
THE TROUBLE WITH LOGIC 

The politicians did their job and passed the Fiscal Stimulus bill, and there’s more to come.  The Federal Reserve 

has done more than its part and thrown almost every single tool it has to fight the negative economic effects of 

Covid19.  It has now agreed to back municipalities and certain Junk Bonds, along with most of Corporate 

America that needs help.  The only thing left for them to do is to buy the stock market. 

As mentioned in previous letters, the levels of money printing and fiscal stimulus are unprecedented.  By my 

count, the combination of fiscal and monetary stimulus will get close to ten trillion dollars in impact.   It’s the 

same story around the world.   

Logic says inflation will result from all the money printing. To boot, the economy will head into a  

recession/depression from the negative economic impact of quarantine and shutdowns.  As  a result,  markets 

have to go way down.   

The problem with logic is that it doesn’t necessarily apply in an economic situation like today’s where the Central 

Banks of the world are throwing everything they have at the problem.   

When the Federal Reserve and other central banks started Quantitative Easing in 2010, logic dictated 

much higher interest rates and inflation would result.    

 That didn’t happen, and we’ve had low inflation and now negative interest rates since.   

Logic said that if total corporate earnings were flat or even went down, then stock prices would go 

down.   

 Companies bought back shares to keep up the illusion of strong corporate growth while total 

income growth was slow.  

Darwinian logic says the strong will survive and weak will die off.   

 It might not happen as the Federal Reserve supports junk bonds and those companies that 

gorged themselves on borrowings via low interest rates are about to be bailed out.   

The primary fuel for stock markets is easy money, care of the Central Banks.  Add to that the unprecedented 

fiscal stimulus and both add up to another stock market bubble.  That is not a prediction, just a very real 

possibility.  Imagine the headlines of thirty to forty percent unemployment at the same time we have new stock 

market highs.   

The other very real possibility is that investors eventually lose confidence in the ability of Central Banks to 

control interest rates and bond markets.  If that happens, then we’ll be talking about another Great Depression at 

the same time that we have hyperinflation.  The point is that there are many possibilities going forward and no 

one knows for sure what will happen. 

We’ve now had the biggest rally since the Great Depression.  The question of the day is, who has it right?  The 

stock market or the economy?  The stock market is reacting to the clarity of fiscal stimulus and money printing.  

The economy appears to be pretty gloomy.  

Since there are no sure bets or answers in either direction, my only advice is to not bet on the extremes. Each 

investor has to have an amount of market exposure that allows them to sleep at night.   Armageddon usually 

doesn’t happen and if it does, we’ll all be in the same boat.  At the same time, I’d be surprised if we reached new 

stock market highs any time in the next few years.  The primary beneficiaries of all this money should be gold 

and commodities.   

For the rest of this year, tactical buying and selling will be the way to go.  This is not a buy and hold market. 


