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vii. Inflation, money and credit 
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Actual and expected inflation …tame 
• Inflation headline and core/underlying measures remain well below Fed ‘target’ of 2% and, importantly, are falling. 
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Unit Labor Costs and Producer Prices 
• US business sector productivity growth 

remains below average. 

 

• As does labor compensation. 

 

• The net result is trend-like growth in unit 
labor costs of a little under 2% per annum. 

 

• CPI inflation running lower than predicted by 
unit labor costs alone. 

 

• Modest pick-up in early stage producer price 
inflation ex food and energy. 

 

• More so when energy and food are included. 
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• Credit channels have unclogged …. 

Credit growth remains tepid 

• Consumer credit growing at a 5 ½-6% YoY rate, about the same as household spending on durables. 
Commercial bank loan growth has slowed, though, to 3% YoY. 
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• Trends in money multipliers and money velocity suggest that there is to date little inflation 
risk from Feb balance sheet expansion/base money creation. 

Subdued multipliers suggest little inflation risk from QE 
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viii. International 



Attachment 2, Page 45 of 54 OECD leading index – slow gains in momentum 
• OECD: “Composite leading indicators point to diverging growth patterns in major economies … The CLIs for the United 

States and Japan continue to point to economic growth firming … the CLIs for Russia and Brazil point to slowing 
momentum.” 
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Global PMIs weak in June 
• JPM Global Economics:  

- Global manufacturing PMI steady in June, but “the rate of growth signaled … remained only moderate and weaker (on average) over the 2nd quarter 
than during the opening quarter … Job losses were reported for the first time in seven months.” 

- “Global GDP growth dipped well below trend in June, judged by the all-industry global PMI.” 

- Weakness in service sector concentrated in the US. 
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• EZ PMIs point to GDP at least leveling out. 
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• Sentiment bottoms, u-rate rise has slowed. 

• Deposit growth ~6% corps, 4% households. 

• … but not translating into stronger loans. 

• Euro strength unwound some competitive 
gains. 

• But periphery improves vs core. 
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• … and relying more on domestic sources of demand 
Exports -3% YoY, incl EU -8%, Japan -5%, US -5%. 

• The Chinese authorities are seeking to downshift 
the growth of credit in China. 

• Nominal GDP growing 6pts below its 10yr avg. • … Demand for iron ore has rebounded a bit though. 



Attachment 2, Page 49 of 54 

49 

Global quantitative easing –  US & Japan vs Europe 
• But BoJ QQE less aggressive in dollars 

because of the lower Japanese yen. 
• And offset by lower ECB balance sheet size, 

no additional QE from the UK. 

• In this chart we project BoJ QQE trough end 
2014 at constant FX rate + Fed tapering. 

• Conditional prediction is for G4 balance 
sheets to be $11 ¼ trn at end 2014. 

• Rapid expansion of Japan’s CB balance 
sheet has been the main story in 2013. 
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• The US FDI balance has deteriorated … 
less inward flow. 

 

• Foreign direct investment into US entities 
and subs has actually receded. 

 

• US firms continue to leave their foreign 
earnings reinvested abroad. 

 

• The US broad external deficit has 
stabilized at about -3%/GDP. 

 

• Accelerated US purchases of foreign 
securities, esp. stocks. 

 

• 1Q13 foreign purchases  concentrated in 
Treasuries (and corporates) 
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ix. Financial markets 
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Equity markets 
• US equity markets continue to outperform rest of world, even with the threat that the Federal Reserve will 

eventually taper its support to the economy. 
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Fixed Income and Currency 
• The US 10yr Treasury yield has re-priced modestly for expectations of economic improvement and Fed tapering. 

• Spread product underperformance has so far been limited. 

• The broad value of the US dollar been volatile recently but still near the top of the 2010-2013 range. 
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Commodity markets 
• Softer dollar in July helps some commodity prices to rally.  

• Corn (bumper crop) and copper (slow China growth) are exceptions. 

 

 


