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INTRODUCTION

*** This is an expanded version of the rundown created for
episode 128 with George Selgin. ***

Gillian Tett is chair of the editorial board and editor-at-large, US of the Financial Times. She writes
weekly columns, covering a range of economic, financial, political and social issues. In 2014, she
was named Columnist of the Year in the British Press Awards and was the first recipient of the
Royal Anthropological Institute Marsh Award. In June 2009 her book Fool’s Gold won Financial
Book of the Year at the inaugural Spear’s Book Awards. Tett’s past roles at the FT have included
US managing editor, assistant editor, capital markets editor, deputy editor of the Lex column, Tokyo
bureau chief, and a reporter in Russia and Brussels.

WHY DO I CARE?
I’m very excited for my conversation today
with Gillian. I first had her on the program
on July 16th, 2018. We’ve met-up in person
once more since then at Rana Faroohar’s
book party. I’ve always been a big fan of
Gillian’s. She seems like a tough but fair
editor, and she would have to be. The fact
that she’s a woman who has worked her
way to the top of financial media tells you a
good deal about how smart, tenacious, and
capable a person she is. Given her role at
the Financial Times, I think it makes sense
to get her perspective on what it’s like to
cover such a massive news story and to do
so from a place of quarantine.
The unique nature of Gillian’s work aside,
she is someone with extensive experience
covering financial crises. She was writing
about mortgage derivatives going back to
2007 and she’s been writing and speaking
about many of the issues that now plaguing
markets as the COVID-19 panic cuts into
equity and bond prices. In this episode, I
want her to give us her take on what she
thinks markets are telling us and what she
thinks about the policy measures currently
being enacted by governments around the
world. I would also like to know what the
“social silences” are this time around, what
people might not be talking about that they
otherwise should be, and what the we might
well be talking about by the end of 2020.
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FED POLICY SUMMARY
The Federal Reserve has committed to unlimited purchases of US Treasuries and agency
mortgage-backed securities (ABS) and set up additional lending tools to shore up struggling
companies and financial markets.
“The Federal Reserve is committed to using its full range of tools to support households,
businesses, and the US economy overall in this challenging time,” the Fed said in a statement.
“While great uncertainty remains, it has become clear that our economy will face severe disruptions.
Aggressive efforts must be taken across the public and private sectors to limit the losses to jobs
and incomes and to promote a swift recovery once the disruptions abate,” it said.
The Fed had originally planned to purchase at least $500bn in US Treasuries and at least $200bn
in agency mortgage-backed securities. In recent days it has sped up the pace of these purchases,
after earlier interventions failed to address strains that had emerged in both debt markets. By
Friday, it had already completed roughly half of its planned Treasury purchases, as well as about
a third for the agency mortgage-backed securities. Following a meeting of the Federal Open Market
Committee, its monetary policy setting committee, the US central bank is no longer putting a
numerical cap on its purchases of Treasuries and mortgage-backed securities, instead signaling
that it is prepared to act as much as necessary.
Supporting the flow of credit to employers, consumers, and businesses by establishing new
programs that, taken together, will provide up to $300 billion in new financing. The Department of
the Treasury, using the Exchange Stabilization Fund (ESF), will provide $30 billion in equity to
these facilities. *** Latest Fed balance sheet numbers as of this writing ($5,302,572,000,000)
Corporate Credit Facilities — The Fed also unveiled two new facilities—the Primary Market
Corporate Credit Facility (PMCCF) for new bond and loan issuance and the Secondary Market
Corporate Credit Facility (SMCCF) to provide liquidity for outstanding corporate bonds—that allow
it to purchase corporate bonds, including new issues. The PMCCF is open to investment grade
companies and will provide bridge financing of four years. Borrowers may elect to defer interest
and principal payments during the first six months of the loan, extendable at the Federal Reserve's
discretion, in order to have additional cash on hand that can be used to pay employees and
suppliers. The SMCCF will purchase in the secondary market corporate bonds issued by
investment grade U.S. companies and U.S.-listed exchange-traded funds whose investment
objective is to provide broad exposure to the market for U.S. investment grade corporate bonds.
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Consumer & Business Credit — The revival of the Term Asset-Backed Securities Loan Facility
(TALF) “will enable the issuance of asset-backed securities (ABS) backed by student loans, auto
loans, credit card loans, loans guaranteed by the Small Business Administration (SBA), and certain
other assets.” (i.e. gives the Fed the ability to buy these securities ) Under the TALF, the Federal
Reserve will lend on a non-recourse basis to holders of certain AAA-rated ABS backed by newly
and recently originated consumer and small business loans. The Fed also said it would soon
announce a “Main Street Business Lending Programme” to lend directly to small businesses,
“complementing efforts by the SBA.”
Municipal Credit — In order to facilitate the flow of credit to municipalities the Fed is “expanding
the Money Market Mutual Fund Liquidity Facility (MMLF) to include a wider range of securities,
including municipal variable rate demand notes (VRDNs) and bank certificates of deposit.”
Likewise, the Fed is “facilitating the flow of credit to municipalities by expanding the Commercial
Paper Funding Facility (CPFF) to include high-quality, tax-exempt commercial paper as eligible
securities. In addition, the pricing of the facility has been reduced.” The CPFF was a system created
by the United States Federal Reserve Board during the Global financial crisis of 2008 for the official
purpose of improving liquidity in the short-term funding markets. This program lent out a total $738
billion before it was closed. 45 out 81 of the companies participating in this program were foreign
firms.
These actions augment the measures taken by the Federal Reserve over the past week to
support the flow of credit to households and businesses. These include:
•
•
•
•
•

