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Addicted to stimulus?

It has been clear for some time that risk assets, and 
equity markets in particular, were “addicted” to monetary 

stimulus. Ever since the taper tantrum, markets have 

demonstrated that they almost require abundant 

liquidity and low rates from the Federal Reserve.  

Confronted with a global pandemic, governments took a 

page out of central bankers’ playbooks and also 

delivered above and beyond stimulus measures on the 
fiscal side. They were meant to be temporary, but many 

have already been extended, and all eyes are on now the 
US Congress to deliver the CARES Act 2.  

Today, this support is necessary – and not just for 

markets – but there are also plenty of long-term 

consequences investors are choosing to ignore. In this 
context, have we all (economies and markets) become 

addicted to stimulus? 

So far so good, mostly  

The first wave of fiscal support was already massive, 

delivering the equivalent of about 14% of GDP in the US, 

33% in Germany and a whopping 48% in Italy. Estimates 

are that globally, the 2020 fiscal boost is ~USD20 trillion.  

The measures included loans, guarantees, subsidies, 

unemployment benefits, deferrals, tax discounts and 

investments. Coupled with massive monetary stimulus, 

they managed to avoid the worst case scenario and 

restore confidence.  

Stimulus measures have been massive 

The second wave of support has begun, with Germany 
adding another ~4% of GDP and EUR10 billion to 

support the labour market. France has added another 

4% of GDP and EUR35 billion for job protection. Others in 

Europe are expected to follow suit. In addition, the 
upcoming European Recovery Fund is expected to start 

in 2021 and last for two years, disbursing EUR750bn in 

loans and grants according to the most in-need 

countries. In Asia, Japan announced a second package 

worth about 21% of GDP (after an initial one also around 

21%). And while China has not had massive stimulus 
plans, policymakers have focused on getting 

manufacturing back to 2019 levels, though consumption 

has been slower to recover. 

In the US, the first three phases are done, and totalled 

USD3 trillion. Phase 4 is still in negotiation, but when 

unemployment benefits expired at the end of July, 
President Trump issued executive orders to provide 

temporary funding (for a maximum of 6 weeks) for 

unemployment benefits of USD300 per week. However, 

federal budget laws restrict how much funding can be 

redirected without congressional approval so the CARES 

Act 2 is needed. 

The CARES Act 1 made a big difference on income 

More is needed 

While support has been massive and on a scale beyond 

2008-2009, plenty of challeges remain for global growth 

and we are not out of this crisis yet. Indeed, we have not 

yet vanquished the virus, suggesting it is going to take a 
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 long time to get back to normal, even if a vaccine 

becomes available later this year or early in 2021. As 

such, a number of sectors will not recover fully for many 

more quarters, and unemployment is therefore set to 

remain high for some time. Businesses might not 
survive. And governments need to ensure they avoid 

waves of bankruptcies and joblessness. These could 

lead to much sharper financial crisis like the Global 
Financial Crisis.  

Many of the European measures targeted the protection 

of jobs first, keeping people furloughed or employed in 
short term work schemes. Indeed, over 30% of the 

workforce in France, Germany, Italy and the UK (45 

million jobs) is covered by employment subsidy 

programme. A number of countries have already 

extended these benefits, but unemployment is likely to 

rise in the coming months, suggesting unemployment 
support will continue to be needed. As such, many of the 

new plans are set to work well into 2021, sometimes 

2022. In addition, while the EU Recovery Fund was a 

significant step towards further integration and 

cooperation within the EU, the scale might still not be 

enough.  

Persistent high unemployment is a concern  

In the US, more than 20 million people lost their jobs, 
and less than half have been recovered (unemployment 

still sits at 8.4%), highlighting the need for ongoing 

support. The snag is that the USD600 of unemployment 

benefits previously provided were larger than what many 

people made working, so negotiations are ongoing to 

reduce the headline figure. So far, consumption has held 

up relatively well since the end of July as enough 

savings were accumulated during lockdowns, but this 

can only last so long. Indeed, retail sales for August were 

below expectations, rising only 0.6% from July 
(compared to 1% expected).  

If there is no CARES Act 2, we expect consumption to 

drop off sharply over the coming months and quarters, 

stalling the economic recovery. Indeed, the CARES Act, 

via the USD1200 check and the USD600 in 

unemployment benefits, helped disposable income rise 
more than 7% since March, compared to pre-crisis 

levels. If these are not renewed to some extent, the drop 
in spending will eventually come through.  

