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Gen Z’s road 
to recovery
Faced with a bleak financial future, 
Generation Z can bounce back with 
the right support and advice, says 
Shard Capital

ue to a combination of  
extreme and short-sighted 
actions by many govern-

ments and central banks across the 
world, spanning 30 years, Generation Z 
have been left with severely restricted 
prospects in the years ahead.

Priced out of an exorbitant housing 
market, and with scarce job opportu-
nities and mounting debt, any poten-
tial returns on their savings have also 
been decimated by low to zero per 
cent interest rates.

In stark contrast to the previ-
ous three generations, who have 
enjoyed an annual return of between 
5.7 and 6.4 per cent on a traditional 
70:30 split between equity and bond 
investments, according to Credit 
Suisse, Gen Z are forecast to only be 
able to generate 2 per cent annual-
ised returns with a similar 70:30 equi-
ty-bond split. 

It would appear that while the rich 
have got richer, those at the other 
end of the scale will now struggle to 
get anywhere.

So how have we arrived at this des-
perate situation, where the next gen-
eration has effectively had the debts 
accumulated by previous generations 
placed firmly on their shoulders? And, 
more importantly, what can they do 
to protect and grow the few assets 
they are able to accumulate?

Rise of asset price inflation
Central banks have, until now, been 
preoccupied with tackling consumer 
price inflation (CPI). But they have 
done so at the cost of neglecting to 
deal with the equally important  issue 
of asset price inflation.

CPI measures the rise or fall in 
prices of a basket of consumer goods 
and services, such as rent, clothes, 
electricals, transport, recreation 
and healthcare. Asset price infla-
tion measures just about everything 
else, including the value of property, 
shares, bonds, life insurance, gold 
and fine wine.

Let’s take a look at how this has 
played out with the world’s most 
influential central bank, the US 
Federal Reserve. Formed in 1913 and 

given the mandate by Congress in 1977 
to ensure price stability and maxi-
mum employment, so myopic was its 
focus on CPI that the Fed failed to 
adapt to the unprecedented change 
in global economic and social condi-
tions brought about by globalisation 
and technology improvements.

Rather than spurring CPI, as they 
intended, the use of lower inter-
est rates has had the unintended 
effect of simply driving asset prices 
inflation. The irony is that the Fed’s 
former head of research, Stephen 
Cecchetti, working at the time as 
professor of economics at Ohio 
State University, duly noted this and, 
in 2000, flagged up that reacting to 
asset prices through policies would 
reduce the likelihood of asset price 
bubbles forming.

Unsustainable economic bubbles
Central banks’ collective failure to 
address the problem of asset price 
inflation has encouraged  specula-
tion and, ultimately, creation of a 
series of  successive systemic bub-
bles, each larger than the previous 
one. Such is their longevity that asset 
or economic bubbles date back to 
Tulipmania during the Dutch Golden 
Age of the mid-1630s and are typi-
cally associated with increased use of 
leverage to try to boost equity and/or 
debt returns.

The growth of bubbles has become 
more prevalent in recent decades, 
fuelled by light-touch regulation and 
aided by the repeal of regulations, 
such as the Glass-Steagall Act, with 
the dot com bubble of 1995 to 2000 
and the sub-prime mortgage crisis 
between 2007 and 2010 among the 
most notorious examples. Despite 
springing up in different regions, 
because of their global correlated 
nature, they have a shockwave effect 
on millions of investors worldwide.

In turn, these bubbles have resulted 
in subsequent recessions. Central 
banks have exacerbated this by con-
tinually bailing out companies and 
investors with taxpayers’ money, much 
of which never gets repaid, setting a 
dangerous precedent and generating 

the expectation that investors will get 
rescued again in future crises, thus 
perpetuating future bubble cycles.

Growing wealth divide
Simultaneously, central banks 
have inadvertently increased the 
ever-growing wealth gap by favour-
ing or rewarding the select few big 
asset owners who control the invest-
ment market over those who have few 
assets and the younger generation. 

This has, subsequently, perpetuated 
social discontent and unrest among 
these disenfranchised masses, who 
are finding it even more difficult to find 
a job, get on the property ladder, pay 
off their debts or save for their future.

To try and get any sort of a return, 
younger investors are being forced to 
take increasingly greater risks, just to 

save enough for a level of pension that 
would meet required retirement tar-
gets. But that comes with a big down-
side if their investments go south.

Once we are firmly on the road to 
recovery from the coronavirus crisis, 
these financial market excesses must 
be reined in. The most likely route to 
resetting valuations is through infla-
tion, however we need to ensure this 
doesn’t penalise the poorest and 
those on fixed incomes least able to 
cope with a sharp rise in living costs.

Hope for the future
Governments and central banks can 
play a key role in closing the inequal-
ity divide through the introduction of 
bold fiscal stimulus measures, such as 
the capping of bond yields with nega-
tive real interest rates while boosting 
wages and gross domestic product. 

Gen Z investors can also stand to 
benefit by investing in the likes of 
infrastructure and green projects; 
precious metals and commodities; 
growth and value stocks such as 
healthcare, semiconductors, phar-
maceuticals, mining, clean energy, 
and small and mid-cap stocks; fiat 
currencies from countries running 
strong current account surpluses; 
and sovereign local currency emerg-
ing markets bonds.

Here at Shard Capital, we have 
closely monitored all these trends 
and, having foreseen many of them 
developing in markets, we are well 
placed to help you make the most 
of your investments. While always 
seeking to generate the best possi-
ble long-term returns, we are also 
focused on protecting you against 
downside risks, particularly in this 
current challenging environment.

Our strong track record is borne 
out in the numbers: since inception, 
we have consistently outstripped the 
MSCI and our return as at the end of 
March stands at 57.4 per cent, more 
than double the MSCI reference at 
27.5 per cent over this period.

To see how we can help you with 
managing your investments and 
new opportunities, please 
contact 0203 971 7000, 
email info@shardcapital.com 
or visit www.shardcapital.com
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