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COVID19 triggers US socialism and Europe’s moment of truth, highlights the 
power of the FAANGs 

As I write this note, it dawns on me that many of my readers are by now directly 
affected by COVID19. I myself have two close relatives directly engaged as medical 
doctors in the city of Brescia, one of the major battlefields on the Italian front (yes, it 
is war!). They are risking their lives to save other people’s lives. I, on the other hand, 
am sitting in my comfortable office here in Abu Dhabi thinking about the investment 
implications of the hell many people are going through. The safety of human beings 
must come before money. But financial markets are my job. Perhaps financial 
markets have a job to do too. After all, public health is one of the two key pillars 
(together with education) of a strong modern economy. That then should be 
reflected in the appropriate valuation of such economy’s financial assets. A week 
ago, on Wednesday March 11 President Trump delivered arguably the worst speech 
of his presidency. He spoke about a “foreign” virus, focused on separating the US 
from the rest of the world, and denied the gravity of the domestic situation in his 
own country. On March 12 markets punished him harshly. On March 13 the US 
Administration finally woke up to reality and entered reparation mode: the US market 
recovered almost all the losses incurred on March 12. It feels that a century has 
passed since then. Markets have entered a Bear phase as they struggle to assess the 
full implications of this unprecedented public health crisis. This note is just a small 
and humble contribution to that effort. 
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A. Our Current Position 

 We expect volatility to remain high and will not increase risk assets until there is more clarity on 
a) fiscal and monetary policy response from the US, the UK and EU countries (admittedly we 

have seen some rather impressive and encouraging signs yesterday); 
b) The degree of containment and mitigation of the COVID-19 spread in the US, the UK and 

the EU (Italy will probably be the benchmark to follow). 
 

B. Policy outlook update: 2008 was about bailing out the banks, 2020 is about bailing out people 

 US policy response is shaping up in the right direction: 
o Fed doing whatever it takes in terms of liquidity provision 
o Trump Administration-Congress doing whatever it takes in making sure working families, 

self-employed, small- and tourism, travel and entertainment industry companies preserve 
their balance sheets 

 UK and EU countries are trying to emulate the US (see below sections E and F on the possible risks 
and opportunities for specifically the EU) 
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C. COVID-19 spread update 

 For the first time the first Italian “red zone” Vo’ saw yesterday no new COVID19 case: this bodes 
well for hopes that new daily Italian cases could peak within a week or so 

 

D. Major COVID-19 unknown risks: it really is about the length of this global crisis 

 What kind of restrictions need to remain in place once first waive containment and mitigation is 
successful? “Successful” Asia is currently experiencing a modest re-surge of cases as well as case 
imports from the rest of the world); 

 How many potential waves can there be (Europe’s 1918 deadly Spanish Flu experienced three 
waves)? 

 What will be the consequences – in terms of restrictions to the global economy - of persistent 
simultaneity of different clusters (like today with Asia “under control”, Europe “epicenter” and US 
“unclear”)? 

 What is currently the precise extent of the spread in the US, a country with limited social control, 
inefficient social insurance, and approximately 10 million illegal immigrants? 

 

E. Other risks 

 COVID-19 concerns (above section D) trigger a self-fulfilling prophecy of a downward spiral, 
triggering credit events in high yield and emerging market bonds 

 Need for joint fiscal spending (see section F below) triggers Euro-zone Crisis 2.0 
 

F. Long-term Investment Thoughts: let’s be positive 

 From conventional monetary policy to non-conventional monetary policy to …. monetized fiscal 
spending. 

o We will see a massive increase in fiscal spending together with the nationalization of 
companies in the most affected sectors (e.g. airlines) 

o This means that central banks will have to buy huge additional chunks of government debt 
to keep yields under control 

o This will be the moment of truth for Europe, the make-or-break moment for the Euro-
zone: 

 Make = fiscal union either through common bonds or the BCE fulfilling a quasi-
fiscal role. Break = the Southern European countries exiting the single currency area.  

 On one hand the break scenario is this time more likely since it will be impossible to 
impose austerity type-conditionality on the weaker EU members. In fact, in 2008 
Italy, Spain, Portugal and Greece engaged in massive fiscal stimulus. The Euro-zone 
Crisis 1.0 started only in 2009 after the global economy had moved out 
of  recession; 

 On the other hand, precisely because all Western countries will have to go in 
massive stimulus mode and no government will be able to impose austerity (without 
losing power to a more populist government) the bargaining power of Italy, Spain, 
Portugal and Greece, and in the limit also France, is now much bigger than it ever 
was between 2009 and 2012.  
 

 From globalization to de-globalization, or bifurcated (potentially trifurcated) capitalism 
o The crisis triggers further re-shoring of manufacturing activities from China to the US and 

Western European countries. 
o We are moving from multilateralism to multi-polarism, bifurcated capitalism (US and China) 

or potentially trifurcated (depending on how the European situation evolves);  
o For investment opportunities in the brave new world of de-globalization, see our Yellow 

Brick Road Note. 
 
 

https://adcbam.com/en/insights/pdfs/A-deglobalising-world-and-our-Yellow-brick-road.pdf
https://adcbam.com/en/insights/pdfs/A-deglobalising-world-and-our-Yellow-brick-road.pdf
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 The end of the FAANGs is not nigh 
o “Old economy” travel chains and car makers will need government money to safe their 

employees from hardship; 
o Microsoft and Alphabet have promised to maintain idle workers on their payroll; 
o Amazon is now hiring 100,000 extra workers from “old economy” companies in difficulties. 
o Amazon is raising its wages 
o Amazon is becoming the logistical factory in the “War against COVID-19” (it is suspending 

trade in non-essential goods at the advantage of medical equipment and other badly 
needed items) 

o In a multi-polar world, it will be difficult to engage a domestic political war against national 
champions such as the FAANGs, whoever wins the Presidency 

o We are thus well positioned with an equity asset allocation which favors US quality growth 
stocks at the expense of value, cyclical, Emerging Markets and Europe. 
 

 Bailing out people instead of banks: re-distribution and expansionary fiscal policies are not good 
for long-term equity returns 

o COVID-19 is also the trigger for “socialist” policies that re-distribute income from capital 
back to labor, which is not good for long-term equity returns (see chart A below) 

o Expansionary fiscal policies are also bad for equity markets (see chart B below) 
o So, whilst a massive rebound of the equity market is likely (but timing it will be key), equity 

returns for the new decade of the 2020s are likely to disappoint (see in particular our note 
Lower for Longer). 

Chart A 

 

Chart B 

 

Source: Robert J. Shiller's "Stock Market Data Used in "Irrational Exuberance" Princeton University Press, 2000, 2005, 2015, updated", Bloomberg 

https://adcbam.com/en/insights/pdfs/January_2020.pdf
https://adcbam.com/en/insights/pdfs/19-February-2019-1.pdf
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