U S consumption holding up, for now   

That said, we expect the CARES Act 2 to arrive, but it 

might not happen before the election. With filling the 

Supreme Court seat likely to take the spotlight into the 

election, the next fiscal package is probably still some 
months away. As such, it is a risk for the US recovery – 

though we believe consumption will hold up – and for 
markets, where the short-term risk is bigger in our view. 

When will it be enough? 

The big question is: when will stimulus be deemed 

enough. In our view, it is not just about scale and scope 

– though they do matter. The question is what 
measures will help assess success.  

Unemployment measures are traditionally used, but the 

diverging structures of the labour markets in Europe and 

the US suggest very different paths. In Europe, furlough 

schemes have managed to keep large portions of the 
population employed, whereas in the US the idea was to 

encourage business to re-hire employees as they 

reopened. The concern, especially in Europe, is that a 

number of sectors will take so long to recover, 

particularly in the services industry, that unemployment 

is set to rise, or short-term employment schemes will 

need to be continually extended. In the US, the 

unemployment may not fall back to the Fed’s estimate 

of full employment (~4%), for a long time.  

If we take the US economy as an example, consumer 

spending is likely one of the key indicators for success. 
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 Coupled with consumer and business confidence, so far 

it has been a success. Lower for longer interest rates 

have also helped, providing a boost to the housing 

market. Despite the end of the CARES Act 1, confidence 

remains strong, but for how long? With the virus 
situation still unresolved, growth constraints are going to 

persist.  

Short-term necessity, long-term consequences 

A number of risks derive from this fiscal expansion. The 

first is inflation, but, as discussed in previous pieces, we 

do not see inflation as a risk for the time being. Yes, 

stimulus is massive, but on the fiscal side it is income 
replacement, not enhancement, and on the monetary 

side, the velocity of money remain low even if the stock 

of money has grown significantly. Moreover, the Federal 

Reserve, with its new symmetrical inflation target, has 

indicated it will remain on hold even if inflation rises 

above 2%, so the fear of rate hikes is nowhere on the 
horizon.  

Further out, the question of debt and deficit levels is 
likely to preoccupy markets. For now though, given this 

is a global trend and absolutely necessary, individual 

countries are not likely to be punished. At some point, 

bringing down these numbers will be important, but it 

might be years until that point. Nonetheless, we highlight 

that Europe cannot afford the same deficit as the US, 
given the US dollar’s role as a reserve currency, and 

given that a number of peripheral European countries 

entered this crisis with too high debt levels already. 

Ultimately, we believe the big risk is that economies 

become so dependent on support measures to prop up 

employment and consumption that they will need to be 

continually extended – or that recession will loom. From 

a market perspective, the need for monetary stimulus is 
clear. Today, and while the COVID crisis lasts, markets 

will also require ongoing fiscal support to fill the gaps, 

starting with the US CARES Act 2. Thinking further out, 
this need can last until we see self-sustaining growth 

after the pandemic.  

  

 

 



 

   

DOCUMENT INTENDED FOR PROFESSIONAL CLIENTS  4 
 ̀

 

  

This material has been prov ided f or inf ormation purposes only  to inv estment serv ice prov iders or other Prof essional Clients, Qualif ied or Institutional Inv estors 

and, when required by  local regulation, only  at their written request.  This material must not  be used with Retail Inv estors.  

In the E.U. (outside of  the UK and France): Prov ided by  Natixis Inv estment Managers S.A. or one of  its branch of f ices listed below. Natix is Inv estment Managers 

S.A. is a Luxembourg management company  that is authorized by  the Commission de Surv eillance du Secteur Financier and is incorporated under Luxembourg 

laws and registered under n. B 115843. Registered of f ice of  Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy  of  
Luxembourg. Italy : Natixis Inv estment Managers S.A., Succursale Italiana (Bank of  Italy  Register of  Italian Asset Management Companies no 23458.3). 

