
 

What to watch  

• Türkiye – Economic activity shows resilience but external risks remain high.  

• Eurozone credit – Squeezing rather than crunching.     

• Minsky clock – The next shoe to drop. 

• Brazil’s new fiscal framework – An end to uncertainty?  

In focus – US: Credit crunch in the making?  

• The US economy has been remarkably resilient to the sharpest monetary tightening in 

decades. While the housing market started feeling the pinch as early as summer 2022, GDP in the 

first quarter of 2023 is expected to show robust underlying domestic demand, buoyed by robust 

consumer spending.  

• The Fed’s very restrictive policy stance has also not fed through to tighter market-based 

financial conditions. Even the recent banking turmoil has not led to tighter financing conditions 

overall as Treasury yields have dropped and the stock market has remained resilient (excluding 

bank shares).   

• But lending standards have tightened rapidly since last year, and the real property-price 

decline is bound to accelerate. Banks’ lending standards on new loans and real property prices 

already point to a significant drag on GDP in the second half of 2023 through negative wealth 

effects and a pullback in bank loans. The downturn in property prices is far from over, according 

to signals sent by monetary aggregates.  

• The Fed’s restrictive monetary policy will probably reach its peak impact around end 

2023/early 2024. It will knock GDP by at least -2pps. The exact timing is subject to large 

uncertainties. Risks lie on the downside if market-based measures of financial conditions adjust 

to a level more compatible with the Fed’s underlying stance. More banking stress could be the 

catalyst.  
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Türkiye – Economic activity shows resilience but external risks remain high 

We expect economic growth in Türkiye to remain robust in 2023, with the two earthquakes having only a short-

lived negative economic impact. Despite the sharp currency depreciation and surging inflation in 2022, the 

Turkish economy avoided a recession and grew by +5.6% last year. The damage to critical infrastructure from the 

tragic earthquakes in southeast Türkiye appears limited and economic output is unlikely to suffer dramatically as 

the affected region is not home to key industries, accounts for just 10% of GDP and not all output will be affected 

(for example agriculture). As a result, the impact on GDP will not be as pronounced as that of the 1999 earthquake 

in northwest Türkiye, which struck the industrial heartland. It is also worth mentioning that, due to a peculiarity 

of national accounting, GDP can actually be higher after a natural disaster because the rebuilding work is counted 

as an increase in output, while the initial destruction of property is not recorded as a loss. Compared to pre-

disaster forecasts, we expect somewhat lower overall economic activity in the first half of the year but stronger 

expansion in the second half. Early indicators signal an economic rebound in Q1 2023 from a weak Q4 2022, 

despite the catastrophe. The manufacturing PMI rose from an average 46.7 points in Q4 to 50.6 in Q1 and the 

consumer confidence index increased from 76.1 in Q4 to 80.6 in Q1. Overall, we have revised our real GDP growth 

forecast for 2023 up to +3.1% (from +1.9% as of end-2022).  

Inflation will decline but nevertheless remain high in 2023 amid ongoing currency depreciation and continued 

loose monetary policies. Headline consumer price inflation has fallen from a 24-year high of 85.5% y/y in October 

2022 to 50.5% in March 2023, mainly due to base effects as the impacts of the severe depreciation of the Turkish 

lira at end-2021 and the sharp rise in energy import prices on consumer prices have begun to fade. However, we 

expect the lira to remain volatile and vulnerable, and to depreciate further in 2023, with the forthcoming general 

elections in May 2023 and potential policy uncertainty around that event being potential trigger points for 

renewed currency weakening. Moreover, energy prices are set to remain elevated compared to 2019-2021, even 

if they have slightly moderated recently. Overall, we expect headline inflation to remain above 30% y/y until the 

end of 2023, and to average more than 40% this year (Figure 1). Nonetheless, the Central Bank of the Republic 

of Türkiye (CBRT) is likely to continue its unorthodox monetary policy stance and will possibly lower its benchmark 

policy interest rate further by a cumulative 100bps or so by year-end, from 8.5% currently.   

