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POOR LIFE EXPECTANCY OF POST-PANDEMIC BOOM   
 

History flash: there was no recession in 2020 – just a supply shock 
 
The super-long monetary inflation continues 
 
A dollar breather looms in the fiat money race to the bottom 
 

 

Biden stimulus is exercise in fantasy economics 
 
The incoming Biden Administration is preparing a $2 trillion fiscal 
"stimulus" ostensibly designed to accelerate the US economic exit from the 
great pandemic "recession" of 2020. 
 

Problem: the sharp fall in output last year (all in the second quarter) was not 
a significant recession in fundamental economic terms. It was a supply 
shock or temporary economic seizure explained by a sudden interruption 
in the supply of a wide range of services due to their now being subject to 
infection risk. As the pandemic recedes, a strong bounce-back would occur 
without stimulus, which in any case mostly takes the form of aid to the 
states/cities to forestall severe budget cuts impacting public sector 
employees. 
 

The super-long monetary/economic cycle starting in 2012 continues into a 
new lap. In the marketplace, there is a widespread perception that a further 
long business cycle expansion now lies ahead after the Great Recession of 
2020; that is a false diagnosis. Instead, what lies ahead is a new lap of 
growth in an old already super-long cycle.  There is a strong likelihood that 
the transformation of an economic rebound this Spring and Summer as the 
pandemic recedes, but does not disappear, into a long further phase of 
economic upturn will be thwarted by either an outbreak of high inflation or 
sudden broad asset market deflation.   
 

The super-long business cycle continues 
 

Monetary inflation is the source of illusions big-time – whether at the 
individual or society level as a whole. These illusions are spread and 
sharpened by much speculative narrative-telling, all of which jars 
considerably with the underlying reality. This note starts with the fantasies 
of the 2020 recession and the monetary/fiscal stimulus in reaction to this. 
The dynamics of business cycles are essentially monetary. Inflationary 
central bank policies produce an unsustainable business upswing which 
eventually turns into downswing when monetary conditions turn from 
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inflationary to deflationary. This transformation occurs either through an 
acceleration of consumer price inflation triggering a tightening of monetary 
policies; or the asset inflation going into reverse endogenously as bubbles 
burst and huge malinvestment emerges. 
 

It has been an open question how this super-long episode of monetary 
inflation will end. Will it be through an eruption of high goods and services 
inflation, or shock asset deflation? There are plausible scenarios in which 
the next Great Recession follows in the steps of a Great Crash without 
consumer price inflation having yet accelerated. Alternatively, a significant 
rise in inflation might trigger monetary tightening, leading to the Great 
Crash. The chances of the next phase of this business cycle expansion, the 
post-pandemic boom, leading to one or other severe outcomes, and early 
on, are elevated given the extent of monetised public spending during the 
pandemic. 
 
Fed administers the greatest Greenspan put in its history 
 

The Great Supply Shock of the Covid-19 pandemic could have been the 
trigger to an asset price deflation process which would have brought on 
Great Recession. Nevertheless, central banks, led by the Fed, went into such 
monetary inflation overdrive to forestall that sequence. This was the most 
significant Greenspan put operation in history – more remarkable than the 
Strong Put of 1927, the Greenspan puts of 1987 and 1998, the Yellen Put of 
2015, or the first Powell put of 2018.   
 

The "success" of this latest put rested mostly on the propagation of new 
narratives that market opinion bought into – including the power of the Fed 
(and ECB) to lower insolvency risks and manipulate long-term interest rates 
powerfully and indefinitely. Yes, there were considerable falls in the 
economic aggregates through the second quarter of 2020; second and third 
waves of the disease have brought the appearance of double or treble dip 
recessions in some countries. However, these are all essentially supply 
shock phenomenons. There has as yet been no interruption of the monetary 
inflation process. Asset inflation is stronger and more virulent than at any 
previous stage in this cycle, whilst monetary inflation in goods and services 
markets could well build up in the post-pandemic boom. 
 

