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How to go from here to there?: With COVID19 everywhere! 

  

“..Radical reforms — reversing the prevailing policy direction of the last four decades —will 

need to be put on the table. Governments will have to accept a more active role in the 

economy. They must see public services as investments rather than liabilities, and look for 

ways to make labour markets less insecure. Redistribution will again be on the agenda; the 

privileges of the elderly and wealthy in question. Policies until recently considered 

eccentric, such as basic income and wealth taxes, will have to be in the mix...” 

The Financial Times  

Editorial Board, 

April 5 2020 

 

The above quote is not out of the recent electoral manifesto of the (now former) Labour Leader Jeremy Corbin. It is from 

the Financial Times. The newspaper that was launched in 1888 to serve the financial community of the City of London is 

today advocating things such as basic income and wealth taxes! This is no longer the beginning of the end for the so-

called Washington Consensus. It is the end. The nail on the coffin of the policy dogmas that from the early 1980s until at 

least 2008 have shaped the global economic and financial architecture. The Washington Consensus has gone hand in 

hand with a persistent shift of income away from labour to capital. Since the Great Recession this shift has been 

compounded by QE-induced asset price inflation. We have been warning that such continuous shift was unsustainable 

and that a new trend of income redistribution would be one of the factors leading to a sustained period of lower equity 

returns. But major paradigm changes require a deep crisis. The current crisis is destroying the incomes of many low 

wage households. The authorities are now all hands on deck to prevent such destruction to occur. By doing so, they are 

starting – consciously or not – the final move away from the Washington Consensus to the Buenos Aires Consensus. 

Embarking on the road from the old “here” to the new “there”! 

Let’s be clear, the depth and gravity of today’s crisis are not determined by the COVID19 spread. The deeper cause of 

today’s crisis is the decades long erosion of the savings of low wage households, both in the US and in Europe. Most 

low skilled workers cannot work from home. Their meagre savings make them particularly vulnerable to a slow-motion 

economy. In this new decade Western governments will not be able to withdraw support from poor households, nor from 

the many corporations employing them. Just like with QE, today’s temporary measures will be tomorrow’s permanent 

solutions. The Buenos Aires Consensus will be the New Normal.  We will see a surge in public debt financed by central 

banks’ printing presses. For now this is sustainable because we live in a world of excess capacity, such that inflation is 

not yet around the corner. Its name notwithstanding, the Buenos Aires Consensus is not good for emerging markets. 

This is so because the main developed markets will aggressively pursue domestic industrial policies (an ugly word in the 

heydays of the Washington Consensus). Big Tech and New Economy companies will be elevated to the status of 

National Champions and thus benefit rather than suffer as the US and China rival for technological supremacy. Already 

a year ago our Equity Strategist Kishore Muktinutalapati identified a series of investment opportunities for the de-

globalized world. Kishore has now updated those ideas in a short note, envisaging the transition away from a globalized 

multilateral world to a de-globalized multi-polar world, from the Washington Consensus to the Buenos Aires Consensus, 

from the old “here” to the new “there”. Little did we know, just a short time ago, it all had to be, with COVID19 

everywhere! 
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Index (please use links to navigate):  
 
A) Professor Harvey and the Great Compression: state of the world with major economies still in global lockdown 

B) Our scenario and risk asset allocation: markets stabilizing – governments still have firing power 

C) Long-term thoughts: Buenos Aires Consensus and de-globalization for discriminating investors – place your equity 

bets wisely 

 
Chart A: COVID19 war not yet as costly as World War II 
Chart B: Atlantic central banks still a far cry from Japan 
Chart C: Redistribution to pull down long-term valuations 
Chart D: Emerging Markets: from surge to stagnation to …slump? 
Chart E: Europe is the world’s first trading power house … 
Chart F: … but that has not benefitted its global economic weight 

  

A. Professor Harvey and the Great Compression: state of the world with major economies still in global 
lockdown 

 From Recession to Compression 

One of the better analyses of the current economic contraction is by Professor Campbell Harvey of Duke University. 

