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June 22nd, 2020  
 

How long can/will policymakers offset the pain? 

Both fiscal and monetary policymakers from around the globe have taken it upon themselves over the past 

four months to offset the economic and financial impact brought about by the coronavirus shock.  I’ll get into 

some details below, but in a nutshell, central bank and government passed stimulus programs in many 

regards may end up amounting to being larger than the actual contractionary impact of this pandemic.  

However, this leaves us all in a precarious situation at the moment with still a lot of displacement, pain, and 

hardship being felt on both an individual and corporate level, and with the healing process just getting 

underway, the question becomes how much more and for how much longer can and/or will these policies 

underwrite a recovery?   

 

In my opinion, the answer to this question is the most important variable determining the path of asset prices 

going forward.  After all, we’re going on nearly a month where most of the major asset classes have traded 

sideways, and in some cases violently sideways: 

 

• The S&P 500 traded at 3,036 on May 27th and closed out last week at 3,098. 

• Outside of a brief spike to 0.90% in early June, the 10-year Treasury yield has traded in a range of 

0.55% – 0.75% since early April. 

• Gold, while possibly attempting to breakout at the moment, has been trading around the $1,700/oz 

level since early April. 

• The DXY dollar index at $97.05 hasn’t done much of anything in three weeks after benefiting from 

the mid-March risk off trade that pushed its value to $102.82.   

 

What I’m getting at is that on a big picture basis, not much has happened with the major indices for several 

weeks now, while many of the internals underpinning these indices may have experienced some more 

material changes, i.e.) a subtle indication of a growth vs. value rotation, a glimpse of emerging market and 

developed market currencies rallying vs. the U.S. Dollar, commodities (copper, oil, iron ore, silver, & gold) 

staging a mild uptick, international equities mildly outperforming U.S. equities, etc.… 

 

While I do think there is good deal of thought and analysis (rightfully so) being applied to the solid pickup in 

the economic data from around the globe from April to May, it’s the next move on the policy front that really 

has captivated my attention.   

 

Let me explain why this is by using the blowout retail sales report we got last week.  The May retail sales 

report soared 17.7%, which completely crushed expectations for a rebound of 8.4%.  I’m going to put aside 

my typical cynical look at the report (like the fact that it was coming off of a horrific 16.4% plunge in April, 
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or that retail sales through the first five months of the year are still down at nearly a 20% annual rate even 

after the May surprise…), to focus on a bigger picture perspective. 

 

Let’s come back to this retail sales report in a moment, because I think it’s important to contextualize this 

report with what has been going on in the labor market.  Last week’s initial jobless claims climbed by 

another 1.508 million, making last week’s total the lowest print since March 14th, but unfortunately this was 

still the 13th highest number ever recorded.  The worst level reached during the Global Financial Crisis of 

2008 – ’09 was 665k, and last week’s figure was still more than double that level.  The cumulative total of 

jobless claims over the past thirteen weeks is now a massive 45.7 million – it’s hard to even fathom a figure 

that large.                   

 
 

We’re talking about a total level of employment in the U.S. that was at 153 million prior to the pandemic 

shutting things down– so doing the math implies that this is roughly 1/3rd of the employed labor force filing 

for unemployment benefits over the past four months.  

 

So how does one explain such a massive surge in retail sales at a time when nearly 1/3rd of the labor market 

is not collecting a paycheck?  Yes, surely some of it has to do with the re-openings that began in earnest in 

May, so we do have some pent-up demand from April that flowed through into May.  We also have the basic 

math of comparing to an April data point that was rock bottom for the cycle.  

