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Testing times?
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▪1994: Tequila crisis, Orange County (US interest rates)  

▪1997: Asia crisis

▪1998: Russia default; LTCM

▪2000: Tech bubble

▪2008: commodities “supercycle”; Global Financial Crisis

▪2011-15: US credit downgrade; Greece/peripheral EU debt crisis; Taper Tantrum

▪2020: COVID suppression

▪2022/3: Ukraine; interest rate normalisation?

ARE MARKETS BECOMING MORE UNSTABLE?



Market declines: US stocks and bonds (%, net of CPI)
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Source: Rothschild & Co, Bloomberg, Refinitiv Datastream
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Market declines: US 60:40 portfolio (%, net of CPI)
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Source: Rothschild & Co, Bloomberg, Refinitiv Datastream

‘Real’ (inflation-adjusted) peak-to-trough drawdowns, Jan 1900 - Dec 2022
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Rolling 10-year volatility: US stocks and bonds
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Source: Rothschild & Co, Bloomberg, Refinitiv Datastream
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Implied volatility: US stocks and bonds
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Source: Rothschild & Co, Bloomberg, Refinitiv Datastream
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Memo: mistaken assumptions – inflation-linked bonds
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Source: Rothschild & Co, Bloomberg
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Are markets more unstable? 
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▪A succession of “crises”…  but is this new?  1907, 1929, 1987; 1971, 1992… 

▪How do we measure instability anyway? Volatility – ex post, traded – or its absence?

▪Eg: Gold standard – paradise lost or volatility repressed? 

▪Eg: Financial repression – paradise found or volatility repressed?

▪ If not more volatile – certainly bigger, more complex 

ARE MARKETS BECOMING MORE UNSTABLE?
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Cyclical threats
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G3 policy rates, core inflation, unemployment (I): %
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Source: Rothschild & Co, Refinitiv Datastream

G3: unweighted average of the US, EZ and UK
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G3 policy rates, core inflation, unemployment (II): %
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Source: Rothschild & Co, Refinitiv Datastream

G3: unweighted average of the US, EZ and UK
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Threat 1: recent monetary policy
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History may not be kind:

▪End-2021: historic lows in interest rates and unemployment  

▪Subsequent rise in core (demand-led) inflation 

How did policy become so pro-cyclical (ie potentially destabilising)?  

▪Groupthink, mission creep, technique, pandemic-related distractions…

▪… and general epistemological overconfidence (discuss)

CYCLICAL THREATS



Threat 2: banks and money – the butterfly’s wings
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▪2023 context: idiosyncratic risk; more capital; better assets; faster/practised 

intervention. There are usually more butterflies than tornadoes 

▪Nonetheless… expectations, the crowded cinema 

▪All businesses are vulnerable: what’s special about finance? 

▪ If banks are too big to fail, are they too big to take risk? Can we separate money from 

credit? Digital (not crypto…) currency?

CYCLICAL THREATS



Banking stress contained (so far)
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Source: Rothschild & Co, Bloomberg
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Structural threats
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US nominal GDP and debt (%, 5yr  mav). Not what we imagine?
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Source: Rothschild & Co, Refinitiv Datastream, US Bureau of Economic Analysis, Federal Reserve
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US consumer spending ratio (%, mav). What role for credit?
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Source: Rothschild & Co, Refinitiv Datastream, US Bureau of Economic Analysis
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US growth and inflation since 1860
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Source: Rothschild & Co, BEA
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Drivers of growth and financial risk
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▪US debt growth led nominal GDP most when latter slowed. Is this evidence of full 

capacity, or of the unimportance of debt? Between 1949 and 2019, credit arguably made 

no net contribution to consumer spending growth  

▪Different macro regimes bring different risks: might supply-driven growth (technology, 

labour, globalisation) mean smaller balance sheets as well as less inflation?  

▪This is not a case for pro-cyclical monetary policy 
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Debt: the things people say (I)
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▪“The average person on the planet owes $28,000”

▪“… public debt allows the current generation… to live at the expense of those as yet too 

young to vote or as yet unborn” 

    

▪"The pattern of borrowing, spending more than you make, and then having to spend less 

than you make… is as true for a national economy as it is for an individual.”

▪“These high levels of public debt are… not the most immediate risk. The near-term priority 

is to avoid premature withdrawal of fiscal support… Fiscal policy can be a bridge to 

smart, resilient, sustainable, and inclusive growth.” 