Figure 1: Türkiye – monetary indicators   

 

Sources: Refinitiv, Allianz Research 

Türkiye’s “liraization” policies have worked with regard to bank deposits, but residents have largely replaced 

foreign exchange holdings  by gold holdings as an inflation hedge. Since end-2021, the Turkish authorities have 

undertaken a liraization policy to stabilize the currency amid pressures from a number of interest rate cuts 

despite surging inflation. Turkish residents’ bank deposits suggest that the policy has worked. After numerous 

regulations were adopted in 2022 to dissuade the use of foreign exchange (FX) – including state-backed 

depreciation-protected lira deposits – the share of residents’ FX bank deposits has fallen from a peak of 63% in 

December 2021 to 39% in March 2023. This allowed the CBRT to reach its goal of lifting the share of lira deposits 

to 60% in advance. But we doubt that this will be sufficient to achieve the second goal, namely to stabilize the 



currency for longer. Turkish residents also do not seem to be convinced. They increased their gold holdings by 

USD28bn from end-2021 to February 2023, which compares to a decline of -USD41bn in FX bank deposits over 

the same period. In other words, many Turkish residents have turned to gold as an inflation hedge (Figure 2 

shows that this trend already began after the 2018 currency crisis and intensified in 2022). This also contrasts 

with a call from President Erdogan in December 2021 for Turkish citizens to convert their gold holdings to lira.  

Figure 2: Turkish residents‘ gold and FX holdings, and (de-)dollarization of bank deposits 

 

Sources: National statistics, Refinitiv, Allianz Research 

The liraization policy has also indirectly contributed to Türkiye’s widening current account deficit since 2022.  

The increase in Turkish residents’ gold holdings has led to surging gold imports. On a rolling 12-month basis, the 

gold trade deficit widened from just -USD2bn in December 2021 to -USD24bn in January 20231, accounting for 

nearly half of the total current account deficit of -USD52bn (approximately -5.5% of GDP). While the energy trade 

deficit remains the main contributor to Türkiye’s ballooning external shortfall, the gold trade deficit is now adding 

a significant part (Figure 3), and has to be paid for with FX.  

Figure 3: Key components of the current account (USD bn, 12-m rolling sum, last data point = Jan. 2023) 

 

Sources: National statistics, Refinitiv, Allianz Research 

Crucially, Türkiye’s international reserves remain dangerously low, reflecting continued very high external 

liquidity risk. The CBRT’s gross FX reserves stood at USD69bn at end-February 2023, the same as a year earlier, 

but have shown considerable volatility. After falling to a low of USD57bn in mid-2022, they rose to a temporary 

high of USD83bn in December before dropping again in early 2023. In any case, gross FX reserves have covered 

less than three months of imports since the beginning of 2022 (currently 2.4 months; three months are 

 
1 Foreign trade statistics released last week indicate that the rolling 12-month gold trade deficit widened further to  
-USD27bn in February; complete current account data will only be released later this month.  



considered as just adequate). In other terms, the level of gross FX reserves looks much worse as they cover only 

about 30% of all external debt payments falling due in the next 12 months (estimated at about USD235bn), well 

below an adequate ratio of 100%. The picture becomes even more worrisome if we look at net FX reserves (this 

excludes all FX deposits parked at the CBRT by local banks) which amount to less than USD20bn currently. Overall, 

the CBRT’s FX reserves are way too low to defend the TRY for longer. And in the event of an external shock that 

would lead to lasting capital outflows from emerging markets as a whole, or Türkiye in particular, Turkish 

corporates would find it difficult to amortize or roll over their maturing FX debt. Even when taking the CBRT’s 

current gold reserves (which are less liquid than FX) into account, total reserves cover just half of Türkiye’s short-

term debt (see Figure 4). The CBRT may at some point need to revert to capital controls in order to defend the 

TRY or release the currency into free fall. 

Figure 4: International reserves and short-term external debt (remaining maturity basis), USD bn 

 

Sources: National statistics, Refinitiv, Allianz Research 

 

Eurozone credit – squeezing rather than crunching 

On top of the sharp rise in interest rates, the current turmoil in the banking sector has raised additional 

concerns over the upcoming dynamics in credit growth across the Eurozone. Since July 2022, the ECB has raised 

rates by 300bps, which has helped to normalize inflation to 6.9% in March from a peak of 10.6% in October 2022. 

