year.86 Energy prices registered the biggest gains amid a rebound in crude oil prices due to economies reopening. Metals prices boomed on the expectation of infrastructure projects and green energy growth, led by copper and silver as two necessities in those arenas. Global food prices surged in 2021. According to the Food and Agriculture Organization of the United Nations (FAO), the five-foods FAO index hit a ten-year high as vegetable oil, sugar, and cereals posted new records, while meat prices hit records in July before subsiding somewhat.87

IMF head Kristalina Georgieva warned of inflation in her July address to the G20, stating, “There is a risk of a more sustained rise in inflation or inflation expectations, which could potentially require an earlier-than-expected tightening of US monetary policy. Other countries face similar challenges from higher commodity and food prices.” But she did not leave it there. Georgieva added a plea to the central banks not to raise rates but to keep their cheap money coming: “Higher interest rates in the US could lead to a sharp tightening of global financial conditions and significant capital outflows from emerging and developing economies. It would pose major challenges especially to countries with large external financing needs or elevated debt levels.”88 So Georgieva’s inflation warning was for show: she explicitly advised against doing the one thing that traditionally staves off inflation—raising interest rates.

In his virtual speech at the annual Jackson Hole Conference that traditionally hosted elite central bankers on August 27, 2021, Chairman Jerome Powell remained unfazed by inflation as anything more than temporary. He explained, “Incoming data should provide more evidence that some of the supply-demand imbalances are improving, and more evidence of a continued moderation in inflation, particularly in goods and services prices that have been most affected by the pandemic.” Regarding tapering of the Fed’s bond-buying program in 2021, he equivocated: “We will be carefully assessing incoming data and the evolving risks. Even after our asset purchases end, our elevated holdings of longer-term securities will continue to support accommodative financial conditions.”89

That sentence was more telling than any minor policy reversal would be. It was clear that the money rug beneath the financial markets might be vacuumed a bit, but it would never be pulled out from under them. The move signaled that the distortions under way would be permanent.

As Powell made his Jackson Hole comments that August, the four largest central banks owned nearly $30 trillion worth of securities.90 The Fed held more Treasuries than ever before (an amount equivalent to 25% of the US government bond market). That’s why the markets barely shrugged over Powell’s carefully crafted dovish language regarding asset tapering. By saying “We are carefully monitoring incoming data,” Powell had committed himself to nothing specific.

The Fed rationalized its cheap money policy while downplaying the disparities between what essential goods and services cost and what most people earned. The US federal minimum wage remained at $7.25 an hour, and while wages had risen at a rapid pace from their pandemic lows, they had not kept pace with consumer price inflation. That had the effect of rendering overall US real average hourly wages (or wages minus inflation) lower by the end of 2021, meaning that when price inflation was taken into account, wages had declined.91 While neglecting Main Street, central bank leaders seemed anxious not to upset the financial system, perhaps recalling that when the Fed had raised rates by a minuscule 25 basis points in late 2015, all hell had broken loose. The Fed did not want a repeat performance. The truth was that there was an abundance of signs that asset price inflation in the markets themselves was rising—yet that went largely undiscussed, as it had in the aftermath of the 2008 crisis. The issue was whether the risk of the markets recoiling due to the restriction of cheap money was less than the dangers of price inflation outside them.

At a September 29, 2021, panel discussion hosted by European Central Bank president Christine Lagarde, together with Bank of England governor Andrew Bailey and Bank of Japan governor Haruhiko Kuroda, Powell admitted, “Of course, if we were to see sustained higher inflation and that were to become a serious concern, I would tell you the FOMC would certainly respond and we would use our tools to ensure that inflation runs at levels that are consistent with our goal.”92

BOE head Andrew Bailey predicted that inflation would rise through the Christmas holidays and into the New Year, thereby providing a reason that interest rates might have to rise in 2022.93 The harsh irony of combating inflation by lifting interest rates is that it makes borrowing costs for real people rise as well—serving up a one-two gut punch to ordinary people.

After months of being probed about inflation by the media and public opinion, Chairman Powell relented while testifying on November 30 before the Senate Banking Committee. He said that he would retire the term “transitory” and that the Fed might begin to “wrap up” its asset purchase programs.94 However, something like Newton’s third law—that for every action, there is an equal and opposite reaction—applies to central bank dynamics. Despite the Fed’s slightly hawkish shift, ECB president Christine Lagarde remained resolute in underscoring that the ECB was unlikely to hike eurozone interest rates at all in 2022.95 She characterized the rise of eurozone inflation to a record high of 4.9% in November (more than twice the ECB’s target) as a passing “hump” that was likely to have “peaked.”96 She kept open the possibility, though, that if the price of goods increased by too much, the ECB would act. The ECB’s and BOJ’s maintenance of dovish interest rate policy in the face of rising inflation was how these bodies had acted when the Fed tapered years earlier.97 In doing so, they were holding the massive global central bank subsidy to the markets largely in place.

Finally, on December 15, 2021, the Fed confirmed it would taper, or reduce, the $20 billion monthly amount of its bond purchases beginning in 2022.98 The Fed also signaled it might hike rates sooner than expected, raising them to 1.6% by 2023 and 2.1% by the end of 2024, with a potential for three hikes in 2022.99 The next day, on December 16, 2021, the Bank of England became the first major central bank to raise rates from the pandemic lows, to 0.25% from 0.1%. With UK inflation forecast to peak at 6% by April 2022 (three times the BOE’s target rate), markets speculated more rate hikes in 2022. Inflation rose 7% by March 2022, its fastest rise in thirty years.100

For its part, Japan remained unconcerned about inflation. Following the Fed’s taper announcement, BOJ governor Haruhiko Kuroda declared on December 19, 2021, “Each country decides their monetary policy seeking stability in their economy and prices.… It’s only natural that there’ll be directional differences.”101 He added, “I don’t see us moving toward monetary policy normalization in the way the U.S. and Europe are.”

In Brazil and other developing economies, inflation caused a sizeable decrease in the purchasing power of ordinary citizens.102 Inflation in Brazil hit 10.25% toward the end of 2021, its highest level since 2016. China’s factory inflation rate hit thirteen-year highs because of escalating raw material costs.103 Inflation wasn’t just an academic economic term or tradeable event for most folks. It was a problem that threatened their survival and well-being—whether they had a proper meal or a home.

Wall Street traders were happy to profit from any commodity price movements, up or down. Volume in commodity trades skyrocketed as supply shortages contributed to the swell in prices.104 The Bloomberg Commodities Spot Index, a measure of twenty-two raw material prices, rose 78% by mid-2021 from its March 2020 low at the start of the pandemic.105 It nearly doubled by the end of 2021 (see Figure 9).106 The benchmark price of Brent oil per barrel hit a three-year high, flirting with a $100-per-barrel price in 2022 for the first time since 2014. It hit $127.98 on March 8, 2022, due to the Ukrainian War.107
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Figure 9.





These increases in commodity prices manifested differently for different countries. Consumers in emerging markets that were still dealing with rising coronavirus cases and higher prices for basic food and living expenses were hardest hit.108 That, coupled with a sharp appreciation of the US dollar relative to domestic currencies, made imported items even more expensive and burdensome. Indeed, the greenback closed 2021 with its biggest annual gain in six years after the Fed shifted from its ultra-dovish stance, though other central banks, notably the ECB, BOJ, and PBOC, did not immediately follow that policy change.109

The markets, on the other hand, after a brief period of rumination, decided to make it very clear to Fed chairman Jerome Powell how unhappy they were about the Fed’s pivot to raising rates. As a result, market volatility spiked up in January 2022 in a sort of panic-like series of intraday movements reminiscent of those in March 2020. The S&P 500, Dow, and Nasdaq all dipped into what’s called “correction territory,” which is when stock markets or individual stocks shed 10% or more of their value. The Nasdaq fared the worst. This was all due to fear that the Fed was, as the Wall Street Journal overstated it, “about to end America’s era of easy money.”110 As if raising rates by two full percentage points over two years, as the Fed indicated it might, would mean an actual end to easy money.

The Fed was caught between another rock and hard place of its own making. Again, the Fed had articulated no exit plan at the onset of the pandemic. So when it signaled a series of rate hikes, markets reacted with stomach-churning choppiness. Trying to serve two masters, the markets and the economy, had again shown itself to be an approach that would never self-correct without pain for both, which became increasingly apparent as 2022 unfolded.

Inequality and Angst Inflate Too

In the wake of the pandemic, prevailing economic anxieties metastasized. As of June 2021, nearly 40% of US small businesses had closed for good.111 By August 2021, according to Opportunity Insights, employment rates for workers in the bottom third of wage earnings (making less than $27,000 annually) dropped by 21% compared to January 2020 and the start of the pandemic.112 Those in the top third (making greater than $60,000 annually) saw an average 10% increase.

On Main Street, local business communities were struggling. In its annual State of Working America series, the Economic Policy Institute unveiled several troubling truths regarding job losses between February 2020 and February 2021. They noted that “within the worst-hit sectors, workers in the lowest average wage and lowest average hour occupations were hit the worst and remain most damaged a year later.”113 That meant that even as the economy reopened, a gap remained for those workers (especially in the leisure, hospitality, public, and education sectors).

Lasting damage was particularly acute for women. COVID-19 increased the existing financial pressure on working mothers, low-wage workers, and those who couldn’t work from home. A post-pandemic survey from the Brookings Institution found that one out of every four women who lost their job due to the pandemic reported that it was due to a lack of childcare. That figure was twice the rate of the men surveyed. Between February and August 2020, mothers of young children lost 2.2 million jobs, in contrast to 870,000 jobs lost by fathers.114 Even if those jobs were recovered, the loss of money in the interim would be hard to regain.

For those already living paycheck to paycheck, the pandemic was a catastrophe. Those at the lower end of the economic spectrum, unable to invest in the rising stock market or to fortify their financial needs in some other way, found the growing divide a hard pill to swallow. The loss of jobs and income during the most restrictive periods of the pandemic shrank the middle class further.115

This phenomenon of falling further behind reverberated across the globe. In Portugal, the unemployment rate leapt 37%.116 In South Africa, the unemployment rate hit a record high of 32.6% during the first quarter of 2021, the highest rate of joblessness since 2008.117 Economic woes were exacerbated by the inconsistency of vaccination distribution. If people did not have proper access to vaccines, lingering COVID-19 would suppress economies, negatively affect overall health, and contribute to wider inequality.

The World Economic Forum reported that the pandemic likely pushed an additional 100 million people into extreme poverty, doubled levels of acute hunger, and made it more likely that people would die from starvation and poverty-related causes than from COVID-19.118 As the Tribune writer Grace Blakeley sharply framed the issue of wealth accumulation: “This doesn’t simply raise moral questions about the distribution of wealth during a pandemic—it requires us to ask exactly how those at the top are doing so well while demand in the global economy is so subdued.”119 The answer to that question could be boiled down to the chief enabler of permanent distortion. It was not the real economy that put the world in financial peril. It was not Main Street that became “too big to fail.” It was central banks’ response that allowed those that needed financial support the least to benefit the most.

Alongside inequality, the growing distortions triggered by out-of-control monetary policy spurred the political pendulum to swing more violently. An epoch of choppier, more polarized politics and political shifts was under way. Voter sentiments were fluctuating rapidly. Five years after the wreckage of the financial crisis, they had pivoted right. Five years later, they were pivoting left. This phenomenon mostly reflected a shift away from whatever existed before and whoever was in power. In Peru, socialist candidate Pedro Castillo, a fifty-one-year-old schoolteacher and union leader, won the popular vote in the presidential race in June 2021.120 It constituted a major shift for Peru, a country with a history of right-leaning, American-backed leaders. In Chile, voters elected the country’s most liberal president since Salvador Allende on December 19, 2021.121 The move signaled sweeping discontent with the political and economic climate. Newly elected thirty-five-year-old former student activist Gabriel Boric had run a campaign based on green jobs, reducing inequality, taxing the rich, and expanding social safety nets. In Brazil, polls showed former leftist president Luiz Inácio Lula da Silva ahead of Bolsonaro approaching the October 2022 elections.122

The pattern could be seen in Europe as well. In France, Marine Le Pen’s far-right National Rally party lost ground in key regional battles ahead of the April 2022 elections.123 French president Macron, who had come under fire after being a clear front-runner in the polls, won a second term on April 24, 2022, by a wider than expected margin.124 In Germany, the far-right AfD party made a poor showing in eastern Germany, a region in which it had won more voter support during the prior election in 2017.125 Germany also saw the beginning of the end of the Merkel era. On September 26, 2021, after sixteen years in power, Chancellor Angela Merkel stepped down following tight elections in which the center-left Social Democratic Party squeezed out her center-right Christian Democrat Union. That enabled the third-place Green Party to form a left alliance with the Social Democrats and the Free Democratic Party. It inaugurated Olaf Scholz as new chancellor on December 8, 2021.126

More important than the direction of sentiment was the speed with which political preferences were flipping back and forth. This meant that even if the left side of the political spectrum gained marginal favor against more right-wing or conservative leaders, chances were that it was only a brief window before voter sentiment would swing back again. Sitting leaders and parties would enjoy shorter periods in power. Barbs traded between parties would be sharper. As the world attempted to emerge from the pandemic to a new normal, the elements of economic and social unrest that had infused and incensed populations regained traction. Leaders who had risen to power before the pandemic on largely populist promises found themselves in the crosshairs of a fresh bout of distrust.

