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Abstract

In a macroeconomic environment that combines slowing global growth, contracting corporate
capital expenditure and heightened geopolitical tension, the traditional aggregate instruments of
policy rates and taxation are exhibiting diminishing marginal effectiveness and impaired
transmission. Building on an analysis of the institutional premises behind conventional
monetary and fiscal tools and their contemporary constraints, this paper examines four
dimensions along which the toolkit might be extended: fiscal policy, interest rate policy,
investment and consumption. It argues for a two-tier framework of aggregate stabilization plus
structural guidance, stronger fiscal–monetary coordination, new intermediate targets anchored
in physical output and supply-chain resilience, and structural instruments such as
macroprudential regulation and dual-track credit to cover the blind spots of price-based tools.
The paper also delineates the risk boundaries of such extensions with respect to debt
sustainability, market distortion and international coordination.
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1. The Problem

The post-war paradigm of macroeconomic management rests on two implicit assumptions: that
the domestic economy possesses a relatively complete industrial loop in which price signals
effectively guide capital allocation, and that the international trading system is broadly
predictable with low cross-border friction. Under these premises, central banks manage
aggregate demand through the policy rate while fiscal authorities smooth the cycle through
taxation and spending, together forming the binary "rate–tax" toolkit.

Since the mid-2020s both assumptions have eroded. The global division of labor has undergone
deep reconfiguration, with supply chains shifting from efficiency-first to security-first; the supply
of energy, critical minerals and core components has become regionalized and fragmented under
geopolitical pressure. Statistically, euro-area industrial production fell 0.5 percent month on
month in August 2026 and EU output fell 0.3 percent, while several economies continued to post
inflation readings above 3 percent even as growth slowed, leaving policy rates trapped between
an inability to ease substantially and an inability to tighten sustainably. This combination of low



growth, sticky inflation, corporate retrenchment and geopolitical risk is the backdrop for the
discussion that follows.

2. Institutional Constraints on Conventional Tools

2.1 Interest rate policy: financialized transmission and structural asymmetry

Textbook logic holds that a lower policy rate reduces the cost of capital and thereby stimulates
real investment and employment. In a financial environment where digital assets coexist with
oligopolistic firms, this chain breaks at two points.

The first is capital divergence. Advanced manufacturing, semiconductor fabrication and grid
infrastructure involve long gestation periods and low near-term margins, whereas cheap
liquidity released by central banks is frequently intercepted by financial intermediaries and
rerouted into light-asset digital arbitrage, equity buybacks and real estate, failing to settle as
capital formation in core supply chains. The second is the asymmetry of tightening. Aggressive
rate increases aimed at inflation disproportionately penalize capital-intensive manufacturing
reliant on long-term credit, suppressing research and plant upgrades, while cross-border
speculative capital remains largely unaffected, producing an asymmetric squeeze on the
foundational economy.

2.2 Fiscal policy: multiplier leakage and base erosion

In open economies, the fiscal multipliers attached to consumer-side tax cuts or broad transfers
have decayed markedly. Where production is offshore, augmented purchasing power leaks
abroad through the global supply chain, leaving the domestic economy with accumulated public
debt and transient service-sector inflation. Simultaneously, large technology firms exploit
intangible-asset transfers and offshore structures to arbitrage tax systems, reducing the precision
with which conventional corporate taxation can steer capital toward public infrastructure and
tangible technology.

2.3 Geopolitical disruption of the aggregate framework

Rates and taxes are fundamentally aggregate demand tools whose efficacy presumes a low-
friction global market. When supply chains for energy, rare earths and critical components are
disrupted by geopolitical compartmentalization, the resulting inflation is structural and supply-
side. Central bank rate adjustments cannot synthesize unmined petroleum, specialty steel mills
or skilled machinists; attempting to resolve supply-side bottlenecks by compressing aggregate
demand is a canonical tool-to-context mismatch. Moreover, GDP structures heavily weighted
toward high-margin services prove difficult to convert into self-sustaining industrial capacity
when a crisis demands physical goods such as defense materiel, grid components and
manufacturing equipment, exposing the gap between monetized GDP metrics and actual
productive capability.

3. Extending the Toolkit: Four Dimensions



3.1 Fiscal policy: from broad stimulus to targeted capital formation

(a) An investment-oriented fiscal structure. Shift the center of gravity of public spending from
one-off consumption subsidies toward public capital formation in energy infrastructure, strategic
material reserves and vocational skills systems, raising the domestic retention rate of the
multiplier. The empirical literature broadly finds that, with a negative output gap and rates near
the effective lower bound, public investment multipliers exceed transfer multipliers
substantially.

(b) Conditional industrial support. Replace broad tax cuts with long-term fixed-rate policy
credit, procurement commitments and investment tax credits tied to performance conditions on
capacity, employment and technological spillovers, reducing the moral hazard of "subsidy
without investment."