In this context, chatter about a further stimulus, whether the looming Biden 
fiscal expansion or aggravated QE, is far wide of any mark in reality, except 
in the psychological sense of keeping dubious narratives alive which are 
sustaining virulent asset price inflation. Meanwhile, the Fed continues to 
buy bonds each month amounting to around 7% of GDP annually.   
 
Narratives of dollar weakness 
 

The sheer size of the present and prospective US budget fiscal stimulus and 
its direct monetisation by the Fed has undoubtedly been influential in 
explaining why the dollar has been winning in the race to the bottom against 
other fiat monies. The prominent fear is that high inflation will emerge first 
in the US. 
 

Sceptics question whether the Biden stimulus will be any more effective 
than the Obama stimulus and suspect that it will become sullied by similar 
cronyism.  Nevertheless, the dollar could get new impetus in the race to the 
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bottom from the Fed extending even further into the future its aggressive QE 
operations and related monetary repression. 
         
Another lead explanation for the dollar's wins so far in the race to the bottom 
has been the much talked about decline in global credit risks due to central 
bank interventions led by the Fed. The ECB has now joined in much more 
aggressive form; this means less danger of a European credit crisis in the 
near term and has contributed to a stronger euro.  
 

The disastrous outcome for the Republicans in the Georgia special elections 
and their loss of control thereby in the Senate does indeed mean that big 
fiscal stimulus plans will roll forward into reality. We should be cautious in 
appraising how far these will accelerate the pace of US economic expansion 
through the second half of this year.   
 

Yes, recipients of further stimulus checks will spend some; and yes cash-
strapped state governments and cities could get away with less cut-back in 
expenditures to meet their debt limits. That may amount to 2 per cent per 
annum extra demand growth – meaning economic growth in the US this 
year is say 6 per cent rather than 5 per cent after shrinking 2.5 per cent in 
2020.   
 

This growth spurt, concentrated from late Spring on, is fundamentally driven 
by an easing of supply-side restraints as the pandemic starts to fade away.   
 

The expected rise in inflation would be induced at individual businesses by 
perceived shortages of supply and rising costs, including some labour 
market segments. 
 

According to a dominant consensus view, real interest rates below 5-year 
maturities will fall deeper into negative territory as the Fed resists any rate 
rise whilst successfully persuading markets than no rate rises lie ahead in 
2022-3. Hence the weakness of the dollar and virulence of asset inflation. 
 

However, the US economy's rebound later this year could be substantially 
less robust than priced-in by the consensus view. Yes, the hospitality and 
travel sectors will be recovering from shallow levels in general. Other 
sectors that did so well during the pandemic may suffer a much more 
significant pull-back than now widely contemplated (similar to the decline 
in war industries when peace arrives).    
 
Blurred messages from rapid money supply growth  
 

The rapid growth in money supply and private savings during the pandemic 
are not reliable indicators of demand growth and inflation in the second half 
of this year.  
 

In particular, the payment of market interest on bank reserves at the Fed 
(now slightly above rates on say short maturity T-bills) means that banks are 
willing holders of these (reserves) even at present elevated levels. They can 
still offer returns (albeit minute) on their deposits to large holders that 
compare favourably to short-maturity risk-free paper in the marketplace. 
Hence, we cannot consider the money supply as a powerful driver of 
economic rebound and inflation.  
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In short, money-supply based predictions are unreliable in today's 
dysfunctional monetary regime, with no anchor to the monetary system. 
Yes, some individuals may decide to run down forced savings accumulated 
during the pandemic when rampant infection closed opportunities to spend, 
but that may occur over years rather than months, especially if there is any 
reversal of asset market gains. Alternatively, there is the possibility that 
should inflation fears take off; these previous excess savers will accelerate 
their spending before prices rise further, adding to the inflation dynamic. 
 
Much ado about future Fed tapering 
 

Amidst high growth later this year, all the Fed chatter will turn to the subject 
of QE "tapering"; when will the Fed start to reduce its pace of bond 
purchases?   
 

In fundamental terms this bond purchase program is overblown in terms of 
importance under our present dysfunctional monetary system – converting 
T-bill issuance into the issuance of high- powered money by the Fed is not 
of significant consequence. Much more important is the persistent 
manipulation of interest rates and the market's belief that the Fed has the 
power to achieve this endlessly. This belief is the monetary version of the 
Emperor's new clothes story. In reality, the Fed cannot peg long-term rates 
except in so far as markets falsely believe that it does so. 
 

