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A fresh approach to assess

macroeconomic risk

By Mark S Rzepczynski

GOOD macroeconomic predic-
tions and risk assessments are not
easy to make, so maybe the prob-
lem should be reframed, not as an
effortin prediction butas a process
of learning to develop better macro
judgment.

Macroeconomic investment re-
search is generally focused on the
short run and tied to market beha-
viour. It can be classified into three
approaches to analysis — a quant
school that links data to precise
forecasts, a narrative school that
talks through stories to provide
macro awareness, and a hybrid
school with narrative surrounded
by supporting data.

With clear evidence that most
macro forecasts are problematic,
these approaches can be unsatisfy-
ing. Shocks, Crises, and False
Alarms presents a new way of
thinking about and framing macro
risks that is refreshing.

Co-authors Philipp Carlsson-
Szlezak and Paul Swartz, respec-
tively global chief economist and
senior economist at Boston Con-
sulting Group, are not at all part of
the quant numbers school, so
anyone looking for a better way to
make precise forecasts will be dis-

appointed. Similarly, the authors
do not fall into the pure narrative
or hybrid schools, which focus on
current stories or historical com-
parisons.

Carlsson-Szlezak and Swartz in-
stead attempt to develop for the
general management audience a
useful framework that gives read-
ers a clear focus on what is mea-
ningful for identifying critical mac-
ro shocks. For investment profes-
sionals, reading how consulting
economists frame these questions
provides an alternative perspec-
tive to recalibrate macro thinking.
This contrasts with Wall Street
economists, who are driven by the
latest macro data announcement
shocks on the stock and bond mar-
kets.

Better judgment, not forecasts

Carlsson-Szlezak and Swartz re-
frame good macro analysis as a
process for developing better judg-
ment about the economic environ-
ment and not specific forecasts.
Get the big picture and direction
right, and you have likely solved
the problem. The authors’ key fo-
cus on navigating shocks and cri-
ses is based on understanding the
economic operating system and
three foundations:

- Employ judgment and do not fo-
cus on a specific forecasting school
or model framework

- Think of macro awareness as a de-
bate, not a question to be defini-
tively answered through specific
output. To assess true macro risk,
the reader must be aware that no
master model exists because no
single framework or model can ex-
plain the varied phenomena that
managers face. A healthy scepti-
cismregarding theory is necessary,
along with a willingness to practise
economic eclecticism and focus on
the broad picture and trends

- Macro risk assessments should
not be focused on the usual doom-
mongering. There are, of course,
critical concerns and risks, but
there is also a resilience in modern
economies that is often missed by
focusing only on downside risk

After setting this initial frame-
work, the authors assess risks in
three core areas - the real econo-
my, the financial setting, and the
global environment.

The real economic discussion
can be broken into three parts — an
assessment of the business cycle,
the drivers of long-term growth,
and issues associated with tech-
nology and productivity. Funda-
mentally, no real symmetry exists

in the business cycle. A fast and
steep economic decline will tell us
nothing about the recovery. Man-
agers should therefore look at the
specifics of demand and what may
drive the cyclical moves on the
supply side, without trying to force
their conclusionsinto a cyclical fra-
mework.

Thinking about long-term
growth can be conceived as a move
back to basics. Growth is driven
and constrained by the key inputs
of labour and capital, along with
productivity. Whether the discus-
sion centres on the United States or
any emerging market country, a ba-
sic labour/capital growth model is
a logical and useful starting point.

Impact of tech

Finally, a focus on technology and
its impact is critical for any mea-
ningful growth discussion. A shock
from technology, the impact of
productivity changes, and the con-
sequences from labour and capital
growth can be both promising and
perilous for an economy. So, fol-
lowing these dynamics is a useful
exercise if you want to predict the
future.

The financial economy must be
viewed within a framework of pol-
icy stimulus that assesses both the
willingness and the ability of poli-
cymakers to act. Capabilities must
match policy desires. The authors
argue that viewing the macro envi-
ronment only as a doom-monger
will result in missed opportunities.
Nevertheless, there are current fi-
nancial risks that will weigh on the

likelihood of future crises. Infla-
tion is not easy to solve because
the cure may not be viewed as an
acceptable risk-reward trade-off.
The risk from the overhang of high
debt is not going away because
there is no desire to address the
problem. A stimulated macro envi-
ronment through fiscal and mone-
tary policy is likely to create mar-
ket bubbles — which can have both
positive and negative economic
impact.

The third core area of focus, the
global economy, cannot be di-
vorced from the analysis of a spe-
cific country. Trends in different
economies tend to converge, yet
they can also diverge and become
more disjointed. The large conver-
gence bubble across the globe may
have ended, so we must accept a
more disjointed world in the fu-
ture. Trade will be affected by spe-
cific policies that are more mercan-
tilist, so any view forward must ac-
count for disjointed behaviour. Al-
though the dollar's possible
demise has been the subject of an
ongoing debate, its global dom-
inance is unlikely to change, so
global connectedness will endure.

The investment professional's
response to macro risks is often to
avoid them and not even try to
make a macro forecast or else fall
into the trap of following doom-
sayers. A significant portion of risk
and return is associated, however,
with the macro environment, and
the biggest investment opportuni-
ties arise from large macro shocks
and crises. Simply avoiding upside

and downside risk predictions will
critically affect long-term returns,
so there is value in employing mac-
ro judgment as a preparation for
the future.

My own quantitative orienta-
tion, combined with top-down
thinking in a global macro invest-
ing environment, generated a neg-
ative bias on my part towards the
authors’ approach, Still, I found
significant areas of agreement and
derived some useful insights from
their eclectic judgmental method.
Frame it differently
Carlsson-Szlezak and Swartz at-
tempt to add fresh thinking on
framing macro shocks that may of-
ten prove to be false alarms. Gener-
ating a simple framework without
falling into negative all-or-nothing
thinking counterbalances the stan-
dard approach of many macro
analysts.

Similarly, the eclecticism em-
bedded within the authors’ core
framework minimises the exces-
sive optimism of some macro mar-
ket boosters. Any general reader
will obtain some key fresh insights
with this work, and investment
managers will be offered an alter-
native to the conventional Wall
Street approach to macro discus-
sions.

The writer is the managing
member of AMPHI Research and
Trading, a consulting firm to
institutional investors and hedge
funds on derivatives markets
across all asset classes



