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April 17, 2020: Unintended Consequences 
 

Recall the saying, “When you are up to your a.. in alligators, it’s 
hard to remember you came to drain the swamp”. No surprise then, 
at the recriminations of who should have done what and when, and 
what to do next. All served up 24/7 by an eager media. But will a 
stock market recovery by itself be enough to make it all OK? 
 

With only oblique reference above to a certain President’s campaign promise, it’s no surprise that every 
government leader’s attention is focused today on Covid-19 and the economic recovery in one way or 
another. Less time is likely being allocated to the normal business of governing—or seeking to govern.  
 

The rest of us are likely distracted by the virus and concerned for elements of the real economy; health, 
employment, business, schooling, product or service availability, and whatever once counted as a 
desirable social life. 
 

As never before loans, grants, handouts, relaxed tax rules or deferred deadlines are being rolled out by 
Congress and the Executive Branch. Over at the Federal Reserve, an alphabet soup of new programs is 
announced to pump desperately needed liquidity into the huge credit market that operates in the shadows 
of our (reformed following the 2008 crisis) banking system. This other issue, albeit a financial one, has 
been brought to a head by the virus. But has it been exacerbated by practices fueling unintended 
consequences arising from attempts solve the problem immediately at hand? These practices include 
Federal reserve action to ratchet down interest rates; by quantitative easing, “Q.E.” [exchanging bank 
balance-sheet financial assets—from treasuries to riskier assets—for cash, and the Treasury’s stimulus 
(printing money out of thin air)]. QE is designed to provide the liquidity to keep the credit markets 
working. Stimulus funds are for the support of businesses and in 2020, to help individuals stay afloat. 
 

With the stroke of a pen, government debt has therefore ballooned. Among the major recent lenders to 
our government? China. The Central bank now appears willing to go beyond treasuries to buy municipal 
bonds, and perhaps corporate debt from good to junk and, it is rumored, even stocks themselves! 
 

In plainer English will this mean that unheralded government debt may challenge the 
government’s ability to fund just the interest on that debt? Is inflation or stagflation ahead? 
 
While the Covid-19 is certainly the figurative alligator, what practices lurking in the 
swamp may compromise the recovery?  
 

Well, if offered tantalizingly low interest rates, some companies will borrow to pursue questionable 
business ventures. Other public companies will borrow funds with which to buy back their shares. In the 
short term, that boosts their stock price (and without any need to increase the earnings that are supposed 
to drive prices!). Traders will be encouraged to leverage their market bets with borrowed money and 
cross their fingers that they can cash out in time. Pension plans, which require a return on their portfolios 
in the 6-7% range to meet payout obligations, will reach further down the credit ladder as the 
traditionally safe bond allocations in the portfolios offer little to no yield. Finally, individual investors 
who have relied on bonds as a portion of their portfolio allocation, will be pushed to—you guessed it— 
abandon more conservative assets to invest in riskier assets, from lower quality bonds to stocks and their 
lure of stock dividends as a proxy for bond interest earnings.  
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So, will a recovering stock market alone rescue your retirement plans?  
 

For many investors, yes, for others, less so. In any event, the sooner the stock market recovery the better, 
perhaps even the so-called “V” recovery, meaning rapid price gains from the bottom versus a drawn out 
“W”.  But please remember this: 
 

The outcome of liquidity injections, necessary as they may be in the 
face of crisis, amount to creating money out of thin air and piling on 
government debt. In other economies and in other times that has been 
followed by hyperinflation, stagflation or worse. We don’t know if the U.S.  
will dodge these bullets. While the stock market anticipates good news, and 
prices move on that anticipation, before its realization, we don’t know if it 
will be a smooth ride.  
 

These are important reasons why our financial planning work with clients, especially those close 
to or in retirement (along with the capital market assumptions we use) relies on dress rehearsals to 
address life and market “what-ifs”. It is why since 2008 we minimize illustrating one’s future with 
questionable, probability-based forecasts such as “you have an 85% chance of a successful 
retirement”. Lower probability but higher consequence events up to and including those of 2020 
(the other 15% of outcomes) are worthy of more consideration. 
 
----------------------------------------------------------------------------------------------------------------------------- 
 
For a deeper dive into the subject of credit in our economy, much of which is beyond my pay grade, 
consider an animated and entertaining video from the brilliant Ray Dalio, “How the Economic Machine 
Works”. Here is the link: 
 
https://www.youtube.com/watch?v=PHe0bXAIuk0 
 
(If you have trouble using the link from this ebrief, please enter the title in your web browser. A live link 
to the video should come up) 
 
 

 

Fred R. Fadel, CFP® 
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