By extension, so long as many people in the marketplace think that QE 
tapering is a market mover, it will be so for some time. Rumours of QE 
tapering ahead as US GDP growth swells in late Spring and Summer and 
Autumn could send the dollar higher and frothy asset prices lower.   
 

Moreover, Fed tapering could bring the spotlight on to a widely ignored flaw 
in the euro-system. The ECB balance sheet is now so full of junk and related 
zombie lending to banks and sovereigns which could never service market 
rates of interest that monetary normalisation in Europe unlike in the US is a 
non-starter. 
 
The Fed cannot indefinitely postpone the end of asset inflation 
 

There is the danger that bubble markets, which have formed during the long 
asset inflation, implode (whether individual stocks or sectors), which could, 
in turn, bring about a general 'risk-off' mood in global markets. There are 
multiple possible triggers to this – whether events at an individual corporate 
level, disappointment at the pace of recovery, waves of profit-taking as 
upward momentum visibly fades or concerns about an incredibly elevated 
burden of taxation over the medium term.    
 

This asset bubble bursting would be dollar positive given widespread 
concerns about weak financial institutions outside the US, especially in 
Europe, which could face bankruptcy if the music stops amidst the 
realisation that the central banks have no cure for insolvency. Moreover, a 
stronger dollar works to undermine many sky-high prices in the US stock 
market. A vicious circle could get going from weaker asset prices to a strong 
dollar back to still weaker asset prices.   
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Bottom line 
 

The Fed successfully launched its most extraordinary 'Greenspan put' yet 
last year – extending the long monetary inflation into a further stage of 
virulent asset inflation. This new extension phase's danger to an already 
super long business cycle ending fairly early in Crash and Great Recession 
is considerable, perhaps preceded by an outbreak of high inflation. Asset 
markets now priced based on the post-pandemic economic rebound being 
the start of a long, vigorous economic prosperity growth are on a highly 
dubious footing. The US dollar would likely gain from a collection of 
scenarios described here, and the financial and economic outlook would 
sour compared to the extreme optimism of early 2021.   
 

Appendix – A technical view of the Dollar Index and the S&P 500 
 

Source: Cassian Capital LLP 
 

In the chart above of the dollar index future, and highlighted in past MHA 
publications, the thesis is that the USD is in a medium-term bear market 
which will be similar in spirit to the two previous USD bear markets that 
took place from Feb 1985 – Dec 1987 and Jul 2001 – Dec 2004.  
 

The model transformation developed from the latter bear market in red has 
been an excellent fit thus far. As illustrated in the chart below, it is 
noteworthy that even if the trend were to continue 20 - 25% below current 
levels, a bounce could occur in the order of 8%. The correction's price 
target would be 95.00 – 96.00 by the end of May this year and likely be 
attributed to a 'risk-off' phase in markets.  
 

 
Source: Cassian Capital LLP 

USD Index Future 

USD Index Future 
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S&P 500 Technical Picture 
 

Source: Cassian Capital LLP 
 
In the long-term chart above of the S&P 500 future, it is noteworthy that the 
transformation of the Oct 1987 – Mar 2000 bull market indicates a target 
end date of Aug 2021 for the current bull market, which started in March 
2009. In the close-up chart below, we can see the transformation in blue of 
the strong rally after the Mar 2009 low on to the Mar 2020 low. The model 
projects a target of approximately 4,000 in May, however, to be proceeded 
by a correction down to the 3,400 area in February.  
 
 

Source: Cassian Capital LLP 
 
 
The transformation in red of what preceded the current bull market starting 
in March 2009, the 2008 crash, and Illustrated on the next page, may follow 
once these price and timing targets are achieved.  
 

S&P 500 future 

S&P 500 future 
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Source: Cassian Capital LLP 

 
 
 
 

S&P 500 future 

A repeat of the 2008 crash starting at S&P 4,000 in 
May would target a low of S&P 1,600 in Q3, 2022.  


