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Journalists have never been able to resist explaining 
daily stock market moves as a reaction to the news 
of the moment, which gives them a random chance 
of getting the story right. If the big news happens to 
be about fundamental drivers of markets, they may 
get the “Why” right. If it’s not, as is so often the case, 
the media explanation misses the real drivers of the 
market. This inability to distinguish the fundamental 
from the irrelevant has been magnified by the media 
obsession with news out of the Trump White House, 
which is often random and chaotic.

The fog around media coverage of the markets seems to have 
deepened since February, when the long calm bull run in 
stocks first began to crack. The media continues to link daily 
price action to Trump’s tweets and bluster, underplaying the 
fundamental drivers of the stock market: economic growth and 
the money available for people to invest. 

Early this year we described how markets worldwide had gone 
many months with barely a hiccup, driven by a synchronized 
global boom and record low interest rates, which had all but 
eliminated volatility. Not only was such a long run of calm 
unnatural for the market beast, but at that point, interest rates 
were already rising, and there were signs that the global boom 
was poised to slow. Teetering at “peak calm,” we argued that 
the markets were bound to return to a more normal level of 
volatility in 2018. 

Within weeks it was happening, but the media’s coverage ascribed 
the return of market volatility to the daily news about their 
favorite subject, Mr. Trump. Down moves were linked to his trade 
threats against China, or his tweet campaign against American 
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corporate giants like Amazon. Up moves 
were explained by signs the trade wars and 
the Twitter tirades were receding. 

These storylines still linger, though the 
journalists behind them cannot explain 
how Trump’s tariff threats contribute 
to market volatility when the volatility 
preceded the threats, or how his latest 
rhetorical attacks on big corporations 
could undermine their stocks when the 
drumbeat of similar attacks he issued last 
year had no such effect. 

The answer is that when fundamentals 
are solid, markets ignore distractions like 
Trump. When fundamentals weaken, 
markets will show their jitters at the 
slightest provocation. The combination 
of peak growth and peak liquidity was 
bound to be a downer for a market 
trading at close to peak valuations. So 
the market likely would have grown 
more volatile this year even if Trump had 
shut down his Twitter account, indeed 
even if he were not president. 

Then last week, the headlines seemed to 
catch up to the fundamentals, if belatedly 
and perhaps accidentally, connecting 
down days in the market to the rise of the 
10-year treasury to the psychologically 

important barrier of 3 percent.1 We 
suspect, however, that journalists will lose 
sight of the dry fundamentals as soon 
as attention shifts back to the colorful 
White House. 

Meanwhile, the fundamentals point to 
further volatility. The markets came into 
this year giddy over the global economy, 
which was growing at a pace of nearly 
4 percent.2 Economic growth in every 
region looked surprisingly strong, leading 
analysts to predict a return of the good 
times that preceded the global financial 
crisis of 2008. Instead, so far this year 
economic data from purchasing managers 
surveys to consumer spending has come 
in weaker than expected, rattling the 
market out of its complacency.3 

Most economists change views slower than 
the markets do, and they are explaining 
away the data as a temporary downshift 
before the economic boom resumes, 
ignoring other drags to growth. For one, 
the U.S. is in the midst of its second-
longest economic expansion in history, and 
no expansion lasts forever. There are many 
signs that this one is in its last stages, from 
reports of labor shortages to high corporate 
debt — ​which will be harder to service as 
interest rates continue to rise.

The end of an extended era of easy 
money represents a major shift for 
markets. The U.S. Federal Reserve (Fed), 
which is effectively the world’s central 
bank since it controls the world’s reserve 
currency, is now increasingly keen to 
restore some sense of normalcy to the 
price of money. After holding interest 
rates at close to zero since 2009 in an 
effort to boost employment, the Fed now 
faces very low unemployment and signs 
wages are starting to rise and inflation is 
beginning to creep back to its target of 
2 percent.4 That combination leaves the 
Fed more comfortable raising rates to 
fight inflation. 

U.S. short-term interest rates have risen 
to around 2 percent.1 That is quite low by 
historical standards, and barely enough to 
compensate for inflation. Still, it means 
investors now have at least some incentive 
to hold a portion of their assets in the 
safety of cash and avoid risky assets such 
as stocks. When interest rates were zero 
or even negative, investors could borrow 
money for nothing, an invitation to take 
unlimited risk. Most came to see "cash as 
trash," and went all in on risky assets like 
stocks and bonds.

The amount of money borrowed by retail 
investors to buy stocks rose to the highest 
level ever as a share of the overall stock 
market. At the start of this year, U.S. 
pension funds, mutual funds and global 
sovereign wealth funds were also about 
as light on cash and heavy on risky assets 
as they had ever been.5 Cash levels are at 
historic lows for households as well. 

