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• The state of panic in the financial markets has eased slightly. It is too soon to say that calm has been restored for good, but a few lessons can be drawn 

from this episode of turbulence. First lesson: the global economy, though fragile, is more solid than the image of it given by the markets, which too often 

tend to extrapolate the manufacturing sector’s severe weaknesses to the entire economy. The risk of a recession in the US is not nil, but recent figures 

suggests that it remains rather modest at between 15% and 20% within the next year. In China, the authorities are not resigned to letting the markets 

impose a massive depreciation of their currency. Unable to control the economic transition from end to end, i.e. the correction of industrial overcapacity 

and domestic deleveraging, they are using monetary and fiscal tools to prevent a hard landing. In Europe, business confidence has weakened slightly – the 

reverse would have been astonishing – but the two trends determining the strength of growth, namely the bank lending recovery and the fall in 

unemployment, are intact. We will now have to see if political unknowns (Brexit) and geopolitical unknowns (migration crisis) will remain in the 

background, which is awkward but not insurmountable, or hold centre stage. 

• Second lesson: the activism of central banks has become a far more risky strategy than in the years immediately following the crisis. At that time, any 

monetary easing measure, especially the most unprecedented ones (zero interest rates and quantitative easing), were welcomed as a sign of great 

inventiveness and judged positively. Today, things are more complicated. Firstly, the divergence of monetary cycles is openly debated. Over the last three 

months, the markets have concluded that the Fed’s first rate hike was a mistake, in its timing if not in its substance, and that the normalisation cycle 

should therefore be abandoned. Economic statistics do not support this analysis, since unemployment remains on a downward trajectory and core 

inflation is rebounding rapidly. Furthermore, for countries that are still in a loosening phase, monetary activism requires venturing into new territory, in this 

case that of negative interest rates. The Bank of Japan has just learnt the bitter lesson that the reaction can be the opposite of the desired one. A negative 

interest-rate policy (NIRP) is effective if it encourages economic agents to consume and invest by lowering their financing costs. It can also have the 

opposite effect by endangering the health of financial institutions (banks and insurers), encouraging economic agents to flee into risk-free assets (cash, 

gold or government bonds) and creating a deflationary mindset. At present, these concerns are above all theoretical, but the experience is too recent to 

draw exhaustive conclusions. 

• In these conditions, what can those in charge of macroeconomic stabilisation do? Two large institutions – the Bank for International Settlements and the 

International Monetary Fund – have recently issued what appear at first sight to be divergent opinions on this subject. On the one hand, the BIS’ latest 

quarterly report (6 March) criticised negative interest-rate policies and implicitly called for a halt to monetary adventurism. On the other hand, the IMF (8 

March) deemed the risk of a derailing of the world economy to have increased and recommended stepping up the economic policy response. Taking a 

closer look, however, these two opinions converge on several points. First, the BIS and IMF say it is dangerous to rely on central banks alone. The two 

other levers that can support and solidify the world economy – fiscal action and structural reform – are near absent from the debate. The Eurozone is an 

edifying example. The ECB has withdrawn all pressure that the markets placed on governments, in some cases excessively, to reform. And the idea of 

using public budgets in a counter-cyclical perspective has disappeared. Second, the BIS and IMF suggest that action should be coordinated at the 

international level. From this perspective, an NIRP is often merely an attempt to put downward pressure on one currency against a neighbouring one, 

which will then do likewise, etc. We would add that policymakers have huge responsibility in the way that the “narrative” of events is formed (see the work 

of Robert Shiller). The markets can create and rationalise “stories” that do not withstand closer analysis for long. Why should central bankers and 

politicians be ready to lend a hand by predicting the worst? If only one-hundredth of the wordage about the risk of deflation in Europe (a threat brandished 

for years) were dedicated to the decline in unemployment (a very tangible phenomenon), we would not be surprised if confidence were boosted. In short, 

we would simply like facts to predominate over fables.  
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