The establishment of the CPFF, the MMLF, and the Primary Dealer Credit Facility;
The expansion of central bank liquidity swap lines;
Steps to enhance the availability and ease terms for borrowing at the discount window;
The elimination of reserve requirements;
Guidance encouraging banks to be flexible with customers experiencing financial challenges
related to the coronavirus and to utilize their liquidity and capital buffers in doing so;
• Statements encouraging the use of daylight credit at the Federal Reserve.
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CORPORATE BOND MARKET SUMMARY
US junk bonds have lost nearly 19% this month, a
deeper dive than even at the peak of the financial
crisis in 2008. Even investment-grade US corporate
bonds have lost more than 10%, as investors fret that
the coming recession will hurt even more
creditworthy companies. Companies have gorged on
cheap debt for a decade, sending the global
outstanding stock of non-financial corporate bonds to
an all-time high of $13.5tn by the end of last year,
according to the OECD, or double where it stood in
December 2008 in real terms. More than $320bn of
US debt sitting on the lowest rung of the investment
grade ladder now yields more than 5%, according to
Ice Data Services figures, previously a rate attached
to much riskier companies. Restructuring experts,
according to the FT, said investors scanning for
vulnerability should watch those companies with
largely fixed capacity and high costs which would be
hard hit by a significant drop in demand. Almost
$840bn of bonds rated triple B or below in the US are
set to come due this year and roughly $270bn of US
bonds now trade below 90 cents on the dollar. Many
companies have already been locked out of
refinancing or selling new debt.
The consequences showed up most vividly this week in the oil and gas sector as a price war
between Riyadh and Moscow compounded the market’s coronavirus concerns, plunging almost
$110bn of US energy company bonds into distressed territory. Bonds in WeWork have dropped
from about 90 cents on the dollar to 68 cents and market swings are also changing the calculus on
M&A. Data group HFR’s index of merger-arbitrage funds has tumbled 17.5 per cent so far in March,
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putting it on course for its worst month since at least 1997. Large hedge funds such as Millennium
and more specialised groups such as Westchester Capital Management have been hit by bets on
frozen deals, according to industry specialists.
Big banks were likely to focus on the largest corporate clients, putting smaller companies “well back
in the queue … These small and medium-sized firms are often crucial links in the supply chain. If
these links are broken, it will be much more difficult to recover from a recession.” — Campbell
Harvey, finance professor at Duke University
“Even if they only last for a short period of time, the effects of this earnings evaporation on a
company’s capital structure and liquidity are significant and will in turn have consequences for the
broader ecosystem in which that company operates.” — Alan Waxman, Sixth Street Partners
“We’ll have up to $4 trillion of liquidity that we can use to support the economy." — Steve Mnuchin
“If, for whatever reason, you know, 10 weeks from now, this virus, we haven’t won this, we’ll go
back to Congress again.” — Steve Mnuchin