There is always the possibility that 
the market optimists are right, that 
global growth will bounce back and 
the current market turmoil will pass 
like a spring shower. They ignore, 
however, just how dependent the stock 
market has become on cheap money. 
The current bull market dates back to 
2009, and in that period it has suffered 
half a dozen serious setbacks. In every 
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1  Bloomberg, MSIM, as of April 2018.
2  IMF, World Bank, MSIM, as of April 2018.

3  Bloomberg, MSIM, IMF, World Bank, as of April 2018.
4  Bureau of Economic Analysis, Department of 
Labor, MSIM, as of April 2018.

5  Ned Davis Research, MSIM, as of April 2018.
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DISTRIBUTION: This communication is only intended for and will only be 
distributed to persons resident in jurisdictions where such distribution or 
availability would not be contrary to local laws or regulations. 
United Kingdom: Morgan Stanley Investment Management Limited is authorised 
and regulated by the Financial Conduct Authority. Registered in England. 
Registered No. 1981121. Registered Office: 25 Cabot Square, Canary Wharf, 
London E14 4QA, authorised and regulated by the Financial Conduct Authority. 

Risk Considerations: There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market risk, which 
is the possibility that the market values of securities owned by the portfolio will decline. Accordingly, you can lose money investing in this 
portfolio. Please be aware that this portfolio may be subject to certain additional risks. In general, equities securities’ values also fluctuate in 
response to activities specific to a company. Investments in foreign markets entail special risks such as currency, political, economic, and market 
risks. The risks of investing in emerging market countries are greater than the risks generally associated with investments in foreign developed 
countries. Stocks of small- and medium-capitalization companies entail special risks, such as limited product lines, markets, and financial 
resources, and greater market volatility than securities of larger, more-established companies. Derivative instruments can be illiquid, may 
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About Morgan Stanley Investment Management6

Morgan Stanley Investment Management, together with its investment advisory affiliates, has 638 investment professionals around the world and 
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6 Source: Assets under management as of March 31, 2018. Morgan Stanley Investment Management (“MSIM”) is the asset management business of 
Morgan Stanley. Assets are managed by teams representing different MSIM legal entities; portfolio management teams are primarily located in New 
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instance it started rising again only 
after the Fed provided even more cheap 
money or backed off from raising rates. 
This time is different, because inflation 
is inching higher, so the Fed can’t afford 
to back off again. It would take a much 
bigger drop in stock prices for the Fed 

to reverse course on rates, and that 
prospect is a long way away.

The Fed matters more for the market 
than Trump does, which puts the 
market in a bind. Yes, Trump’s conflicts 
with China and big corporations are 

making the market more volatile, but 
only because it has a fundamental case 
of the jitters. If global growth were not 
disappointing and rates were not rising, 
the market would go back to ignoring 
Trump’s threats as political noise.

WHY WALL STREET HAS THE JITTERS



© 2018 Morgan Stanley� CRC 2105065 05/31/19  9229877_CH_0419  Lit-Link: EMEWRLDBRO 05/01/18

Dubai: Morgan Stanley Investment Management Limited (Representative Office, 
Unit Precinct 3-7th Floor-Unit 701 and 702, Level 7, Gate Precinct Building 3, 
Dubai International Financial Centre, Dubai, 506501, United Arab Emirates. 
Telephone: +97 (0)14 709 7158). Germany: Morgan Stanley Investment 
Management Limited Niederlassung Deutschland Junghofstrasse 13-15 60311 
Frankfurt Deutschland (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). 
Italy: Morgan Stanley Investment Management Limited, Milan Branch (Sede 
Secondaria di Milano) is a branch of Morgan Stanley Investment Management 
Limited, a company registered in the UK, authorised and regulated by the 
Financial Conduct Authority (FCA), and whose registered office is at 25 
Cabot Square, Canary Wharf, London, E14 4QA. Morgan Stanley Investment 
Management Limited Milan Branch (Sede Secondaria di Milano) with seat in 
Palazzo Serbelloni Corso Venezia, 16 20121 Milano, Italy, is registered in Italy 
with company number and VAT number 08829360968. The Netherlands: 
Morgan Stanley Investment Management, Rembrandt Tower, 11th Floor 
Amstelplein 1 1096HA, Netherlands. Telephone: 31 2-0462-1300. Morgan 
Stanley Investment Management is a branch office of Morgan Stanley Investment 
Management Limited. Morgan Stanley Investment Management Limited is 
authorised and regulated by the Financial Conduct Authority in the United 
Kingdom. Switzerland: Morgan Stanley & Co. International plc, London, Zurich 
BranchI Authorised and regulated by the Eidgenössische Finanzmarktaufsicht 
(“FINMA”). Registered with the Register of Commerce Zurich CHE-115.415.770. 
Registered Office: Beethovenstrasse 33, 8002 Zurich, Switzerland, Telephone 
+41 (0) 44 588 1000. Facsimile Fax: +41(0)44 588 1074. 
U.S.: A separately managed account may not be suitable for all investors. 
Separate accounts managed according to the Strategy include a number of 
securities and will not necessarily track the performance of any index. Please 
consider the investment objectives, risks and fees of the Strategy carefully 
before investing. A minimum asset level is required. For important information 
about the investment manager, please refer to Form ADV Part 2. 

