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One of the questions we get most frequently now  
is about why stock markets are rallying amid the 
worst economic crisis since the Great Depression.

The answer, we think, is threefold: the shocking scale and 
speed of the global economic contraction has been matched 
by the shocking scale and speed of the largest stimulus rescue 
operations in history. Markets are counting on governments 
to save the day, and are now confident that with central banks 
holding rates near zero and buying up bonds at a record clip, 
even the most heavily indebted Zombie companies will survive 
this passing disaster.

The “passing” factor is key. Markets seem to see this crisis as 
akin to a hurricane or flood, a natural disaster that can’t linger 
for long, and will certainly be gone before the year is out. They 
now seize on every piece of positive pandemic news —  and there 
has been plenty of late, with curves flattening in many major 
countries —  as new reason to buy the dips.

The panic that seized markets back in March already feels like 
a memory. As the coronavirus started to break out of China, 
economists began to rip up what had been rosy forecasts for 
2020, and replace them with predictions of double digit GDP 
declines in the first half of the year. The scale of the revisions 
was unprecedented, and the market’s waterfall decline in March 
was the steepest in recent history.

Typically, our research shows, when the U.S. stock market falls 
in anticipation of a recession, it starts declining about seven 
months before the recession begins and drops by a total of 30 
percent over 15 months. This time, the market fell 30 percent in 
18 days, a collapse equaled in speed and scale only by the crash 
of 1929 —  an event that may yet prove instructive.1 
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Back in ’29, the market started falling, 
stabilized for a few weeks, then resumed 
its decline amid more bad news. It finally 
hit bottom in 1932, down by nearly 90 
per cent from the peak.1 The obvious 
risk now is that if there is a second wave 
of the virus and is not a passing natural 
disaster, what looks like a new bull 
market may be just a bear market rally, 
with another leg down still to come.

Over the last month, the economic 
outlook has only gotten worse, with 
data consistently surprising to the 
downside. The late March consensus 
was that the pandemic would lead to a 
one percent contraction in global GDP 
in 2020, matching the contractions 
that accompanied the global financial 
crisis of 2008, and the Spanish Flu 
between 1918 and 1920. The late April 
consensus is that the 2020 recession will 
shave nearly five points off global GDP, 
approaching the 6 percent contraction 
between 1929 and 1932.2 

Yet fear of another Depression appears 
to be fading, buried under multiple 
rounds of government spending, central 
bank bailouts, and a hopeful reading of 

pandemic forecasts. The S&P 500 is up 
27 percent from the March 23 bottom. 
The market rebound was as rapid and as 
unusual as the crash.

This rally is growing in a flowerbed of 
government money, hastily shoveled out 
over the last two months. In developed 
economies, central bank balance sheets 
have expanded by a sum equal to 
nearly 14 percent of GDP on average, 
and close to 18 percent in the United 
States. Government’s discretionary fiscal 
stimulus amounts to around 4 percent 
of GDP on average, and more than 7 
percent in the United States —  with more 
on the way.3 

Already, according to a Deutsche Bank 
estimate, total fiscal and monetary 
stimulus amounts to more than $10 
trillion in the G7 countries alone, a 
sum five times greater than the stimulus 
they rolled out to combat the global 
financial crisis of 2008. The prevailing 
assumption in markets is that the 
authorities will shovel out enough 
money to fill the gaping but temporary 
hole created by economic lockdowns.

Confidence that this hole is temporary 
has been lifted by recent pandemic news, 
which is indeed trending up. Daily 
global growth in the number of cases 
is slowing, forecasts for when a vaccine 
will arrive are shortening, and estimates 
of how many people will die in major 
countries, including the United States, 
are falling sharply. The news is shifting 
the political discussion to when to exit 
lockdowns, and many major economies, 
from China and Korea to Australia, 
Austria and Switzerland, are opening up 
and not seeing any significant second 
wave of outbreaks.

The markets continue to choose winners 
as if the pandemic had never happened. 
Within emerging markets, those with 
good healthcare systems, low debt 
and low exposure to commodities and 
tourism, are outperforming their peers. 
Those include China, South Korea and 
Taiwan, the same countries that were 
outperforming before the crisis hit. If 
the pandemic ebbs in coming months, as 
widely expected, this situation is likely to 
reverse, with other EMs outperforming. 

We are still reluctant to adopt any 
particular pandemic scenario as our 
baseline assumption. Experts continue to 
disagree on how many people have been 
infected so far, which muddies any guess 
as to how long it will take the virus to hit 
the wall of “herd immunity.” If the rate 
of growth in new cases does not abate as 
fast as the consensus expects, projections 
of an economic rebound beginning as 
soon as the second half of 2020 may not 
pan out either. 

The longer the coronavirus lasts, the less 
effective current stimulus measures will 
be. Back of the envelope calculations 
suggest that just the current shutdowns 
in U.S. service industries, including 
airlines, restaurants, hotels and sports, 
are costing about $1 trillion each 
month.4 At that rate the United States 
would burn through its current stimulus 
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With More Easy Money Still to Come 
Expected Change in Central Bank Balance Sheets in 2020
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Source: Goldman Sachs, Haver Analytics as of April 2020.

2 Bloomberg, J.P. Morgan, as of April 2020.
3 Goldman Sachs, as of April 2020.

4 Wall Street Journal, as of March 2020.
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packages —  totaling more than $5 
trillion —  in midsummer.