ECONOMIC DATA & FORECASTS
Economists have predicted a dramatic
slowdown in economic activity in the
coming weeks. J.P. Morgan released
estimates Wednesday that predicted a
14% contraction in second-quarter U.S.
growth. Goldman Sachs has forecast a
24% drop in US gross domestic product in
the second quarter and Morgan Stanley
has predicted a 30% contraction. This has
pushed the White House and Congress to
consider a larger stimulus package.
To make up for the lack of official
information, the FT has compiled a set of
alternative, high-frequency measures of economic activity for different sectors that give an early
indication of what to expect when official data start to become available in the coming weeks. They
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show that vehicular traffic has at least halved in many of the world’s largest cities, spending in
restaurants has halted and cinemas sales have collapsed. The effects began to be felt even before
nationwide lockdowns were implemented across parts of Europe and the US.
Leisure Activity — Jian Chang, economist
at Barclays, said that in China services
sectors such as entertainment, hotels and
catering services “have been hit hardest” and
that services activity “shows signs of a longer
contraction than for manufacturing.”
Those effects are being seen in the US and
Europe too. “Now that governments and
businesses are responding to the virus in
Europe, the retail and hospitality sectors are
facing sharp falls in demand, having been
closed in many countries,” said Joanna
Konings, an economist at Netherlands-based
bank ING. “The lost season of holidays,
events and meals out — and the cost of
cancellations and refunds — will be difficult for the sector to recoup once a recovery is under way.”
Global restaurant demand has ground to a halt, according to data from OpenTable, a San
Francisco-based online restaurant-reservation service which has recorded a near-total stop in
bookings across all major economies, including the UK and the US. Diners began to stay away
from restaurants even before government-mandated closures came into effect, the figures show.
Retail Sales —Retail sales follow a similar pattern according to data from Springboard, a global
retail research company. Daily footfall fell more than 70% in the US and Italy on March 18 compared
with the same day the year before, and by more than 20% in the UK and Sweden. “The debate
about the economic impact of the coronavirus has moved on from concerns about supply chains
and damage to manufacturers to the effects of widespread shutdowns and self-isolation on the
services sector,” said Jennifer McKeown, head of the global economics service at Capital
Economics. Despite the substantial stimulus packages put in place by many countries and little
official data, “the early signs are worrying”, she said.
The shutdown extends to entertainment venues too. On the weekend of March 15, cinema
bookings shrank by at least two-thirds compared with the same period last year in most of the more
than 50 countries for which data are
available, according to an FT analysis of
data from Box Office Mojo. Italy and China,
the first countries in their respective regions
to be locked down, reported no data for that
weekend, in contrast with the 1.6m tickets
sold in China on a single day on January 20.
US cinemas took in $75.8m in the seven
days to March 16, less than half the $190.3m
they took in the same week the previous
year.
Flights — Global daily flight numbers were
down more than 20% in the seven days to
March 21 compared with the same period in
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the previous month, according to data from flight-tracking service Flightradar24. With mounting
travel restrictions in all major economies, travel and tourism “is in a fight for survival”, said Gloria
Guevara, president of the World Travel and Tourism Council. Many tourist-dependent economies
face “an existential threat”, she said.
Road traffic has also fallen in most
major cities, according to a traffic
index compiled by satellite navigation
company Tom Tom, which measures
the time that users of its services
spend in traffic. Rome, Paris and
New York have all seen rush-hour
traffic running at considerably below
their
usual
average
levels.
Londoners have taken longer to
react: the rush-hour peak has dipped,
but by nowhere near as much as the
drop-off in other major cities.
Meanwhile, life in China is showing little sign of returning to normal. Rush-hour peak traffic in
Wuhan and Beijing is still down considerably from the pre-outbreak period.
Energy — Energy consumption is down in most European economies according to an FT analysis
of data from the European Network of Transmission System Operators for Electricity, which
represents 43 electricity transmission system operators in 36 countries across Europe. In Europe,
the drop-off in electricity consumption was first noted in northern Italy, where it was down by 15 per
cent on March 18 compared with the same day of the week in mid-February. In China power plant
coal consumption is still down by 30 per cent compared with the start of the year.
“Looking at the data across various sectors of the US economy, it appears we could be headed for
the most severe contraction in consumer spending on record.” — Gregory Daco, chief US
economist at Oxford Economics.
“Further demand reductions are expected [around the world] as lockdowns become more
widespread.” — Peter Osbaldstone, research director at Wood Mackenzie
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Unemployment Claims — New claims for
unemployment benefits are a good proxy for
layoffs, which we don’t have direct numbers for.
Goldman Sachs expects those to soar to an
unprecedented 2,250,000 this week, reflecting
what happened last week. That’s more than
three times the previous all-time high. We won’t
know until May 8, when the government releases
preliminary jobs numbers for April what the
unemployment rate is. The numbers from March
will not include data from last week’s meltdown.