Globally, patience with politics and politicians was wearing thin. The upshot was a more locally focused economic approach. The groundswell of pushback from people wanting and demanding significant change put more of a spotlight on the unelected officials who controlled their monetary and financial systems. What wasn’t changing as rapidly were low rates controlled by central bank policy. As ECB president Christine Lagarde told Bloomberg in mid-July on the sidelines of another G20 meeting in Venice, she expected the ECB’s €1.85 trillion bond-buying plan to run “at least” until March 2022.127

Governments around the world had responded to the pandemic by providing more than $12 trillion in fiscal stimulus efforts that ostensibly aided the real economy.128 The size of the books of the world’s four largest central banks (the Fed, European Central Bank, Bank of Japan, and People’s Bank of China) swelled to $30.8 trillion by the end of 2021, a staggering sum of money fabricated to buy bonds and bolster markets.129

Meanwhile, inflation showed few signs of stopping, aggravated as it was by supply and demand issues and by policy choices. On November 15, just before President Biden’s virtual meeting with Chinese president Xi Jinping, two dozen business groups including the US Chamber of Congress and the Business Roundtable called for the Biden administration to remove tariffs on China to help temper inflation, signified by October consumer prices increasing at their quickest pace in more than three decades. As they wrote in their letter to Biden administration officials, “These costs, compounded by other inflationary pressures, impose a significant burden on American businesses, farmers and families trying to recover from the effects of the pandemic.”130

As inflation and inequality prevailed, and the economy stumbled along waiting for the positive impact of physical and social infrastructure developments to take firmer shape, most stock markets closed near record highs for 2021.131 Truly, something had to give.

The start of 2022 saw greater inflationary pain squeeze workers and economies around the world. The situation was compounded on February 24, 2022, when Russia invaded Ukraine. This act of territorial aggression against a sovereign nation precipitated the most dangerous battles and intense geopolitical conflict in Europe since World War II. The invasion created more than 1 million refugees in the first week. It surpassed 5 million by April 18, 2022. At that time, the United Nations High Commission for Refugees projected 8.3 million refugees.132 The US, EU, and other governments leveled sanctions on Russia across multiple financial fronts in response. These included prohibiting major Russian banks and the Russian central bank from operating through the Worldwide Interbank Financial Telecommunication (SWIFT) payment system.133 The coordinated response was a nod toward a possible resurgence of globalism in the face of such an extreme version of nationalism. It prompted neutral nations such as Sweden and Finland to consider joining NATO.

Meanwhile, the Fed curbed its earlier, more hawkish projections. The body chose to raise rates by just 25 basis points on March 16, 2022—much to the relief of the markets.134 It was still the case that if the Fed raised rates by too much, the markets could tank. Conversely, if it didn’t raise them by enough, the Fed could face political backlash for not doing enough to thwart inflation. But for that moment, the Fed again sided with the markets. They and other G7 central banks put more ambitious inflation-fighting plans on the back burner to facilitate a globalized approach to cheap money flow. Monetary policy would tighten—but balanced against market reactions to it.
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Chapter 8

THE RISE OF THE RETAIL REBEL

He who jumps for the moon and gets it not leaps higher than he who stoops for a penny in the mud.

—HOWARD PYLE, The Merry Adventures of Robin Hood

Two irrevocable transformations arose in response to the early twenty-first-century crises. Both of them ignited a renewed desire for independent financial ventures among those who were outside the established Wall Street corridors. The first disrupter was a surge of new traders accessing fresh investment channels individually, or banding together to challenge the power that Wall Street wielded in the markets. The second, called decentralized finance (DeFi; think “defying the norm”), sought to reduce the influence of institutional goliaths over money itself. The emergence and growth of Bitcoin and other cryptocurrency alternatives and technologies sought to supplant fiat currency and the politicized power plays of the prevailing monetary and financial paradigm.

The evolution of decentralized trading and trading platforms enabled retail investors—nonprofessional investors who didn’t work for financial institutions—to participate in the markets individually. They also discovered ways of combining their efforts to harness financial power to attempt to compete with the big hedge funds, or “hedgies,” as they were dubbed.

Part of this evolution was the advent of direct payment applications that didn’t need a bank or even require a bank account. One such app, called Cash App, was released by Square in 2013. It was one of several new peer-to-peer (P2P) decentralized apps that enabled quick cash transfers between users via smartphones. This followed PayPal’s rollout of Venmo, which allowed similar P2P transactions.1 Silicon Valley smelled opportunity in pushing past traditional banks to offer financial services and products through the internet. The financial app world expanded as Cash App and others began adding the ability to trade stocks and Bitcoin. The tech wave captured a generation of users. With that came more individual speculators (who tended to place short-term bets) and investors (who tended to buy and “HODL”—“hold on for dear life,” as the new lexicon dubbed keeping a position for a longer timeframe). Retail investors were storming in across age groups and platforms.

Permanent distortion drove scores of younger investors into the markets because of their inherent distrust of what seemed to be a clearly rigged system. But it was the Robinhood app that allowed the eruption of social-media-based retail trading. Robinhood provided an easy avenue for anyone with a smartphone to get in on the game. A key ingredient in this process was Reddit, the discussion and content aggregator, which provided an online platform on which they could confer.2 The r/wallstreetbets (WSB) Reddit subgroup offered a thread, or community, for those who wanted to learn more about markets or work together to formulate trade strategies. Such trading blasted off in the aftermath of the COVID-19 pandemic as many desk jobs moved online and working remotely became the norm (often from the comfort of home). Workers and the unemployed from all backgrounds were driven by the motivating desire of not wanting to remain on the sidelines. They had seen a rush of wealth and central bank support being funneled to the highest-income earners and major corporations. Retail investors would fight for a piece of the pie and put their own money on the betting table, alongside the giants, or “whales” as the biggest market participants were dubbed.

What ultimately captured financial news headlines and prompted Congress to wake up to the possibility of new sheriffs in town wasn’t an overnight occurrence. With financial markets and the real economy so astronomically disconnected from each other, social media became an equalizing medium that could host the equivalent of localized street protests using communication and money as a weapon. Retail investors transformed into online financial revolutionaries. No longer was investing relegated to Wall Street and the mega asset managers that didn’t always get it right. It was time for more of Main Street to play its hand.

The phenomenon wasn’t unique to the United States. Around the world, fintech (financial technology) companies that developed innovative technology for financial activities outside of traditional banks and brokerage firms were booming. Fintech provided less cumbersome and less expensive ways to bank and invest online. Its ability to connect through mobile and digital mediums presented an escape from the dominance of large institutions (though some of them were either funded or bought up by these institutions along the way).

Some major fintech companies, such as PayPal in the US and Alipay in China, existed before the financial crisis but grew exponentially as electronic transactions rose in popularity and scope.3 In Latin America, fintechs such as Nubank in Brazil offered banking services to millions of Brazilians who had never held a bank account before.4 PicPay, the largest digital wallet app in Latin America, offered a hybrid of financial and social interaction services, with 41 million Brazilian users in 2021, more than double its 2020 figures.5 Globally, these applications allowed consumers to chip away at the dominance of the big banks. They allowed start-up businesses to enter the once cordoned-off financial arena and turn sizeable profits in the process.

The revolution had its origins in the fact that an entire generation had experienced a wealth transfer driven by the political and monetary elite. By supporting those at the upper echelons of finance and power, the Fed had neglected the retail investors struggling with student loans and oppressive credit card debt carrying interest rates near 30%, in contrast to the 0% banks paid the Fed to borrow money. The most influential banks got the equivalent of a slap on the wrist for the egregious practices that had kneecapped the economy after the 2008 financial crisis, only to see their risks and losses subsidized by central banks. So in the face of the pandemic, a certain degree of defiance against the richest members of society—along with greed, opportunity, and desperation—spurred this revolution.

Robinhood monetized the angst of the dispossessed. It provided a route for those whose entire experience in the job market had been shadowed by some financial crisis to attempt to make money another way. Robinhood users and the initial members of r/Wallstreetbets shared a common goal: they were both on the outside of the tent. The markets were humming and someone was making money. Why not them?

This seismic shift in the mechanisms of finance had begun years before the pandemic. The Reddit WSB thread itself had been created by entrepreneur Jaime Rogozinski in January 2012.6 At the time, the US and global stock markets were handily digging their way out of the early 2009 abyss, while economies were struggling to avoid a recession and unemployment figures were escalating.7

From its inception in 2013, Robinhood targeted younger investors armed with mobile phones and a desire to make money and take risks. Robinhood’s founders claimed to have developed the idea for the platform based on the Occupy Wall Street movement. They wanted to fix the “rigged” financial system.8 The initial app enabled users to track stocks or “paper trade” them. Within six short months, Robinhood received Financial Industry Regulatory Authority (FINRA) approval to be an online stock brokerage. By the time it arrived in the Apple iOS App Store in December 2014, Robinhood had a waitlist of over half a million people.9 As an app, it turned trading into what felt like a game—and crowdsourced new members by giving away stock shares as an incentive for referring others, something numerous cryptocurrency platforms and apps would replicate. During a 2014 tech start-up conference in San Francisco, Robinhood cofounder Vladimir Tenev proclaimed, “The purpose of Robinhood is to make buying and selling stocks as frictionless as possible. If we make money as a side effect of that, that’s great.”10

Robinhood challenged major online brokerages, like E-Trade, by offering transaction services at no cost, rather than charging fees or commission. However, it gained traction by collecting and selling customer data through a common but controversial practice called “payment for order flow” (PFOF), which converted the actions of legions of new traders into discernible patterns that could be sold to the highest bidder and exploited for strategic gains.11 Robinhood exposed the bold truth of the social media era: when a product is free you are not only the consumer but also part of the product.12 Still, with trillions of dollars of cheap money sloshing around the financial markets in the background, established and start-up online brokerage firms fell over themselves to compete with Robinhood.

By January 2017, WSB had amassed more than 100,000 subscribers and Robinhood topped 200,000 active new traders daily.13 The two may not have started out together, but the trend of financial autonomy and freedom from the established corporate trading paradigm was the tie between them. By the end of 2017, Robinhood added options trading to its arsenal of services.14 By late 2018, the WSB user base had reached 300,000 strong. Interest from and communication among retail traders accelerated once fractional trading was introduced. This feature enabled retail investors to buy pieces of shares, rather than have to pay the full amount of an entire share, which meant they could purchase what they could afford. Square’s Cash App and Charles Schwab first introduced the feature in October 2019. Two months later, Robinhood added fractional share buying, too.15

Then came the pandemic. COVID-19 catalyzed the WSB Reddit thread; it passed the 1 million user mark in early 2020.16 Robinhood’s user base leapt from 2 million users in 2017 to 13 million by the middle of 2020.17 A whole new chapter to the story of financial independence was unfolding. Interest in the Robinhood trading community from the media and other financial service providers and wannabe providers boomed as insiders-turned-temporary-outsiders sought to understand what retail traders were doing under their noses. The retail trading trend also captured Wall Street’s attention—in a different way. By December 2020, Robinhood had secured Goldman Sachs to navigate its path to becoming a publicly traded company.18

Meanwhile, with all the attention and momentum, the WSB community flourished. Members sought to deploy a strategy that would change the nature of retail trading. If Robinhood was on the path to “democratize finance,” then WSB’s actions served to reveal the casino of financial markets for what it was—a game controlled by the largest players—and siphon off some of Wall Street’s money in the process.