Whenever the pandemic passes, the 
market is likely to turn its full attention 
from the impact of the virus to the 

impact of the steps taken to contain 
the economic damage. The vast scale 
of the new powers governments have 
acquired, and of the debts they are 
ringing up, could act as a weight 
on economic growth long after the 

pandemic is over. But that may still not 
matter to financial markets, which seem 
increasingly confident that policymakers 
can and will do whatever it takes to 
prop up asset prices. 

5 Assets under management as of March 31, 2020. 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 York, Philadelphia, 
London, Amsterdam, Hong Kong, Singapore, Tokyo and Mumbai offices. Figure 
represents Morgan Stanley Investment Management’s total assets under 
management/supervision.
DEFINITIONS: Gross Domestic Product (GDP) is the monetary value of 
all the finished goods and services produced within a country’s borders in a 
specific time period. It includes all private and public consumption, government 
outlays, investments and net exports. 
IMPORTANT DISCLOSURES: The views and opinions are those of the author as 
of the date of publication and are subject to change at any time due to market 
or economic conditions and may not necessarily come to pass. Furthermore, 
the views will not be updated or otherwise revised to reflect information that 
subsequently becomes available or circumstances existing, or changes occurring, 
after the date of publication. The views expressed do not reflect the opinions of 
all portfolio managers at Morgan Stanley Investment Management (MSIM) or 
the views of the firm as a whole, and may not be reflected in all the strategies 
and products that the Firm offers. 
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns and 
market outlooks is based on the research, analysis and opinions of the authors. 
These conclusions are speculative in nature, may not come to pass and are 
not intended to predict the future performance of any specific MSIM product.
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness. 
The information herein is a general communications which is not impartial 
and has been prepared solely for information and educational purposes 

and does not constitute an offer or a recommendation to buy or sell any 
particular security or to adopt any specific investment strategy. The material 
contained herein has not been based on a consideration of any individual client 
circumstances and is not investment advice, nor should it be construed in 
any way as tax, accounting, legal or regulatory advice. To that end, investors 
should seek independent legal and financial advice, including advice as to 
tax consequences, before making any investment decision. 
Past performance is no guarantee of future results. 
This communication is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research recommendation. The information 
contained herein has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research and is not subject 
to any prohibition on dealing ahead of the dissemination of investment research. 
There is no guarantee that any investment strategy will work under all market 
conditions, and each investor should evaluate their ability to invest for the 
long-term, especially during periods of downturn in the market. Prior to 
investing, investors should carefully review the strategy’s / product’s relevant 
offering document. There are important differences in how the strategy is 
carried out in each of the investment vehicles.
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. 
Ireland: Morgan Stanley Investment Management (Ireland) Limited. Registered 
Office: The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, Ireland. 
Registered in Ireland under company number 616662. Regulated by the Central 
Bank of Ireland. 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. 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). 

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 and that the value of portfolio 
shares may therefore be less than what you paid for them. Market values can change daily due to economic and other events (e.g. 
natural disasters, health crises, terrorism, conflicts and social unrest) that affect markets, countries, companies or governments. It is 
difficult to predict the timing, duration, and potential adverse effects (e.g. portfolio liquidity) of events. 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 disproportionately increase losses and 
may have a potentially large negative impact on the portfolio’s performance. Illiquid securities may be more difficult to sell and 
value than public traded securities (liquidity risk). Non-diversified portfolios often invest in a more limited number of issuers. As 
such, changes in the financial condition or market value of a single issuer may cause greater volatility.

About Morgan Stanley Investment Management5

Morgan Stanley Investment Management, together with its investment advisory affiliates, has 718 investment professionals around the 
world and approximately $584 billion in assets under management or supervision as of March 31, 2020. Morgan Stanley Investment 
Management strives to provide outstanding long-term investment performance, service and a comprehensive suite of investment 
management solutions to a diverse client base, which includes governments, institutions, corporations and individuals worldwide. 
For more information, please visit our website at www.morganstanley.com/im. This material is current as of the date specified, is for 
educational purposes only and does not contend to address the financial objectives, situation or specific needs of any individual investor.
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registered in the UK, authorised and regulated by the Financial Conduct 
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Venezia, 16 20121 Milano, Italy, is registered in Italy with company number and 
VAT number 08829360968. The Netherlands: Morgan Stanley Investment 
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office of Morgan Stanley Investment Management Limited. Morgan Stanley 
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Co. International plc, London, Zurich Branch 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 
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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 
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Kong. Accordingly, save where an exemption is available under the relevant law, 
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available to, the public in Hong Kong. Singapore: This publication should not 
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Securities and Futures Act, Chapter 289 of Singapore (“SFA”), (ii) to a “relevant 
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Stanley Investment Management (Australia) Pty Limited ACN: 122040037, 
AFSL No. 314182, which accepts responsibility for its contents. This publication, 
and any access to it, is intended only for “wholesale clients” within the meaning 
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Japan: For professional investors, this document is circulated or distributed for 
informational purposes only. For those who are not professional investors, this 
document is provided in relation to Morgan Stanley Investment Management 
(Japan) Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment 
management agreements (“IMA”) and investment advisory agreements (“IAA”). 
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or offers any particular financial instruments. Under an IMA, with respect to 
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based on an analysis of the value, etc. of the securities, and MSIMJ accepts 
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for making investment. MSIMJ exercises the delegated authorities based 
on investment decisions of MSIMJ, and the client shall not make individual 
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