KEY INDICATORS
Purchasing Managers’ Index (Eurozone) —
The IHS Markit flash composite purchasing
managers’ index for the eurozone plunged to
31.4 in March from 51.6 in the previous month —
the lowest reading since the series began in the
late 1990s, suggesting the bloc is heading for a
deep recession as the drastic measures
introduced to contain the spread of the pandemic
in Europe start to bite. A reading below 50 indicates the majority of businesses reported a
deterioration compared with the previous month. “Business activity across the eurozone collapsed
in March to an extent far exceeding that seen even at the height of the global financial crisis,” said
Chris Williamson, chief business economist at IHS Markit. IHS Markit said the survey data were
“indicative of an 8% annualized decline in eurozone GDP and it is unlikely that the index has hit
rock bottom yet”. It added that the most severe downturns in activity were recorded in consumerfacing sectors, notably hotels, restaurants and other leisure-based activities, while there were
record falls in the transport and travel sector. The PMI index for the eurozone’s services sector
dropped from 52.6 in February to 28.4 in March, the lowest level ever recorded, while the
manufacturing sector contracted at
a marginally slower pace: the index
fell to 44.8, the lowest since the
2008 financial crisis. Economists
said the slowdown was being
mitigated by suppliers’ lengthening
delivery times — which usually
signals rising demand, but in this
case points to supply chain
disruption. In Germany, the
composite PMI fell to an 11-year
low of 37.2 in March, its biggest fall
on record. The composite PMI for
France fell to a record low of 30.2,
also its biggest ever drop. UK
business activity also contracted at
a record rate: the PMI for services
plunged to 35.7, a record low.
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STOCKS & BONDS
Equity Markets — Wall Street’s meltdown over the past month has erased all of the stock market
gains since President Trump entered the White House. On Feb. 12, the Dow peaked at 29,551.42
— a 49 percent jump from its close on Trump’s Inauguration Day in January 2017. But within a
span of weeks it has lost a third of its value. Last Friday, it lost an additional 913.21 points, roughly
4.6%, closing at 19,173.98, below where it was on Donald Trump’s inauguration. The S&P finished
at 2,304.92, down 4.3 percent, while the tech-heavy Nasdaq composite slid 3.8 percent to close at
6,879.52.
Only two days later, the S&P 500, Nasdaq, and Dow Jones Industrial Average all made enormous
gains of 9.4%, 8%, and 11.4% respectively. The increase in the Dow Jones was the largest move
seen since 1933 during the Great Depression.
Energy Prices — Oil has seen some of the biggest moves in almost three decades. Brent closed
at 27.03 (lowest since 2003) on March 23 rd, and WTI at 20.37 (lowest since 201) on the 18 th.

Volatility — The Cboe Volatility Index, known as the VIX, more than doubled in March, surging
nearly 25 points, or almost 43%, to close at a record high of 82.69 on March 16 th, surpassing the
peak level of 80.74 on November 21 st, 2008. This index tracks the 30-day implied volatility of the
S&P 500 by measuring options prices.
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Investment Grade vs. UST Bond Spreads — The gap between the yield on 10-year Treasury
notes and the yield on corporate debt is at its highest level since the Great Recession. The spread
between AAA-rated corporate bonds, as well as those of BAA-rated securities and 10-Year
Treasuries as measured by Moody's hit 3.20 and 4.23 respectively.

Gold — The gold market in New York is facing a historic squeeze as the global pandemic chokes
off physical trading routes and as Goldman Sachs’ global head of commodities research says it’s
“time to buy the currency of last resort.” At issue is whether there will be enough gold available in
New York to deliver against futures contracts traded on the Comex in New York with metals refiners
shutting and efforts to contain the virus halting planes. As of Monday, open interest in the April gold
contract stood at 195,604 contracts, equivalent to 19.6 million ounces. Total deliverable stocks in
Comex warehouses were 8.7 million ounces. “This isn’t anything that we’ve seen in a generation
because refiners never had to shut down – not in war, not in the great financial crisis, not in natural
disasters,” according to Tai Wong, head of metals derivatives trading at BMO Capital Market. The
last time the New York-London spread was this massive was in the 1980s when the Hunt brothers
attempted to corner the silver market and sent gold futures soaring to a high of $850 an ounce.
Gold futures for June delivery climbed as much as 7.7% to $1,693.50 an ounce in New York. At
Tuesday’s peak, futures had a $67.57 premium over spot prices in London. Based on closing prices
going back to the mid-1970s, the biggest spread between a most-active contract and spot gold was
$67 in 1980, data compiled by Bloomberg show.