He describes the current crisis as a Great Compression, with economic activities being compressed to a lockdown-

induced minimum. The Great Compression will come to an end, as soon activities can resume. He acutely observes 

that this is different from the 2008-09 Great Recession when it was not clear when economic activities would 

resume, since it was not known when households would cease their deleveraging efforts. So the end of this 

economic contraction will end as soon as the majority of the lockdown measures can be removed. Simple, right? 

 How to avoid a Depression? 

Unfortunately it is not that simple. The longer the lockdowns last, the bigger the risk of killing otherwise sustainable 

private sector balance sheets, in particular those of low wage households, self-employed and small- and medium 

enterprises. The depletion of households savings and the bankruptcy of smaller and medium corporations would 

create permanent damage to the economy, thereby undermining a speedy recovery. The Compression would 

morph into a Depression. Clearly the authorities are aware that this time they need to aid tens of millions of citizens, 

and millions of smaller companies, rather than bail-out a relatively small number of large corporations and financial 

institutions, as they did during the Great Recession. Unfortunately, it is technically much easier to write some 

checks for a few corporate behemoths, rather than to ensure that the money arrives in the pockets of tens of 

millions of households, as well as millions of corporations. Then again, the process has just started and the political 

will to transfer the funds is overwhelming. Chances are that the technical difficulties will be overcome.  

 How to undo the lockdowns, and how to keep economies going? 

Governments, scientists, businesses and citizens around the world are racing to find solutions to the COVID19 

health crisis. Scientists are struggling to develop a treatment and a vaccine against the virus. The latter might 

materialize only in 2021. Treatment, however, could be closer. Such treatment – together with a massive upgrade of 

countries’ healthcare systems, equipment and protective gear– should make a second wave manageable, were it to 

emerge after the summer. As for the current situation, a flattening of the infection curves should allow governments 

to gradually undo the lockdowns. Governments are also, in cooperation with citizens and businesses, adapting 

smart exit strategies for prioritizing and customizing the resumption of specific activities. 

  

https://www.fuqua.duke.edu/faculty/campbell-harvey
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B.  Our scenario and risk asset allocation: markets stabilizing – governments still have firing power 

 Quantifying the growth contraction – we are constructive on risk assets 

Our base case scenario is for most lockdowns to last an average of 45 days. This would imply US 2020 GDP to 

contract by about 4%.  Were the lockdown to last longer, say double, we could see a contraction closer to 10%. The 

figures would not be much different for Europe. Thus the global economy should emerge out of recession sometime 

in Q4 2020. As such, we remain constructive on risk assets. 

 Markets stabilize as central banks provide liquidity backstops 

Central banks have been very effective in providing liquidity backstops through credit facilities and additional asset 

purchases. Markets are stabilizing as a result of central banks’ action, fiscal stimulus policies, as well as the 

prospects of a gradual undoing of the lockdown measures. Of course, one should not read too much out of the 

recent recovery in equity prices. Overall equity prices are still significantly below their February levels and are likely 

to remain volatile. Nonetheless, credit spreads have come down across the board whilst government bond yields 

and option prices have normalized. Finally, the US dollar seems to be converging in a more stable trading range 

both versus the euro and the Japanese yen, also courtesy of the Fed’s swap lines with the world’s major central 

banks, as well as the central banks of some key emerging markets. 

 For how long can the stimulus efforts be sustained? – for longer than you think 

For how long can the massive fiscal stimulus programs and the vastly expanded asset purchases be sustained? 

The question becomes particularly relevant in case (contrary to our scenario) the lockdowns continue well into the 

summer months. For one thing, today’s overwhelming stimulus can be sustained without causing inflation. This is 

simply so because we live in a world of excess supply. Excess supply means that savings exceed demand. This – 

combined with close to zero savings by the less well-off – gives you the proper sense of the level of inequality that 

has come about in the developed markets. It will take some years before the current stimulus efforts will create 

more demand than supply. Until then, they can be pursued without causing significant inflationary pressure. As for 

the firing power itself, (Chart A) shows that the current US budget deficit is still not where it was in the early 1940s, 

during another “war”. And also in terms of monetary policy, most central banks are still a far cry from the Japanese 

extreme (Chart B). 

