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The economic paradigm – the leitmotif, as it were – has only changed twice in the past 200 years: in the 1930s from liberalism to Keynesianism, and in the 1970s to monetarism. Since the
Great Financial Crisis in 2008, we have noticed a new economic upheaval, which has now crystallised into a new paradigm as a consequence of the measures taken to fight the corona
pandemic: without a name yet, this paradigm is characterised by cheap money and a very active role of the State, i.e. the government.

Liberalism

Until the stock market crash of 1929, the liberalism coined by Adam Smith and John Stuart Mill had dominated the reasoning in politics and the corporate sector: the government has to
provide legal security and peace, but otherwise keeps out of business. Taxes and government spending are very low (often below 3% of economic output), and whatever private individuals
and companies generate, they get to keep. This period was dominated by entrepreneurship, a spirit of optimism and departure, but also enormous inequality (see for example Manchester
Capitalism, which led Karl Marx to the conclusion that the poor masses would ultimately have to rise).

Keynesianism

The stock market crash of 1929 and the following years of the Great Depression resulted in the increasingly popular opinion that the State had to assume a more active role in order to
jump-start a stagnating economy and to support the unemployed masses in making a living. This philosophy – propagated by John Maynard Keynes – would gradually prevail, reaching its
peak after WWII. Now taxes were high, but the State intervened with supportive measures in the economy (while taking on increasingly excessive amounts of debt).

Monetarism

During years of high unemployment, inflation, and a stagnating economy (stagflation) in the 1970s, the Chicago Boys around Milton Friedman got their big opportunity to implement their
model, i.e. monetarism, under Margaret Thatcher and Ronald Reagan in the UK and the USA from the 1980s onwards. At the core of this philosophy, the role of the State had to be curtailed
and taxes had to be cut in order to allow the market forces – freed by liberalism and privatisation – to create growth, which would ultimately be beneficial to all.

The new paradigm: cheap money and a very active State

After years of solid growth from 1982 to 2008, we experienced the biggest crash since 1929 in 2009, after excessive speculation in tandem with excessive debt and lax supervision had
created uncontrollable financial risks. Governments and central banks came to the economy’s rescue – by cutting interest rates, recapitalising banks, and passing enormous stimulus
packages. In the end, the governments took over enormous volumes of debt from banks and companies, with government debt rising massively as a result. Whenever said debt seemed to
become financially unviable, the central banks would increasingly come to the rescue and buy government bonds with freshly printed money. This system – formerly condemned as certain
path to hyperinflation – has worked surprisingly well for the past ten years: inflation has not increased in any one of the large economic areas while governments can issue almost any
volume of bonds i.e. raise debt at zero interest. This era of cheap (or indeed, free) money has been with us for ten years; but now corona has entered the picture.

Corona and the new paradigm

When global governments started to lockdown their economies from March 2020 onwards, many also felt obliged to protect and support jobs (i.e. voters) and companies financially. In
almost every country, previously unthinkable amounts of money have been funnelled into financing short-time work regimes and lost profits and costs for companies. Again, the State took
on a heavy load of debt (this time, though, often of its own volition), and governments would intervene in the economy to previously unseen degrees. Since they occasionally also take over
shares in companies (e.g. airlines) and grant generous loans they become co-owners, which results in the usual array of risks of a distorted market.

Opportunities and risks

This new era of cheap money and a very active State harbours opportunities, but mainly risks. Among the opportunities is the fact that active governments that can finance their projects at



low costs may seize this chance to implement necessary large-scale investments towards a sustainable economic model. In order to achieve the necessary transition to purely renewable
energies and electromobility as quickly as possible, governments can build infrastructure, offer grants, and thus pave the way for a future with an improved climate. Time will tell whether that
will actually happen; however, the signs so far are not overly encouraging, given that the focus is more on maintaining existing structures and zombie companies instead of investing in
industries of the future.

The risks of this new paradigm outweigh the opportunities, because history shows that the State has a sub-par track record as entrepreneur. It has also been bad at selecting winners or
facilitating the required change. And it is this very decision that it will soon be faced with when it has to decide which companies can extend their loans and receive further help.

If inflation rises, the central banks have to increase interest rates at some point, at which point the entire governmental and economic framework – burdened with excessive debt as it is –
will crack. This is another risk.

Conclusion

For a short economic stimulus, the measures selected would probably be right. But if they remain in place for too long, distorted markets, low growth, and politics driven by lobbyism  may be
the result.
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