10

ECB POLICY SUMMARY
The European Central Bank has loosened or removed almost all constraints that applied to the its
previous asset-purchase programmes as part of its plan to buy €750bn in additional bonds to
contain the financial fallout from the coronavirus pandemic, according to the legal decision detailing
the ECB’s latest plan. The plan was published on Wednesday night in the official journal of the EU,
leading to a rally in sovereign bonds across the euro area. Short-dated Italian debt saw the biggest
gains, with two-year yields dropping as much as 15 basis points to 0.18%. German 10-year yields
fell to as low as -0.37%. Greek bonds, which will be included in PEPP after being shut out of
quantitative easing until now, extended their rally. Crucially, a self-imposed limit (a limit imposed to
ensure that the ECB does not buy so many bonds that it is accused of directly funding national
government) to buy no more than a third of any country’s eligible bonds will not apply to the extra
€750bn of bonds the ECB has committed to buy this year in response to the coronavirus crisis
under its Pandemic Emergency Purchase Programme, though PEPP must ultimately make
purchases proportional to the relative size of each economy. The details of the new programme
support the declaration by Christine Lagarde, the ECB’s president, who said on Twitter after it was
announced last week: “There are no limits to our commitment to the euro.” In a six-hour call with
the EU’s 27 national leaders on Thursday, Lagarde told the emphasized that “further action is
required”, stressing the need for urgency and telling the leaders that the EU was being too slow to
respond to the crisis, said the people who were briefed on the discussions. She warned of forecasts
of a deep recession and the cost of complacency, they added. It was the second such call by
Lagarde to European policymakers this week, after she made a similar case to the euro zone
finance ministers on Monday. In the same call, Germany and the Netherlands came out forcibly
against a push by Italy, Spain, Portugal, France and others to issue joint bonds, an echo of the
bloc’s feuds during the 2008-12 euro zone debt crisis that damaged EU unity. In the absence of
agreement, the leaders gave their finance ministers two weeks to try to work out a way forward,
but EU diplomats said it would be hard for the ministers to agree given that how deeply split their
bosses. Here is the text from the March 18th announcement:
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The Governing Council decided the following:
(1) To launch a new temporary asset purchase programme of private and public sector
securities to counter the serious risks to the monetary policy transmission mechanism and
the outlook for the euro area posed by the outbreak and escalating diffusion of the
coronavirus, COVID-19.
This new Pandemic Emergency Purchase Programme (PEPP) will have an overall envelope
of €750 billion. Purchases will be conducted until the end of 2020 and will include all the
asset categories eligible under the existing asset purchase programme (APP).
For the purchases of public sector securities, the benchmark allocation across jurisdictions
will continue to be the capital key of the national central banks. At the same time,
purchases under the new PEPP will be conducted in a flexible manner. This allows for
fluctuations in the distribution of purchase flows over time, across asset classes and
among jurisdictions.
A waiver of the eligibility requirements for securities issued by the Greek government will
be granted for purchases under PEPP.
The Governing Council will terminate net asset purchases under PEPP once it judges that
the coronavirus Covid-19 crisis phase is over, but in any case, not before the end of the
year.
(2) To expand the range of eligible assets under the corporate sector purchase programme
(CSPP) to non-financial commercial paper, making all commercial papers of sufficient
credit quality eligible for purchase under CSPP.
(3) To ease the collateral standards by adjusting the main risk parameters of the collateral
framework. In particular, we will expand the scope of Additional Credit Claims (ACC) to
include claims related to the financing of the corporate sector. This will ensure that
counterparties can continue to make full use of the Eurosystem’s refinancing operations.
The Governing Council of the ECB is committed to playing its role in supporting all citizens
of the euro area through this extremely challenging time. To that end, the ECB will ensure
that all sectors of the economy can benefit from supportive financing conditions that
enable them to absorb this shock. This applies equally to families, firms, banks and
governments.
The Governing Council will do everything necessary within its mandate. The Governing
Council is fully prepared to increase the size of its asset purchase programmes and adjust
their composition, by as much as necessary and for as long as needed. It will explore all
options and all contingencies to support the economy through this shock.
To the extent that some self-imposed limits might hamper action that the ECB is required
to take in order to fulfil its mandate, the Governing Council will consider revising them to
the extent necessary to make its action proportionate to the risks that we face. The ECB
will not tolerate any risks to the smooth transmission of its monetary policy in all
jurisdictions of the euro area.
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Morgan Stanley Expects Global Recession in First Half Of 2020
Morgan Stanley expects a deep global recession in
the first half of 2020 on the back of disruptions to
the economy’s demand and supply sides following
the outbreak of the novel coronavirus. Growth
could contract by 2.3 percent over the previous
year in the first half of 2020, Chetan Ahya, chief
economist and global head of economics at the
brokerage, wrote in a note dated March 29. That’s
under the assumption that the Covid-19 outbreak
peaks by April/May, with growth recovering to 1.5
percent year-on-year in the fourth half of the fiscal.
“Global growth for full-year 2020 will still see a decline of 0.6 percent year-on-year, past the 0.5
percent year-on-year rate of contraction we saw during 2008 and, on our estimates, the weakest
pace of growth during peacetime since the 1930s,” Ahya wrote in the note. “At its core, the outbreak
represents a substantial shock to incomes, and the impact on aggregate demand will ultimately
create renewed disinflationary pressures.” Here’s what the report said on challenges to global
economy: The report points that even before the coronavirus outbreak, the global economy, in the
aftermath of the global financial crisis, was facing the triple challenge of demographics, debt and
disinflation, or 3D challenge— which the world last
faced in the 1930s. The debt challenge will
become more pronounced in the near term as
nominal GDP growth weakens and nations,
households and corporates face rising levels of
indebtedness, it said. The pace and magnitude at
which monetary and fiscal policies have been
implemented are also unprecedented as 23 of the
30 central banks have eased monetary policy
since mid- January, the report said. “The global
weighted average policy rate has declined to below post-global financial crisis lows.” All the G-4
central banks have now announced aggressive quantitative easing programmes and Ahya
estimates that they’ll make asset purchases of almost $6.5 trillion in this easing cycle, with
cumulative asset purchases of $4-5 trillion by the U.S. Federal Reserve alone. Looking ahead, he
said that as a percentage of GDP, the G4+China cyclically adjusted primary deficit will rise to 8.5
