
Erik Weisman and Carl Ang answer timely questions about what lies ahead.

Q: Erik, can you provide a review of global growth conditions? 
Weisman: We've obviously seen a rebound from what we hope is the worst of the pandemic. Growth has come 

back quite strongly and negative output gaps have closed, most especially in the US. But I think there is this fear 

that the second quarter will be as good as it gets. There was always going to be a quarter that we would be able 

to identify as "this is as good as it gets." So we know that we're going to have very strong growth when we get the 

numbers for second quarter in the US, and that there's going to be some sort of a peak in inflation. The worry is 

that not only have we seen the peak in growth, but also that growth going forward will be weaker than expected. 

Also, there's a concern that inflation might come down more strongly than expected. And then, there is the Delta 

variant uncertainty on top of that. 

With peak growth and peak inflation in mind, we've seen quite a rally in global sovereign yields in developed 

markets. We see it both in terms of real rates, which are close to their lows, and market measures of inflation, 

which have come off their highs, especially through things like breakevens (looking at the difference between 

nominal rates and real rates). Real rates are lower, signaling worries about growth. Breakevens are lower, signaling 

that inflation might be a little bit lower and this Delta variant uncertainty perhaps has people looking for a safe-

haven bid as well. I think all of this is a little overdone and somewhat misplaced. These rates are too low. We will 

get beyond this Delta variant. We will get beyond this virus and what markets are expecting right now, given the 

interest rates that we're seeing are appropriate for very, very low run rates of real growth and inflation. I think 

we're being too pessimistic. At least the markets are.

Q: What about the question of longer-term scarring that the pandemic will generate?
Weisman: There will be small businesses that will not reopen as the economy more fully reopens. However, 

we have seen a very significant increase in applications for new businesses in the United States. This perhaps 

suggests that there's this new entrepreneurial spirit among small business owners and maybe it's more indicative 

to what we will see after the pandemic is over. I'm somewhat optimistic, both on the labor side and on the capital 

side, that the scarring won't be too bad, with the caveat that we need to see whether this Delta variant really 

knocks us off kilter yet even further.

Q: Carl, could you provide a perspective on China as a regional economic driver for 
Asia in the current post-COVID environment?
Ang: From a business cycle perspective, a key differentiator during the COVID period has been that the 

demand impulse has been a little more concentrated in goods compared to services and all that has been tied 

to advanced economy demand for consumer goods. Part of this reflects the material government support that's 

been extended to households in advanced economies. By contrast, that's been largely missing in China, as you 

can tell from retail sales as a consequence. I think China's recovery has generated fewer positive spillovers to the 

Asia region compared to earlier cycles. So one way this has played out has also been in the absence of Chinese 

services consumption, such as tourism, which is a sector that's fairly important to emerging economies like 

Thailand and to a lesser extent, some of the developed economies in the region like Japan.
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I think this situation is at risk of persisting as China's broadly conservative stance on COVID management will 

likely roll on for several quarters. Chinese border restrictions will likely extend well into 2022. Another aspect to 

this is also quality over quantity emphasis in China's monetary and fiscal stimulus. So that means that compared 

to the past, we've seen a little more domestically focused social services spending and a little less support for 

infrastructure and real estate investment. And the latter tends to be more commodity intensive.

Q: Erik, the recent uptick in inflation, as well as low G10 sovereign bond yields, are on 
investor's minds. Can you provide some insight on whether you expect inflation will 
likely prove to be persistent or transitory as the Fed continues to claim?
Weisman: The beauty of the word "transitory" is that it means different things to different actors. The Fed will be 

able to say that inflation was transitory if it winds up at their target two years from now. But, if we're looking at it 

from a market perspective, two years is an awfully long time. Inflation will almost certainly go lower than what we 

are seeing right now. This may or may not be the peak, but I suspect that within six to 12 months you're going to 

see a number that's quite a bit lower than 5.4%. The big question really is, where do we find ourselves as things 

settle down, when we're on the other side of the pandemic, the rebound is over and we're back to some sense 

of normalcy? The headline CPI average was about 1.7% in the last business cycle and it averaged about 2.8% 

in the previous two business cycles. I would maintain that there were a lot of things that had to come together 

in order for inflation to be as low as 1.7% in the last cycle. In the aftermath of the global financial crisis, we had 

an enormous negative output gap that lasted a very long time — seven to eight years. We had deleveraging by 

banks. We had deleveraging by households. We had fiscal austerity. We had wages that were hit very hard in the 

early recovery stages. All of these things sort of going against inflation. 

I don't think that will be replicated. Consumers are more likely to lever up than delever and banks are more likely 

to lever up than delever, which makes it a very, very different kind of landscape. There are persistent drivers that 

have given us lower inflation over the last 30 or 40 years, between digitalization and demography, older societies, 

that tend to be somewhat calcifying. Several of the components that we saw in the aftermath of the global 

financial crisis are really on the opposite side of the spectrum now. We will enter this business cycle in much 

better shape to see somewhat higher inflation. And, I want to be clear, I'm not talking about inflation that's in the 

3% range. I'm talking about inflation that's somewhere in the 2% range. And remember, not the last business 

cycle, but the previous two for almost 20 years, averaged headline CPI was 2.8%, which historically would have 

been relatively low. I'm saying low 2% range, but the market is not convinced.