Please consider the investment objectives, risks, charges 
and expenses of the funds carefully before investing. The 
prospectuses contain this and other information about 
the funds. To obtain a prospectus please download one at 
morganstanley.com/im or call 1-800-548-7786. Please read 
the prospectus carefully before investing. 
Morgan Stanley Distr ibution, Inc. serves as the distr ibutor for  
Morgan Stanley Funds. 
NOT FDIC INSURED  |  OFFER NO BANK GUARANTEE  |  MAY LOSE 
VALUE  |  NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY  |  NOT 
A BANK DEPOSIT 
Hong Kong: This document has been issued by Morgan Stanley Asia Limited for 
use in Hong Kong and shall only be made available to “professional investors” 
as defined under the Securities and Futures Ordinance of Hong Kong (Cap 
571). The contents of this document have not been reviewed nor approved 
by any regulatory authority including the Securities and Futures Commission 
in Hong Kong. Accordingly, save where an exemption is available under the 
relevant law, this document shall not be issued, circulated, distributed, directed 
at, or made available to, the public in Hong Kong. Singapore: This document 

should not be considered to be the subject of an invitation for subscription or 
purchase, whether directly or indirectly, to the public or any member of the 
public in Singapore other than (i) to an institutional investor under section 
304 of the Securities and Futures Act, Chapter 289 of Singapore (“SFA”), 
(ii) to a “relevant person” (which includes an accredited investor) pursuant 
to section 305 of the SFA, and such distribution is in accordance with the 
conditions specified in section 305 of the SFA; or (iii) otherwise pursuant to, 
and in accordance with the conditions of, any other applicable provision of the 
SFA. Australia: This publication is disseminated in Australia by Morgan Stanley 
Investment Management (Australia) Pty Limited ACN: 122040037, AFSL No. 
314182, which accept responsibility for its contents. This publication, and any 
access to it, is intended only for “wholesale clients” within the meaning of the 
Australian Corporations Act. 
IMPORTANT INFORMATION: EMEA: This marketing communication has 
been issued by Morgan Stanley Investment Management Limited (“MSIM”). 
Authorised and regulated by the Financial Conduct Authority. Registered 
in England No. 1981121. Registered Office: 25 Cabot Square, Canary Wharf, 
London E14 4QA. 
Any index referred to herein is the intellectual property (including registered 
trademarks) of the applicable licensor. Any product based on an index is in no 
way sponsored, endorsed, sold or promoted by the applicable licensor and it 
shall not have any liability with respect thereto. 
Charts and graphs provided herein are for illustrative purposes only. 
The information contained in this communication is not a research 
recommendation or ‘investment research’ and is classified as a ‘Marketing 
Communication’ in accordance with the applicable European regulation or 
Swiss regulation. This means that this marketing communication (a) has not 
been prepared in accordance with legal requirements designed to promote 
the independence of investment research (b) is not subject to any prohibition 
on dealing ahead of the dissemination of investment research. 
MSIM has not authorised financial intermediaries to use and to distribute 
this document, unless such use and distribution is made in accordance with 
applicable law and regulation. MSIM shall not be liable for, and accepts 
no liability for, the use or misuse of this document by any such financial 
intermediary. If you are a distributor of the Morgan Stanley Investment Funds, 
some or all of the funds or shares in individual funds may be available for 
distribution. Please refer to your sub-distribution agreement for these details 
before forwarding fund information to your clients. 
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without MSIM’ 
express written consent. 
All information contained herein is proprietary and is protected under 
copyright law. 
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley. 
This document may be translated into other languages. Where such a translation 
is made this English version remains definitive. If there are any discrepancies 
between the English version and any version of this document in another 
language, the English version shall prevail.

Explore our site at  
www.morganstanley.com/im


