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“When a measure becomes a target, it ceases to be a good measure.” Inflation is falling. Yet, 
forward-looking financial assets see inflation. And inflation is the root of a durable bullish 
trend in crypto assets. 
 

market notes: Inflation is dead…long live inflation. 
7/28/23 - Marcel Kasumovich, Deputy CIO 

 
1. 60 years. That’s the median age of FOMC members. It puts their prime college learning 

years from 1983 to 1988, a period of exciting change in economics. Policy was attentive 
to taming inflation and shrinking the role of the government. Academicians calibrated 
how to keep future policy from cheating once price stability was achieved. And the world 
settled on inflation targeting, with New Zealand the first responder. 

 
2. "It was a bit of a shock to everyone, I think," offered Roger Douglas, New Zealand’s 

finance minister in the late 1980s. "I just announced it was gonna be 2%, and it sort of 
stuck." Global monetary policy can credit its current north star to “Rogernomics” – 2% 
became the global norm, agreeing with the direction of the wind. It was low enough to 
make inflation irrelevant and high enough to give policy a margin of error, greasing the 
wheels of an economy.  

 
3. But inflation targeting failed to achieve its objective. And for predictable reasons.  

 
4. “When a measure becomes a target, it ceases to be a good measure,” Charles Goodhart 

quipped in 1975 at a time when statistical techniques were on the rise. Models that 
looked useful when fitted to the past would become useless once policy used them, as 
everyone would anticipate their effects. And despite the vintage of policymakers learned 
in this era of thought, the lessons were brushed aside. The consequences cannot be. 
The amplitudes of financial asset prices have never been greater than in the era of “price 
stability.” 

 
5. And so, the pattern continues. Today, the global goods sector is in a deep recession. 

Industrial powerhouses of Europe’s north have become the weakest links in the global 
economy. Downward pressure on inflation from these sources is welcomed in 
overheated economies, like the US where nominal GDP is 14% above its 2010-2020 
trend. One-year US inflation swaps have collapsed to 2%, a Pavlovian green light to be 
long growth equities. Only, that’s not really the story. 

 
6. Last year was a deflationary board, not an inflationary one. Yes, global CPI inflation 

rocketed to 9%, the highest in nearly two decades. But from any other vantage point, 
2022 was deflationary. The US dollar rose. Equities evaporated. Bonds busted. Crypto 
cratered. Commodities collapsed. These are not outcomes of a world seeking inflation 
protection. There was a strongly held belief that inflation would be contained by rate 
hikes. And we got a lot of them. Cash was king. 

https://www.imf.org/en/Publications/WEO/weo-database/2023/April/weo-report?a=1&c=001,&s=PCPIPCH,&sy=1980&ey=2028&ssm=0&scsm=1&scc=0&ssd=1&ssc=0&sic=0&sort=country&ds=.&br=1
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7. Now, the board is inflationary in the face of declining consumer price growth. Weak 
growth and low inflation in China open the door for aggressive easing, executing 
targeted stimulus to boost the consumer. Inflationary. Global equity gains are multiple 
expansion, discounting higher nominal GDP. Also, inflationary. Financial markets are 
internalizing the other lesson of the 1970s – monetary policy can’t do it alone in taming 
inflation, a fiscal anchor is needed. It isn’t there.  

 
8. Growth assets are leading performers this year with all eyes on scalable virtual worlds. 

Artificial intelligence. The Metaverse. Virtual currencies. Investors are enamored by 
scale. And like macro models, the past 20 years of scaling solutions are not the right 
guide to the future. Scaling the new generation of technologies will require enormous 
resources at a time when they are in sparse supply. A commodity supercycle will focus 
investors back to the need for physical investment.  

 
9. Signs are already there. Despite higher-for-longer policy rates, inflation commodities are 

firming. Gold is approaching cycle highs. Its correlation to bitcoin has averaged 65% this 
year (Bloomberg, CBAM calculations). The levels look nothing alike – bitcoin is still 57% 
from all-time highs. But there are two distinct patterns in the relationship between gold 
and bitcoin. One where bitcoin follows gold in a low-beta manner, and the other where 
digital gold surges in the phase of speculative excess (Figure 1).  

 
10. We have yet to see the unabashed speculative excess that derailed past cycles – crypto 

asset markets are avoiding past mistakes. It’s a disciplined rally. Digital Financial 
Conditions are tight. Capital is available, but only for those with strong projects anchored 
to conservative planning. Even where momentum and speculation show signs of 
building, it is localized. Figure 2 makes the point with a scatter of one-month price 
changes against the year-to-date.  