percent of GDP in 2020, significantly higher than the 6.5 percent in 2009 immediately after the
GFC. With the help of extraordinary policy action, and assuming an April/May Covid-19 peak, the
brokerage expects the global economy to be on the mend from third quarter of FY21 onwards, the
note said. However, based on experience in China, Ahya foresees a tepid pace of recovery initially,
and it won’t be until third quarter of FY21 that
output reaches pre-Covid-19 levels in the U.S.
and Euro area. On inflation, Ahya wrote that
global policies need to remain in place for longer
until inflation expectations have systematically
risen closer to the central banks’ goals. He cites
that expansionary policies were terminated
prematurely in 1936-37, the U.S. economy
suffered a double dip in 1937-38 so policy-makers
must not be too quick to sound the all-clear.
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A Global Consumer Default Wave Is Just Getting Started in China
As Covid-19 works its way through the rest of Asia, Europe and the Americas -- forcing countries
into lockdown, driving up unemployment and pummeling small-business owners -- analysts say it’s
only a matter of time before stretched households globally start to default on their loans. The early
indicators from China aren’t pretty. Overdue credit-card debt swelled last month by about 50% from
a year earlier, according to executives at two banks who asked not to be named discussing internal
figures. Qudian Inc., a Beijing-based online lender, said its delinquency ratio jumped to 20% in
February from 13% at the end of last year. China Merchants Bank Co., one of the country’s biggest
providers of consumer credit, said this month that it “pressed the pause button” on its credit-card
business after a “significant” increase in past-due loans. An estimated 8 million people in China lost
their jobs in February. “These issues in China are a preview of what we should expect throughout
the world,” said Martin Chorzempa, a research fellow at the Peterson Institute for International
Economics in Washington. While the extent of the squeeze on consumers and their lenders will
depend on the effectiveness of government efforts to contain the virus and shore up economies,
the scope for pain is immense. Household debt-to-GDP ratios in countries including France,
Switzerland, New Zealand and Nigeria have never been higher, according to a January report from
the Institute of International Finance. In Australia, which has the highest household debt levels
among G20 nations, the country’s largest lender said on Thursday that its financial assistance lines
are receiving eight times the normal call volume. A similar surge in queries has flooded lenders in
the U.S., where credit-card balances swelled to an unprecedented $930 billion last year and 3.28
million people filed for jobless benefits during the week ended March 21 -- quadruple the previous
record. Few places have seen a bigger jump in consumer borrowing in recent years than China,
where household debt including mortgages soared to a record 55 trillion yuan in 2019. That figure
has nearly doubled since 2015, thanks to a housing boom and the rise of online lenders like Ant
Financial. While the firm’s risk models rely on reams of payments data, they’ve yet to be tested by
a major economic downturn. Many consumers who take out these short-term, high-interest loans - typically funded by banks through Ant’s Alipay smartphone app -- have minimal income and
virtually no credit history. “Since 2015, banks have kept lowering their criteria to compete,” said
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Zhang Shuaishuai, an analyst at China International Capital Corp. “The virus outbreak accelerated
their exposure to risks. It will only get worse if unemployment climbs further.” Ant declined to
comment. Consumer default rates at some banks have already increased to as high as 4% from
about 1% before the outbreak, according to Zhao Jian, head of Atlantis Financial Research, who
cited a survey of lenders. An executive at one major Chinese bank said his firm is taking steps to
tighten credit card loans or even drop some clients after seeing a rapid increase in overdue
payments. With corporate delinquencies rising as well, banks could face a 5.2 trillion yuan surge in
total nonperforming loans and an unprecedented 39% slump in profits this year, according to a
worst-case scenario outlined by UBS Group AG analysts this month. Massive government stimulus
will help ease the blow. Most countries have announced plans for economic support measures in
recent months, including a $2 trillion package in the U.S. that will provide direct payments to lowerand middle-income Americans. Some of the biggest U.S. lenders have pledged to offer grace
periods for mortgage borrowers affected by the crisis. In China, authorities have flooded the
financial system with liquidity and encouraged banks to step up their lending to small businesses
that employ about 80% of the nation’s workforce. While most banks have yet to offer debt relief to
consumers outside those living in cities like Wuhan that were hit especially hard by the virus, UBS
predicts China’s government will do more if needed to help people find jobs and pay their bills.
Bloomberg Economics estimates that about 85% of the economy was back online in the week
ending March 20, excluding the original virus epicenter in Hubei province. “A large scale increase
in unemployment and resulting high delinquencies on retail loans won’t be tolerated by authorities
as social stability is their bottom line,” said May Yan, a Hong Kong-based analyst at UBS. Yet
stimulus is unlikely to tide over everyone, particularly in places like China where household finances
are stretched like never before. The country’s consumer debt-to-income ratio surged to 92% at the
end of 2018 from 30% a decade ago, surpassing Germany and closing in on levels in the U.S. and
Japan, according to IIF. The risk is that a prolonged economic slump and weak real estate market
will force more people to renege on their loans. That moment has already arrived for Yin Weijun,
a 27-year-old who recently lost his job as a hotel chef in Wenzhou, a city in China’s southeast. “I’m
like a refugee from debt,” he said. “I had never missed a payment in my life, but the virus left me
with no choice. Even if they give me an extra one or two months, I still can’t pay.”
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FINANCIAL TIMES & NEWS MEDIA: WHAT’S IT LIKE NOW?
What’s It Like? — You joined the Financial Times in 1993 as a
correspondent for the former Soviet Union and Europe. You were
stationed in Tokyo during the bursting of the Dot Com Bubble and
the 9/11 attacks, covering Wall Street and JP Morgan’s derivatives
group in particular leading up to and through the crisis, and now, you
find yourself as the Editor-at-Large of the biggest English-language
financial newspaper in the world (Nihon Keizai Shimbun?). Q: What
is it like to work at the FT during a financial, political and societal
crisis like the one we are living through currently? Q: What is the
atmosphere like? Q: Does it feel like a responsibility and privilege?
Q: What do you feel that your responsibility and that of your staff is during this time? Q: What’s the
confinement been like for you in NYC? Q: Are more people cycling?
A Day at the Times — Q: Has the pandemic significantly changed the way you all work at the
Times or is this more or less businesses as usual? Q: What has a typical day been like for you the
past month? Q: What is the is your role and how does the news “get made” on a typical day at the
FT?