(c) Upgraded automatic stabilizers. Design trigger-based fiscal rules linked to unemployment
and capacity utilization so that the activation and withdrawal of counter-cyclical spending
depends less on discrete political decisions, shortening policy lags.

(d) A debt sustainability constraint. The above expansion must be bounded by a medium-term
fiscal framework that evaluates sustainability through the interest–growth differential (r − g)
rather than a single deficit ratio, and that accounts separately for structural and cyclical
spending.

3.2 Interest rate policy: from a single price to "price plus structure"

(a) Dual-track credit architecture. Alongside the unified policy rate, establish separate credit-
evaluation and refinancing channels for capital-intensive real production and financialized asset
speculation, for example targeted medium-term lending facilities or differentiated reserve and
capital-weight treatment for long-term manufacturing loans, so that the real sector is relatively
insulated during tightening cycles.

(b) Front-loaded macroprudential policy. Use counter-cyclical capital buffers, loan-to-value
ceilings and risk-weight adjustments for specific asset classes to curb excessive concentration of
capital in purely speculative activities without moving the policy rate.

(c) A "look-through" principle for supply-side inflation. In distinguishing demand-pull from
cost-push inflation, central banks should extend greater tolerance and a longer horizon to the
latter, avoiding the sacrifice of capital formation for short-term target attainment, while
anchoring expectations through forward guidance.

(d) Fiscal–monetary coordination. Under supply shocks, monetary policy should remain neutral-
to-stable while fiscal policy undertakes targeted expansion, with an institutionalized
coordination mechanism oriented toward the shared objective of long-run productive capacity
rather than parallel, uncoordinated action.

3.3 Investment: rebuilding incentives for physical capital formation



The contraction of corporate capital expenditure stems from a rising uncertainty premium rather
than the cost of funds per se. Policy should therefore target uncertainty: multi-year public
procurement and long-term offtake agreements to provide demand certainty; accelerated
depreciation and full expensing of research costs to improve project net present value; minority
equity participation by sovereign or policy funds to share early-stage risk, subject to exit
mechanisms and market-based governance to avoid entrenched ownership distortions. The 15 to
20 percent increase in compliance costs associated with multi-shoring can be partially offset
through regional industrial coordination and mutual recognition of standards.

3.4 Consumption: from aggregate stimulus to structural repair

Weak consumption in the current cycle reflects rising precautionary saving and shifts in income
distribution more than a shortage of liquidity. An effective mix includes targeted transfers to
groups with high marginal propensity to consume rather than universal disbursements;
reduction of precautionary motives through stable social insurance and housing costs; and trade-
in programs for durables and green equipment that bind consumption support to domestic
manufacturing demand, raising multiplier retention. Expansion of consumer credit should not
substitute for income growth, lest household leverage accumulate during a downturn.

4. New Intermediate Targets and Risk Boundaries

4.1 Reconstructing intermediate targets

In a security-first macro environment, monetized GDP and CPI alone cannot fully characterize
economic resilience. Auxiliary indicators may be introduced into the existing target system:
energy and resource self-sufficiency, industrial matrix depth (local substitutability of critical
links), skilled labor reserves, and the sensitivity of corporate margins to supply-chain disruption.
These do not replace traditional targets but add a second dimension for policy calibration.

4.2 Risk boundaries

Extending the toolkit also generates three categories of risk that institutional design must
constrain:

(a) Debt and crowding-out risk. Targeted fiscal expansion without a medium-term framework
and exit clauses may become structural deficit and raise long-term rates.

(b) Distortion and rent-seeking risk. Industrial support and dual-track credit are inherently
selective and must be disciplined by transparent performance conditions, sunset clauses and
independent evaluation.

(c) International coordination risk. Simultaneous shifts toward targeted support and trade
barriers can trigger subsidy races and efficiency losses; rule coordination within multilateral
frameworks, including subsidy notification and mutual recognition of carbon border
mechanisms, is a necessary complement.



5. Conclusion

The evolution of macroeconomic regulation cannot remain permanently tethered to the binary of
rates and taxes. As the primary constraint on the global economy shifts from efficiency to
security and resilience, the policy toolkit needs to expand from aggregate demand management
into a two-tier architecture of aggregate stabilization plus structural guidance: fiscal policy
moving from broad stimulus to targeted capital formation, interest rate policy from a single price
signal to a price-plus-structure combination, investment policy centered on reducing
uncertainty, and consumption policy centered on repairing income and expectations.
Acknowledging the constraints of traditional tools in a multi-layered environment does not
negate their historical value; it calls for a new regulatory framework that respects physical
production, resource security and engineering capability while remaining bounded by
sustainability and transparency. Economies that complete this transition first will possess
greater structural resilience in the cycles ahead.


