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There are those who cite the later Hayek 

(among others) to argue that the Fed should 

run a policy which aims at keeping Nominal 

GDP stable - or at least growing at a constant 

pace, depending on who it is to whom you are 

actually talking.

As the associated chart shows – and 

unwittingly or not - it has been doing pretty 

much exactly that latter for much of  the past 35 

years – at least if  one abstracts from the 

inexorable, underlying downward bias of  

interest rates, as the version of  this we present 

overleaf  attempts to do.
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Now we can see that only during the ‘zero-bound’ 

episode has a prolonged move independent of  

fluctuations in real-economy cash flow been seen 

(in the period delineated by the red box), though, 

as a glance back at our preceding visualization 

reveals, this occurred only because of  the 

interplay of  the steep negative slope of  said 

underlying trend with an unchanged observed
policy rate. 

[NB: In ‘zero-bound’ territory, post-2008, we have 

scaled using the 82-08 sigma but NOT that trend’s 

slope]

Other work we have done has led us to the rule of  

thumb that nominal growth in this subset of  

overall outlays of  greater than 6% tends to elicit 

rate hikes from the Fed.
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After a strong rebound from the shale-

induced trough which was set in the first 

quarter of  last year, we had been running 

comfortably in excess of  that 6% 

threshold. 

The evidence of  the past two months is 

that – again partly due to the effect of  the 

intervening fall in energy prices on this 

nominal measure – we may have 

temporarily dipped back below it. 

However, as demonstrated here, 

arithmetical improvements in the PMI 

survey correlate well with accelerations in 

this key measure of  revenue growth



©2017 Cantillon Consulting Sarl - www.cantillon-consulting.ch 5

Money, Macro & Markets Monitor

Insight & Support for the Managers of  Wealth

July 12th 2017

Thus we might take heart from the fact 

that, excluding the rebounds from the last 

two, full-blown recessions, those PMI 

readings remain strong, if  a touch off  the 

local maximum set in the spring.

The working hypothesis, then, is that 

turnover should not long continue to 

stagnate.
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Reassuringly, the link from expressions of  

positive PM sentiment to more cash jingling 

its way into the businessman-responder’s till 

– i.e., to quicker revenue growth – also tends 

to extend to increases in profitability before 

too long. On past form, therefore, a further 

measure of  improvement here is also to be 

expected.

Please address any questions to 

info[at]cantillon-consulting.ch 

Those wishing to engage the author’s 

services and to ensure a steady flow of  

such insights are cordially invited do 

likewise.

Further details can be had at the web 

address listed at the foot of  this page.
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Disclaimer

All content is intended to give general advice only. The investments and instruments mentioned therein are not necessarily suitable for every individual and you should use this information in 

conjunction with other advice and research to determine its suitability for your own circumstances and risk preferences. The value of all securities and investments, as well as the income derived 

from them, can fall as well as rise. Your investments may be subject to sudden, often substantial, declines in value which may not be recoverable; others may expire worthless after a specified period. 

You should not buy any of the securities or other investments mentioned with money you cannot afford to lose. In some cases there may be significant charges which may reduce the value of your 

investment. You run an extra risk of losing money when you buy shares in certain securities where there is a large difference or ‘spread’ between the buying price and the selling price, a circumstance 

which means that, should you sell them immediately, you may get back much less than you paid for them. In the case of investment trusts and certain other funds, these may use or propose to use 

the borrowing of money in order to increase the size of their exposures and/or invest in other securities with a similar strategy. As a result, movements in the price of the securities may be more 

volatile than the movements in the prices of those underlying investments. Some investments may involve a high degree of such borrowing (often referred to as ‘gearing’ or ‘leverage’) This means 

that a small movement in the price of the underlying asset may have a disproportionately large effect on that of your investment. Accordingly, a relatively small adverse movement in the price of the 

underlying asset can result in the loss of the entirety of your original investment. Changes in rates of exchange may have an adverse effect on the value or price of the investment and you should be 

aware that additional dealing, transaction, and custody charges for certain instruments may result when these are not traded in your home currency. Some investments may not be quoted on a 

recognised investment exchange and, as a result, you may find them to be ‘illiquid’. You may not easily be able to trade your illiquid investments and, in certain circumstances, it may become 

difficult, if not impossible to sell the investment in a timely manner and/or at its indicative price. Investment in any of the assets mentioned may have tax consequences regarding which you should 

consult your tax adviser. All reasonable care has been taken to ensure that all statements of fact and opinion contained in the either written or spoken form are fair and accurate in all material 

respects. All data is from sources considered to be reliable but its accuracy cannot be guaranteed. Investors should seek appropriate professional advice if any points are unclear. 
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without the prior written consent of Cantillon Consulting, is strictly prohibited and could lead to legal action.


