
  Member FINRA/SIPC
Page 1 of 4

L P L  F IN A NCI A L  RESE A RCH

Weekly Economic Commentary
September 2, 2014

John Canally, CFA
Chief Economic Strategist 
LPL Financial

Central Bankapalooza

Highlights
The market is not expecting the ECB to begin 
QE this week, although other forms of policy 
support are likely.

The data continue to suggest that more aggressive 
monetary policy from the ECB would have only 
a muted impact on the real economy unless the 
fractured banking system can be repaired.

Policy divergences among the world’s major 
central banks are likely to intensify in late 2014 
and beyond.

Financial market participants will need to shift quickly out of summer 
vacation mode, as the week’s economic and policy calendar is chock full 
of key events that could help set the tone for financial markets over the 
remainder of 2014 and well into 2015. August vehicle sales, the Institute for 
Supply Management (ISM) Index, and, of course, the monthly employment 
report for August are all due out this week. Further, no fewer than nine 
central bank meetings next week could draw significant attention from 
the markets. In fact, the only major central bank not meeting next week 
is the Federal Reserve (Fed), although four voting Federal Open Market 
Committee (FOMC) members are scheduled to speak this week, and the 
Fed will release its Beige Book as well. 

Although none of the nine meetings will likely result in a change in policy, 
the European Central Bank (ECB), which is the Eurozone’s central bank, is 
likely to hint that more easing is imminent, and the Bank of Japan (BOJ) is 
likely to sound dovish as well. On the other end of the policy spectrum, the 
Bank of England will continue to prepare markets for the start of rate hikes 
later this year.

What Might ECB Stimulus Look Like, and Is It Already 
Priced Into the Bond Market? 

In August 2014, Eurozone inflation ran at just 0.3% year over year, lurching 
dangerously toward deflation and well below the ECB’s 2.0% inflation 
target. Eurozone inflation is a potential trigger for ECB action [Figure 1]. 
Expectations around action by the ECB have increased following very 
dovish remarks by ECB President Mario Draghi at the Fed’s recent Jackson 
Hole monetary policy conference. The ECB is expected to do one, or a 
combination, of three things:

 § Cut interest rates further into negative territory;

 § Begin targeted asset-backed securities (ABS) purchases (to stimulate 
consumer lending); and/or

 § Enact outright quantitative easing (QE) via government bond purchases. 

The market is not expecting QE as soon as this week, but ABS purchases 
are a greater probability with estimates varying between 300 and 500 billion 
euros in purchases, roughly equal to or slightly smaller than the Fed’s second 
round of QE purchases in 2010 – 11. European government bond markets have 

Please see our Global Central Banks  
at a Glance Infographic on page 3. 

1 The Eurozone is Flirting With Deflation

Source: LPL Financial Research, ES/H, Haver Analytics 09/02/14

Shaded areas indicate recession.

The Consumer Price Index (CPI) is a measure of the average change 
over time in the prices paid by urban consumers for a market basket 
of consumer goods and services.
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already done a fair amount of work in pricing in such action, and any further 
yield declines may be limited. Significant doubts exist regarding whether ABS 
purchases would work, and the ECB would likely have to surprise markets to 
spark growth expectations and higher bond yields.

European Financial Transmission Mechanism Still Broken 

But even as the ECB mulls another round of monetary stimulus, the 
fractured European banking system continues to struggle to provide 
much-needed capital to the business and household sectors in Europe. 
Data released last week (August 25 – 29, 2014) revealed that in July 2014, 
money supply growth in the Eurozone was up 1.7% from a year ago, but 
bank lending to the private sector had declined by 3% [Figure 2]. Sizable 
deterioration in lending occurred in July 2014, with lending levels at the end 
of July 14 billion euros below June 2014 level. The data continue to suggest 
that even if the ECB does embark on more aggressive monetary policy 
(ABS purchases or outright QE), its impact on the real economy could be 
muted unless the fractured banking system can be repaired.

Each and every year, we devote many pages in this and other publications to 
discussing the United States’ central bank — the Fed. We have also written 
extensively about the Eurozone’s central bank, the ECB; China’s central 
bank, the People’s Bank of China; and more recently the Bank of Japan 
(BOJ), Japan’s central bank. But what about the other prominent central 
banks around the globe?

 § Have they been lowering or raising rates?

 § What are their concerns?

 § What indicators do they watch? 

 § What are their views of economies beyond their own?

The political independence, as well as the relative transparency, of each 
of the banks is also of keen interest to market participants. We plan 
on examining these issues in future editions of the Weekly Economic 
Commentary.

Figure 3 details 25 central banks, representing 23 of the top 25 economies 
in the world. These central banks set monetary policy for countries making 
up nearly 90% of the world’s gross domestic product (GDP). What they 
do and say matters, even in years where policy is likely to take a back seat 
to portfolios, as has been the case in 2014. While there is still plenty of 
uncertainty around likely central bank actions in 2015, many of the world’s 
major central banks will be on the move.

Central bank policies have diverged in 2014. Some banks have cut rates in 
response to weaker growth, while others have raised rates to protect their 
currencies or to guard against rising inflation. The divergence in central bank 
policies within the developed world, and between the developed world 
and the emerging market economies, has created risks and opportunities 
across the investment spectrum — equities, bonds, commodities, and 
currencies — for active managers investing in many of these regions and 
asset classes. 