WHAT ARE WE MISSING? BOURDIEU’S “SOCIAL SILENCES”
Social Silences — Last time you were on the show, I asked you how the experience of covering
the last financial crisis changed you and you said that it taught you “enough humility to realize that
. . . as journalists on a good day, we get 40% of the truth,” but that it also taught you about “the
power of social silences.” Pierre Bourdieu who argued that the way that an elite stays in power is
not just by controlling the means of production but by shaping the way that we think. And what
really matters is not what we talk about, but what we don't talk about. It's the social silences that
are crucial. And that as a journalist your job is really to try and train yourself to look at social
silences, to explore them, and that when journalism is at its best is when you manage to illuminate
those social silences and make manifest the hidden mechanisms of social stratification that often
remain invisible. And I asked you what you felt people were not talking about then, and you said
that they weren’t talking about pensions and the “slow moving car crash that’s there,” that they
weren’t talking about antibacterial resistance, and that they weren’t talking about the huge amount
of barter happening between tech companies and people over data and otherwise free services.
And of course, in that
conversation we spent a
good deal of time discussing
risks in the corporate bond
market. Q: What is it that has
surprised you most or what
have you found most notable
about the way in which
markets have reacted—not
just during this recent sell-off
but in the last few years
leading into it—what do you
think is the bigger story that
people have been missing?
Q: What are people still not
talking about today?
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PANIC OF COVID-19
Comparisons — Q: Have you reached for comparisons
to the current crisis in the last month? Q: What do you
think this time most resembles?
Handling the Crisis — Q: How do you think Western
countries, beginning with the United States, have
handled this crisis? Q: Do you think it may be possible
that we have exaggerated our response by locking down
our economies, which impacts the most vulnerable
members of society disproportionately, and not testing
and contact tracing vigorously?

