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Where are we in the Cycle?
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What is the Business Cycle?

Monetary 
conditions Asset prices Economic

activity
Goods & service 

prices



52
98

4/
S
C
/J

G
/P

en
si

on
 T

ru
st

ee
 in

fla
tio

n 
pa

ne
l/

Ju
ly

13

Stock Market Peaks have Preceded 
Economic Expansion Peaks

3

Stock Market Peaks:
Feb 1980, April 1981, 
Jun 1990, Sept 2000,
Oct 2007
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US House Price Peaks also Precede 
Business Cycle Peaks

4
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US Commercial Property Price Peaks 
also Generally Precede Recessions

5

Source: Macrobond as at 14 June 2018.

US commercial property market indices & recessions
NCREIF

Capital returns (lhs)

Total 
returns (rhs)
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Consumer Prices Lag Asset Prices and 
Real GDP, Giving Rise to “Stag-flation”

6
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The Business Cycle Transmission Mechanism 
(Type 1: Rapid money growth – low interest rates initially, 
followed by rising rates later)

For illustrative purposes only.

Monetary 
conditions Asset prices Economic

activity
Goods & service 

prices

Broad Money
growth 

accelerates to a 
faster rate

for a 
sustained period

Asset prices rise 
due to portfolio 

rebalancing effect
of excess money 

balances

Investment up
Consumption up 
Retail Sales up 
Employment up
Unemployment

down

Outcome:
higher consumer 

price 
inflation
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The Business Cycle Transmission Mechanism 
(Type 2: Low Money Growth – with interest rates remaining 
low)

For illustrative purposes only.

Monetary 
conditions Asset prices Economic

activity
Goods & service 

prices

Broad Money
growth 

remains low 
with low interest 

rates

Asset prices rise 
due to capital
market effect 
of low interest 

rates

Investment up
Consumption up 
Retail sales up 
Employment up
Unemployment

down

Outcome:
inflation
broadly

unchanged
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Is it debt or money growth that causes inflation?

Source: Datastream as at 30 April 2019.
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Source: Thomson Reuters Datastream

US: GROWTH OF M3 & GOVERNMENT DEBT
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US: Growth of M3 and Govt Debt

High Money Growth
Low Government Debt 

Low Money Growth
High Govt Debt 

M3

Govt Debt/GDP
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Source: Thomson Reuters Datastream

US MONETARY BASE, PROXY M3 & NOMINAL GDP (Jan 2008=100)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
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US MONETARY BASE PROXY M3 NOMINAL GDP Recession

Is it QE or broad money that drives spending?
-- United States

Source: Datastream as at 15 May 2019.
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US monetary base, proxy M3 & nominal GDP (Jan 28 = 100)

QE 

Broad Money 

Nominal GDP
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Source: Thomson Reuters Datastream

UK: MONETARY BASE, M4x & NOMINAL GDP
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BOE MONETARY BASE M4x (Excluding Intermediate OFCs) NOMINAL GDP

Is it QE or broad money that drives spending?
-- UK

Source: Datastream as at 15 May 2019.
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UK monetary base, M4x & nominal GDP

QE 

Broad Money 

Nominal GDP
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Source: Thomson Reuters Datastream

JAPAN: MONETARY BASE, M2 & NOMINAL GDP (March 2013=100)

2013 2014 2015 2016 2017 2018 2019
100

200

300

400

BOJ MONETARY BASE MONEY SUPPLY M2
NOMINAL GDP

Is it QE or broad money that drives spending?
-- Japan

Source: Datastream as at 15 May 2019.
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Japan monetary base, M2 & nominal GDP (March 2013 = 100)

QE 

Broad Money 

Nominal GDP
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Source: Thomson Reuters Datastream

EUROZONE MONETARY BASE, M3 & NOMINAL GDP
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EUROSYSTEM MONETARY BASE MONEY SUPPLY M3 NOMINAL GDP Recession

Is it QE or broad money that drives spending?
-- Eurozone

Source: Datastream as at 15 May 2019.
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Eurozone monetary base, M3 & nominal GDP

QE 

Broad Money 

Nominal GDP
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US Money Growth has been low and –-
broadly -- stable since 2012

14

M3

M2Nominal GDP
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Source: Thomson Reuters Datastream

EUROZONE M3 & NOMINAL GDP GROWTH (%YOY, 4Q MAV)
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M3 EUROZONE NOMINAL GDP

