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1950-1970 Rise of post-war debt-based democracies

1970-2008 Leverage, de-regulation, globalisation

2008-2017 Global QE to the rescue

2017-now Financial fragility and populism

A Story of Dreams, Greed, Fear and Hope
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Debt-based Democracies

“Politicians are resourceful people. …

A smart politician can see that if somehow the consumption of middle-class householders 

keeps rising, if they can afford a new car every few years and the occasional exotic 

holiday, and best of all, a new house, they might pay less attention to their stagnant 

monthly paychecks. 

And one way to expand consumption, even while incomes stagnate, is to enhance access 

to credit.”

Raghuram Rajan, Former Governor of the Reserve Bank of India, August 2010 
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The Debt Supercycle: from Fiat Money to Fiat Credit
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Rising Inequality

"Our results suggest that the overall effect of monetary policy on standard relative

measures of income and wealth inequality has been small“

The distributional impact of monetary policy easing in the UK between 2008 and 2014,

Bank of England, March 2018
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Rising Wealth Inequality 
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The American Dream is Broken
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Income Inequality – The Elephant In the Room

The American Dream is Broken
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Corporate Inequality

The American Dream is Broken
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Inequality and the Politics of Rage

Source: Algebris (UK) Limited, the National Association of Community Health Centers, UK Government, Bloomberg, Eurostat, ECB, World Wealth and Income Debate.*Cylus, J., Papanicolas I., An analysis of perceived access to health care in Europe: How universal is 

universal coverage?, Health Policy 119 (2015), July 2015; Cobb, J., Lin, K., Gabriel, P., Growing Apart: The Changing Firm-Size Wage Effect and Its Inequality Consequences, 27 May 2016 
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The Rise of Populism

“The price paid by good men for indifference to public affairs is to be ruled by evil men.”

Plato
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Source: Algebris (UK) Limited
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The Populist Trap: An Economic Tragedy in Four Acts
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Italy and the UK

Lamp-Wick “In the Land of Toys, every day, except Sunday, is a Saturday”

Pinocchio: “And if the Fairy scolds me?” 

Lamp-Wick: “Let her scold. After she gets tired, she will stop.”

Pinocchio, Carlo Collodi, 1940
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Fragile Politics

Geographical Income and Political Polarisation 

Source: FT

2018 Italian Elections: Leading Party by Region

Source: University of Oxford

2016 Brexit Referendum: Remain vs Leave
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Fragile Politics
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Source: Algebris (UK) Limited, Eurostat, Italian Government Ministry of the Interior

2018 Italian Elections: % M5S Votes vs GDP per Capita

Inequality Provides Fertile Ground for Populism

Source: Algebris (UK) Limited, UK Census, Office for National Statistics 
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Overhangs: Is Italy’s Debt Sustainable?

Fragile Debt Dynamics: Italy

Source: Algebris (UK) Limited, IMF, Bloomberg.*Assuming an average annual primary surplus of 1.47% of GDP (long-run average for Italy since 1988); assuming 10% of total debt will be refinance every year.
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Socio-economic Imbalances Grow

Fragile Politics: UK

6th highest income inequality amongst OECD members

7% privately educated Britons are:

- 71% of senior judges

- 55% of Permanent Secretaries

- 53% of Senior Diplomats

- 50% of  Lords 

- 44% of the Sunday Time’s ‘Rich List’

- 43% of Columnists

- 35% of the National Rugby Team

Top 1% of earners pay 27% of tax

45% of Britons from the top income quartile remain in this bracket

12% only of those in the lowest income quartile ever migrate to the highest quartile

Nobles own 1/3 of the land, nearly 30% of children live near the poverty line

Source: Algebris Investments (UK) LLP, “Elitist Britain?” UK Gov
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Policy and Investment in Times of Populism
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Fed Tightening Cycles End in a Burst

21

Source: Bank of America Merrill Lynch Global Investment Strategy, Bloomberg

'29
Wall St 
crash

'37
Fed 

"policy mistake"

'70
Penn 

Central
BK

'74 
Franklin Natl                   

BK

'82
LatAm 
debt

'87
Stock 
market 
crash '90

S&L
crisis

'94
Tequila
crisis

'00
Tech

bubble

'97
Asia/

Russia/LTCM

'07
Subprime

crisis

0

2

4

6

8

10

12

14

16

18

20

'15 '21 '27 '33 '39 '45 '51 '57 '63 '69 '75 '81 '87 '93 '99 '05 '11 '17

US Fed Funds target rate, %

Equity volatility

EM crisis

BTP

A History of Bubbles 



This document is for private circulation to professional investors only. Algebris (UK) Limited is authorised and regulated by the Financial Conduct Authority. 

Page

The End of QE

Bye Bye QE (for now)

22

Source: Algebris (UK) Limited, Bloomberg, central bank websites
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Fragility: Nature, Policy and Markets

Source: Algebris (UK) Limited. With reference and inspiration from Antifragile: Things that Gain from Disorder, N. N. Taleb (2013)
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QE and ZIRP/NIRP at the Base of the Carry Trade Pyramid
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Source: Algebris (UK) Limited, Bloomberg. *Data sourced from GS

Debt, QE and Low Volatility
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From QE to Markets

Low Volatility and Asset Bubbles

Source: Algebris (UK) Limited
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10 years 

ago

Source: Algebris (UK) Limited, Bloomberg, GS Research.

(1) ASW Spread for ICE BofAML US High Yield Index. 10 year range. (2) Spread of 10y5y UST yield and spread of 10y5y US CPI inflation (3) As of YE 17 (4) Assumed flat fixed 100bps AuM Fees over 10 year period. (5) ASW Spread for ICE BofAML Euro Corporate 

Index. 10 year range.
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Binary Markets

Fragility
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Source: Algebris (UK) Limited, Bloomberg
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Conclusions: Reforms and Revolutions
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Intra-EZ trade 

boost % GDP 

effect, 2017

Extra-EZ Trade 

boost 

% GDP effect, 2017

Interest saving 

% 2017 GDP

Total gains as 

% 2017 GDP

Germany 0.7% 4.3% 3.1% 8.1%

France 1.0% -1.3% 4.6% 4.3%

Spain 1.3% -2.6% 4.8% 3.5%

Italy 0.8% -3.0% 4.8% 2.6%

The ECB and The Eurozone

29

The EZ: A Positive-Sum Game, but Gains Are Unevenly Split 

Source: Algebris (UK) Limited estimates, Eurostat, ECB, OECD, IMF, World Bank, national statistics agencies, Bloomberg
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Reforms and Revolutions

Source: Algebris (UK) Limited
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Reforms and Revolutions

Source: Algebris (UK) Limited
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Source: Algebris (UK) Limited. “Ulysses and the Sirens”, Painting by J. W. Waterhouse, oil on canvas, 1891.

Ulysses and the Sirens
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