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AGENDA

CYCLICAL OUTLOOK: DELAYED RECOVERY OR RECESSION?
• Hormuz shock
• Central bank reaction function
• 2026 ≠ 2021-22
• A reasonable downside scenario: 1990

STRUCTURAL OUTLOOK: A “HIGHER-PRESSURE” ECONOMY?
• The post-pandemic structural break (Trump shocks as “accelerators”)
• Fiscal activism and industrial policy
• Supply shocks and volatility – Yields/Inflation Back To The Future
• Tighter job markets and demographics 
• A “high-pressure” productivity revival… +AI



HORMUZ SHOCK – SPOT VS FUTURES

Sources: Datastream, GlobalData TS Lombard.
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SOME DAMAGE IN THE PIPELINE ALREADY, AND…

Sources: Bloomberg, GlobalData TS Lombard.
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…CAN MARKETS LOOK THROUGH 
PHYSICAL SUPPLY DISRUPTION?

TWO THEORIES:

1. This is just extreme backwardation, 
risk premia are “correctly” priced into 
futures

2. Markets cannot price shortages until 
they materialise: futures are “wrong” 
(or better: commodities are “spot 
assets”) 



CENTRAL BANK REACTION FUNCTION

Sources: Datastream, GlobalData TS Lombard.
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• Central banks are in wait-and-see mode too
• But the shock complicates cuts (Fed/BoE); pushes for hikes (ECB)



BUT MACRO BACKDROP ≠ 2021-22 – ECB EDITION

Sources: Datastream, GlobalData TS Lombard.
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2026 ≠ 2021-22: PIPELINE INFLATION IN 
FULL BLOWN *BEFORE* UKRAINE WAR

Sources: S&P Global PMIs, Eurostat, Freightos, Datastream, GlobalData TS Lombard.
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A REASONABLE DOWNSIDE SCENARIO: 1990

Sources: GlobalData TS Lombard.

• Higher oil prices caused the Fed to fall behind the curve, as it waited for clear signs of recession
• Decisive cuts came only after oil prices started to fall and activity had deteriorated more sharply
• Oil spike interacted with existing job market and credit vulnerabilities: classic cyclical downturn
• Silver lining: stocks rallied as soon as oil prices plunged (Operation Desert Storm)



MACRO PENDULUM SWANG TOWARDS A “HIGHER-PRESSURE” ECONOMY 

• Europe’s growth model: Foreign demand dominance → Domestic demand rebuilding

• Globally higher real rates/yields and wider term premium (esp. US)

• Erosion of bonds’ hedging properties for risk assets

• Bigger weight of real assets, commodities in global portfolios 

2010s (post-GFC) 2020s (post-Covid)

Fiscal austerity Fiscal prominence/industrial policy

Ultra-low interest rates Monetary normalization

Free-trade/ Globalization Protectionism/ Deglobalization

Demand-shock prevalence Supply-shock prevalence

Low macro volatility High macro volatility

2% inflation is a "ceiling" 2% inflation is a "floor"

Loose labour markets Tight labour markets (demographics)

Low wage growth Moderate wage growth

Low productivity growth Higher productivity growth

Policy

Structural Macro Shift

Macro



INDUSTRIAL POLICY RENAISSANCE

Sources: The New Economics of Industrial Policy (Juhasz et al. 2023), World Bank, IMF, GlobalData TS Lombard.
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“WHATEVER IT TAKES”  - FROM DRAGHI TO MERZ

Sources: BDI, GlobalData TS Lombard estimates.
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GERMAN PUBLIC INVESTMENT MULTIPLIERS ARE LIKELY TO BE > 1

Germany ticks all boxes for larger fiscal output multipliers:
• There is significant slack in the economy (esp. in manufacturing)
• The ECB is accommodating the fiscal stimulus and will continue to do so for some time
• Stimulus is financed by debt issuance rather than revenue measures
• Starting fiscal position is as solid as it can be
• Investment rather than consumption measures or tax cuts form the backbone of the spending plan



DEFENCE SPENDING CAN HAVE > 1 OUTPUT MULTIPLIERS TOO, IF R&D-FOCUSSED



SUPPLY SHOCKS & VOLATILITY: YIELDS AND INFLATION BACK TO THE FUTURE

Sources: Bloomberg, NY and Philly Fed, Datastream, GlobalData TS Lombard.
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“HOTTER” LABOUR MARKETS

Sources: ECB, Datastream, GlobalData TS Lombard.
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ADVERSE DEMOGRAPHICS

Sources: Eurostat, ONS, GlobalData TS Lombard.



IMMIGRATION/RE-MIGRATION MATTERS

Sources: INE, Destatis, World Bank, GlobalData TS Lombard.
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PRODUCTIVITY GAINS FROM A “HIGH PRESSURE” ECONOMY… EVEN IN ITALY!
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AI ADOPTION

Sources: ECB (Schnabel - March 2026).



EUROPE IS IN TRANSITION: WHAT CAN GO WRONG? – MY TOP-5

1) Non-stop supply shocks – or a big recession – leave no room for domestic demand rebuilding

2) Unchecked “China shock 2.0” and failure to diversify from legacy industries overwhelms growth

3) Poorly targeted public investment leads to small multipliers and no private CapEx “crowding in”

4) Slowdown in AI adoption

5) Stalling integration
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