 

But the data point I think is most important to focus on is where the money is coming from to elicit such a 

large surge in consumption.  What we did see in March and April is that the personal savings rate spiked to a 

record high of 33%, so this provided a decent level of dry powder to be put to use with new spending once 

the lockdown ended, but it’s the amount of government transfer payments to the household sector that I just 

don’t think gets the proper credit and attention it deserves as the rationale for why so many displaced 

workers may be in such cheery moods.  Keep in mind it was only a short four months ago that the pandemic 

was hitting its peak level and forced lockdowns were being imposed.  These events prompted policy makers 

to react by passing several stimulus bills in the interest of buffering the financial pain from individuals being 

unable to carry on their normal lives, like going to work and earning a paycheck.  Most of these bills got 

passed by mid-to-late March with the height of the distributions taking place in April.  Well, in April alone 

the total amount of government transfer payments amounted to an incredible $3 trillion at an annual rate.  
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For perspective, that amount is the equivalent of six months’ worth of retail sales in just one month.  It’s fair 

to conclude that a decent chunk of this money combined with the pent-up demand for shopping found its 

way into the May retail sales report.   

 

Look, I’m not in any way criticizing or even questioning the actions the government took, but it’s important 

to recognize that without this unprecedented lifeline, personal income excluding government transfers has 

plunged at nearly a 30% annual rate over the past three months.  That is double the worst part of the decline 

in the GFC.  Including the government transfers, total personal income has actually managed to explode at 

more than a 40% annual rate – a record level.  This stimulus to the household sector has swamped the total 

loss of organic wage and salary income by a factor of three, given that such a loss so far is running at just 

over a $1 trillion annual rate.   

 

Imagine that…this pandemic, with all its accompanying challenges, has managed to create a backdrop where 

total personal income is almost $2 trillion higher than it would have been had the pandemic not occurred.   

 

Once again, this isn’t passing judgement on the action or saying if it should or should not have been 

implemented – the fact of the matter is that it was implemented and this is one of the outcomes.  We have 

individuals who are unemployed that are making more money not working than they would be had they kept 

their jobs.  Now we find ourselves in this precarious situation where rumors are swirling that the next 

stimulus package currently being negotiated in D.C. is that it is going to include a back to work incentive.  

Wait, what?  Isn’t that what the paycheck is supposed to be for?  

 

No doubt about it, this pandemic is an extreme outlier in terms of history, and as such it’s easy for any of us 

that are sitting on the sidelines (not responsible for crafting a solution and/or an appropriate response) to play 

Monday morning quarterback, but unfortunately the largesse and excess of this response on the part of the 

U.S. government and this administration is in part a consequence of the complete lack of preparedness in 

dealing with such a pandemic outbreak.  Think about it, and please don’t shoot the messenger as this isn’t 

intended to be political, but one of the solutions we decided on was to label 80% of the U.S. economy as “not 

essential” and thereby able to be shut down.  It does beg the question that at some point we as a society need 

to think about the vulnerability and fragility of a consumption-based and service dependent economy, where 

80% of the economy can be deemed “not essential”.   

 

As for the transfer payments made over the last several months and the risk posed by not making them – I 

guess it adds some perspective to the statistics we’ve all seen coming into this year where at a time of full 

employment (3.5% unemployment rate in February), nearly 40% of households couldn’t come up with $400 

to meet an unexpected expense, let alone have enough cash on hand to withstand two or three months of a 

government imposed lockdown.  Again, I’m not passing judgment from my cushy seat inside an air 

conditioned home office – trust me, I know how good I have it and how fortunate I am – but this situation 

does highlight the degree to which we’ve lost our way as leaders, to be so ill prepared for such an 

unprecedented event and having to give up so much to combat it, i.e.) credibility, global respect, nationalistic 

pride, community, reserve currency status, legacy debt loads for future generations to deal with…    

 

Apologies for the digression…Now back to my point, which is that from the present day through the end of 

July, many of these short-term stimulus offsets are due to expire.  Given how important they have been in 

filling the giant economic hole that was dug by locking down the economy, the extension of or gradual 

transition off of such goodies will play a major role in the path of the recovery as we get deeper into Q3 and 

Q4.  They will also be instrumental in facilitating a hand-off from the public sector’s support to the private 

sector taking the baton and fueling the recovery.  The duration, pace, and robustness (or lack thereof) will be 

complex and dynamic depending on how this transition unfolds.  Or perhaps fiscal policy (like monetary 

policy) has already crossed the Rubicon and we have now entered a new era of UBI (Universal Basic 
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Income), MMT (Modern Monetary Theory), and unlimited government spending monetized by infinite 

central bank asset purchases.   