Eurozone M3 & Nominal GDP Growth (% yoy, 4q MAV)

Eurozone M3 growth still too low, 
holding down nominal spending on GDP 

Source: Datastream as at 15 May 2019.
15

M3

Nominal GDP
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Source: Thomson Reuters Datastream

UK: BROAD MONEY & NOMINAL GDP GROWTH (% YOY, 4Q MAV)
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UK Broad Money & Nominal GDP Growth (% yoy, 4q MAV)

UK Broad Money growth has slowed to 
2-3%, implying inflation will fall below 
2% target

Source: Datastream as at 15 May 2019.
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M4

Nominal GDP
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Source: Thomson Reuters Datastream

JAPAN: MONEY & NOMINAL GDP GROWTH (%YOY, 4Q MAV)
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Bank of Japan: QQE Ineffective
Ever since the bubble burst in 1989-90, money growth (M2) 
has been too low

Source: Datastream as at 15 May 2019.
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Japan: Money & nominal GDP growth (% yoy, 4q mav)

M2

Nominal GDP
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Source: Thomson Reuters Datastream

CHINA: M2 & NOMINAL GDP GROWTH (%YOY, Smoothed)
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People’s Bank of China:
M2 Money growth rate too low

Source: Datastream as at 15 May 2019.
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China: M2 & nominal GDP growth (% yoy, smoothed)

M2

Nominal GDP
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Source: Thomson Reuters Datastream

INDIA: M3 & NOMINAL GDP (%YOY)
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MONEY SUPPLY: M3 (4Q MAV) NOMINAL GDP %YOY (8Q MAV)

Reserve Bank of India: 
Keeping a tight rein on M3 growth & nominal spending

Source: Datastream as at 15 May 2019.
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India: M3 & Nominal GDP (%yoy)

M3

Nominal GDP
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US Shadow Banks : Their Relation to the 
Banking System & M2

20

SHADOW BANKS

FINCOS + ABS + 
FUNDING CORPS

PRIMARY DEALERSMONEY MARKET FUNDS
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Source: Thomson Reuters Datastream
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SHADOW BANKS M2 M2 + SHADOW BANKS Recession

Inflation is a monetary phenomenon
US money & credit growth remain subdued

Source: Datastream as at 15 May 2019.
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US: Growth of shadow banks & M2 (% yoy)

Shadow Banks 

Broad Money 

M2 & 
Shadow Banks
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Asset Allocation Through the Business Cycle 
– Developed Economies

22

Source: Invesco. For illustrative purposes only.
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Where are the developed economies in the business 
cycle?

Source: Invesco. For illustrative purposes only.

23

Cash

Bonds Bonds

Interest 
rates fall 
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Combining Developed Markets’ Business 
Cycle with EM Business Cycle

24

Source: Invesco. For illustrative purposes only.
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Three phases of a debt crisis
2 overlapping bell curves –
Private and public sector debt ratios

25

Source: Invesco for illustrative purposes only.
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US Making Good Progress in Balance Sheet 
Repair: Debt-to-GDP Ratio Back to 2002 Level 

26

Private 
sector

Phase 1
2000-08

Phase 2
2009-??

296%

2009 Q1

Public
sector

226% 
2018 Q2
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UK: Private Sector De-leveraged only 
Modestly
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Phase 1
2000-08

Phase 2
2009-??

2018 Q2
410%

Public
sector

Private 
sector

2009 Q3
506%
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Japan: Private Sector deleveraging at very  
slow pace; public sector still leveraging up
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Phase 1
1980-89

Phase 2
1990-??

Private 
sector
(LHS)

Public
sector
(RHS)

1990
390%

2016
304%
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Eurozone – too little deleveraging

Source: Macrobond as at 1 October 2018.
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Public
debt/GDP

Private 
debt/GDP

Eurozone: Private & public debt-to-GDP ratios, % BIS

Phase 1, 2002-08

Phase 2
2009 -??

169%
2015 Q1

162%
2018 Q1
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Implications of Balance Sheet Repair: Slow 
Money & Credit Growth in OECD Economies

30

Av % yoy Money CPI
82-90 14.3% 8.2%
91-08 7.9% 4.0%
09-18 6.4% 1.7%

MONEY
M2 

CPI 
INFLATION


