
The bull market of the past decade since the Great Recession has been an unusual one: despite
all of the economic damage that occurred during the global financial crisis and rising risks
(including global debt rising by $75 trillion), it has been the longest bull market in history. The
explanation for this paradox is simple: it's not an organic bull market because the Fed and other
central banks keep stepping in to prop up the market every time it stumbles. Though the Fed has
two official mandates (maintaining stable consumer prices and maximizing employment), it has
taken on the unofficial third mandate of supporting and boosting the stock market since the Great
Recession.

The chart below, which was inspired by market strategist Sven Henrich, shows how the Fed or
other central banks have stepped in with more monetary stimulus (quantitative easing, promises to
keep interest rates low, etc.) every time the S&P 500 has stumbled over the past decade:

As we noted in this past weekend?s newsletter (subscribe for free e-delivery):

?An economy that is growing at 2%, inflation near zero, and Central banks
globally required to continue dumping trillions of dollars into the financial system
just to keep it afloat is not an economy we should be aspiring to.•But despite
commentary the financial system has been•?put back together again,?•then why are
Central Banks acting? Via•Bloomberg:

https://realinvestmentadvice.com/ballooning-global-debt-will-undo-poverty-improvements/
https://www.cnbc.com/2019/02/27/the-bull-market-is-about-to-turn-10-years-old-and-investors-think-it-could-go-at-least-another-year.html
https://twitter.com/TheBubbleBubble/status/1105861312624627712
https://email.theriotcreative.com/h/r/3C0F62EA2210C395
https://www.bloomberg.com/news/articles/2019-03-14/the-case-for-the-world-economy-s-defense-even-as-growth-slows


?Led by the Fed, many central banks have either held back on tightening monetary
policy or introduced fresh stimulus, soothing investor fears of a slowdown. Fed
Chairman Jerome Powell says he and colleagues will be patient on raising interest rates
again, while European Central Bank President Mario Draghi has ruled out doing so this
year and unveiled a new batch of cheap loans for banks.

Elsewhere, authorities in Australia, Canada and the U.K. are among those to have
adopted a wait-and-see approach. China, at its National People?s Congress this month,
signaled a willingness to ease monetary and fiscal policies to support expansion.??

(Click here for an unlocked version of our Premium Newsletter to see how we are
positioning our clients in today?s market.)

This is an important consideration because stocks are one of the major components of U.S.
household wealth, when the stock market rises, household wealth does as well (and vice versa):

https://realinvestmentadvice.com/the-goldilocks-warning/
https://realinvestmentadvice.com/the-goldilocks-warning/


In turn, household wealth is a major variable that affects U.S. consumer spending. When
household wealth is growing, consumers feel more confident and have more buying power, which
means that they are more willing to spend money - a phenomenon known as a wealth effect.
Wealth effects can also run in reverse, as it did in the early-2000s and during the Great Recession.
Because the U.S. economy has been in such a precarious situation in the last ten years and the
federal government has little ammunition left to fight a recession, the Fed has been doing
everything it can to prop up stocks and household wealth in order to prevent a reverse wealth effect
from occurring. Though household wealth plunged at the end of 2018 (which is why the blue line in
the chart below fell so sharply), the Fed panicked and began to boost the market again starting in
late-December. By the time the next quarterly household wealth statistic is reported, it will be much
higher due to the Fed's re-inflation of the stock market (the S&P 500 is up 20% from its December
low).

https://email.theriotcreative.com/h/r/3C0F62EA2210C395
https://www.investopedia.com/terms/w/wealtheffect.asp
https://realinvestmentadvice.com/the-u-s-federal-debt-burden-has-never-been-this-high-before-a-recession/


Thanks to the Fed's constant inflation of the market in the past decade, the S&P 500 rose much
faster than earnings and is now at 1929-like valuations, which means that a painful correction is
inevitable one way or another:

The Fed's constant intervention in the market has created a moral hazard on a scale that has never
been experienced before by humanity. A generation of traders and speculators now believe that
the market never goes down and that the Fed will always have their backs, so they can take
virtually unlimited risk. By backstopping the market, the Fed is inadvertently enabling and
encouraging an unprecedented buildup of risk that will eventually overwhelm its ability to step in
and rescue the market, which is when the ultimate crash will occur.

https://www.investopedia.com/terms/m/moralhazard.asp


To learn how to position your portfolio in this unusual environment, please click here to
sign up for our free weekly newsletter.

https://email.theriotcreative.com/h/r/3C0F62EA2210C395