 

I admit, typing some of this makes me feel like I’m writing a fictional short story, but to not entertain the 

possibility or at least think about such an outcome would be irresponsible and shortsighted.  Would you ever 

have imagined a time when you opened up the Wall St. Journal and read a front-page story informing you 

that 30% of Americans missed their housing payment in June?  Or that the number of missed payments 

(whether in deferment, forbearance, or relief) has tripled since the end of April to 106 million cases.  No 

wonder we haven’t seen more stress in the consumer sector – in aggregate, they are making more money not 

working, and they don’t have to make payments on many of their loans without recourse.   

 

As I’ve stated long ago, capitalism went on sabbatical coming out of the GFC, and by the looks of how 

policymakers are choosing to combat this recession, it may be entering permanent retirement.  It is 

remarkable to me that central banks around the world have chosen the path of fighting this crisis by 

incentivizing the use of even more debt to what was an already over-indebted global financial system.  The 

U.S. deficit is going to approach $3 trillion this year alone, and the global corporate bond market has seen an 

incredible nearly $2 trillion in new supply issuance this year.  A new record of issuance for sure, and almost 

60% more than this time in 2019.  This has enabled the number of zombie companies (companies whose 

profits aren’t high enough to even meet the interest expense on their debt, let alone pay it down or off 

completely…) to expand to nearly 20% of the entire U.S. business sector from less than 11% a year ago.  It’s 

no wonder gold is approaching an eight year high at $1,765/oz and is an asset experiencing a relentless flow 

of new buyers flooding into the asset class.   

 

The disconnect between fundamental reality and asset prices is becoming less controversial by the day, but 

as I’ve come to be more open minded to, this disconnect could persist for some time.  And who’s to say it 

ever has to reconnect?  Or have we gone through a paradigm shift where, in a world where interest rates are 

going to be ‘lower for even longer’, central banks have made asset prices their third mandate, and passive 

index investment has become the dominant investment strategy – in that case, valuation multiples on equities 

should/will be re-rated at higher levels.  Have a look at the following chart plotting after-tax profits for all 

companies (white line) – which, I might add, dropped by 16% in Q1, are poised to fall further in Q2, and are 

at the same level they were in 2011 – against the S&P 500 (blue line) that is a mere 10% off of all-time 

highs.   
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This isn’t an endorsement to throw all caution to the wind and disregard prudent analysis, but it is rather an 

admission that we are in confusing and challenging times that proffer little in the way of certainty or a high 

level of conviction on any investment thesis.  I would argue that such a backdrop requires (demands, even…) 

investors pay even more attention to the macro backdrop, policy actions, and corporate fundamentals.   

 

Because even as negative or perhaps bearish as some of what I spelled out above may appear, I can see a 

pretty compelling case for why it could be bullish as well.  Put finding an actual viable vaccine aside (which 

if/when it comes to be, that news will be a game changer no matter what the setup looks like at that particular 

moment), but right now you have the concerted effort of almost every government in the world being 

focused on providing enough support to get their national economies back on the path to recovery.  And in 

what they’ve done so far, they’ve proven that they don’t see any limits to what they are willing to sign off on 

if the crisis is severe enough.  That isn’t to say there won’t be wrangling, horse trading, and political 

brinksmanship in the negotiation process, but when push comes to shove, governments around the world 

have become comfortable opening up the checkbooks to mitigate the financial part of the problem.   

 

I see another one of these white knuckle / gut wrenching windows opening up as we go through the next 

several months with some of these stimulus goodies wearing off, but I no longer question the will of policy 

makers to do whatever it takes, or them allowing fiscal prudence to get in the way of addressing an economic 

contraction.  Sure, this will have consequences (currency debasement, inflation at some point, class warfare, 

trade disputes, deglobalization, etc…), but as investors it will be incumbent upon us all to adjust and adapt as 

things change.   

