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WHEN NARRATIVES BREAK 

* / Data for charts are sourced from FRED, OECD, Eurostat, 
IMF, BIS, Market Watch, Yahoo/Google Finance, COT, Bloom-
berg, Investing.com or Quandl, unless otherwise stated.

Everybody knows the feeling that 
they’re getting more than they 

bargained for, and I suspect we’re about 
to see a crack in the market narrative 
along those lines. Let me explain. From 
the point of view of those who believe 
the benefits of economic stimulus far 
outweighs its potential costs, the Co-
vid-19 epidemic is a convenient ampli-
fier. A strong cross-party coalition has 
formed in response to the crisis emitting 
a rallying cry for governments and cen-
tral banks to throw caution to the wind 
and unleash an unprecedented wave 
of support and stimulus. Policymakers 
have done exactly that. The number is 
still going up, but somewhere along the 

lines of 20-to-25% of global GDP is now 
on tap, and that excludes the fact that 
central banks are, in most cases, pledg-
ing unlimited support via various liquid-
ity and purchase programs. What’s not 
to like? As I have been at pains to point 
out in response to this benevolent con-
sensus on the idea that because money 
is freely available, no one should want 
for anything, reality is complicated. It’s 
relatively easy to create liquidity. It’s 
much more difficult to make sure the 
money goes to where it is “supposed 
to,” and in any case, there will always 
be disagreement about who should get 
what, and how much. The current situa-
tion is a case in point. 
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  MSCI World, 6m/6m, % (Rigth)

* Balance sheets of the Fed, 
the ECB, the BOJ, and SNB as 
well as Chinese FX reserves
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All good times to fade 
bonds and buy equities. 

Many of the same people who were 
shouting for policymakers to make the 
money printer go “brr” as financial mar-
kets melted down now recoil in horror 
as prices rebound, just as the tsunami 
hits the real economy. I wouldn’t ex-
actly call this funny, though it is mildly 
amusing to observe such cognitive dis-
sonance among otherwise rational and 
intelligent observers.

Of course, there are ways to reconcile 
this divergence without picking a fight. 
It’s perfectly normal for markets to 
crash well in advance of a crisis show-
ing up in the economy. By extension, 
it’s also normal for markets to recover 
ahead of the economy. Finally, it’s also 
possible that markets are getting ahead 
of reality, stimulus notwithstanding.

That said, it is increasingly clear that 
many observers are now struggling to 
shake the fear the money isn’t going to 
the place it “ought” to go, as quickly as 
they would like. In other words: it is 
now dawning on the “brr-brigade” 
that it’s perfectly possible to bail 
out Wall Street even as Main Street 
suffers, no matter the good inten-

tions. That, I imagine, is not the bar-
gain they wanted to strike when they 
excitedly realised that they’d finally get 
to run their experiment in real-time. 

I sympathise, but it wasn’t difficult 
to see this coming. The current system 
isn’t symmetric. It’s much simpler to 
backstop Wall Street with a liquidity 
firehose than it is to support the real 
economy with a combination of mon-
etary and fiscal measures, especially in 
an environment of a self-imposed eco-
nomic shutdown and recession. 

Flipping the symmetry of the system 
requires difficult and dramatic political 
choices. Before we get to that, though, 
we should watch closely the story 
around the Fed’s, and other central 
banks’, stimulus. A split is forming 
between those who believe that it 
doesn’t matter whether stimulus 
makes the rich richer, as long as it 
prevents some pain at the bottom, 
and those who think this imbal-
ance has gone too far. This is a major 
break in the Narrative™. How it is car-
ried over into policymaking, if at all, will 
determine a lot going forward.    

fig. 01 / The promise of great things  — fig. 02 / Asset allocation 1-o-1 is clear at the moment
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