 Asset allocation – place your equity bets wisely 

The COVID19 crisis is a huge catalyst for secular trends that were already manifesting themselves before the crisis 

itself erupted. It therefore presents huge opportunities in the equity space. However, precisely because COVID19 

will further accelerate structural divergences across different equity markets, sectors, capitalizations and styles, on a 

risk-reward basis it makes more sense to maintain a neutral overall equity asset allocation, whilst significantly 

overweighting some equities at the expense of others. COVID19 is in fact a catalyst for further transformation of 

today’s global equity markets. To get a better idea of the prospective global tectonic shifts, see the below section on 

long-term thoughts. As for the very concrete investment ideas, I refer again to Kishore’s latest note. 

 C. Long-term thoughts: Buenos Aires Consensus and de-globalization will further transform global equity 

markets 

 More domestic societal equity, lower equity returns 

It somehow seems that policy changes – political change in general – are never a matter of choice but almost 

always imposed upon society by an external event, some sort of Deus Ex Machina. Poverty in the US is not a new 

phenomenon. Wage growth (not levels!) was only very recently catching up with the pace preceding the Great 

Recession. Nonetheless, the latest 2018 round of (Trump) tax cuts were almost exclusively to the advantage of 

corporations and middle-to-high income households. Now families in need are suddenly getting helicopter money! 

Moreover, aid to corporations is made conditional on the recipients not handing money out to shareholders! It is not 

always sufficiently stressed that a substantial part of the US inequality story is about the (poor) young versus the 

(more wealthy) rich. It is the younger, and increasingly larger, part of the population that will claim continuing re-

distribution. Thus the Buenos Aires Consensus is here to stay. Chart C uses 10 year cyclically adjusted price-

earnings multiples to show that more societal equity will be bad for long-term equity valuations. 

https://www.adcbam.com/en/insights/pdfs/COVID_19_Special_Thematic_thinking_and_portfolio_tweaking.pdf
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 More nationalism, less global societal equity 

Since the Great Recession the US role as global buyer of last resort has come increasingly under pressure. 

COVID19 will further accelerate this process as the US will accelerate the repatriation of the production of medical 

items, but also of other manufactured products. Other countries will add to that the onshore production of food. 

China is likely to suffer from this although in part it will spur her to further develop her own domestic market. Whilst 

the total net outcome for China is perhaps less clear, the break-up of global supply chains is definitely not good for 

emerging markets in general, and in particular China-centric emerging markets producing commodities. Sadly, 

whilst inequality within developed markets should come down, inequalities across countries – global societal equity 

– is bound to increase. Chart D shows that emerging equity market performances have been stagnating for quite 

some time now. Over time, they will move from stagnation to deterioration, at least if we exclude China. 

 Nationalism versus globalism, and the problem for manufacturing, cyclical and value companies 

Repatriation of manufacturing and the undoing, if not curtailment, of global supply chains necessarily come with a 

reduction in efficiency. It is likely that the “old economy” manufacturing activities will continue to see shrinking 

markets and returns. On the other hand, the new technology companies, particularly in the software and digital 

platform segments, will still be able to expand their markets also in a slower growth environment. That is why our 

long-term core holdings remain quality growth stocks, mostly prevalent in the US. In the short run this could turn 

against us as global post-crash rebounds usually benefit the cyclical and value companies proportionally more. 

These movements are, however, difficult to capture. They fade as easy as they materialize. In the new low-return 

equity world, savvy long-term investors better stick to tractors than to racing cars. 

 Nationalism versus globalism, the special case of Europe 

The governments of Europe’s Single Currency Area have agreed to disagree, cooking up a package of loans and 

bonds of 500 billion euro that was, in fact, to a large extent a reshuffling of existing EU funds. To the extent that new 

funds were made available, they are likely to over time increase the debt burden of the countries of Southern 

Europe. In fact, the spreads of those countries’ government bonds over the German government bonds continue to 

rise, in spite of the ECB’s amplified QE program. This is highly problematic. With the (temporary?) suspension of 

state aid rules within the EU, its fiscally stronger member-states now have a huge financial advantage when it 

comes to supporting and keeping alive key industries. Spanish and Italian companies might go bankrupt, at the 

same time that all other developed economies’ governments are racing to shower their companies with money. The 

whole COVID-19 crisis would thus result in more economic divergence within the EU. Chart E  illustrates how over 

the last decades Europe’s austerity policies have gone together with the EU having a very big share in global trade. 