 

All I’m getting at is that we are in a very fluid and dynamic investing backdrop where I can see the 

fundamental picture getting ugly again as we get through the current excitement and hopium that is driving 

the recovery narrative off of the worst economic levels we’ve see in U.S. history.  But if/when things get 

ugly again and if the U.S. economy rolls over into a double dip recession risk in Q3/Q4, then I expect the 

next batch of policy tools to be employed.  This doesn’t imply that we’re in a riskless environment – no, not 

at all, because such a scenario will keep the VIX in the 30’s – 50’s range, which is just too high a level of 

volatility for most money managers to allocate a lot of capital to the equity market.  What I’m saying is that 

in such a scenario, investors will have to prepare and condition themselves to become stoic and disciplined 

with equity markets moving 400 points a day, up or down, for no logical reason at all.  This isn’t an 

environment conducive to a lot of investors comfort and preference, hence I don’t suspect it would persist for 

an extended period of time, but it would likely wear many investors out.     

 

Ahh, but what if the recovery does prove to be as good or better than expectations?  What if jobs do come 

back quicker than current expectations and all of this stimulus that is still in the que is combined with a 

stronger economic backdrop?  Well that could be the most constructive of scenarios, where the fundamentals 

catch up to what are currently elevated asset prices.  It appears as though the Fed has the credit markets and 

the U.S. dollar in a good place.  Sure, we can argue all day long about price discovery, incursion into free 

markets, and manipulation, but once again that’s a lively debate to have over a beer and it misses the point 

that those things are out of our control.  The leaders of the two biggest economies in Europe (Germany and 

France) seem to be making progress on a European recovery fund that includes fiscal transfers and expands 

the fiscal scope for the periphery.  Yes, the China and India dispute should be monitored but many parts of 

the Asian economic region are showing positive signs that a recovery is underway.  Not to mention that all of 

this is occurring at a time where interest rates in many parts of the world are at zero while the fiscal spending 

impulse looks dug in to outlast the pandemic’s disruption.  This is a very combustible set of variables that 

when combined and firing at the same time could be a very aggressive accelerant for the global economy.   

 

Lastly, there is the possible scenario where we just stumble through an incoherent and uncoordinated 

strategy to deal with not only the continued ebb and flow of the virus spread, but also the same start and stop 
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dynamic of the recovery.  In such a scenario, we could be contending with a persistent period of elevated 

unemployment butting up against increasing cost pressures in all the wrong places – i.e., stagflation.  Such an 

environment would be reminiscent of the inflationary backdrop as the 1970’s (but perhaps not as severe), and 

such an investment environment is extremely challenging.   

 

In a nutshell, now is not the time to be wed to a prediction or forecast for anything – earnings expectations, 

inflation, fiscal policy, the path of the recovery, election outcomes, Fed reaction functions…It doesn’t mean 

you shouldn’t have a strategy and continue to be disciplined and prudent in implementing that strategy, but 

be open minded to adjusting and adapting if necessary.   At this moment I am focused on three market 

variables: the level of the U.S. dollar index, an array of commodity prices (value/growth rotation and the 

reflation trade), and the 2,950 level on the S&P 500.  What makes the 2,950 level on the S&P 500 so 

interesting is that it is the 61.8% Fibonacci resistance level that we broke through back in May, and where 

the value to growth rotation trade pushed the index up to its recent high above 3,200.  Over the past two 

weeks we’ve seen a subtle move back to the big tech names and away from cyclicals.  This is occurring in 

concert with the rising case count across the U.S. as well as some of the high frequency economic data 

rolling over.  How this tug-of-war resolves itself in the next several weeks will be one of the indicators I’ll be 

watching for regarding the directional trend in the overall market going forward.  Not to mention that given 

the large rally in the equity market so far in Q2, we are set up for a pretty sizable pension fund rebalancing 

that will likely commence later in the week which should bring about some weakness.  This will be a good 

litmus test for what level is important on the S&P 500 for the algorithms, and a sustained break of 2,950 

likely opens up the door for a more material move to the downside, likely setting the table for the next policy 

catalyst depending on a host of other variables.   

 

As for the U.S. dollar, it’s at a key level and a sustained breakdown from current levels, say below 94.5 on 

the DXY index, will set off a whole host of investment opportunities that haven’t been fruitful for investors 

for several years – emerging markets, international equities, cyclical commodities, and Treasury Inflation 

Protected Securities (TIPS), to name a few.                 
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