
Amadeus Wealth Alternatives      14 Penn Plaza 9th Fl. 9th Fl., New York, NY 10122      www.amadeuswealth.com

212-697-3930

Edward Papier, CIMA®, CFF
ep@amadeuswealth.com

In this week's recap: A rollout for a COVID‐19 vaccine led to a positive reaction from
the markets; stimulus talks continue.
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THE WEEK ON WALL STREET

Stocks climbed higher amid the COVID‐19 vaccine rollout and an improving outlook for a fiscal
stimulus bill.

The Dow Jones Industrial Average, which has lagged all year, gained 0.44%. The Standard & Poor's
500 picked up 1.25% while the Nasdaq Composite index surged 3.05%. The MSCI EAFE index, which
tracks developed overseas stock markets, rose 2.44%.1,2,3

STOCKS CLIMB HIGHER

In a week that celebrated the national rollout of a COVID‐19 vaccine, market enthusiasm was
tempered by worries of infection caseload and fresh economic lockdowns.

Investors turned their focus to the fiscal stimulus negotiations in Washington, D.C., with the hope
that a relief bill may be the bridge that gets the economy over its near‐term troubles until vaccine
distribution grows more widespread.

These negotiations were not smooth sailing. When a compromise bill appeared to gather support,
markets quickly moved higher, with the Dow Jones Industrial Average, S&P 500, and NASDAQ
Composite all setting new record high closes on Thursday.4

Stocks slipped in the final day of trading as stimulus hopes wavered. 

FED OUTLOOK ON ECONOMY IMPROVES

The Federal Reserve on Wednesday concluded its last meeting of the Federal Open Market
Committee for 2020. Fed officials provided more detail for its monthly bond purchase program and
reiterated their commitment to a monthly purchase of $120 billion of Treasury and mortgage‐back
securities until its inflation and employment goals are met.5

The Federal Reserve also raised its outlook on the U.S. economy. It revised its September forecast of
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a 3.7% decline in GDP in 2020 to a 2.4% decline, and increased its 2021 GDP growth forecast from
4.0% to 4.2%. It also expects unemployment at 2020 year‐end would fall to 6.7%, substantially lower
than its earlier estimate of 7.6%.6
 

FINAL THOUGHTS

Our weekly market commentary will not be published next week. We would like to take this moment
to wish you and your family a safe and joyous holiday season.

 

THE WEEK AHEAD: KEY ECONOMIC DATA

Tuesday: Gross Domes c Product (GDP), Consumer Confidence, Exis ng Home Sales.

Wednesday: New Home Sales, Consumer Sen ment.

Thursday: Durable Goods Orders, Jobless Claims.
 

 

Q U O T E   O F   T H E   W E E K
 

"It's a language of purposeful obfuscation to avoid certain questions
coming up, which you know you can't answer and saying—"I will not
answer or basically no comment is, in fact, an answer." So you end up
with when, say, a Congressman asks you a question, and don't wanna
say, "no comment," or "I won't answer," or something like that. So, I
proceed with four or five sentences which get increasingly obscure.

The Congressman thinks I answered the question and
goes onto the next one."

ALAN GREENSPAN
 



 

OF NOTE
 
Many have argued that the Federal reserve has no exit strategy from its extraordinary monetary
policy. In fact, it never could extricate itself from the extraordinary monetary policy it launched
during the Great Recession. Today, we're merely witnessing the same policy on hyperdrive. And
there is still no way out.
 

After blowing up its balance sheet to over $4 trillion during the Great Recession, the Fed tried to pull
back. Through quantitative tightening, the Fed managed to get it down to just over $3.7 trillion
before the stock market tanked in late 2018 and the central bank abandoned its plans to normalize
monetary policy.  At that point, it ended balance sheet reduction and dropped interest rates three
times the following year. Not only that, it relaunched quantitative easing, although the central
bankers kept insisting it wasn't QE.
00:22 / 00:30

Most people assume the Fed started growing its balance sheet again as an emergency measure in
response to the COVID‐19 pandemic. But the balance sheet was already back over $4 trillion before
coronavirus even reared its ugly head. The pandemic pressed the easy‐money accelerator to the
floor and today the Fed balance sheet is over $7 trillion.
 

Since 2008, the Federal Reserve and the US government have pumped more than $36 trillion into
the US economy. But they have "bought" very little in terms of economic growth with all that
massive "investment." The Fed has pumped in roughly $12 of liquidity for every $1 of economic
growth.
 