But even as the ECB mulls another 
round of monetary stimulus, the 

fractured European banking system 
continues to struggle to provide much-

needed capital to the business and 
household sectors in Europe. 

2  Europe’s Fractured Banking System Remain A Big 
Drag on Growth in the Eurozone

Source: LPL Financial Research, European Central Bank, Haver 
Analytics 09/02/14

Shaded areas indicate recession.

M3 is a measure of money supply (total amount of currency and 
other liquid assets available in an economy at a point in time) as 
well as large time deposits, institutional money market funds, short-
term repurchase agreements, and other larger liquid assets.
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3 Global Central Banks at a Glance

Country Central Bank Name % of Global GDP
Cumulative 
GDP

Developed or 
EM Next Meeting Comments/What’s Next

United 
States

Federal Reserve 19.3% 19% Developed 9/17/14 Prepare market for exiting QE

Eurozone European Central Bank  18.7% 38% Developed 9/4/14 Hint at more policy easing

China Peoples Bank of China 15.4% 53% Emerging Markets No set schedule Targeted easing

India Reserve Bank of India 5.8% 59% Emerging Markets 9/30/14 On hold recently, worried about inflation

Japan Bank of Japan 5.4% 65% Developed 9/4/14 Considering more QE

Russia Central Bank of Russia 2.9% 68% Emerging Markets 9/12/14 Has been raising rates to protect ruble; worried 
about inflation

Brazil Monetary Policy 
Committee 

2.8% 70% Emerging Markets 9/3/14 Has been raising rates despite weaker economy; 
worried about inflation

United 
Kingdom

Bank of England 2.7% 73% Developed 9/4/14 Prepare market for exiting QE and higher rates by 
later this year

Mexico Banco De Mexico 2.1% 75% Emerging Markets 9/5/14 Rate cut in June ‘14; likely on hold; concerns 
balanced between growth and inflation

South Korea Bank of Korea 1.9% 77% Developed 9/12/14 Rate cut  in Aug. ‘14; worried about slow global 
growth

Canada Bank of Canada 1.8% 79% Developed 9/3/14 Has been on hold; worried about growth & weak 
commodity demand

Indonesia Bank Indonesia 1.5% 80% Emerging Markets 9/11/14 On hold after rate hikes to combat inflation; still 
worried about inflation

Turkey Central Bank of Turkey 1.3% 82% Emerging Markets 9/25/14 Cut rates in July ‘14; worried about slower growth 
in Europe and inflation

Australia Reserve Bank of Australia 1.1% 83% Developed 9/2/14 Likely on hold but worried about global growth/
commodity price drops

Poland National Bank of Poland 0.9% 84% Emerging Markets 9/3/14 Likely on hold, but concerned about Russia/Ukraine 
impact on growth

Argentina Banco Central 0.9% 85% Emerging Markets No set schedule

Thailand Bank of Thailand 0.8% 85% Emerging Markets 9/17/14 Cutting rates since mid ‘11 to combat slow EM 
growth; still worried about growth

South 
Africa

Reserve Bank of South 
Africa 

0.7% 86% Emerging Markets 9/18/14 Raised rates in July ‘14; worried about inflation so 
more hikes likely

Malaysia Bank Negara Malaysia 0.6% 87% Emerging Markets 9/18/14 Raised rates in July ‘14; worried about inflation so 
more hikes likely

Philippines Bangko Sentral 0.5% 87% Emerging Markets 9/11/14 Raised rates in July ‘14; worried about inflation so 
more hikes likely

Venezuela Central Bank of Venezuela 0.5% 88% Emerging Markets No set schedule

Sweden Riksbank 0.5% 88% Developed 9/4/14 Cut rates in July to combat slow growth, deflation

Switzerland Swiss National Bank 0.4% 89% Developed 9/18/14 On hold; slow Eurozone and deflation are worries

Singapore Monetary Authority of 
Singapore 

0.4% 89% Developed No set schedule

Norway Norges Bank 0.3% 89% Developed 9/18/14 On hold but may cut due to lower oil prices,  
weak Eurozone

Source: LPL Financial Research 08/29/14
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific 
advice or recommendations for any individual. To determine which investment(s) may be appropriate for you, 
consult your financial advisor prior to investing. All performance reference is historical and is no guarantee 
of future results. All indices are unmanaged and cannot be invested into directly.

The economic forecasts set forth in the presentation may not develop as predicted and there can be no 
guarantee that strategies promoted will be successful.

Quantitative easing is a government monetary policy occasionally used to increase the money supply by 
buying government securities or other securities from the market. Quantitative easing increases the money 
supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity.

Looking ahead, with the Fed likely to outline its exit strategy from QE this 
fall, the BOE poised to begin to reduce its QE program, but the ECB and 
BOJ looking to do more, the policy divergence among the world’s major 
central banks is likely to intensify in late 2014 and beyond. This will create 
risks to global economies and financial markets, but opportunities as well. 
We will continue to monitor what these banks do and say throughout the 
year, keeping in mind that portfolios are likely to continue to matter more 
than policy in 2014. n