What ultimately catapulted these user groups into mainstream consciousness was not a new strategy or platform. It was a demonstration of how effective an old strategy could be when it was fueled by new technology. The focal point was the company GameStop, a video gamer’s paradise built for Main Street. The video game outlet offered gamers the chance to buy and sell used games at a discount. But as qualitative technology evolved, the physical shop became a relic. GameStop’s stock price was correspondingly unimpressive. The company was nearing the end of its life cycle—or so it seemed. Sensing blood in the water, certain elements of Wall Street wanted to bet on and profit from its demise (and help along that demise) by shorting its stock. (Short selling involves a trader selling shares that he or she does not own to bet on a drop in the stock price. The idea is that an investor using that strategy hopes to buy them back at a lower price later in order to lock in the profit of the difference. This activity accounts for nearly half of all daily trading.) By early January 2020, GameStop stock was trading at $4 a share.19 It was the single most-shorted name in the US stock market at the time.20

Yet a swarm of rebellious retail investors had other plans for the firm. On January 14, 2021, WSB won its first major battle against GameStop short sellers by sending GameStop stock up 27% through its recommendations and purchases. Five days later, marquee short-selling firm Citron Research was tweeting insults at the WSB crowd, accusing them of being “suckers at this poker game” and “an angry mob.”21 Those barbs fueled the flames. In the following week trading in GameStop shares became so frenetic that it was halted by the New York Stock Exchange several times due to excess volatility.22 The story leapt beyond financial media and infiltrated mainstream news coverage as well. Suddenly everyone was talking about GameStop.23

The siege against the shorts (short sellers) pressed on, causing GameStop’s share price to shoot up to $159.19 on January 25, 2021, as WSB longs (buyers of stock) fought to “squeeze” the hedge-fund shorts and force them to buy shares at rising prices, further pushing share prices upward. On January 27, 2021, Fed chair Jerome Powell, a former attorney for a major private equity and leveraged buyout firm, was asked for comment on the GameStop situation.24 Rather than discuss specifics, he offered what appeared to be a deliberately vague response: “I think the connection between low interest rates and asset values is probably something that’s not as tight as people think because a lot of different factors are driving asset prices at any given time.”25 This seemed to indicate he didn’t want to issue any public verdict regarding the Fed’s role in the matter of distorting asset values in general because of its ample supply of cheap money to the markets.

The buzz surrounding WSB grew so intense that by January 28, the number of subscribers totaled upward of 5.2 million.26 However, things between the retail army and the institutional one got increasingly ugly as Robinhood and other retail-oriented brokerages slapped limits on trades involving GameStop. That action signaled to retail traders that Robinhood was siding with the wealthy, hedge-fund-driven short-sellers and its large hedge-fund backers against them.27

As it turned out, major Wall Street institutional backers had been supporting part of Robinhood’s business by purchasing its trading data. Their intent was to use that data to maneuver their high-frequency trading algorithms and positions in such a way as to effectively “game” themselves against retail Robinhood trades. It had been a century since Ponzi’s scam, but behemoth hedge funds, like Melvin Capital, Citron Capital, Point72, and others, offered a promise that was not too dissimilar. Only they weren’t relying purely on a steady stream of individual customers for their profits. Instead, larger financial firms could leverage PFOF agreements to gain prior knowledge on positions taken by retail investors. Through this practice, “market makers,” or big brokers, could profit by being intermediaries between buyers and sellers, even as they were collecting information and establishing access to data that could help them determine what might happen next in the market.28

That intel gave certain companies a significant edge. On its website, Citadel LLC, the parent of Citadel Securities, one of Melvin Capital’s main backers, claimed to be “driven by a thirst for knowledge, the conviction to move faster and the confidence to be bolder.” The slogan was meant to describe Citadel and not the army of retail investors that had attempted to trade against certain positions in its orbit. Citadel was sideswiped by the determination and perhaps greater “thirst for knowledge” of the retail traders. The firm had to pony up an emergency investment of $2.75 billion into Melvin Capital Management to help “stabilize” the situation and avoid being caught on the wrong side of a tidal wave of retail trades.29 Melvin Capital would suffer a 49% loss in the first quarter of 2021. Its investors lost 51.8% from 2021 to March 2022. Point72 lost 15% of its profits in 2021 relative to 2020. Citron lost billions of dollars due to its GameStop positions. In that regard, it was score one for retail.30 The casino had been temporarily beaten.

On Wall Street, hedge funds offer clients their services and expertise for a 1.5% to 2% management fee and up to 20% of any profits the fund makes (most hedge funds pocket the fee whether or not their funds turn a profit).31 Because of the 1999 repeal of the 1933 Glass-Steagall Act, which had separated bank deposits from speculative banking activities, Wall Street banks had access to all the leverage and cheap money they needed. In turn, they could lend it out to the large hedge funds as leverage to plump up their bets. These behemoths could bag profits on the back of trillions of dollars of Fed subsidies that were at their core driven by central bank support.

Understanding the key difference between the institutional players and individuals is important. When retail traders invest or speculate in the markets, they are generally doing it with their own money. They don’t carry the advantage of size, or the ability to see trends in the massive pools of financial data that larger firms could access. They don’t have quant-driven trading algorithms or the muscle to readily impact markets by sheer force. However, they do have the ability to be flexible and resourceful. What they learned through the GameStop experience was that when they band together it was possible to push back against established players, if only for a short period. Though the name and ethos of WallStreetBets reflected the same sort of greed found on Wall Street, as long as the community wasn’t discussing trades based on insider information it was legally in the clear. By circulating strategies in an online forum, they were doing what Wall Street and corporate CEOs do every time they tout the success of their company on any financial media outlet. The difference was they achieved amplified results through the echo chamber of the internet.

Ultimately, the big boys didn’t want anyone else playing in their sandbox. They didn’t just fear that retail investors could aggregate strategy and trade against them, causing them to lose money; they were also concerned that their customers might leave them for the greener pastures of trading on their own.

The GameStop story provoked a stir from Wall Street to Washington. Politicians of both parties oscillated between advocating for the retail investor and wanting to “protect” them against losses and from their “naivety” regarding risk. From polar opposite sides of the US political spectrum, both Senator Ted Cruz and Representative Alexandria Ocasio-Cortez proposed an investigation into why Robinhood had blocked certain retail trades. In the era of massive partisan divides, it was an odd alliance against the financial elites—even if it proved a temporary one.

What Reddit traders did by uniting against the Melvin Capitals of the financial world was the equivalent of collective action by labor unions. It was a form of Occupy Wall Street 2.0. But it was also about the desire to make money like the big boys. Calling multibillion-dollar hedge funds out on their massive influence in the markets and their ability to gain market advantage by buying up individual trading data was a start.32 A bonus was the extent to which retail traders might be able to force them to change their more egregious, market-destabilizing practices such as naked short selling.33

Naked short selling entails brokers effectively lying about the ability of large short-selling clients to borrow those shares in the normal two-day window required in order to settle or close out those trades. If these clients can’t find the shares to settle the trades, they have two options. First, they can buy them from the market at higher prices and lose money in the process, or they can “fail to deliver” on the trades. In the case of GameStop, as much as $359 million of GameStop shares “failed to deliver” in what became an epic short squeeze, as retail investors’ purchases lifted share prices.34 The Securities and Exchange Commission (SEC) had banned naked shorts in 2008, but—as is the case with so much in the realm of finance—rules are often ignored or bent beyond recognition.

The dark secret revealed by the war between supposed “smart money” and small retail investors is that the stock market has relatively little to do with productive investment. It was the Federal Reserve that ultimately killed the notion that fundamentals, or objective metrics related to the value of a company, drive stock prices. Cheap money or ample liquidity stemming from loose monetary policy does. The White House (under either party), the Treasury Department, and Congress have been complacent at best and negligent at worst in reducing the amount of effectively rigged activity in the markets. By not resurrecting the protections offered by the Glass-Steagall Act after the financial crisis of 2008, the walls between consumer deposit and loan activities and the riskier activities of trading or fee-intensive asset management services remained flimsy. That meant that it remained easy for Wall Street banks to keep transforming their depositors into customers who paid higher fees for their asset management services, which tended to be more popular when there was more activity in the stock markets. Massive deregulation relative to the structure of the banking industry, on top of tons of cheap money, rendered the Wall Street casino a larger speculators’ playground than ever before, as more money was available to be used toward trading. Perhaps that’s why millions more spectators were demanding a seat at the table.

Retailers Resume Their Roar

What began as a relatively quiet, mildly positive post–Memorial Day trading week in 2021, with optimism about reopening sectors, turned into a defining moment for disrupter retail trading. While the broader market and even the cryptocurrency market were temporarily stuck in a tight trading range, the so-called meme stocks were abuzz. Meme stocks are shares marked by a swirl of viral attention fueled by social media chatter. Like a busy restaurant that only gets busier by virtue of its own popularity, meme stocks can be catapulted in value simply by the attention they receive. Think of them as like the Kardashians of shares—they went viral by being viral. And one of them is always in the spotlight somehow.

Such was the case with the movie theater chain company AMC Entertainment. AMC had been pummeled by lockdowns and the social distancing that kept crowds from their theaters. From March 2020 to January 2021 the stock tanked by about 70%. Then, from almost out of nowhere, AMC’s shares surged to a historic high on June 2, 2021, multiplying its share value by a factor of nearly 30.35 The world of meme stocks had found a new target. Trading volume that day in AMC eclipsed Apple, Tesla, Amazon, Microsoft, and Facebook combined. Trading in AMC was suspended several times during the day due to the heavy volume and whipsawing activity between the retail investors and hedge fund shorts.36 AMC execs were thrilled and went so far as to set up a portal to offer popcorn, screenings, and other perks to the longs.37

By the end of 2021, AMC stock had dropped 50% from its high, to a price of about $29 per share.38 But the battle was valiant and not over. The remaining issue was that those large institutional actors could adapt their practices to rig the system further, They could also, by virtue of strong lobbying partners and relationships, attempt to rewrite legislation to their advantage. However, once this entire game had been exposed, smaller, individual investors were armed with more knowledge about what they were up against, giving them the chance to decide what to trade and how much of their own money to place at risk. Ultimately, the retail investing wave infiltrated the global trading floor, making it more inclusive. They exposed more of the rot at the heart of the game in the process, and they also trailblazed a new manner of market rebellion. As ace investigative reporter Matt Taibbi wrote, “They see that the stock market, like the ballot box, remains one of the only places where sheer numbers still matter more than capital or connections. And they’re piling on, and it’s delicious, not so much because they’re right, but because the people running for cover are so wrong, and still can’t admit it.”39

In WallStreetBets lingo, “apes” are retail investors that are bullish on the most heavily shorted stocks, such as meme stocks like GameStop and AMC. In order to have the financial might to take on the hedge funds for longer than they could hold their short positions, the apes had to be united. However, the hedge funds and large investor classes are adept at adapting to new environments as well. The apes exposed, or at least called out, the unproductive nature of naked short sellers. The apes’ idea was that they could act in a way that aggregates their own collective financial power. The overriding ethos of the movement goes something like:


If apes don’t sell, hedgies can’t buy.

If hedgies can’t buy, they can’t cover their shorts.

If they can’t cover, apes win.



For the movement, it was less about price and more about the hold. By maintaining pressure until a short squeeze was triggered, apes could push short sellers to buy real shares and close their positions at a loss. They didn’t need to care about the fundamental, or intrinsic, value of companies based on objectively comparable factors such as how much debt it has or whether it turns a regular profit, any more than many professional traders do. That was not the point. Apes believed they could make a share be priced at any level they wanted—as long as they acted together.

The win was as adrenaline-pumping for the apes as it was for seasoned traders. The act of pushing back against the establishment was complemented by the idea of turning a profit. By using their own money instead of funds driven by the Fed or borrowed from large financial institutions, they could show how collective action presented hard questions. At core, the question their activity poses is why a billionaire or hedge fund “bro” should run on fake credit. Or, in more systemic terms, why should the elites be the only ones to reap the epic profits unleashed by the Fed’s easy money policies? The nonconformists of WallStreetBets understood what those at the highest echelons of finance knew—that the concept of a free and fair market in which fundamental values determined the price of stocks had been irreversibly shattered. In the age of epic bailouts and repo loan markets pumped up by the Fed’s money bazooka, rules, regulations, and true price discovery had little to no meaning.

Another factor revealing that the rules that American workers played by were not the same for major corporations involved the Fed’s bank stress tests. The tests, which stemmed from the Dodd-Frank Act, were supposed to assess whether lenders have enough capital to withstand economic turmoil. The results of its latest set of stress tests showed that all twenty-three financial institutions tested, even if they experienced substantial losses under the worst scenario, “would remain well above their minimum risk-based requirements and could continue lending to businesses and households.” Courtesy of the Fed’s bank stress test results, Wall Street was given an all-clear sign to go on a multibillion-dollar shopping spree of share buybacks, starting on June 30, 2021.40 Such buybacks constituted 70% of the total capital payout that banks gave to their shareholders.41 About six months earlier, on December 18, 2020, the Fed had given a preliminary green light; that prompted JPMorgan Chase, the nation’s biggest bank, to announce its intent to buy a staggering $30 billion of its own shares in 2021.42 Its shares leapt 5% that December day.

There were two pivotal points of contention regarding the tests. First, in the age of permanently distorted markets, how could the Fed properly evaluate a bank while simultaneously dishing out financial stimulus and handouts ahead of its so-called test? Second, how could the Fed get a proper read on the biggest Wall Street banks if those stress tests include softball parameters shaped by the very banks it was evaluating?