But as a result of higher lending rates, credit growth to the private sector began to slow down in October (annual 

rate decreased to 6.6% from 7.1% a month earlier) and then continued down-trending rather slowly (4.3% y/y in 

February 2023). 

We do not expect credit flows to come to sudden stop in the coming quarters. However, the declining trend 

will continue as demand is cooling, given higher borrowing costs, and banks continue to tighten credit 

standards. The UBS-Credit Suisse accident brought European lenders under the spotlight after more than a 

decade of efforts and improvements following the sovereign debt crisis. Learning from that episode, we believe 

banks will now privilege the health of their balance sheets and carefully scrutinize loan applications instead of 

increasing credit volumes. Similarly to the tightening of lending conditions on firm credit seen during the Great 

Financial Crisis in 2008/2009, credit standards had already tightened for firms in the big four Eurozone economies 

by the end of 2022. We believe that they will likely tighten further as banks face the pressure of rising interest 

rates (Figure 7). 

Figure 5: Annual loan growth to NFC vs. ECB deposit rate (%)  



 
Sources: Refinitiv, Allianz Research 

 

Figure 6: Eurozone - lending rates to non-financial corporations, new loans (%) 

 
Sources: Refinitiv, Allianz Research 

 

Figure 7: ECB Bank Lending Survey - credit standards for loans to firms (diffusion index) 

 
Sources: Refinitiv, Allianz Research  

Asset quality deterioration remains an early hint of a credit crunch. In the past, shorter tightening cycles  (eg. 

January 2006: 2.5 years and +225bps; August 2011: 4 months and +50bps) resulted in negative loan growth rates 



across the Eurozone (Figure 5), given the deeper downturn in economic activity and banks’ loan books conditions 

at the time, which prevented them from providing credit. While banks’ asset quality has improved – even during 

the pandemic  (NPL ratios continue to decline) – we do see an increase in stage 2 loans (loans with a significant 

deterioration in credit quality since initial recognition) since mid-2020 (Figure 8). A moderate rise in NPLs is 

expected, but not as large as that seen during previous crisis that would provoke a sudden stop of credit flows.  

Figure 8: MFI’s asset quality – NPLs ratio (%) and stage 2 loans (RHS, %) 

 

Sources: ECB SWD, Allianz Research 

Housing lending is under the spotlight, with potential spillovers to the real estate sector. Compared to 

corporate lending, loans for house purchases saw a more gradual softening in recent months, despite mortgage 

rates more than doubling in the last six months (Figure 9); loan growth eased to 3.7% y/y in February from 5.3% 

y/y in July 2022. This is particularly relevant in Italy, Germany and Spain while the pass-through in France has 

been more moderate due to local banking laws. 

Figure 9: Interest rates for households’ loans for house purchase (new business) vs. ECB deposit rate (%) 

 
Sources: ECB SDW, Allianz Research 

 

Minsky clock – The next shoe to drop 

Tightening monetary policy is revealing the cracks in the global financial system. At the heart of the Fisher-

Minsky-Kindleberger model of financial bubbles and crises is the idea that stability begets instability. Indeed, 

from the Great Financial Crisis until 2021, capital markets experienced a long period of low inflation and low 

policy rates which, alongside pervasive moral hazard, fostered an unfettered hunt for yield. Total indebtedness 

surged as investors funded risky assets by borrowing funds from banks and non-banks. Since 2021, the shift to 

tighter monetary policy has revealed the many forms that leverage takes, from reverse factoring (Greensill 

Capital) and total return equity swaps (Archegos) to interest rate swaps (UK pension funds), more or less properly 



reported borrowings (Adani) and excessive issuance of tokens (FTX). In the case of Silicon Valley Bank, closer to 

the center of the financial system, it is the combination of  transformation risk (funding long-dated assets with 

sight deposits), interest risk (a large portfolio of long bonds) and treasury risk (excessive concentration of deposits 

by SVB’s depositors in one single bank) that proved lethal. These mistakes are so egregious that it is difficult not 

to think that moral hazard played a role in their inception. Finally, the demise of Crédit Suisse shows how 

exposure to peripheral accidents (Greensill, Archegos) can contribute to bringing down systemic institutions. 