Source: Rothschild & Co, Mckinsey, Niall Ferguson, Ray Dalio, IMF
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Debt: the things people say (II) 
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Source: Reinhart (2010)

Reproduced from “A Decade of Debt”, Reinhart & Rogoff, CEPR Discussion Paper No 8310, 
April 2011 
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US gross debt (x GDP)
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Source: Rothschild & Co, Refinitiv Datastream, Federal Reserve

0

1

2

3

4

5

6

Q1 1955 Q1 1965 Q1 1975 Q1 1985 Q1 1995 Q1 2005 Q1 2015

Households Business Government Financial memo: Overseas

STRUCTURAL THREATS



-2

0

2

4

6

Q4 1955 Q4 1965 Q4 1975 Q4 1985 Q4 1995 Q4 2005 Q4 2015

Household debt Financial assets Tangible assets Household net worth

US household net worth (x GDP)

25

Source: Rothschild & Co, Refinitiv Datastream, Federal Reserve
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IMF forecasts for G7 net govt debt (% GDP)
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Source: Rothschild & Co, IMF
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Demography – not to be confused with dependency
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▪An aging population need not imply a binding shortage of labour

▪Participation and employment rates vary: dependency arithmetic is highly sensitive

▪Small changes in working hours and retirement ages can also make a big difference

▪Meanwhile, productivity can still grow (technology, learning curve)
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Prospective dependency scenarios, as they looked a decade ago 
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Source: “Making Sense of Markets”, Kevin Gardiner, 2015; US international Bureau of Census

The elderly are not the only dependents, and not all working-age people are employed
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Duration – the pensions problem
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▪Collectively, PAYG… ultimately paid from output, not savings 

▪ The form of administration – “funded”, private, public, DB, DC – may not make a big difference to 

the aggregate outcome… 

▪… but of course matters hugely to individuals and sponsors

▪Questions for the administrative (distributional?) context: which assets have longest duration? Did 

DB schemes close too soon? Did we just redistribute risk – to sponsors initially, now members?
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Source: Author’s calculations
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Duration: stock
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Source: Author’s calculations
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Conclusion

33

▪Memo to central banks: there have been no hyperdeflations. Stability requires credible money

▪ All markets are potentially unstable, but finance more than most. Volatility has been suppressed – 

but when was it not?

▪ There is a case for monetary reform (but not a return to metal)

▪Nonetheless: recent crises can be seen as a “richness of embarrassments” – as financial farce, not 

(yet) economic tragedy

▪ The asset allocator’s advice? Own real assets – or title to them

CONCLUSION



Important information

34

This document is strictly confidential and produced by Rothschild & Co for information purposes only and for the sole use of the recipient.  Save as specifically agreed in writing by Rothschild & Co, 
this document must not be copied, reproduced, distributed or passed, in whole or part, to any other person.  This document does not constitute a personal recommendation or an offer or invitation 
to buy or sell securities or any other banking or investment product.  Nothing in this document constitutes legal, accounting or tax advice. 

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original investment.  Past performance should not be taken 
as a guide to future performance.  Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed.  Should you change your outlook 
concerning your investment objectives and / or your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes in 
rates of exchange may cause the value of the investment, and the income from it, to go up or down.  Income may be produced at the expense of capital returns.  Portfolio returns will be considered 
on a “total return” basis meaning returns are derived from both capital appreciation or depreciation as reflected in the prices of The Portfolio’s investments and from income received from them by 
way of dividends and coupons. Holdings in example or real discretionary portfolios shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest 
of this document, they must not be considered as a solicitation or recommendation for separate investment.

Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no 
responsibility or liability is or will be accepted by Rothschild & Co as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this 
document or for any reliance placed on this document by any person whatsoever.  In particular, no representation or warranty is given as to the achievement or reasonableness of any future 
projections, targets, estimates or forecasts contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice. 

This document is distributed in the UK by Rothschild & Co Wealth Management UK Limited.  Law or other regulation may restrict the distribution of this document in certain 
jurisdictions.  Accordingly, recipients of this document should inform themselves about and observe all applicable legal and regulatory requirements.  For the avoidance of doubt, neither this 
document nor any copy thereof may be sent to or taken into the United States or distributed in the United States or to a US person. References in this document to Rothschild & Co are to any of the 
various companies in the Rothschild & Co Continuation Holdings AG operating / trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company.  None of the 
Rothschild & Co companies outside the UK are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, 
the protections provided by the UK regulatory system for retail customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any 
questions on this document, The Portfolio or any elements of our services, please contact your client adviser. 

The Rothschild & Co Group includes the following wealth management businesses (amongst others): Rothschild & Co Wealth Management UK Limited.  Registered in England No 
04416252.  Registered office: New Court, St Swithin’s Lane, London, EC4N 8AL.  Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered 
Office: St Julian’s Court, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP.  Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment 
Services. Company number 1088. Rothschild & Co Bank AG.  Registered Office: Zollikerstrasse 181, 8034 Zurich, Switzerland.  Authorised and regulated by Eidgenössischen Finanzmarktaufsicht 
FINMA.

Source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or representations with respect to 
such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a 
particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or related  to compiling, computing 
or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No 
further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent.
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