In response to the central bank’s wilting standards, Dennis Kelleher, cofounder, president, and CEO of Better Markets, a nonprofit, nonpartisan government watchdog, wrote, “The Fed’s so-called stress tests no longer stress or test the banks. After all, there is no stress in a test that every bank passes comfortably, particularly when that result is predictable because the test-giver’s (the Fed’s) massive intervention in the markets ensures the test-takers (the banks) have everything they need to ace the test.” Kelleher surmised that the test was “just the latest evidence that the pandemic has been very good for banks and their shareholders, even as it has devastated millions of America’s workers, homeowners, renters, and Main Street businesses.”43 Once the Fed lifted all restrictions, five of the “Big Six” US banks raised their dividend payments.44 Morgan Stanley doubled its dividend payouts and increased its share buyback program to $12 billion from $10 billion.45 The six banks forecast a total payout of $142 billion in dividends to shareholders over 2021.46 The Fed’s post-pandemic policy enabled the S&P 500 corporations to amass a cash bounty of nearly $2 trillion, up from $1.5 trillion prior to the pandemic.47 Firms were happy to use some of that money to pump up their share prices, leading to a record annual buyback total for 2021. The stars were aligned to make 2022 an even bigger buyback year for them.48

With such epic support given by the Fed and US government to the largest banks and corporations, it was no wonder those left behind not only questioned why, but finally decided to organize, mobilize, and push back.

By the middle of 2021, questions over the future of the rebellious Reddit movement were front and center. A wave of splinter Reddit subgroups arose.49 The WallStreetBets movement itself was large but never truly centralized. Still, it lived on in spirit through these new iterations, even if their unity became more diffuse than it otherwise might have been.

A plethora of financial websites, Twitter accounts, and other dedicated platforms sprouted up to point out meme stock trends.50 Mainstream financial media outlets began to cover memes more frequently. Financial articles blaring headlines such as “Forget AMC, These 3 Meme Stocks Actually Have a Future” and “7 Best Meme Stocks to Buy Now Before They’re Trending on Reddit” emerged.51 Stock exchanges were forced to not only recognize but cover the emerging asset class. The Nasdaq began an overview, called “Top Meme Stocks to Watch Today? 5 in Focus” in June 2021.52 Capping 2021, Yahoo! Finance listed ten meme stocks that more than doubled in share price, including GameStop, AMC, and Cassava Sciences.53

With all the money to be made riding the central bank and federal stimulus train, it’s no wonder Fed and government officials jumped on board in a truly bipartisan fashion. In September 2021, the Campaign Legal Center filed an ethics complaint against seven US House members—four Democrats and three Republicans—who had allegedly failed to report their stock trades, which could have included stocks impacted by the government’s COVID-19 response.54 Five of them sat on the ultrapowerful House Financial Services Committee, which is in charge of items like stock trading legislation.

Congress had passed the Stop Trading on Congressional Knowledge (STOCK) Act in 2012 in response to a post-financial-crisis backlash to show that lawmakers weren’t profiting from their public jobs. Under that act, legislators were required to file a report when they bought or sold stock within forty-five days of each trade over $1,000.55 On December 15, 2021, Business Insider (along with other journalists) exposed information showing that 49 members of Congress had violated the STOCK Act in 2021, and at least 182 of the highest-paid Capitol Hill staffers neglected to file reports on their stock trades in 2020 and 2021.56

Over at the Fed, in September, chairman Jerome Powell, under scrutiny for individual securities purchases made by key Fed leaders, ordered an ethics review. It turned out that two regional Fed presidents held assets similar to those bought by the Fed’s purchase program during the height of the pandemic. Boston Fed president Eric Rosengren held between $151,000 and $800,000 worth of real estate investment trusts (REITs) that owned mortgage-backed securities, even as the Fed purchased about $700 billion of mortgage-backed securities. Only weeks after his personal trading came under question, Rosengren announced his sudden retirement. Dallas Fed president Robert Kaplan, a former vice chairman at Goldman Sachs, whose trading far exceeded that of Rosengren and his Fed president colleagues at the time, made dozens of individual stock trades totaling $1 million or more in 2020 as the pandemic raged and the Fed and US government unleashed epic levels of stimulus. Kaplan retired the following month, citing the focus on his financial dealings.57

The Fed’s code of conduct states that Fed officials “should be careful to avoid any dealings or other conduct that might convey even an appearance of conflict between their personal interests, the interests of the system, and the public interest.” Yet CNBC found that Powell held $1.25–$2.5 million worth of the kind of municipal bonds the Fed bought for its own book in 2020.58 They were purchased before the pandemic but held through the 2020 period, in which the Fed added $5 billion worth of municipal bonds. There are some gray lines here, to be sure. Since the securities were all bought before the pandemic, not selling them wasn’t necessarily against the law. But the situation showed that there is not enough air between what central bankers can do with their personal finances and what they get to do on behalf of the Fed’s broader book and policies. The same goes for legislators, whether the trades they made were smaller than those required to be reported or not. The very possibility of them benefiting from their own legislation or access to sensitive intelligence is a form of corruption.

The radical confluence of Reddit, WallStreetBets, ape investors, and those questioning the status quo showed that the ability to fight back can be empowering. Generations of students and workers knew what it meant to be left behind the financial elite due to a global financial crisis. Many were further beaten down by the expansion of inequities during the pandemic and the flawed policy responses that favored the larger corporations. Yet the size of the retail investment army was growing; retail investors were estimated to have executed 23% of all US equity trading volume in 2021, twice the volume of 2019.59 This trend will accelerate as more retail investors lose patience with a system that is routinely rigged against them. That will set the stage for future rounds of retail investors waiting until they are strong enough to take it on—and then holding, to see if any of the big boys fail first.
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Chapter 9

THE CRYPTO-WARS

Money makes the world go ’round.

—JOHN KANDER, Cabaret

On April 2, 1792, during a financial credit crisis (or bank panic, as they were called then), US treasury secretary Alexander Hamilton reported the exact amount of silver found in the Spanish dollar coin to Congress. This groundbreaking move was what defined the US dollar’s and coins’ relationship to silver and laid the foundation for the Coinage Act of 1792, which established the US Mint, the section of the Treasury Department responsible for producing coins.1 It also enabled the first quasi–quantitative easing action, long before the Federal Reserve was established. During the panic of 1792, Hamilton provided major northeastern banks funds with which to purchase their securities, to avert liquidity problems. That action had the effect of calming the crisis. Through centuries of crises, bank runs, credit crunches, and conflicts of interest between Wall Street banks and Washington’s political elite, similar measures were deployed to lift the banks in order to “help” the real economy.

This centralized help took physical shape with the establishment of the Federal Reserve System in 1913. The following year, the first paper US dollar, or Federal Reserve Note, was printed by the Bureau of Engraving and Printing section of the Treasury Department.2 A little over a century afterward, the first popularized decentralized cryptocurrency, Bitcoin, was born to challenge it. This momentous occasion served as the launchpad of cryptocurrency, an alternative value-storing and payment system. The compelling idea behind Bitcoin was that it could operate independently from the centralized monetary system controlled by central banks and major commercial institutions.

Bitcoin remains the world’s most popular cryptocurrency and is commonly considered a benchmark of the digital currency world. Not coincidentally, Bitcoin was born in the wake of the financial crisis of 2008 and took flight when the pandemic struck in 2020, at the same time that most people in the economy were mired in their own economic concerns. In its infancy, the crypto world was something only fringe investors and technology nerds were aware of. But before a decade had passed, the topic of Bitcoin and a host of other cryptocurrencies with names ranging from cute animals to luxury foods was routinely turning up in conversations at holiday dinners, in pubs, and in lines to get coffee. As COVID-19 traversed the globe, lockdowns went into effect, and working remotely became the norm, the financial and financial media world began to showcase a fresh breed of investors armed with time, social media accounts, and an appetite for risk and return. The concept and trajectory of Bitcoin appealed to broke teenagers and billionaires alike, as an open door for anyone with interest and an internet connection.

If there was one invention that symbolized the era of permanent distortion, it was cryptocurrency. What Bitcoin reflected more than anything else was the extent to which the traditional economy had been abandoned by the monetary system on behalf of the financial markets.

Young Bitcoin

Bitcoin’s evolution was predicated on the work of past cryptographers and computer scientists over a period that stretched back three decades from its inception.3 In 1976, computer scientist Ralph C. Merkle and cryptographers Whitfield Diffie and Martin Hellman published a white paper titled “New Directions in Cryptography.”

The paper and its authors were ahead of their time. It explained the concept of something called public-key cryptography, the intrinsic element behind Bitcoin’s core security measures. Seven years later, in 1983, another computer scientist, David Chaum, developed the first digital cryptocurrency, eCash, which used “blind signatures” by incorporating both security and anonymous features into transactions. As such, eCash was the first precursor to the twenty-first-century cryptocurrency world. One of the final building blocks toward manifesting Bitcoin and the other cryptocurrencies that quickly followed it was the 1997 invention of something called Hashcash by cryptographer Adam Back. It used a “proof of work” concept that could validate and secure transactions. This foundation paved the way for securing the process and integrity of electronic Bitcoin mining. Widespread public availability of the World Wide Web, or the internet, beginning in the early 1990s ultimately gave Bitcoin a home.4 Computer science changed the nature of money.

In 2007 a person or group using the pseudonym Satoshi Nakamoto began coding Bitcoin in a computer language called C++, the most widely used and efficient programming language in the world. Satoshi is a masculine Japanese name connoting “enlightenment” or being “clear thinking, quick-witted, or wise.” “Moto” means “origin” or “foundation.”5 The mysterious nature of the identity of Bitcoin’s creator lent the landmark cryptocurrency an air of belonging to both everyone and no one—which remained a large part of its appeal.

On October 31, 2008, Halloween night, Satoshi released a white paper called “Bitcoin: A Peer-to-Peer Electronic Cash System” under an MIT public license (which allows the use of software technology by anyone).6 The opening line in the abstract could not have been clearer. It laid out the vision for Bitcoin as well as the reason that it would cause trepidation among the establishment: “A purely peer-to-peer version of electronic cash would allow online payments to be sent directly from one party to another without going through a financial institution.”

As Satoshi stressed in the conclusion of that paper (the lead pronoun provides support for the idea that more than one programmer was involved): “We have proposed a system for electronic transactions without relying on trust.”

The idea was that the trust in governments, and by extension the activities of their central banks, that underscored fiat currencies would be replaced by trust in bits, bytes, and math. This philosophy, in practice, would not be without its own security problems and other issues. However, from a purist’s perspective, Bitcoin had a neatness and streamlined logic to it that the continuing cycles of financial crisis, central bank mission creep, and Wall Street bailouts did not. It was introduced as an idealistic alternative to the status quo, on its way to becoming a practical one.

In direct contrast to central banking, the original goal of Bitcoin was to be a transparent and decentralized asset compared to existing currencies in the traditional monetary system. It would be used through direct, or peer-to-peer, electronic systems and exist outside the realm of central bank jurisdiction. The belief was that it could offer digital security for investment purposes, as well as become a source of value and exchange.

In January 2009, to very little public attention, Satoshi launched the Bitcoin network. Satoshi gave life to that network through mining Bitcoin block no. 0, or the “genesis block.” Imbedded in its blockchain (a database for an expanding sequence of recorded information) was a striking message reflecting the widespread disdain for the ongoing Wall Street bailouts.7 It featured a headline from the Times of London that pointed to another round of help from the monetary establishment to the banking system: “The Times Jan/03/2009 Chancellor on brink of second bailout for banks.”

That historic moment became a decisive call to crypto action. In the first known P2P Bitcoin payment transaction, Satoshi sent 10 Bitcoins to Hal Finney, a computer scientist who was one of the early developers and users of Bitcoin.8 Since 1991, Finney had worked as a senior cryptographic engineer for PGP Corporation, where he developed encryption products and experimented in fashioning anonymous means of using digital money.9 As Finney, who became a legendary Bitcoin icon explained, he “grabbed” the first release of Satoshi’s software “right away” and went on to mine one of the earliest blocks.10 Finney was also the first person believed to have tweeted about Bitcoin.11 From there, the value of Bitcoin began forming its embryonic low-price shape as more early mining, trading, and tech enthusiasts got involved.