Q: Carl, can you comment on the prospects for some of the Asian economies in terms 
of growth and inflation?
Ang: In Asia, we have some leading economies exhibiting a combination of robust recovery-related internal 

demand and strong exports. Examples of this would include electronics exports from South Korea or iron ore 

exports from Australia, with both economies more on the developed end. In contrast, there is a much more 

subdued outlook for many of the emerging economies, such as Indonesia, which remain weighed down by low 

vaccination rates. This uncertain environment is helping to keep inflationary pressures for downstream consumer 

prices in check, both in the region and globally, despite some large increases in upstream producer prices.

We're also starting to see that in terms of the policy divergence in the region as well. China recently embarked on 

a new monetary policy easing, with a reduction in its reserve requirement ratio, while expectations are for New 

Zealand's central bank to tighten later this year via policy rate hikes, given concerns over the risk of a wage-price 

spiral amidst international border restrictions. The stimulus-induced increase in house prices and household 

leverage is also a complicating factor for the growth and inflation outlook, given the range of possible policy 

responses. For example, in South Korea, these financial stability risks underpin the monetary policy tightening 

bias, whilst in New Zealand less traditional responses are underway, such as government regulation and macro-

prudential lending restrictions.
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Q: How much positive momentum remains in upstream commodity prices?
Ang: It depends on the commodity in question, but my overall sense is that upward price pressures are not 

broad-based. I see a risk of a more persistent supply-demand mismatch and higher prices in electric-related 

base metals like copper, rather than bulk commodities such as coal. Bulk commodities also include iron ore, 

Australia’s major export to China, where prices remain at historically high levels on still strong steel producer 

demand, mainly from China as well as yet-to-be resolved supply disruptions in Brazil. However, the balance of 

price risks appear to be to the downside, given supply normalization and eventually lower demand from Chinese 

efforts to reduce steel output and curb pollution in the economy. The sustainability of further iron ore price rises 

is challenged by the softness in related commodity currencies like the Australian dollar.

Q: Erik, some commentators have tried to draw parallels between the current period 
and the period following the global financial crisis. What is your view on this?
Weisman: Well, I think you can go down the list, and it really is quite stark comparing today with the aftermath 

of the global financial crisis. In the midst of the global financial crisis, you saw personal savings rates decline, 

while personal savings rates right now are highly elevated. Income generation was lower then, but now we're 

seeing income generation that's considerably higher, even after accounting for the transfer of payments from 

the government. Net worth in the aftermath of the global financial crisis declined enormously, which was one of 

the reasons that you saw older workers who felt the need to go back into the labor force, and now we see that net 

worth in nominal terms is at an all-time high. 

As I previously mentioned, we were looking at deleveraging by banks, households and governments in the 

aftermath of the financial crisis. We wound up with a very large and persistent negative output gap, high 

unemployment, lots of capital that was not put to work. If everyone delevers at the same time, you're going 

to have an awfully hard time getting out of a weak growth and disinflation. And I don't believe that we will see 

any significant fiscal austerity anytime soon. And by fiscal austerity, I'm not talking about just declining budget 

deficits. We're going to see that as growth comes back. I'm talking about cutting spending and raising taxes. I 

don't think we're going to wind up seeing that, whether in the US or much of the developed world. 

What we're going to see, in all likelihood, is a positive output gap and perhaps a positive output gap of the size 

that we haven't seen in many decades. It's very difficult to generate inflation when you have a negative output 

gap. It is substantially easier to generate inflation when you have a positive output gap, and when unemployment 

rates are very low and industry capacity utilization is very high. I think the differences are really quite stark. 

The one caveat is that we will have taken on a lot more public sector debt relative to the global financial crisis. 

Certainly, we took on an awful lot of debt as a result of the global financial crisis, but we will have taken on even 

more debt in the current crisis. And the public sector debt sustainability profile will have deteriorated even 

further. If we do not see better growth, especially nominal growth, in this next business cycle, then we will 

eventually need to service that added amount of fiscal debt from an even weaker position. Out of necessity, you 

really need to see somewhat higher nominal GDP so that that public sector debt sustainability doesn't become 

more problematic as we mature into this next business cycle.
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Definitions
Consumer Price Index (CPI) is a measure of the average change in the prices paid by consumers for a market 

basket of consumer goods and services.

Inflation is the rate at which the general level of prices for goods and services is rising.

Nominal rates refers to an interest rate before adjusting for inflation. 

Real rates refers to an interest rate that has been adjusted for the effects of inflation.

G10 sovereign bond yields refers to the yields of debt securities issued by a national government, in this case 

the governments and central banks known as the Group of 10 or G10: Belgium, Canada, France, Italy, Japan, the 

Netherlands, the United Kingdom, the United States, Germany and Sweden.

Gross Domestic Product (GDP) is the monetary value of all finished goods and services made within a country 

during a specific period. Nominal GDP refers to GDP before taking into account the effects of inflation.
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