FINANCIAL & ECONOMIC IMPACTS
Financial Flows & Global Supply Chains — Q: How have the shutdowns around COVID-19 and
the accompanying panic impacted the financial flows that normally grease the wheels of trade and
that back global supply chains?
Importance of Dollar Funding — Q: In the US, we tend to think of the role of the Fed and our
financial system in domestic terms, but how important is access to dollar funding for the rest of the
world?
Dollar Swap Lines — Only a portion of trade finance comes from major international banks. Much
of the funding goes through intermediaries, and many of these intermediaries are also non-US
entities that nonetheless need access to dollar funding. Q: What has the Federal Reserve done to
make dollar funding more readily available for intermediaries who may otherwise not be able to
access it during a time of stress in credit markets?

17

China Dollars — In 2008 these aforementioned
dollar swap deals did not include China, but today,
Chinese companies and banks have big dollar
needs and many Americans are themselves
invested (whether knowingly or unknowingly) in
Chinese companies. This seems like a story that
hasn’t gotten all that much coverage. As far as I
know, there is currently no swap line set-up
between the Fed and the People’s Bank of China
(PBoC). Q: What do we know about the current
dollar-funding needs of Chinese companies?
China Pulls the Plug on UST — In a statement late Thursday, the government in China said that
"in view of the rapid spread of Covid-19 across the world, China has decided to temporarily suspend
the entry into China by foreign nationals holding visas or residence permits" as of March 28th. Q:
With relations between the US and China in such bad shape and with its economy in such trouble,
is there a risk that China will reach a point where it decides it has nothing left to loose and begins
selling its $1.1 trillion dollar worth of US Treasuries in order to (1) supply its immediate dollar funding
needs and (2) cut ties with the West?
Monetary Morphine — About a week ago, or so you wrote that “investors may be starting to
contemplate a world in which financial morphine no longer functions.” Q: What do you believe have
been the primary drivers of the
recent declines and why do you
think that central bank policy may
have finally reached its saturation
point?
Distorted Price Signals & Rise of
Systematic Passive — According
to Logica Capital Advisers, “more
than 100% of gross flows into the
stock market are passive (meaning
discretionary managers are facing
gross redemptions) and nearly 85
cents
of
every
incremental
retirement dollar now flow into a
target date fund. Roughly half of all
401Ks hold a target date fund as
their sole security.” Q: Do you ever
wonder if markets have evolved so
much between the increased role of central banks to the growth in financial flows coming from
passive funds that we are taking the wrong message from financial markets?
Environmental, Social and Governance (ESG) — According to Jessica Alsford, an equity analyst
with Morgan Stanley, “flows into ESG ETFs both on fixed-income and equities have held up better
again versus the market.” Although ESG exchange traded funds are a tiny sliver of the ETF market,
“definitely the evidence so far is that it [ESG] has been more resilient”, she said. Q: How have ESG
investments fared during this downturn and what message should we take from that?
Corporate Bond Market — It’s hard to understate how much the corporate bond market has grown
since the last financial crisis. The market is now about $10 Trillion in size and more than 40% of
18

that market is BBB and the BBB tranche is bigger than the entire investment grade market in 2008.
One of the things we spoke about last time was the risk that this market could see dramatic selloff’s during a crisis and that this would have knock-on effects not only for corporate borrowing but
also for investors, many of whom are invested indirectly in these funds through various bond ETFs.
Q: What have we seen in the corporate bond market in the last several months? Q: What is the
Fed’s objective in intervening in corporate bond markets if a sell-off is largely reflective of changing
credit perceptions by investors and not simply short-term funding issues? Q: How much of what we
have seen in corporate bond markets is simply a reflection of valuations having gotten out-ofwhack? Q: Did the Fed’s recent announcements (corporate credit facilities) alleviate concerns
about the impact of any potential downgrades of BBB credits?
Black Rock & Conflicts of Interest — Twelve years ago, the Fed turned to BlackRock to manage
the three Maiden Lane vehicles that it created to hold assets from the defunct insurer AIG and also
Bear Stearns. On Tuesday, it again tapped BlackRock’s Financial Markets Advisory, its consultancy
arm, again to run three vehicles the Fed will create to buy corporate debt from the primary and
secondary markets, and also commercial mortgage-backed securities. On the same day, investors
poured a record-breaking $1.5bn into an exchange traded fund run by BlackRock, a sum that
represents about $2.3m of fees for the asset management giant. Q: Should taxpayers be
concerned about a conflict of interest between institutions like BlackRock and the Fed this time
around?
Backwardation & Global Supply Chains — Q: We recently saw an incidence of backwardation
in COMEX gold futures, and I wonder how much that incident reflects the breakdown in global
supply chains where gold that can normally be summoned from around the world was unable to
make it to NY for settlement?
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