The world of Bitcoin and modern crypto assets was irrevocably altered on May 22, 2010, or “Pizza Day”—the first time in which Bitcoin was used as a currency for a real-world transaction. Crypto miner Laszlo Hanyecz bought two large Papa John’s pizzas for 10,000 BTC, or about $30 worth of Bitcoin, though reports of the exact timing and charge vary. At the time, one Bitcoin was worth about $0.003 (less than a third of a penny).12 (By the end of 2021, the amount paid for those two pizzas would have been worth nearly half a billion dollars.)13 A few months later, Bitcoin began trading on open exchanges that allowed it to be bought and sold by a wider community.14 Its opening gambit as an investment and currency asset was secured. A month later, Bitcoin’s price had risen to $.09 (nine cents).15

In February 2011, Bitcoin’s price passed $1.16 Two other cryptocurrencies, Namecoin and Litecoin, were born in April and October, respectively.17 In between those months, in June 2011, the first two major hacks of Bitcoin occurred, giving reason for its skeptics to downplay its staying power and for early investors to panic-sell.18 That was when the first of many interim Bitcoin bubbles popped, sending prices on a roller-coaster ride. By the end of 2011, the price of Bitcoin closed the year at a price of $4.25, down from a height of $31 in June but still up 1,317% over the year.19

Time magazine published the first major mainstream article on Bitcoin in 2011, Jerry Brito’s “Online Cash Bitcoin Could Challenge Governments, Banks.”20 The fiat-versus-crypto currency battle lines were drawn. In 2012, the price of a Bitcoin hit $250. Around the same time, a new measurement system called milliBitcoins (mBTC), microBitcoins (uBTC), and Satoshis entered the scene. Even Bitcoin’s creators had underestimated the speed of their own success. The appetite of people seeking an alternative to the traditional monetary system was palpable.

Cutting-edge, prescient, independent media voices such as Max Keiser and Stacy Hebert paved the way for greater interest in Bitcoin while the cryptocurrency was still in its embryonic stage. In April 2012, on episode 272 of their landmark show The Keiser Report, Keiser opened by stating, “There is a new global currency rising.”21 Later in the episode he expanded on the idea: “Bitcoin is another attempt to bring about the will of the people.” Hebert noted that there are “no bailouts of banks on Bitcoin.” Their analysis holds to this day.

More people climbed aboard the Bitcoin train in 2013—which Forbes dubbed the “Year of the Bitcoin.”22 Bitcoin’s price surged past $1,200 by the end of the year (briefly trading higher than the price of an ounce of gold at the time), up from a price of $13 in December 2012.23 However, between 2014 and 2015, the uncertain monetary policy environment, mired in Fed taper gloom, evoked a general aversion to riskier assets, which took some wind out of its sails. In the background, the People’s Bank of China had announced a crackdown on the use of cryptocurrency. The move was nothing new—on December 5, 2013, China had already banned its banks from using Bitcoin for any transactions—but each dart thrust at the pioneering cryptocurrency produced a convulsion.24

The general market volatility in 2015 beat Bitcoin’s price down to $315, a third of its peak value in 2013. Into that monetary policy change lull another key decentralized, open-source, blockchain-based cryptocurrency, Ethereum, erupted on the scene. The cryptocurrency was first introduced by programmer Vitalik Buterin in 2013, and after more development and crowdfunding in 2014, Ethereum went live on July 30, 2015.25 It went on to become the world’s second-largest cryptocurrency (behind Bitcoin).

While Bitcoin and Ethereum are both cryptocurrencies, they have distinct differences in how they are mined and what they are used for. Bitcoin is considered more of a store of value and exchange by its supporters. Alternatively, Ethereum aspires to become the core infrastructure for a broad, decentralized internet that would allow for the recreation of traditional financial products using blockchain technology.26 The divisions, while real, also showed that there was nuance and innovation to be had within the cryptocurrency space.

Once the Fed backed away from its talk of raising rates following its minor December 2015 hike, the price of Bitcoin stabilized.27 It increased 121% over the course of that year and hit the $1,000 mark at the start of 2017.28 That’s when Wall Street really began taking notice. Major bankers, used to calling the shots, grew increasingly concerned about a currency they might not ultimately be able to control. Jamie Dimon, CEO of JPMorgan Chase, called it a “fraud” and claimed that he would fire any employee he found trading Bitcoin, for being “stupid.”29 Undaunted, Bitcoin’s price soared to its 2017 peak of $19,497.40 in mid-December.30

Bitcoin was suddenly no longer a fringe idea, a niche investment, or something embraced only by libertarian thinkers or younger people. The idea that a cryptocurrency could act as a hedge against other assets, a store of value in a portfolio, and a mode of exchange outside the traditional confines of the established monetary system had taken root. This particular intersection of technology and finance became a major agenda item at more and more banking and elite financial gatherings. It threatened to upset an entire paradigm, and that was both a scary prospect and an exciting one, depending on your perspective and position in the existing monetary hierarchy.

However, even with growing buzz and buyers, Bitcoin prices did not escape pangs of severe volatility. Bitcoin was effectively shot through the heart again when it crashed to $3,200 in 2018, losing 83.6% of its value. In May 2018, billionaire investor Warren Buffett chimed in to characterize it as “probably rat poison squared.”31

Many reasons were proposed for Bitcoin’s plummet, but the simplest was the most appropriate—the speculative bubble pile-in had become a bubble pile-out. Profit-taking. Fear. Negative press. Too much too soon. All of that played a part. Bitcoin’s price languished in the $3,190 range for the first half of 2019. But then it seemed to enjoy a resurrection of sorts, just when the central banking powers that be were easing rates again. There was no acute crisis this time; it was just because global economies were slowing down, Wall Street was becoming antsy, and because they could. By mid-June, the price of Bitcoin had spiked up to $14,000. Yet, that high was also short-lived. By December 2019, the price of Bitcoin was back down to $7,200.32 There was no specific additional reason for Bitcoin to lose half of its value from its 2019 peak, beyond the lingering skepticism and the fact that people investing in Bitcoin had pared their gains to await a later opportunity. As it turned out, one was just around the corner.

Bitcoin Goes (Really) Big

By the start of 2020, as the world was reckoning with the first pandemic in a century, questions emerged as to how the cryptocurrency world might react to a volatile and untested environment.33 During the uncertainty and investing boom of the pandemic that coincided with central banks producing a flurry of fiat money, people’s focus turned to the crypto space. This outcome was a pure manifestation of permanent distortion. Indeed, it was COVID-19 and central bank policy that pushed Bitcoin further into the mainstream, not just as an investment or currency in name only but as a combination of both, and an alternative to the orthodox banking system that had let so many people down since 2008. Every rise in the value of Bitcoin, which surged past its 2017 record, ending 2020 at $29,001 (a quadrupling of its value over the year), was a negative judgment about the big banks and their institutional savior, the Fed (see Figure 10).34

As attention to cryptocurrencies swelled alongside prices, the central bank community was compelled to say something, even if that something was a placeholder until they could fully articulate plans to thwart the popularity of Bitcoin and other key cryptocurrencies.

Speaking at a virtual event in March 2021 at the Bank of International Settlements (BIS), the bank of central banks, Fed chair Jerome Powell indicated that the US central bank was not oblivious to digital currencies.35 He acknowledged that the Fed was in the early and exploratory phases of developing research on what a central bank digital currency (CBDC) might be and whether it could garner the general public’s acceptance. That idea of achieving both political and public support was, ironically, exactly what went through the minds of the most powerful bankers and politicians in the lead-up to the passage of the Federal Reserve Act in December 1913.
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As Powell prompted, “Does the public want, or need, a new digital form of central bank money to complement what is already a highly efficient, reliable and innovative payments arena?” It was clear that the most powerful central banker on the planet was both coming to terms with the crypto world and yet approaching the meeting with far more questions than answers. He did, however, take to calling central banks a “sovereign anchor” and identified them as the “purveyors of stability—macroeconomic stability, price stability, financial stability.”36 It was as if he were channeling King George from 1776, only he was on the other side of the Atlantic and of history.

The general manager of the BIS, Agustín Carstens, who was a former head of the central bank of Mexico, had made his sentiments clear only months before that gathering. While speaking at the Hoover Institution’s policy seminar in January 2021, Carstens noted that he believed Bitcoin would fail at all three levels needed to achieve long-term viability—holding up as a currency, as a medium of exchange, and as a storage-of-value unit. Not mincing words, Carstens observed, “Perhaps the Bitcoin network should be seen more like a community of online gamers, who exchange real money for items that only exist in cyber space.… Above all, investors must be cognizant that Bitcoin may well break down altogether. Scarcity and cryptography alone do not suffice to guarantee exchange.”37

It was clear he was no fan. Yet he spoke for many central bankers when he admitted that there was a role for the technology—if it could be kept under central bank influence and control. “So, clearly, if digital money is to exist, the central bank must play a pivotal role, guaranteeing the stability of value, ensuring the elasticity of the aggregate supply of such money, and overseeing the overall security of the system,” he said. Carstens was a man on a mission. While perhaps he did not view digital currency as a threat to central banking power, it was evident he would not entertain the idea of merely sitting by.

Carstens was not speaking in a vacuum. His former IMF colleague, European Central Bank president Christine Lagarde had, only days before his Hoover speech, made it clear that she too was no Bitcoin supporter. “For those who had assumed that it might turn into a currency—terribly sorry, but this is an asset and it’s a highly speculative asset which has conducted some funny business and some interesting and totally reprehensible money-laundering activity,” Lagarde had lamented at a January 2021 digital Reuters event.38

The world’s top central bankers and some of the globe’s most influential monetary policymakers were arguably all on the same wavelength. They had no choice but to take notice of the rise of cryptocurrency markets and the surge of Bitcoin under their leadership. Out of a mix of skepticism, defiance, and fear of losing power, central banks were increasingly focused on researching and developing their own digital currencies, to compete in a world they once dominated completely.

As the crypto wave gained traction, participation in crypto was increasingly dispersed across age and socioeconomic classes, though concentration of its ownership rested in a relatively small number of investors.39 Right on the heels of the Reddit retail traders and GameStop stock meme phenomenon, the stage was set for retail investors to plow into the next hot thing, whether that was Bitcoin, Ethereum, or any of the plethora of altcoins (non-Bitcoin cryptos). One of the main crypto platforms for retail investors, Coinbase, amassed 6.1 million active retail users in the first quarter of 2021. The figure was double its number of users in the last quarter of 2020. More than 9.5 million people were trading cryptocurrencies on the Robinhood app, nearly quadruple the number of the prior quarter.40

Then came a defining lift-off moment. In March 2021, Tesla CEO Elon Musk tweeted that anyone could buy a Tesla car using Bitcoin. Tesla had bought $1.5 billion worth of Bitcoin. Musk went even further in expressing his long-term crypto confidence by stating, “Bitcoin paid to Tesla will be retained as Bitcoin, not converted to fiat currency.”

That moment unleashed a wave of pending merchant adoption. The world’s biggest brands piled in and began accepting Bitcoin as a form of payment. In April 2021, Bitcoin Visas and Mastercards sprouted.41 Microsoft, AT&T, Burger King, Overstock, and Pizza Hut were accepting Bitcoin. Fintech darlings Cash App, PayPal, and Venmo allowed users to buy, sell, and hold Bitcoin. Even the usual Wall Street suspects like Goldman Sachs were no longer sitting on the sidelines: Goldman would work to take Coinbase public on April 14, 2021.42 This combination of factors sent Bitcoin prices soaring to a record high of $64,841 that day, as Coinbase Global Inc. soared briefly above a $112 billion valuation.43

The reckoning that followed was fast and furious. In the words of Ferris Bueller, “Life moves pretty fast. If you don’t stop and look around once in a while, you could miss it.” For the world of investing and CEO involvement, it moved even faster. The fall seemed to come out of nowhere for most Bitcoin watchers—except, apparently, for Michael Burry, the guru featured in Michael Lewis’s book The Big Short, who predicted Bitcoin’s nose-dive in March.44

On May 12, 2021, Elon Musk—then the third-wealthiest man in the world—tweeted that Tesla would no longer accept payments in Bitcoin due to environmental concerns about its mining.45 This reversal, only months after his announcement that Tesla would accept it, caused as much as $365 billion to be wiped from the crypto market in a single day.46 That rapid change of heart came as Chinese regulators were also slapping more restrictions on mining projects, citing the massive energy consumption of mining operations for Bitcoin and other cryptocurrencies.47

The drop that followed was intense. Bitcoin’s price sank by more than 36% in May alone, its worst monthly drop since 2011.48 The move took almost all the other altcoins, ranging from Ethereum to Musk’s favorite meme crypto, Dogecoin, down for the ride. The sharp dive was more impactful than any other prior bubble-popping Bitcoin moment because more retail investors had gotten involved—and at a higher price point. The particular cause of the call to action, environmental concerns, led to questions of whether this was the end of crypto.

At its inception, Bitcoin was primarily “mined” using a standard computer’s central processing unit. As demands on security and calculations for coding grew, so did the strain on the electric grid. Because of the extreme power requirements needed to mine Bitcoin and other cryptocurrencies, the debate over whether mining was bad for the environment got louder. Ultimately, Bitcoin did require considerable amounts of energy to exist. However, the fact that miners needed incredible amounts of power also signaled the need to find cheaper and more sustainable renewable energy sources. Bitcoin offered both a problem and an opportunity for a solution. Also, fiat money demands energy as well.49 There is a cost to printing bills and producing coins. Plus, traditional banks run activities and extensive databases on large servers that sap energy. Bank trucks and buildings rely on fuel and electricity. The reality is that whether it is Bitcoin or the virtual universe or the airline industry, finding more environmentally friendly means of fueling these activities is a necessity that should be pushed and embraced by supporters of old and new money.