Registered of f ice: Via San Clemente 1, 20122 Milan, Italy . Germany : Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: 

HRB 88541). Registered of f ice: Im Trutz Frankf urt 55, Westend Carrée, 7. Floor, Frankf urt am Main 60322, Germany . Netherlands: Natixis Investment Managers, 

Nederlands (Registration number 50774670). Registered of f ice: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Inv estment Managers, 

Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Of f ice). Registered of fice: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. 
Spain: Natixis Inv estment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Inv estment Managers S.A., Belgian 

Branch, Louizalaan 120 Av enue Louise, 1000 Brussel/Bruxelles, Belgium.  

In France: Prov ided by  Natixis Inv estment Managers International – a portf olio management company  authorized by  the Autorité des Marchés Financiers 
(French Financial Markets Authority  - AMF) under no. GP 90-009, and a public limited company  (société anony me) registered in the Paris Trade and Companies 

Register under no. 329 450 738. Registered of f ice: 43 av enue Pierre Mendès France, 75013 Paris. 

In Switzerland: Prov ided f or inf ormation purposes only  by  Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Genev a, Switzerland 

or its representativ e of f ice in Zurich, Schweizergasse 6, 8001 Zürich.  

In the British Isles: Prov ided by  Natixis Inv estment Managers UK Limited which is authorised and regulated by  the UK Financial Conduct Authority  (register 

no. 190258) - registered of f ice: Natixis Investment Managers UK Limited, One Carter Lane,  London, EC4V 5ER. When permitted, the distribution of  this material 

is intended to be made to persons as described as f ollows: in the United Kingdom: this material is intended to be communicated to and/or directed at inv estment 
prof essionals and prof essional inv estors only ; in Ireland: this material is intended to be communicated to and/or directed at prof essional inv estors only; in 

Guernsey: this material is intended to be communicated to and/or directed at only  f inancial serv ices prov iders which hold a l icense f rom the Guernsey  Financial 

Serv ices Commission; in Jersey: this material is intended to be communicated to and/or directed at prof essional inv estors only ; in the Isle of Man: this material 

is intended to be communicated to and/or directed at only  f inancial serv ices prov iders which hold a license f rom the Isle of  Man Financial Serv ices Authority  or 

insurers authorised under section 8 of  the Insurance Act 2008.  

In the DIFC: Prov ided in and f rom the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by  the DFSA. Related 

f inancial products or serv ices are only  av ailable to persons who hav e suf f icient financial experience and understanding to participate in f inancial markets within 

the DIFC, and qualif y  as Prof essional Clients or Market Counterparties as def ined by  the DFSA. No other Person should act upon this material.  Registe red 

of f ice: Office 23, Lev el 15, The Gate Building, East Wing, DIFC, PO Box 506752, Dubai, United Arab Emirates.  

In Japan: Prov ided by  Natixis Inv estment Managers Japan Co., Ltd., Registration No.: Director-General of  the Kanto Local Financial Bureau (kinsho) No. 425. 

Content of  Business: The Company  conducts discretionary  asset management business and inv estment adv isory  and agency  business as a Financial 

Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Toky o.  

In Taiwan: Prov ided by  Natixis Investment Managers Securities Inv estment Consulting (Taipei) Co., Ltd., a Securities Investment Consul ting Enterprise regulated 

by  the Financial Superv isory  Commission of  the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xiny i Di st., Taipei City  11065, Taiwan 

(R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788.  

In Singapore: Prov ided by  Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional inv estors f or inf ormational 

purposes only .  Natixis Inv estment Managers  Singapore is a div ision of  Ostrum Asset Management Asia Lim ited (company  registration no. 199801044D). 

Registered address of  Natixis Inv estment Managers Singapore: 5 Shenton Way , #22-05 UIC Building, Singapore 068808. 

In Hong Kong: Prov ided by  Natixis Inv estment Managers Hong Kong Limited to institutional/ corporate prof essional inv estors only .  

In Australia: Prov ided by  Natixis Inv estment Managers Australia Pty  Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended f or the general  

inf ormation of  f inancial adv isers and wholesale clients only .   

In New Zealand: This document is intended f or the general inf ormation of  New Zealand wholesale inv estors only  and does not constitute f inancial adv ice. This 

is not a regulated of f er f or the purposes of  the Financial Markets Conduct Act 2013 (FMCA) and is only  av ailable to New Zealand inv estors who hav e certif ied 

that they  meet the requirements in the FMCA f or wholesale inv estors. Natixis Investment Managers Australia Pty  Limited is not  a registered f inancial serv ice 

prov ider in New Zealand. 