You see this cycle more clearly if you go back to 1999 at the height of the dot‐com bubble.  Each
boom created by the Fed's monetary intervention has failed to attain the level of economic growth
seen in the previous. In other words, as the level of money printing rises during each crisis, the level
of growth in the preceding boom falls. Just like the addict suffers diminishing returns and needs
more and more of his drug to get him high, the economy needs more and more stimulus simply to



maintain the currently tepid level of economic growth.
 

And now that we're in this cycle, there is really no way out. As economist Mohammed El‐Erian put
it, "They are increasingly on what I call a no‐exit paradigm."
 

Easy money leads to an increased level of debt. The US national debt has ballooned to over $27
trillion. Meanwhile, the Federal Reserve recently issued a warning about growing levels of business
debt. Former Fed Governor Randall Kroszner recently summed it up this way: "The big debts that
governments are racking up are going to make it difficult for central banks to raise rates when
they feel the need to do so because that will increase borrowing costs."
 

Rising interest rates would be the final nail in the coffin for an economy built on piles of debt. It has
to continue forcing interest rates low to keep the debt bubble from popping. Meanwhile, the
markets are totally dependent on the Fed. El‐Erian said that central banks have "conditioned" the
markets to the point that every time the Fed tries to "step back" and normalize monetary policy, the
market "forces them back in by selling off and tightening financial conditions."
 

This is exactly what happened in late 2018. The stock market threw a tantrum as the Fed nudged
rates up and shrank its balance sheet. Powel immediately reversed course, as already noted. So
here's the $64,000 question: if the Fed couldn't exit then, how is it going to now with another $3
trillion on its balance sheet (and rising)? In a nutshell, the Fed is stuck with forever stimulus.  As an
article at Real Investment Advice put it: "The trap the Federal Reserve has stumbled into is that it
continues to require more interventions to sustain lower rates of economic growth. Whenever the
Fed withdraws interventions, economic growth collapses."
 
So the Fed is stuck between the proverbial rock and a hard place.  It can't withdraw the "emergency"
monetary policy. But continuing it forever comes with its own risks, as Bloomberg recently noted. "If
the Fed and other central banks are constrained from scaling back emergency stimulus, the
continued flood of liquidity could spur asset bubbles and even too‐rapid inflation." So the Fed is
damned if it does and damned if it doesn't. It truly looks like there is no way out.7
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Know someone who could use information like this? 
Please feel free to send us their contact information via phone or email. (Don't worry – we'll request

their permission before adding them to our mailing list.)

Investing involves risks, and investment decisions should be based on your own goals, time horizon, and tolerance for risk. The return and principal
value of investments will fluctuate as market conditions change. When sold, investments may be worth more or less than their original cost.

The forecasts or forward‐looking statements are based on assumptions, may not materialize, and are subject to revision without notice.

The market indexes discussed are unmanaged, and generally, considered representative of their respective markets. Index performance is not
indicative of the past performance of a particular investment. Indexes do not incur management fees, costs, and expenses. Individuals cannot directly
invest in unmanaged indexes. Past performance does not guarantee future results.

The Dow Jones Industrial Average is an unmanaged index that is generally considered representative of large‐capitalization companies on the U.S.
stock market. Nasdaq Composite is an index of the common stocks and similar securities listed on the Nasdaq stock market and is considered a broad
indicator of the performance of technology and growth companies. The MSCI EAFE Index was created by Morgan Stanley Capital International (MSCI)
and serves as a benchmark of the performance of major international equity markets, as represented by 21 major MSCI indexes from Europe,



Australia, and Southeast Asia. The S&P 500 Composite Index is an unmanaged group of securities that are considered to be representative of the
stock market in general.

U.S. Treasury Notes are guaranteed by the federal government as to the timely payment of principal and interest. However, if you sell a Treasury Note
prior to maturity, it may be worth more or less than the original price paid. Fixed income investments are subject to various risks including changes in
interest rates, credit quality, inflation risk, market valuations, prepayments, corporate events, tax ramifications and other factors.

International investments carry additional risks, which include differences in financial reporting standards, currency exchange rates, political risks
unique to a specific country, foreign taxes and regulations, and the potential for illiquid markets. These factors may result in greater share price
volatility.

Please consult your financial professional for additional information.

This content is developed from sources believed to be providing accurate information. The information in this material is not intended as tax or legal
advice. Please consult legal or tax professionals for specific information regarding your individual situation. This material was developed and produced
by FMG Suite to provide information on a topic that may be of interest. FMG is not affiliated with the named representative, financial professional,
Registered Investment Advisor, Broker‐Dealer, nor state‐ or SEC‐registered investment advisory firm. The opinions expressed and material provided
are for general information, and they should not be considered a solicitation for the purchase or sale of any security.

Copyright 2020 FMG Suite.
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