While growing energy demands and the need for solutions to intensive mining constituted areas of pushback, it was also clear that the crypto space was experiencing other growing pains as a by-product of its popularity and maturation. Many of these were playing out in real time. By mid-2021, China went from having nearly three-quarters of the global supply of Bitcoin mined in the country to less than half.50 The amount of electricity required to solve increasingly complex equations by the computers used to create new Bitcoin faced a geographic problem. Miners were relying on platforms that routinely experienced regulatory crackdowns and threats of restrictions or bans on activity.

Global focus on where and how Bitcoin was or should be mined escalated alongside its growing popularity. This was not least because Bitcoin was increasingly seen as a disrupter to the established field of money creation. One way for the prevailing monetary and political hierarchy to clip the crypto movement’s wings and chip away at its growing popularity was to introduce barriers. The stressing of concerns over the amount of energy used for mining served as a barrier of convenience.

In that regard, China wasn’t alone. Few governments embraced Bitcoin as a replacement for their currencies or the prevailing dollar-centric monetary system. In particular, the most powerful governments in the world and their respective central banks saw any alternative to their monetary systems as at least a nuisance and at worst a threat. The primary reason was that the production and use of Bitcoin and other cryptocurrencies were simply not controllable without shutting down the internet. The second concern was that any challenge from a currency outside the realm of traditional central bank authority could reduce the influence, strength, and expansiveness that fiat money enjoyed. For Wall Street, that meant a threat to its throne and to easy money subsidies in times of crisis. The first law of financial power is that those in power want to stay in power. They will do whatever it takes to remain there.

Still, the pandemic brought a fresh wave of investors and billionaire cheerleaders (and some detractors). Similar to the Age of Gatsby, the “Modern 20s” brought speculation to every corner of every market—only this time technology made it all so much easier. People sought both personal financial opportunity and the chance to participate in a revolutionary money paradigm. Twitter’s cofounder and former CEO Jack Dorsey become a champion for the crypto craze. During the first half of 2021, together with rap mogul Jay-Z, he established an endowment fund of 500 Bitcoin (worth an estimated $23.6 million at the time) to develop Bitcoin further. The idea was that the endowment would “make Bitcoin the internet’s currency.” That summer, Dorsey confirmed that Bitcoin would be a “big part” of the company’s future.51 NBA owner and Shark Tank personality Mark Cuban jumped in. Following the Bitcoin volatility wave of May, Cuban took to Dorsey’s social media platform, Twitter, to claim that Bitcoin was “better than gold” and that it was “easy to transfer. Easy to trade. Easy to convert. Doesn’t require an intermediary.”

It was not just Silicon Valley tech stars, music royalty, or sharks jumping into the fray. As China backed away, some political leaders in the US saw opportunity. Energy-rich states like Wyoming began to lean into the crypto space. US senator Cynthia Lummis from Wyoming, who in May 2021 founded the Financial Innovation Caucus, began to push for financial institutions to work with cryptocurrency.52 Wyoming became the first state to establish a pair of laws to charter and establish new banks in cryptocurrency.

Certain city leaders became champions of the crypto trend. As China’s crypto clampdown pushed out those involved in Bitcoin mining and digital ledger development, cities like Miami and San Francisco emerged to pitch their attributes. Miami’s mayor, Francis Suarez, positioned himself as one of the most crypto-friendly politicians in America. During an interview with CNBC from Miami city hall in June 2021, he touted his locale’s low cost of electricity as an enticing factor, stating, “The fact that we have nuclear power means that it’s very inexpensive power.” He added, “The city of Miami understands how fundamentally important it is to our future and how it could change the paradigm in the way people live their lives.”53 The tax revenues crypto platforms and aficionados could bring in was a potentially lucrative side benefit to providing a new home for them.

The Meme Coin and New Money Era

Infamously, one of the more famous altcoins, Dogecoin (pronounced “dohj coin”), began its existence on the back of an internet meme centered around a Shiba Inu dog looking sideways while glancing into the camera. The cryptocurrency was initially created as an inside joke between two software engineers from IBM and Adobe. As the Wall Street Journal reported in June 2021, “It is a satirical homage to Bitcoin, designed to serve no real purpose other than generating a few laughs.”54 Laughs notwithstanding, its value ballooned by 15,000% over the first five months of 2021 alone.55

That stratospheric leap enticed more speculative investors, but it would be short-lived. During Elon Musk’s now infamous monologue on Saturday Night Live, all it took was a series of jokes to rock the boat. In the lead-up to his appearance as guest host, Musk sent out a teaser tweet dubbing himself the “DogeFather.” Speculation swirled. Would he mention the meme-turned-crypto? Would it trigger the cryptocurrency to rise further?

As it turned out, Musk asked his mom to jump in on the craze. Joining him on the Saturday Night Live stage on May 8, 2021, and to the audience’s applause, Maye Musk prompted her son by saying, “I’m excited for my Mother’s Day gift, I just hope it’s not Dogecoin!”56 Not to be outdone, while playing a “financial expert” during the show’s famed “Weekend Update” segment, he was pressed no fewer than six times with the humorous question “What is Dogecoin?” After Musk’s character gave roundabout answers, the segment ended with him saying it was just “a hustle.” The next day Dogecoin tanked, losing 40% of its value.

But then Mark Cuban jumped into the billionaire-class Dogecoin discussion. Cuban ensured that his NBA team, the Dallas Mavericks, offered “special pricing” for those looking to make purchases using Dogecoin. After once stating that Dogecoin was not the best investment option, he claimed that “it’s a medium that can be used for the acquisition of goods and services.”57 His proclamation received affirmation from Elon Musk.58 The billionaire duo’s show of approval prompted Dogecoin to jump nearly 10% within a twenty-four-hour period on August 16, 2021.

Dogecoin wasn’t just for the hyper-elite, though. The English Premier League team based north of London, Watford FC, would sport a Dogecoin logo on their football jerseys during the 2021 season after a crypto sports betting site offered sponsorship.59 The cryptocurrency, which had begun in jest, had literally hit the big leagues.

Although Dogecoin’s origins were based around a joke, it was grounded in something real—human emotion and curiosity. Support for Dogecoin, similar to other trends within the crypto market and meme stocks, was made up of folks from all walks of life seeking something beyond the established monetary systems.

Whether meme investing might have begun as a joke or as a desire for inclusion and control by a broader group of people, the die was cast. With all its confusion and hype, what the frenzy around Dogecoin exposed was a world skeptical enough of investing to view it as meme-worthy in the first place. At worst, meme coins and their volatility revealed the raw nature of what happens when money both means so little and is so scarce that everyone is looking for their shot to get rich quick.

Dogecoin was a harbinger of developments to come in the cryptocurrency world. More altcoins armed with their own retail fan bases and “whale” investor champions will arrive in the crypto world. Most of them will languish. But a small subset of them are poised to become part of a global monetary network in which fiat and cryptocurrencies coexist.

Bitcoin is as much about belief in a new monetary and currency paradigm to displace the old one as it is about the storage of value or an alternative investment. The idea that crypto can be used globally as a unit of buying and selling is an unstoppable train. Crypto investors are buying and holding because they believe in blockchain technology and the raw capability of the digital ledger.

Despite the sharp price swings that come with cryptocurrencies, or perhaps because of them, retail and institutional investors explored other ways to profit from crypto rather than just holding or trading specific coins. Like diversifying a stock or bond portfolio, they pursued collecting different types of cryptocurrencies. In addition, some crypto investors engaged in processes such as crypto “staking,” a way of earning reward or interest by locking up or holding certain crypto coins for a specified period of time.60 Staking provides a way to essentially earn interest on holding crypto, much like keeping money in a savings account, but offers higher rates. Other crypto investors began investing in an ever-expanding list of crypto coins, blockchain-focused companies, and blockchain ETFs.61

All of these trends proved lucrative for the platforms and firms that derived fees from transactions. That made the big guns on Wall Street salivate. By March 2021, Citigroup was suggesting that Bitcoin could one day “become the currency of choice for international trade.”62 Three months later, Citigroup made the bold declaration that it would help its wealthiest clients invest in crypto, forging the path for one of the largest US banks to grab its own chunk of that market.63

Bitcoin’s wild ascent after the pandemic struck caused Wall Street titans to reconsider the future. Big financial names that had likened it to the tulip mania in the Netherlands during the 1600s or the dot-com bubble still chastised cryptocurrency as a fad. But, following budding client interest, demand, and market fascination, the big boys on Wall Street could not remain on the sidelines. Citi established a Digital Assets Group that would “be responsible for developing… future product capabilities, client delivery mechanisms and thought leadership around all digital assets.” The move would only serve to whet more retail and institutional players’ appetites for crypto investing. Goldman Sachs and Morgan Stanley boosted their respective cryptocurrency efforts.

JPMorgan Chase, even with the history of CEO Jamie Dimon having called Bitcoin a fraud, could not be left out. By the summer of 2021, the bank began to roll out access to cryptocurrency funds and products for its wealth management clients.64 Dimon seemed to remain somewhere between negative to ambivalent toward Bitcoin into the end of 2021, though he admitted it could see a tenfold increase in price.65 Profit was profit. Control was something else entirely.

In the meantime, mainstream global business chains were increasingly accepting crypto for payments and transactions. For instance, in July 2021, the world-famous Pavilions resort and hotel chain announced that they would accept several forms of cryptocurrency as payment, and they partnered with Coindirect in Britain to allow guests to pay in crypto throughout their properties.66

Not to be outdone, the casino and gambling scene in Las Vegas embraced the crypto paradigm wholeheartedly. Resorts World Las Vegas, the first new casino to be built from the ground up in Sin City in over a decade, announced that it would build a partnership with a cryptocurrency exchange.67 They sought to develop a system where visitors could use their crypto wallet across the resort. The move was another milestone for crypto, backed by the efforts of CEO Tyler Winklevoss and his Gemini cryptocurrency exchange.

By late summer of 2021, Tel Aviv–based crypto trading platform eToro was riding the crypto wave, aiming to capture sports fans. The firm penned an agreement to be the primary sponsor for several of the UK’s Premier League soccer teams, including my favorite team, Aston Villa.68 From Las Vegas to Wall Street to Brazil to Venezuela to El Salvador to the UK, crypto was increasingly in vogue.69 By the end of 2021, Crypto.com, a Singapore-based company with a roster of sponsorship deals including the Formula One World Championship and Ultimate Fighting Championship, went on to sign the largest naming rights deal ever for an estimated $700 million at the famed Staples Center in Los Angeles, home to the LA Lakers.70

It was as if the very word “crypto” had become a new kind of adornment, adding an element of glitter and future-mindedness wherever it was used. And those who support it as a non-fiat currency, store of value, and future wealth alternative have something in common with another group—so-called goldbugs, who share cryptocurrency enthusiasts’ disdain for fiat currencies. The two groups disagreed about which was a better store of value—gold (the original mined currency and store of value) or Bitcoin (the twenty-first-century emerging one), and whether they could coexist or whether Bitcoin was just a fad. While the debate over Bitcoin versus gold could rage for decades, the central question of power and what informs that discussion is more compelling.71 For all of their divisions, the goldbugs and crypto wizards shared a general suspicion of prevailing monetary policy. What they both recognized is that the epic monetary policies unleashed since the global financial crisis in 2008 had a damning effect on the economy and triggered epic levels of inequality. The permanent distortion between the financial system and the real economy motivated new innovations and enthusiasm in a new age in the evolution of money, as well as nostalgia and comfort with an older, proven, but discarded monetary power peg, gold.

Bitcoin has been dubbed by its supporters as “digital gold.”72 That comparison is no accident. Satoshi specifically chose the verb “mining” to describe the production of a Bitcoin to reflect how gold is mined through a complex set of activities (panning, smelting, refining, etc.). Fiat currencies are much easier to electronically manifest.

Some believed there was room for gold and crypto to coexist. Some argued that Bitcoin was too volatile to be a store of anything—that it was more like a bet or an asset class as opposed to a currency. The reality is that we don’t really know where Bitcoin will be when it’s been around as long as gold. We are in the starting innings of what Bitcoin and other cryptocurrencies could be. The nuance, capability, and technologies are still unfolding. It remains to be seen to what extent society will accept cryptocurrencies for what they can accomplish—as well as their pitfalls.