In fact, it is well known that Europe has the world largest trade surplus. Chart F however shows that over the same 

period Europe’s share of global GDP has come significantly down. The US’ share, on the other hand, has held up, 

in spite of the surge of China. Evidently the positive growth of countries such as Germany and The Netherlands has 

not compensated for negative growth of countries such as Italy and Spain. The EU will remain in a deflationary trap, 

unless all member-countries will be able to equally benefit from fiscal stimulus. On our side we are underweight 

European equity. Europe is the global supplier of last resort which will suffer the most from the global economic 

retrenchment of the US, the global buyer of last resort.  
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Chart A  

 

Source: St.Louis Fed Research, ADCB Asset Management 

 

Chart B 

 

Source: Fed, ECB, BoJ, BoE, Bloomberg, ADCB Asset Management 
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Chart C 

 

 Source: Factset, World Inequality Database (www.wid.com) 

  

 

Chart D 

 

Source: MSCI, Bloomberg and ADCB Asset Management 

 

 

 

 

 

http://www.wid.com/
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Chart E 

  

Source: World Bank, ADCB Asset Management 

 

 

Chart F 

 

Source: World Bank, ADCB Asset Management 
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Disclaimer  

ADCB Asset Management Limited (“AAML”), is a member of ADCB Group, licensed by Financial Services Regulatory 

Authority in Abu Dhabi Global Markets under financial services permission number 170036. 

This publication is intended for general information purposes only. It should not be construed as an offer, recommendation 

or solicitation to purchase or dispose of any securities or to enter in any transaction or adopt any hedging, trading or 

investment strategy. Neither this publication nor anything contained herein shall form the basis of any contract or 

commitment whatsoever. Distribution of this publication does not oblige ADCB Group to enter into any transaction.  

The content of this publication should not be considered as legal, regulatory, credit, tax or accounting advice. Anyone 

proposing to rely on or use the information contained in the publication should independently verify and check the 

accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice 

from appropriate professionals or experts regarding information contained in this publication. Investment products are not 

available to US persons. 

Information and opinions contained herein is are based on various sources, including but not limited to public information, 

annual reports and statistical data that AAML considers accurate and reliable. However, AAML makes no representation 

or warranty as to the accuracy or completeness of any statement made in or in connection with this publication and accepts 

no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result of the information 

contained in this publication. This publication is intended for customers who are either retail or professional investors. 

Charts, graphs and related data or information provided in this publication are intended to serve for illustrative purposes 

only. The information contained in this publication is prepared as of a particular date and time and will not reflect 

subsequent changes in the market or changes in any other factors relevant to their determination. All statements as to 

future matters are not guaranteed to be accurate. AAML expressly disclaims any obligation to update or revise any forward 

looking statement to reflect new information, events or circumstances after the date of this publication or to reflect the 

occurrence of unanticipated events.  

ADCB Group does and may at any time solicit or provide commercial banking, investment banking, credit, advisory or 

other services to the companies covered in its publications.  As a result, recipients of this publication should be aware that 

any or all of foregoing services may at time give rise to a conflict of interest that could affect the objectivity of this 

publication. Opinions expressed herein may differ from opinions expressed by other businesses or affiliates of ADCB 

Group.  

Past performance does not guarantee future results. Investment products are not bank deposits and are not guaranteed 

by ADCB Group. They are subject to investment risk, including possible of loss of principal amount invested. This 

publication may not be reproduced or circulated without ADCB Group written authority. The manner of circulation and 

distribution may be restricted by law or regulation in certain jurisdictions. Persons who come into possession of this 

document are required to inform themselves of, and to observe such restrictions. Any unauthorized use, duplication, or 

disclosure of this document is prohibited by law and may result in prosecution. 

 

 