Where will the next financial accident come from? The generally accepted answer is from non-bank financial 

institutions.2 To varying degrees, NBFIs are indeed exposed to a bi-dimensional risk known to be lethal: 

transformation risk (or assets-liabilities mismatch) compounded by market risk on their assets. And NFBIs have 

grown a lot since 2007-2008 to more than USD60trn on a global scale in 2020. 

In the US, at the end of 2021, NBFIs assets were 2.3 times as large as banks’ assets, led by equity open-end funds 

(26.5% of total), (defined benefits) pension funds (14.6%), ETFs (12.9%), bond open-end funds (10.1%), money 

market funds (9.5%) and life insurers (9.1%).  Pension funds were mostly exposed to equity and corporate bonds, 

ETFs to equity and life insurers to corporate bonds. Unfortunately, this type of detailed cross-holding matrix (who 

owns what?) is incomplete: it does not say anything about the exposure to commercial real estate or more 

generally alternative assets. Yet, the withdrawal requests faced by Blackstone’s Real Estate Income Trust show 

that non-listed assets are not immune to a liquidity crisis.  As this kind of detailed cross-holding matrix is not 

available in other jurisdictions, there isn’t enough information to fully assess the risk of contagion in the global 

financial system. 

 

Brazil – New fiscal framework, an end to uncertainty? 

New government, old challenge. With the debt-to-GDP ratio likely to approach 100% of GDP by 20263, fiscal 

consolidation is top of the agenda for Brazil’s new government. Last week, the Ministry of Finance announced a 

new fiscal framework to replace the spending cap in place since 2017. The proposal limits the variation in 

expenditure to 70% of the variation in revenue observed over the previous 12 months (up to July). It also sets a 

floor and ceiling for real expenditure growth, which cannot be less than 0.6% or more than 2.5% per year4. In 

addition, the framework provides for a primary surplus target (plus or minus 0.25%) and a mechanism to block 

expenditures in case of non-compliance. Thus, if the surplus crosses the upper limit of the band, it is used for 

investment in the following year. If it is below the floor, spending increases less in the following year: 50% of the 

increase in revenue. With the new rules, the government estimates that it can achieve a surplus by 20255. 

The framework has several positives, but the devil is in the details. The limit on overheads, trigger for course 

correction and commitment to even save some revenue are all steps in the right direction. However, one of the 

main problems is the link between expenditure and revenue because it is very difficult to cut expenditure, much 

of which is fixed. Even discretionary spending is very difficult to cut, especially in times when tax revenues are 

growing less or even falling. The government has not yet laid out how exactly spending cuts will be made. For the 

new fiscal framework to be credible at a time of no GDP growth, it needs to be accompanied by expenditure 

reform. 

As a result, the government will need to significantly increase its revenues. In recent years, Brazil’s government 

benefited from substantial revenues amid higher inflation, the commodity prices boom and the reopening of the 

economy after Covid-19 lockdowns. With these conditions unlikely to be repeated, the government will have to 

 
2 Federal Reserve Bank of New York, March 2023, Staff report n° 1057, Non-Bank Financial Institutions and Banks’ Fire-Sale 
Vulnerabilities. 
3 See our report Brazilian elections: The calm before the storm? 
4 For example, if revenue grows by 6%, the 70% rule would allow expenditure to increase by 4.2%, but the ceiling will be 
2.5%, so that the pace of expenditure will always be below that of revenue. 
5 For 2023, a primary deficit of 0.5% of GDP is forecast. In 2024, the deficit would be zero. And in 2025 there would be a 
surplus of 0.5% of GDP. 

https://www.allianz.com/en/economic_research/publications/specials_fmo/brazil-elections.html


find new sources of revenue to meet the ambitious primary outcome targets that are important for stabilizing 

the public debt-to-GDP ratio.  