Central banks are watching closely. That’s why the larger central banks want to expand the existing monetary system to include digital currencies yet tend to shun decentralized ones. If they can colonize crypto, then they can control it. Government leaders want a tax trail on crypto transactions for their own control purposes. Store owners need confidence and assurance from cryptos if there is to be widespread commercial use. They need to know that if they transact in Bitcoin or any other cryptocurrency, they won’t face wild swings in value that could make them lose money in between a sale in the morning and cashing out at the end of the day.

In May 2021, the BIS released a working paper called “The Digitization of Money.” Its abstract warned that “the ongoing digital revolution may lead to a radical departure from the traditional model of monetary exchange.”73 The research offered the caveat that digital currencies could alter the competition between private and public money. If cash was no longer used, payments could be made through digital platforms rather than under banks’ purview. The BIS highlighted these as reasons for governments to offer CBDCs as a virtual form of fiat currency. The BIS was laying the groundwork for central banks to retain ultimate control of the flow of fiat currency, while being able to either regulate or restrict the crypto space as well.

Digital money, the BIS realized, was not going away. It was a trend that spanned China (WeChat and Alipay) and Africa (Safaricom M-Pesa) and even encompassed Facebook’s plans to issue its own currency, the Libra, in the United States. But after the mid-2021 sell-off, the battle lines between those who were against crypto investing due to its volatility and those who were in it for the long haul grew clearer.

Still, by June 2021, the BIS gave its approval for the development of CBDCs, noting that these could be used to “modernize finance” and also to ensure that Big Tech was not able to take control of money.74 The organization estimated that fifty-six central banks and monetary authorities, which collectively represented around 20% of the global population, were exploring digital currencies due to the expansion of online commerce.

“The train has left the station,” said Benoît Cœuré, head of the BIS Innovation Hub, referring to the path for CBDCs to compete with the explosive growth of decentralized cryptocurrencies outside the established monetary and banking system. “It is not that we are getting carried away, we are just looking around.”75

But however those plans evolve, more than 12,000 different cryptocurrencies, representing a myriad of motivations, structures, recognition, and staying power and held by over 100 million people, were revolutionizing the monetary, financial, and retail world.76 They were finding their way beyond trading desks, hedge funds, and individual trading apps. Cryptocurrency investments were being blended into retirement portfolios and marketed under names of established retirement vehicles and crypto monikers, such as CryptoIRA and BitcoinIRA.77 The $22.5 trillion world of IRAs and 401(k)s was a bonanza to crypto-focused asset managers, and by extension to the cryptocurrencies into which those asset managers could pour trillions of dollars’ worth of their funds. The volatile nature of cryptocurrency behavior lends more risk to those portfolios, to be sure, but it can also offer more potential upside. It can offer a way to diversify financial investments away from the traditional asset classes of stocks, bonds, real estate, and precious metals. After all, gold has also known its share of volatility over the millennia. So have fiat currencies not pegged to gold or silver, such as the pound sterling, which has routinely been batted about by hedge funds.78

Central banks, with all the monetary policy tools at their disposal, were established to play by their own rules and support their respective banking and government systems. Bitcoin and blockchain technology, the catalysts for a realm of other cryptocurrencies and platforms, were a force to stay.

In general, governments that didn’t have as much monetary might were more apt to turn toward cryptocurrency alternatives as a way to level, or at least diversify, the playing field. Not every embrace would be timed perfectly. On September 7, 2021, the day that El Salvador became the first country to officially adopt Bitcoin as legal tender, its price dove by 10%.79 Undaunted, the nation moved to purchase even more at a discounted price, and later promised to use its first Bitcoin profits to finance a pet hospital.80 By mid-fall, the price of Bitcoin had passed $60,000 again on the hope of SEC approval for wider spread ETF inclusion.81 Altcoins rallied in tandem.82 The trajectory of the cryptocurrency landscape indicates that more countries will adopt Bitcoin. What remains to be seen is whether one of the G20 members will forge a path toward adopting crypto.

A 2021 survey conducted by the Financial Planning Association and two other groups revealed that 14% of financial advisors polled replied that they have used or recommended cryptocurrency to their clients. That figure was up drastically from 1% in 2019 and 2020.83 The Pew Research Center found that 16% of Americans said they’ve either invested in, traded, or used cryptocurrency.84 Latin America boasted the widest support per capita for adopting Bitcoin in the world, perhaps because most national currencies in Latin America had seen periods of wild oscillation. Compared to that, crypto volatility wasn’t so scary. According to a survey conducted by Sherlock Communications, 48% of Brazilians thought their country should adopt Bitcoin as legal currency and 56% approved of El Salvador as the first country to adopt cryptocurrency.85 There was strong advocacy from people in Argentina, Colombia, Costa Rica, El Salvador, Venezuela, and Mexico as well. As in other parts of the world, investing in Bitcoin was seen by the majority of those polled as an investment diversification asset. They also largely saw it as being a hedge against inflation and economic instability. By November 2021, the price of Bitcoin hit a high of $69,000.86 Ethereum hit $4,869. Rate hike and Ukraine concerns pushed Bitcoin down to $39,049 by April 2022, and Ethereum to $2,871.87

Only five decades earlier, central banks had executed the major shift from the gold standard to a solidly fiat, greenback-based system. Crypto was another moment in monetary and financial evolution. It facilitated a system in which goods and services could be exchanged without the interface of central or private banks. The emergence of crypto reminded everyone of the oldest truth about any currency: that it operates best when people have confidence in it. Once confidence goes, value disappears. Crypto is backed by a scarcity component thanks to its capped production process—mining—but other than that, there existed nothing physical or political to prop up its intrinsic value. The worth and use value of cryptocurrencies are dependent on perception and adoption, especially so early in its evolutionary path. Perhaps that is the ultimate expression of monetary power, though—that, collectively, people get to set the price of a currency innovated without the participation of any traditional or national financial institution. But given the undeniable might and legacy of the established monetary system, even if it evolves digitally, the question remains: Can cryptocurrencies and central-bank-created digital ones coexist?
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Chapter 10

THE FUTURE IS DISTORTION

Mystery is the antagonist of truth. It is a fog of human invention, that obscures truth, and represents it in distortion.

—THOMAS PAINE, Age of Reason

Changes unleashed by permanent distortion have only just begun. Understanding the enormousness of this phenomenon as a financial and geoeconomic game changer means revisiting what money is and what it is becoming. It also requires considering the past two centuries of stock market and economic evolution and the role that money has played.

Money is the blood that circulates through the veins of an economy and its financial markets. Economies rely on people and companies exchanging money in return for products and services. Gold coins were first used as money in the late eighth century BCE in Asia Minor.1 At the height of the Roman Empire (98–160 CE), Roman gold and silver coins came to Britain via the Mediterranean, solidifying early global trade. For nearly two thousand years, until 1971, gold and silver had a role in standardizing money. As fiat money, issued and validated by governments, proliferated, central bankers gained prominence and power. They eventually became the foundation upon which the private banking system and markets rely.

More recently, nonphysical money and related activity have undergone alterations. Online banking became popular beginning in the mid-1990s, when the internet and personal computers did. This allowed transactions and services to take place without having to touch paper money. By 2006, 80% of US banks provided internet services. By 2020, nearly 2 billion people worldwide only banked online.2 Cryptocurrency sprouted in the interim, as a nonphysical, decentralized currency that is not owned, regulated, or issued by any governing authority. The value of any cryptocurrency will ultimately be determined by what people are willing to pay for it and how they use it.

In the future, money, debt, national currencies, and banks will undergo more evolutions. We have reached the end of the era during which industrialists morphed into capitalists. We have now landed in a virtual and technological era where people are increasingly finding ways to approach economic interactions and innovations in a less centralized, more direct manner.

As money shifts form, so will economies and markets. When stock market indices were first introduced in 1811 they only tracked two business sectors, railroad and industrial. More than 60% of total US stock market capitalization came from railroad-related stocks.3 By 1900, market sectors had expanded to include utilities, financial, and energy firms. The information technology and healthcare sectors didn’t exist at the dawn of the twentieth century. Now they make up nearly 30% and 13.25%, respectively, of the 500 largest US publicly traded companies. Communication and energy stocks have undergone dramatic changes over the years, with more to come.

The seeds of permanent distortion were sown in the twenty-first century in two main ways. The first manifestation is clear: the real economy is disconnected from the realm of big finance. The second is a meta-economy and alternative monetary system still in flux. Like the anarchist movements in the nineteenth century, an uprising against what existed was catalyzed by people becoming fed up with the prevailing money and power hierarchy. The metaverse, or immersive techno-reality, is a symptom and outcome of today’s distortion. At its core, it represents a virtual and technological protest against central banks, private megabanks, and the cronyism between governments and companies.

So, permanent distortion is the founding environment for the crypto movement and the metaverse. Cryptocurrencies, for all their promises and faults, arose from a rejection of the imperialist status quo. The perfect storm of the financial crisis of 2008, in which central banks joined forces to protect the banking system, gave the movement its launchpad. Cryptocurrency, the metaverse, augmented reality and virtual reality, and blockchain technologies are the next natural steps. Whether their product is ultimately deemed a store of value, investment asset, or rage against the machine, technology and financial anarchy have hooked up. Strong emotion is a motivating factor as well. What will stem from this crypto-meta-money triangle will manifest in unexpected and unimagined ways.

Central bankers unleashed a monetary policy experiment that began in 2008 and has never ended. The question central bank leaders and economists have yet to fully answer is: When does it end? Can it end? Our financial system, permanently distorted, requires a hard reset if it is to ever truly serve people and the real economy instead of merely the investor class.

The world’s elite central bankers crushed any inherent stability of the financial system by eliminating boundaries in their injection of trillions of dollars of support for Wall Street and the financial markets. What started as an emergency response to two crises became a permanent power grab that has gone unchecked and largely unquestioned. That’s because without the record-breaking amount of cheap money that was unleashed, the banking system, markets, and public financial system would have crumbled. And while people and small businesses received some fiscal support on the fringes, the bulk of manufactured money zoomed into financial assets. This imbalance between where money is sourced and where it flows set the world up for more intense financial and economic crises down the road. It has laid the groundwork for greater international disorder and market volatility. Cryptocurrency is just one expression of the enormous dissatisfaction with the post-2008 status quo. There will be others. The legacy big banks, however flush with the cash generated by their central bank sponsors, should expect some stormy weather.

Countries have amassed high debt burdens relative to the sizes of their economies before. As long as central banks hold rates low, the cost of servicing their debt remains low too. For developed nations that continually reinforce their competitive geoeconomic edge over developing ones, this result was particularly critical. If cheap money strategies are ever truly reversed (as opposed to simply adjusted tighter in relatively small increments) or pervasive inflation skyrockets for too long, the cost of repaying that debt for governments and corporations becomes a massive challenge. A significant policy shift could lead to seismic international debt defaults.

Those who can will seek new ways to get a piece of the market pie through increasingly efficient tech platforms. In the process, the war between the traditional monetary system and the tech sector’s nouveau riche—especially those who create their own nouveau richesse—will escalate. High financial stakes will intensify as the battle for power over transactions, payments, lending, and other banking services becomes more personal and less institutional.

Two distinct patterns of crisis and recession have emerged every four years in the twenty-first century. One is based on debt and leverage problems. The other is based on external factors or flaws inherent to the monetary and financial system itself. These have been punctuated by recent US election years. This was the case with the 2008 financial crisis, the 2012 debt crisis, the 2016 monetary policy shift scare, and the 2020 economic shock that was exacerbated by COVID-19. If this pattern holds, we should see another major crisis in 2024 followed by greater consolidation of monetary powers. But in the meantime, the United States could see the size of its economy relegated to third place in the world, behind China and India, by 2024.4

The swirl of popular discontent with political leaders will accelerate. That means more uprisings, intensified political extremism, and faster power swings between left and right. These will be exacerbated by desperate measures to control populations, or even by entire takeovers of sovereign nations. That extreme case was exemplified by the 2022 Russian invasion of Ukraine and subsequent slaughter of innocent civilians. The invasion catalyzed a reassessment of financial alignments, defense pacts like NATO, and other global coalitions. It accentuated differences with respect to China, which (along with India, Iraq, and Iran) abstained from a UN Security Council vote condemning the invasion.5 As with past wars that threatened the Western markets of the world, central banks exercised their own monetary might to maintain what order they could.

The space race among the earth’s billionaires may have shown everyone what those at the highest echelons of the wealth hierarchy can do. But the divide between their vacation joyrides and those left back on earth is a stark metaphor for the ever-increasing inequality gap. Central bankers will keep markets buoyed while enabling governments to create more debt to run their budgets even if they periodically trim back some of their monetary largesse. Governments will foster new infrastructure and innovation alliances with the private sector.

The Fed’s and other central banks’ underestimation of inflation’s impact on real people was one of the most tone-deaf components of permanent distortion. Whether inflation is long-term or transitory, economic instability has been a constant. As billions of people struggle, inflationary pressures render the cost of everything from housing to education to essential items prohibitive. Supply-chain shortages and political chess matches will further squeeze global prices, rendering necessities more expensive for those who can least afford them.

