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The information in this presentation was prepared by Drawing Capital and is believed by Drawing Capital to be reliable and has been obtained 
from sources believed to be reliable. Drawing Capital makes no representation as to the accuracy or completeness of such information. Opinions, 
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About

Drawing Capital is an innovation-focused investment platform 
headquartered in Silicon Valley.

Drawing Capital aims to capture the expansion of a 
technology-forward world by investing in leaders that we believe 
carry undervalued growth. Our expertise in finance and data 
science enables us to participate in investment opportunities in 
public markets not captured by passive investing.
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Inflation & Interest Rates

● Inflation in the United States has 
reached a 13-year high.

● Energy prices and supply-side shortages 
are major contributors to rising prices.

● Interest rates remain near all-time lows 
with about $16.5T in negative yielding 
debt globally. 

Inflation & Interest Rates5
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Source: Barclays, Financial Times.



Inflation & Interest Rates

CPI Recently Reached Its 13-Year High
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Data Source: U.S. Bureau of Labor Statistics 



Inflation & Interest Rates

12-month Percentage Change, Select CPI Categories
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Data Source: U.S. Bureau of Labor Statistics 



Inflation & Interest Rates

Median Household Income Has Upward Trend Over Last 10 Years 

8

Data Source: U.S. Census Bureau and Federal Reserve Economic Database (FRED)



Inflation & Interest Rates

Fed Funds Rate Remains at All-Time Lows

9

Data Source: Federal Reserve Economic Database



Inflation & Interest Rates

30-Yr Fixed Rate Mortgages Also Remain Near All-Time Lows 
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Data Source: Federal Reserve Economic Database



Inflation & Interest Rates

Real 10Y U.S. Treasury Yields Are Negative
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Data Source: BLS, Factset, Federal Reserve, JP Morgan.



Inflation & Interest Rates

Developed Country Bonds Have Low or Negative Yields
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Data Source: Koyfin, as of October 29, 2021 for interest rate yields. Barclays and Financial Times are the sources for the amount of global outstanding debt as of August 4, 2021.

$16.5 Trillion
Global outstanding debt with negative yield



Inflation & Interest Rates

Debit Balances in Customers' Securities Margin Accounts ($ millions)
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Data Source: FINRA, https://www.finra.org/investors/learn-to-invest/advanced-investing/margin-statistics.



Inflation & Interest Rates

What Does The Current Environment Tell Us?
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1

2

3

Record-low interest rates and global yields push investors towards risk 
assets (i.e. equities, venture capital, real estate, and cryptocurrencies).

A rise in inflation was originally expected to be transitory, but has now 
been declared a longer-term trend.

Historically-low borrowing rates incentivize debt financing and introduce 
increased amounts of leverage in financial markets.



Inflation & Interest Rates

Market-Implied Asset Allocation Models Based on US Treasury Yields
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Money Supply & Velocity

● Definitions for Money Supply and Money 

Velocity.

● Money Velocity is a leading indicator of 

Consumer Price Inflation and financial 

asset inflation.

● Marginal Revenue Product of Debt

Money Supply & Velocity

II
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Money Supply & Velocity17

M1/ M2 Money Supply and Money Velocity

M1 M2 Velocity
Coin currency,

Physical paper,

Central bank reserves,

Demand deposits,

Travelers checks 

M1 Supply

+

Savings deposits,

Money market shares 

Rate at which money is 

exchanged in an economy 

(higher velocity = greater 

collective spend). 
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M2 Money Supply Grew 35.6% in 19 Months

Data Source: Federal Reserve Economic Database (FRED)



Money Supply & Velocity19

Effects of Increasing Money Supply

Money Supply

Interest Rates

Investment & Spending



Money Supply & Velocity20

Velocity of M2 Money Decreased 18.8% from Q1 ‘20 - Q3 ‘21

Data Source: Federal Reserve Economic Database (FRED)
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Marginal Revenue Produced per Dollar of Debt is Decaying



Policy and Tax Changes

● In 2021, the U.S. Government has spent 
$6.82 trillion, creating the second largest 
budget gap ever.

● Several tax-related policies have been 
proposed in order to alleviate the federal 
budget gap.

Policy and Tax Changes

Source: US Department of Treasury

III
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Policy and Tax Changes23

U.S. Budget Deficit: 2020 and 2021 are the Largest Gaps Ever

Source: US Department of Treasury, Reuters.



Policy and Tax Changes24

The Amount of US Public Government Debt Exceeds US GDP

Source: Federal Reserve Economic Database



Policy and Tax Changes25

In 2021, the U.S. Government Spent $6.82 Trillion 

Data Source: US Treasury, accessed Nov. 1, 2021.



Policy and Tax Changes26

The U.S. Government Spent 168% of Its 2021 Revenue

Data Source: US Treasury, accessed Nov. 1, 2021.



Policy and Tax Changes27

The U.S. Government Spent 30% of Its 2021 GDP

Data Source: US Treasury, accessed Nov. 1, 2021.

● Government spending equates to 
roughly $3 out of every $10 of the 
goods produced and services 
provided in the United States

● Each dollar of government spending 
could create more or less than $1 of 
GDP depending on individual 
behaviors and fiscal multipliers.



