
A short comment on the risks & 
intergenerational inequity due to 

current economic & monetary policy 

My site: www.barenakedeconomist.com
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Please note: these slides will
differ a little to the video.
Typos are fixed as they come
to light and some additional
notes have been added in
green to these slides

This revision: 
15 Dec 2013



What is the most clear and present 
intergenerational issue of our time?

A. Global 
warming?

At least young 
people get this 
and there is 
action!

B. Economic Debt 
loads?

If we are one hour to 
midnight on global 
warming, we are 5 
min past  midnight on 
economic debt loads.

And the ‘fix’ being tried 
is more of the same.

If young people don’t speak up people will keep 
shoving the load onto them.



One of the best, most successful investors in the world is 
pointing out that debt levels now are twice what they were 

before the great depression

From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video



Ray also explains that his considered view is that 
things typically get ugly from such a point

From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video



(my book explains why borrowing from the future is generally a better concept to 
think about than borrower countries and debtor countries) 

From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video



From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video

Our experience counts for little
They didn’t fix things over the last 30 years



From my book: Kitchen Table Economics & Investing



We could try other things like extreme money 
printing, or negative interest rates -

but do we really want to experiment with the 
economy – and frankly these probably won’t work 

long term.



Ray also explains that his considered view is that 
things typically get ugly from such a point

From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video



Ray’s three rules
• First, don’t have debt rise faster than income 

because your debt burdens will eventually crush 
you. 

• Second, don’t have income rise faster than 
productivity because you’ll eventually become 
uncompetitive. 

• Third, do all that you can to raise your 
productivity because in the long run, that’s what 
matters most.



Deflationary:
1. Cut Spending - sometimes referred to as Austerity
2. Reduce debt - for example writing off debt
3. Redistribute wealth - from the haves to the have nots 

Inflationary
4. Print Money – from thin air

Ray’s mechanism for his ‘beautiful 
deleveraging’



1. Printing money is mainly interest rate 
policy, encouraging more debt.

2. It favours the haves over the have nots
3. Most of these are redistributions: 

democracies have ways of doing 
redistributions – no back door measures 
please.

My site: www.barenakedeconomist.com







From Ray Dalio’s ‘HOW THE ECONOMIC MACHINE WORKS’ video





Impact of a cut in rates

Impact of business cycle

Natural number of jobs

Structurally less jobs because 
of a lower cost of capital (a 
lower cost of automation)??

A low cost of capital has promoted not just cheap capital but an
excess of capital (factories etc) hence the phrase ‘Age of oversupply’



From my book: Kitchen Table Economics & Investing





Living beyond 
means Larry

Son, you have 
to get your 

spending in 
check, I want to 
help but I can’t 
keep putting it 

on my card

Caring Cary



Living beyond 
means Larry

I know Dad, but 
just hang in there, 

I know I am 
spending a lot, but 
trust me, I’ll come 

good. 

Caring Cary



Living beyond 
means Larry

I don’t exactly 
know what is 

happening, but I’ve 
had good income 
before, I’m sure I 

can boost it again 
to match my 

spending.

Caring Cary



Living beyond 
means Larry

Until then you 
have my back 
don’t you, the 

credit card isn’t 
maxed, we’re 

good?!

Caring Cary



Living beyond 
means Larry

What’s a good Dad to do:
a) Keep lending (moral hazard)?

Caring Cary

b) Cut back his lending, 
encouraging his son to 
spend within his current 
means?



Using GDP as a measure of financial health 
is like looking at Living-beyond-his-means-

Larry’s spending as a measure of his 
financial health.

If Larry is borrowing to support his lifestyle 
his spending is a poor measure of health.



These intergenerational issues are global

Here’s some  themes I hear regularly from 
professional investors on some of the 

biggest economies in the world.



And on China
From  the locals



Borrowing (stealing??) from the 
future

Scorecard on addressing issues:
US – some recognition, some denial
Japan – some recognition, some efforts but  

very tough situation now
China – large imbalances but significant 

efforts to try to change
Eurozone – On average might be in the 

best shape, but the structure of the 
Eurozone makes issues hard to resolve.

Common theme: efforts aimed at slowing, 
not stopping using the credit card. 



With all adults in the village spending beyond their 
means .

And putting on their kids credit cards. 

We are hoping for growth but wouldn’t it be prudent 
to have another plan.



QE primarily acts via interest rates, lower 
rates encouraging less saving, more 

borrowing and spending.

This isn’t fixing the problem it is 
supporting it.



Support (preventing issues) is ok provided a fix 
is on the way, but central banks can’t provide 

the fix. 

The fix either needs to comes from productivity 
(the hope), or from governments 

restructuring things.



The incentive for authorities and central banks:

• keep doing the same things 

• unless we demand they do things differently.

The incentive for us:

• to act is to restore equity, 

• and to restore certainty, 

• because if our hope of growth don’t eventuate

• we are further in the hole with bigger problems.



Some standard recipes from authorities:
1. Keep pushing for growth, even if it 

is pulling growth from the future.
2. If things get bad, blame others, 

including other countries, start wars.



My belief is that we should take out 
insurance, set-up a framework that 

works if growth doesn’t come.

I hope & pray it does!



My framework



My framework



My framework







This is not just about the US, think about the next 
biggest economies, there intergenerational issues (debt 

and over building ) in China, Japan, Europe..



Damian Lillicrap B.E (Chem), Grad. Dip of Atg, CPA
www.barenakedeconomist.com
By the way, the site explains that I am not an economist (nude one
degree!), although I have been in finance for nearly 20 years.

Thanks again to Ray Dalio for his video
trying to promote an understanding of the
economy and where things are at.