 
11. The upward-sloping line is indicative of momentum. Those winning for the month are 

now winning for the year. Narrow momentum is the story of July, a bet on previously 
lagging assets racing ahead, like Stellar, Ripple, and Solana. This cycle’s early movers, 
dominated by Bitcoin and Ethereum, delivered mostly nothing in July despite an 
inflationary board in traditional markets. The gift of nothing is welcomed. Durable trends 
are built on discipline. It’s the prevailing theme in crypto-asset markets. 

 
  

https://tradingeconomics.com/commodity/gold
https://coinmarketcap.com/
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Figure 1: Gold and Bitcoin – Discipline in Crypto Assets 
 

 
 
Source: Bloomberg LP. Bitcoin Price represented by CME Bitcoin Reference Rate (BRR). November 2016 to July 26, 
2023. 
Virtual currencies are highly volatile instruments with unique risk factors. Past performance is not necessarily 
indicative of future results.   
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Figure 2: Dispersion in Momentum 
 

 
 
Source: Crypto Compare. CBAM Calculations. Data year-to-date as of July 26, 2023.  
Virtual currencies are highly volatile instruments with unique risk factors. Past performance is not necessarily 
indicative of future results.   
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Disclaimer
One River Digital Asset Management has been 
acquired by Coinbase and is now Coinbase 
Asset Management.  Additional details on the 
transaction may be found on the Coinbase 
blog.  References to One River Asset 
Management and One River Digital Asset 
Management may be contained herein during 
the transition period but are subject to 
change.   

This communication, including any 
attachments, is intended only for the use of the 
addressee and may contain information that is 
confidential or otherwise protected from 
disclosure. Any unauthorized use, distribution, 
modification, forwarding, copying or disclosure 
is strictly prohibited. If you have received this 
communication in error, please delete this 
message, including any attachments, and notify 
the sender immediately. The information and 
any disclosures provided herein do not 
constitute a solicitation or offer to purchase any 
security or other financial product or investment 
and is not intended as investment, tax, or legal 
advice. Unless otherwise noted, all information 
is estimated, unaudited and may be subject to 
revision without notice. Past results are not 
indicative of future results. 

This communication may contain statements of 
opinion, including but not limited to, the author’s 
analysis and views with respect to: digital assets, 
projected inflation, macroeconomic policy, and the 
market in general. Statements of opinion herein 
have been formulated using the author’s 
experience, research, and/or analysis, however, 
such statements also contain elements of 
subjectivity and are often subjective in nature. In 
addition, when conducting the analyses on which 
it bases statements of opinion, the author(s) will 
incorporate assumptions, which in some cases 
may be shown to be inaccurate in the future, 
including in certain material respects.  Nothing in 
this presentation represents a guarantee of any 
future outcome. The author(s) are under no 
obligation to update this document, notify any 
recipients, or re-publish the content contained 
herein in the event that any factual assertions, 
assumptions, forward-looking statements, or 
opinions are subsequently shown to be 
inaccurate. 
   
Certain information contained in this 
Communication constitutes "forward-looking 
statements," which can be identified by the use of 

forward-looking terminology such as "may", "will", 
"should", "expect", "anticipate", "target", "project", 
"estimate", "intend", "continue" or "believe" or the 
negatives thereof or other variations thereon or 
comparable terminology. Forward-looking 
statements made in this communication are 
based on current expectations, speak only as of 
the date of this communication, as the case may 
be, and are susceptible to a number of risks, 
uncertainties and other factors. Assumptions 
relating to the foregoing involve judgments with 
respect to, among other things, projected inflation, 
the regulation of digital assets and 
macroeconomic policy, all of which are difficult or 
impossible to predict accurately and many of 
which are beyond our control. In light of the 
significant uncertainties inherent in the forward-
looking statements included herein, the inclusion 
of such information should not be regarded as a 
representation to future results or that the 
objectives and plans expressed or implied by such 
forward-looking statements will be achieved. 
 
Certain information contained herein may have 
been obtained from third party sources and such 
information has not been independently verified by 
the author(s). References herein to third parties 
are for illustrative purposes and are not an 
endorsement or recommendation for products or 
services. No representation, warranty, or 
undertaking, expressed or implied, is given to the 
accuracy or completeness of such information. 
While such sources are believed to be reliable, the 
author(s) do not assume any responsibility for the 
accuracy or completeness of such information. 
 
The information and any disclosures provided 
herein do not constitute a solicitation or offer to 
purchase any security or other financial product 
or investment and is not intended as 
investment, tax, or legal advice. Unless 
otherwise noted, all information is estimated, 
unaudited and may be subject to revision 
without notice. Past results are not indicative of 
future results. 

https://www.coinbase.com/blog/coinbase-has-acquired-one-river-digital-asset-management
https://www.coinbase.com/blog/coinbase-has-acquired-one-river-digital-asset-management