Policy and Tax Changes28

Other Countries’ Expenditures as Percent of GDP (2020)

Data Source: OECD, https://data.oecd.org/gga/general-government-spending.htm



Policy and Tax Changes29

Total Tax Revenue as Percent of GDP (2019)

Data Source: https://www.taxpolicycenter.org/briefing-book/how-do-us-taxes-compare-internationally

● US taxes are fairly low compared to 
other countries

● Observing other countries’ tax 
revenue helps us project an upper 
bound for the future of US tax 
policies

● Lower tax rates enable individuals 
to shape the economy; higher tax 
rates give government more control



Policy and Tax Changes30

Several Tax-Related Changes Are Being Discussed To Fund Budget

Data Source: Bloomberg, as of September 23, 2021: https://news.bloomberglaw.com/tax-insights-and-commentary/what-you-need-to-know-about-the-current-federal-tax-proposals.

Top income tax rate to 
39.6%

Top capital gains rate 
from 20% to 25%

3% surtax on MFJ 
income >$5M

Required distributions on 
IRA balances >$10M

Elimination of 
“back-door” Roth 

conversions

Wash sale rules to include 
commodities, digital 
assets, currencies

Elimination of valuation 
discounts for 

non-business assets

Corporate tax increase 
from 21% to 26.5%

Reduction of Federal 
estate tax exclusion from 

$11.7M to $6.02M



Economic Health & Measures

● Lending rates, unemployment rates, and 

GDP all help gauge the economic health 

of a country.

● US GDP is one of many data points to 

measure the state of the economy.

● GDP growth by itself is not the best 

indicator of economic productivity.

Economic Health & Measures

IV
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Since 2017, US GDP Tends to Grow At Most 5% QoQ (Excluding Covid)

Economic Health & Measures

Source: https://www.bea.gov/news/2021/gross-domestic-product-3rd-quarter-2021-advance-estimate
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The Top 5 Countries by GDP  

Economic Health & Measures

Source: https://data.worldbank.org/indicator/NY.GDP.MKTP.CD
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Economic Activity per Dollar Has Fallen ~50% Since 1997

Economic Health & Measures

Source: TradingView
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Lending Rates Around the World 

Economic Health & Measures

Source: https://data.worldbank.org/indicator/FR.INR.LEND?end=2020&start=2020&type=shaded&view=map&year=2020
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Lowest and Highest Lending Rates

Economic Health & Measures

Source: https://data.worldbank.org/indicator/FR.INR.LEND?end=2020&start=2020&type=shaded&view=map&year=2020
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Global Unemployment Rates

Economic Health & Measures

Source: https://data.worldbank.org/indicator/FR.INR.LEND?end=2020&start=2020&type=shaded&view=map&year=2020
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Sectors of Interest

● Explore asset class performance in 

changing inflation scenarios.

● Highlight Treasury yields during periods 

from Quantitative Easing to Quantitative 

Tapering.

● Highlight impact declining discount rates 

DCF analysis.

Sectors of Interest

All information on this slide are opinions of Drawing Capital.

V
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Asset Class Returns in Different Inflation Environments

Sectors of Interest

Source: JP Morgan
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S&P 500 Index Returns in an Environment with Rising US Treasury Yields

Sectors of Interest

Source: LPL Research, FactSet, as of March 3, 2021.
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10-Year US Treasury Yield After the Taper Announcement

Sectors of Interest

Source: Bloomberg, using weekly data as of 7/30/2021. US Generic Govt 10 Yr (USGG10YR Index). Shaded areas represent the periods of quantitative easing.
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Present Value of Future Cash Flows Increases when Discount Rate Decreases

Sectors of Interest42



Summary

Summary43

1
Previously, interest rates and inflation rates were positively correlated. In a post-pandemic investment world, 
a paradigm shift perhaps will alter the investment landscape to a “high inflation yet low interest rate 
environment in America. Because the US Dollar is the global reserve currency, this affects the entire world.

All information on this slide are opinions of Drawing Capital.

2
Currently, the US is seeing large amounts of inflation in various commodities. Inflation can occur in multiple 
forms, such as consumer price inflation, commodity input price inflation, wage/labor inflation, supply 
shortages, time inflation, shrinkflation, and financial asset inflation.

3 The US government’s multi-trillion-dollar annual expenditures grow every year, which constantly outpaces 
their revenues from taxes and services. This deficit adds to the ~$29 trillion in US debt.

4
Lending rates, GDP growth, and unemployment rates around the world help us understand the upper and 
lower bounds of a specific country’s future expectations. Comparatively, the US has a low unemployment 
rate, historically-low benchmark interest rates rates, and rising GDP.

5
In a “high inflation yet low interest rate environment” in America, earning positive investment returns with a 
hurdle rate transitioned from a “nice to have” feature to a “necessary to have” feature. Assets that earn 
returns below the inflation rate are earning negative inflation-adjusted returns. As a result, there is increased 
investor emphasis on alternative investments, growth investments, and digital assets. 



Resources

Summary44

NEWSLETTER

drawingcapital.substack.com

CONTACT US

invest@drawingcapital.com

drawingcapital.com




