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Th tl k d th i li ti f i k tThe macro outlook and the implications for risk assets

• GDP growth rebounded strongly in H2 2009, driven in part by the 
inventory cycle and the fiscal stimulus 

 Both drivers are likely to boost growth through H1 2010, but they are expected to fade in H2. A 
sustained recovery will require a rebound in private sector demand

The bearish camp argue that global debt levels are too high Because both households and firms need The bearish camp argue that global debt levels are too high. Because both households and firms need 
to de-lever, domestic demand growth is likely to be subdued for some time. 

• We expect GDP growth to surprise to the upside due to the credit 
i limpulse

 We argue that what is required for a rebound in global growth is not a return to positive credit growth, 
but merely a slowdown in the pace of de-leveraging. 

We expect the credit impulse to turn positive in 2010 and we expect global GDP growth to surprise to We expect the credit impulse to turn positive in 2010, and we expect global GDP growth to surprise to 
the upside.

• Risks to growth stem from a tightening in Asia, sovereign risks in 
E hi h i fl ti d th i t f l t hEurope, higher inflation and the impact of regulatory changes on 
bank lending.

• Given upside risks to growth we would be long risky assets

Michael Biggs, February 2010, page 2

Given upside risks to growth, we would be long risky assets



Fi l ti l i th US d l hFiscal stimulus in the US and elsewhere
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St k l dd d 3 4% t US GDP th i Q4 tStock cycle added 3.4% to US GDP growth in Q4 – more to come
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Th t k lThe stock cycle

Current orders are being met via 
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Gl b l th b d i d t i l t IP th t hi hGlobal growth rebound – industrial country IP growth at highs
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Th t k l t b dl li dThe stock cycle argument broadly applied
The stock cycle argument broadly applied
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Th bl k d bt?The black debt?

Debt levels have arguably risen to 
historic highs. Bear argument – debt

Will US households be willing to 
borrow? Household net worth hashistoric highs. Bear argument debt 

levels have to come down, credit growth 
will have to be negative or at most very 
weak, and therefore demand growth will 
b k

borrow? Household net worth has 
collapsed, and further increases in the 
household savings rate could hurt 
spending
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Th i t f dit d dThe impact of credit on demand 

GDP and consumption are flows rather than stocks. To understand the impact of 
credit on domestic demand, we have to look at the flow of credit rather than thecredit on domestic demand, we have to look at the flow of credit rather than the 
stock.

Figure 1: Credit  grow th and the credit  impulse 
  
 Income Borrowing Spending Debt Spending 

growth 
Credit 

growth 
Credit 

impulse
Credit 

impulse

Year 0 200  

Year 1 100 0 100 200  0.0

Year 2 100 10 110 210 10.0 5.0 10.0 10.0

Year 3 100 10 110 220 0.0 4.8 0.0 0.0

Year 4 100 5 105 225 -4.5 2.3 -5.0 -5.0

Year 5 100 -10 90 215 -14.3 -4.4 -15.0 -15.0

Year 6 100 -5 95 210 5.6 -2.3 5.0 5.0
Source: Deutsche Bank 

Credit impulset = (Ct – Ct-1)/GDPt – (Ct-1-Ct-2)/GDPt-1

where Ct is the stock of credit at the end of year t

Michael Biggs, February 2010, page 9
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80 f th dit i l i th US80 years of the credit impulse in the US 

We have argued that the important credit variable for GDP growth is change in 
the flow of credit rather than growth in the stock of credit This holds over 80the flow of credit, rather than growth in the stock of credit. This holds over 80 
years. 
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Wh t l f th d i ?What can we learn from the depression?
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C dit i l th i t ti l iCredit impulse - the international experience
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Th i t ti l i A iThe international experience - Asia
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Th i t ti l i l b lThe international experience - global
22 EM “sudden stop” experiences

Source: Deutsche Bank, 
Calvo et al (2006)

“Big 5” OECD banking crises

Source: Deutsche Bank, 
Rogoff and Reinhart 
(2008), IMF
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Wh t b t J ’ l t d d ?What about Japan’s lost decade?

Most critics argue that Japan’s fiscal 
and monetary policy response was 90
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C thi h i i th US?Can this happen again now in the US?

Absolutely! If the de-leveraging 0
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Wh t b t th ?What about the euro area?

While consumer borrowing has Even with this moderate borrowing 
stabilised and started to improve, 
corporate borrowing may only have 
bottomed in mid-2009

performance, if the current pace of de-
leveraging is maintained the credit 
impulse rebounds sharply
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Wh t b t R i ?What about Russia?
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L di i di tLeading indicators
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Ri k 1 C l t i ti i A iRisk 1. Cycles turning negative in Asia
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Ri k 2 S i i k d fi l lid tiRisk 2. Sovereign risks and fiscal consolidation
Greece & Portugal are twin deficit countries, Ireland and Spain 

look better on that metric
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Ri k 3 I fl ti d th ithd l f th t ti lRisk 3. Inflation and the withdrawal of the monetary stimulus
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L t lit US t ti l th 1 6% 2 2%Long term reality – US potential growth = 1.6% - 2.2%
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F h t t t it lFour charts on returns to capital
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C l iConclusions

• We expect GDP growth to surprise to the upside in 2010 due to• We expect GDP growth to surprise to the upside in 2010 due to 
the credit impulse

 The pace of de-leveraging has not slowed yet, but we believe that the hurdle to a rebound in private 
sector demand growth is much lower than the consensus realises

 Asset markets are driven by growth surprises – if GDP growth is stronger than expected risky assets 
should do well

• Inflation risks on the horizon but perhaps not a 2010 problemInflation risks on the horizon, but perhaps not a 2010 problem
 We see upside risks to inflation in the medium term, but core inflation pressures could remain 

contained in 2010 due to high unemployment rates

• Risks to our view stem from sovereign risks, regulatory changes, 
and policy tightening in Asia 

 We would be long the US over developing markets

Michael Biggs, February 2010, page 25
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