The effects of permanent distortion will swell as long as major central banks perpetually subsidize private banks and financial markets while supporting government debt. Every twenty-first-century crisis emanated from a point of greater debt, larger asset bubbles, and heightened central bank support. Possible “black swans”—extreme, unforeseen events that could trigger another crisis—might include war, a deadlier virus, extreme climate disasters, concurrent worldwide debt defaults, a meteor hitting earth, general anxiety, or a confluence of any number of them.

Without a significant monetary policy and debt overhaul, another crisis is inevitable. Markets will tank at first, or periodically. Then banks and corporations will again turn to governments and central banks to save them at the expense of the real economy. The difference is that next time central banks might not be able to exert the same influence on markets. Or, worse, they will. There is no clear alternative beyond a reset of our entire approach to money and power.

That’s why looming on the horizon is a burgeoning economic and virtual reality in which money itself undergoes a metamorphosis or pushes current frameworks. The main change will be the way in which we see money, the role of governments and central banks, and the interaction between the real world and the metaverse. It is from this juncture that great new challenges will arise. As UN secretary general António Guterres warned in his opening address to the 2021 UN General Assembly, “I am certain that any future major confrontation… will start with a massive cyberattack.”6 That premonition marks an emerging period of “cyber-geopolitics,” in which government defense protocols are no longer just arms- or technology-based. They have entered into a new paradigm of global cybersecurity measures.

The Money Makeover

We are embarking on a transformative era, just as fire, the wheel, the industrial revolution, and technology spurred radical transformations in the past. While societies, governments, and financial systems navigate an evolving digital landscape, we have not fully dealt with the turmoil of the past. The battle over what money will look like in the future will not be settled overnight. But there will be fresh means of transcending the traditional confines of money through new products, exchange outlets, and the definition of what value even is and how it’s measured by society. Financial conversations in units of quadrillions will become as commonplace as units of millions once were. But just as the Renaissance followed the Dark Ages, this could usher in a time of mind-bending creativity, where the mid-twentieth century’s futuristic visions from science fiction authors such as Isaac Asimov and Philip Dick are not only realized but surpassed.

Permanent distortion means there is no going back to how things were. In its wake, sectors attracting public-private infrastructure investment in the real economy can still emerge as a force for future stability and positive change. So can fields concentrated on sustainable power, technological innovation, virtual collaboration portals, and the revolutionizing of money itself. Emerging from this phenomenon are five main economic sectors that overlap in the functionality, materials, and skills needed to implement them. These areas are:


1. New energy

2. Infrastructure

3. Transformative technology

4. New money

5. Meta-reality (the metaverse and artificial intelligence)



New Energy and Infrastructure

Three converging global themes are driving the transitioning field of energy and power: rising living standards, aging infrastructure, and booming population growth.7 People, regardless of political and socioeconomic status, need clean air and sustainable power sources. That requires increasing public and private industry support for alternative sources of energy. It doesn’t matter whether or not someone believes in renewable energy or climate change; there is a powerful pragmatic argument in favor of energy transition. For instance, auto manufacturers need to sell electric vehicles to remain competitive. This translates into millions more electric vehicles worldwide that will need to connect to a power grid, which will increase electricity requirements.8

New technologies in the energy space are critical to meeting this demand. Wind, solar, geothermal, next-generation nuclear, carbon-capture coal, hydrogen fuel cell, and a host of other technologies will all play a role, even as fossil-fuel energy remains prevalent. The 2021 COP26 climate negotiations produced a global trading mechanism agreement for transparent, accountable carbon markets.9 Similar agreements will transform this backbone of the global economy. As some sectors decline in prominence, others will morph into major global industries.10

As demand for upgraded and new infrastructure grows, the need for investment and planning will increase across multiple industries. Massive infrastructure development on a worldwide scale will increase even as overall economic growth will be tepid after the post-pandemic bounce. In the United States, collapsing bridges, undrivable roads, substandard airports, and decrepit hospitals and public schools signify decades of neglect. The US built most of its infrastructure just after World War II. That’s why, across the political spectrum, most elected officials agree that building and rebooting are essential. Constructing new segments of the global economy requires planning, money, and the embrace of technology. As a result, raw materials from silver to copper to aluminum to cobalt will see rising demand. That means higher, inflationary prices are primed to linger for years.

Transformative Technology

The technology sector is another key economic engine. Like infrastructure, it has a hand in every new and efficient invention in some form or another. Often the most innovative technology and ideas have emerged from periods of the greatest adversity.11

Not only new companies but established ones with the alacrity to reinvent themselves will grow in relevance. Microsoft became the world’s largest company by market capitalization in October 2021, briefly leapfrogging over Apple, which retook that $3 trillion market cap mantle in early 2022.12 The dot-com bust and financial crisis of 2008 hurt Microsoft’s stock relative to its peers. But after Satya Nadella became CEO in 2014, its stock rose 800% due to his focus on the cloud.13

The internet elevated the speed of transmitting information. It revolutionized communication and spawned over 1 billion websites worldwide, a large percentage of which focused on e-commerce in businesses from hotels to food stores to retail franchises.14 The speed at which we communicate and transmit information is now being reinvented: 5G and 10G (5- and 10-gigabit-per-second speeds, or fifth- and tenth-generation wireless speed of connection) will mean real-time everything. The “internet of things” (IoT, the billions of physical devices connected to the internet, expected to be 27 billion by 2025) will become prevailing actuality. Major breakthroughs in communication technology have fostered economic expansion periods before. The technology of 5G and 10G will catalyze the next wave. In addition, blockchain technology will find itself in every emerging wrinkle, from transportation to healthcare.

New Money and Meta-Reality

Now, artificial intelligence (AI) and predictive algorithms are advancing rapidly. Virtual worlds and marketplaces are mushrooming alongside an entire meta-economy in which companies and individuals are buying and selling goods and services in the metaverse.15 The metaverse provides a platform on which to browse and buy items without leaving the comfort of home. Businesses, education, travel, concerts, art, and every other social interaction will be replicated with increasing amounts of specific detail in the metaverse. The early advent of mechanisms by which individuals can buy and exchange fractional shares or economic participation in these meta-projects will expand to encompass easier ways to enter and exit transactions in digital or cryptocurrencies.

During the expansion of the fintech world, companies have been finding, and will continue to find, ways to cut out the middleman of any transactions. The typical fees that banks, insurance companies, credit card companies, investment banks, and mortgage companies have bagged in the past will all face a potential chopping block in the new world of technologically driven financial transactions. Bitcoin’s growing adoption as a store of value and Ethereum’s pioneering work on smart contracts (computer programs that cut out the middleman from transactions) could redistribute funds away from established financial players. More altcoin outlets will arise. Most of these are redundant and will die off, but some will reshape the future, pushing the frontier of money and value forward.

Scarcity of items in the meta-world, as in the physical world, contributes to their value. In physical reality, an item’s provenance is its history of ownership, and includes a chain of documentation that identifies it as authentic. NFTs, or nonfungible tokens, are unique digital files that use blockchain technology, predominantly but not exclusively for art. The blockchain ledger they sit on verifies the rightful owner of each digital asset, or its provenance. Once provenance is confirmed, NFTs can be bought and sold on NFT marketplaces like OpenSea or Nifty Gateway, with the transactions registered in a blockchain.

In March 2021, United States–based artist Mike Winkelmann, (aka Beeple) sold an NFT of his digital artwork Everydays: The First 5000 Days for $69 million at Christie’s auction house. The move saw Christie’s launch a collaboration with NFT trading platform OpenSea in November 2021. Celebrities from Paris Hilton to Snoop Dogg to Lindsay Lohan have created and sold NFTs.

It’s possible that NFTs are a fad that will be relegated to the dot-com bust graveyard, but it’s also likely that some will not only survive (as did some dot-coms—notably Amazon and eBay) but take their historical place at the foundation of the metaverse. Some artists will succeed. Some will fail. Just as with physical art, for every Picasso, there are tens of thousands of artists whose work will never be noticed. Vincent Van Gogh sold just one painting during his lifetime and died penniless in an asylum. What constitutes value in art, like many other items, is the value attributed to it by humans, a rather fickle species susceptible to the changing tastes of fads and fashions.

The emergence of decentralized autonomous organizations (DAOs) provided a way for groups to organize around a particular mission and fund themselves across a shared set of dynamically viewable blockchain-enforced rules. Token holders in the DAO can determine the direction of its projects, fees charged, and governance. DAOs’ actions and funding are viewable by everyone, unlike publicly traded companies, which only provide snapshots of their financial health.

The limitless availability of central bank money and the manner in which it was crafted is one of the drivers behind the rise to the virtual world of the metaverse. Blockchain technology provides the framework and the foundational ecosystem for metaverse participants. Not only can the metaverse impact jobs and activities, but it can transform society and human relationships by enabling virtual interactions across the globe that seem increasingly real. Various sectors including education and conferencing were revolutionized during the pandemic.

Development of the metaverse could spur a rapid expansion of the global economy. As with every ecosystem, though, how it evolves will depend on how easy it is for people to transact within it. Being able to easily convert from fiat currencies to cryptocurrencies will enable people to switch between the physical world and the metaverse. Consumers will be able to purchase digital avatars and virtual land using crypto tokens. Artists can create or perform, get paid in the metaverse, and exchange those funds for items in the physical or meta world.

There are more than video game or aesthetic uses for the metaverse. For years, the delivery of healthcare required a physical interaction between patient and medical provider. During the COVID-19 era, earlier versions of telehealth platforms that connected the patient and doctor digitally through the internet blossomed. Doctors began diagnosing more patients online. Surgeons use virtual reality and medical robots to perform brain surgery remotely.16 This paradigm shift in healthcare will accelerate, through augmented reality (AR) and virtual reality (VR) technologies. Tech companies, ranging from giants like Meta to start-ups like Seattle-based HaptX, an industry leader in haptic realism (the science and technology of touch), are widening the scope of achievement in the virtual world. VR technologies are expanding experiences from healthcare to engineering, from tourism to entertainment.17 This is not to say that the virtual world, or metaverse, will replace the real one, but the two are increasingly coexisting and overlapping.

Still, at its moment of origin the metaverse is not open to all. If you have no internet connection, and a broadband one at that, you are probably excluded. If you have no credit card, Apple Pay, PayPal, Venmo, or other digital cash equivalent, you will be shut out. If you lack access to computing equipment, you will find the door to the metaverse closed to you. A $400 virtual headset is not going to be on the head of someone earning $2 a day, not only because it’s too expensive but because that person will not have the leisure time to enjoy it. The metaverse is, we can never afford to forget, a space whose creation owes much to the economic, social, and political distortions that preceded it, unprecedented in scale and consequence since 2008. But it is possible that the metaverse itself may make that distortion still greater, as the haves gain a new virtual reality playground of opportunity and the have-nots are unplugged.

One thing is certain: the era of permanent distortion is just beginning. What this means for the global economy, markets, and humanity is that this will be the biggest transformation the world has ever seen.
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PublicAffairs is a publishing house founded in 1997. It is a tribute to the standards, values, and flair of three persons who have served as mentors to countless reporters, writers, editors, and book people of all kinds, including me.

I.F. STONE, proprietor of I. F. Stone’s Weekly, combined a commitment to the First Amendment with entrepreneurial zeal and reporting skill and became one of the great independent journalists in American history. At the age of eighty, Izzy published The Trial of Socrates, which was a national bestseller. He wrote the book after he taught himself ancient Greek.

BENJAMIN C. BRADLEE was for nearly thirty years the charismatic editorial leader of The Washington Post. It was Ben who gave the Post the range and courage to pursue such historic issues as Watergate. He supported his reporters with a tenacity that made them fearless and it is no accident that so many became authors of influential, best-selling books.

ROBERT L. BERNSTEIN, the chief executive of Random House for more than a quarter century, guided one of the nation’s premier publishing houses. Bob was personally responsible for many books of political dissent and argument that challenged tyranny around the globe. He is also the founder and longtime chair of Human Rights Watch, one of the most respected human rights organizations in the world.
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For fifty years, the banner of Public Affairs Press was carried by its owner Morris B. Schnapper, who published Gandhi, Nasser, Toynbee, Truman, and about 1,500 other authors. In 1983, Schnapper was described by The Washington Post as “a redoubtable gadfly.” His legacy will endure in the books to come.
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Peter Osnos, Founder
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Corporate Income Tax Revenue as a Share of GDP, 1934-2019
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S&P 500, Nasdaq, and Russell 2000 Return in the Past Year
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When the Stock Market Rises, So Does Inequality
Many Americans benefit from rising stock prices, but wealthier
families own a far greater share of overall equity holdings
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Bitcoin vs. S&P 500 and Gold, Year-to-Date Returns 2020
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