In Latin America: Prov ided by  Natixis Inv estment Managers S.A. In Uruguay: Prov ided by  Natixis Inv estment Managers Uruguay  S.A., a duly  registered 

inv estment adv isor, authorised and superv ised by  the Central Bank of  Uruguay . Of f ice: San Lucar 1491, Montev ideo, Uruguay , CP 11500. The sale or of f er of  

any  units of  a f und qualif ies as a priv ate placement pursuant to section 2 of  Uruguay an law 18,627. In Colombia: Prov ided by  Natixis Investment Managers 
S.A. Of icina de Representación (Colombia) to prof essional clients f or inf ormational purposes only  as permitted under Decree 2555 of  2010. Any  products, 

serv ices or inv estments ref erred to herein are rendered exclusiv ely  outside of  Colombia. This material does not constitute a public of f ering in Colombia and is 

addressed to less than 100 specif ically  identif ied inv estors.  

In Mexico Prov ided by  Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated f inancial entity , securities intermediary , or an inv estment manager in terms 

of  the Mexican Securities Market Law (Ley  del Mercado de Valores) and is not registered with the Comisión Nacional Bancaria y  de Valores (CNBV) or any  

other Mexican authority . Any  products, services or inv estments referred to herein that require authorization or license are rendered exclusiv ely  outside of Mexico. 

While shares of  certain ETFs may  be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public of f ering of  securities in 

Mexico, and theref ore the accuracy  of  this inf ormation has not been conf irmed by  the CNBV.  Natixis Inv estment Managers is an entity  organized under the laws 
of  France and is not authorized by  or registered with the CNBV or any  other Mexican authority . Any  ref erence contained herein  to “Inv estment Managers” is 

made to Natixis Inv estment Managers and/or any  of  its inv estment management subsidiaries, which are also not authorized by  or registered with the CNBV or 

any  other Mexican authority . 

The abov e ref erenced entities are business dev elopment units of  Natixis Inv estment Managers, the holding company  of  a div erse line-up of  specialised 

inv estment management and distribution entities worldwide. The inv estment management subsidiaries of  Natixis Inv estment Managers conduct any  regulated 

activ ities only  in and f rom the jurisdictions in which they  are licensed or authorized. Their serv ices and the products they  manage are not av ailable to all inv estors 

in all jurisdictions. It is the responsibility  of  each inv estment serv ice prov ider to ensure that the of f ering or sale of  f und shares or third-party  inv estment serv ices 

to its clients complies with the relev ant national law.  

The prov ision of  this material and/or ref erence to specif ic securities, sectors, or markets within this material does not constitute inv estment adv ice, or a 

recommendation or an of f er to buy  or to sell any  security , or an of fer of  any regulated f inancial activ ity. Investors should consider the inv estment objectiv es, risks 

and expenses of  any  inv estment carefully bef ore inv esting. The analy ses, opinions, and certain of  the inv estment them es and processes ref erenced herein 
represent the v iews of  the portf olio manager(s) as of  the date indicated. These, as well as the portf olio holdings and charac teristics shown, are subject to change. 

There can be no assurance that dev elopments will transpire as may  be f orecasted in this material. Past perf ormance inf ormation presented is not indicativ e of  

f uture perf ormance. Although Natixis Inv estment Managers believ es the inf ormation prov ided in this material to be reliable, including that f rom third party  sources, 

it does not guarantee the accuracy , adequacy , or completeness of  such inf ormation. This material may  not be distributed, publ ished, or reproduced, in whole or 

in part. All amounts shown are expressed in USD unless otherwise indicated.  

 NATIXIS INVESTMENT MANAGERS  
RCS Paris 453 952 681 - Capital : €178 251 690 

43, Av enue Pierre Mendès-France, 75013 Paris 

www.im.natixis.com 

NATIXIS INVESTMENT MANAGERS INTERNATIONAL  
Limited company  with a share capital of  51 371 060.28  euros 
Trade register  n° 329 450 738 Paris Authorized by  the Autorité des Marchés 

Financiers (French Financial Markets Authority  - AMF) under no. GP 90-009. 

Registered of f ice: 43, av enue Pierre Mendès-France - 75013 Paris  

www.im.natixis.com 

 