According to Minister of Finance, revenue needs to increase by between R$100 billion and R$150 billion to make 

the plan credible and balance the public accounts. To achieve this goal, the government's strategy would be to 

tax those who don't pay taxes. Indeed, new measures are expected to be announced soon that will, among other 

things, increase taxation in new segments (e.g. electronic sports betting), tax investment funds and even try to 

reduce tax exemptions, although the latter is likely to be politically difficult to implement. For now, a tax increase 

is not being considered but cannot be completely ruled out in the medium term as the government will still have 

to contend with Congress and political lobbies over the other tax changes. It will also most likely try address the 

income tax framework in a second phase of the ongoing tax reform. 

Overall, the framework could lead to very slow debt convergence. Success depends on a significant increase in 

revenues and/or an increase in real GDP growth, which we do not expect to exceed +2.5 % by 2026. Therefore, 

we think the government has been rather optimistic in setting the parameters for interest rates and real GDP 

growth, which suggests a likely adjustment in the primary surplus targets.  

While markets reacted positively to the announcement – the BRL appreciated by 1.2% – it is too early to declare 

victory. As further clarifications are needed, we expect volatility in the short term. Meanwhile, despite 

government pressure on the central bank, we do not expect an immediate interest rate cut until a sound and 

credible fiscal framework is released and inflation expectations come down. 

Figure 10: Brazil Interest rate and Inflation  

 

 Sources: Refinitiv, Allianz Research 

 

US – Credit crunch in the making?  

The Fed’s sharpest monetary tightening in decades has so far knocked the US housing market, but the overall 

economy has remained remarkably resilient. In 2022, the Fed embarked on its fastest monetary tightening since 

the 1980s. Interest rates were first raised in this cycle in March 2022, but the pace of rate hikes accelerated from 

June 2022. The Fed delivered four successive 75bps rate increases until November 2022. The balance sheet 

started to decline in July 2022 through the run-off of mortgage-backed securities (MBS) and Treasuries. As the 

most interest-rate sensitive sector of the economy, the housing market was the first to feel the pinch, with 

transactions and construction activity slumping since summer 2022. However, the overall US economy has shown 

few cracks so far. GDP expanded by a healthy above-trend +3.2% in Q3 2022 and +2.6% in Q4 2022 (annualized). 

But the underlying picture of the economy is less rosy. Domestic final sales growth – a better gauge of the health 

of the domestic economy, which excludes the effect of net trade and inventory swings – stalled at a lackluster 

+0.7% in Q4 2022. However, we expect GDP to have grown a robust +2% in Q1 2023 (data to be released on 27 



April), and that underlying domestic demand has actually picked up pace, boosted by consumer spending. So the 

question is, when will the Fed eventually pull down the economy?  

Market-based measures of financial conditions appear too loose with respect to the Fed’s restrictive stance. 

The Fed’s monetary stance is best measured by the real interest rate because what ultimately matters for 

companies and households that need to borrow money is the real rate of interest, not the nominal one. However, 

we think a basic mistake some financial analysts make is to take current inflation to calculate the real interest 

rate. Since interest is a forward-looking variable (i.e. how much will be owed at some future date), the relevant 

comparison with inflation is also forward-looking (i.e. how much will prices change by that same future date). 

Our preferred measure of the Fed’s stance is thus defined by the 1yr Treasury bill yield, deflated by 1yr inflation 

expectations, derived from the Cleveland Fed (a measure which draws on both bond pricing and survey data). 

Under this metric, real rates have soared to above 2%, the highest since 2007 (Figure 11).  

Figure 11: Fed’s monetary stance & Financial condition index (FCI) 

 

Sources: Refinitiv, Allianz Research 

Even after the Fed stops raising interest rates – we think the peak will be reached in May – real rates will probably 

go on increasing as inflation expectations recede. Since the Global Financial Crisis of 2007-08, real rates have a 

tight correlation with financial conditions (measured by the Chicago Fed, Figure 11 again). Financial conditions 

are measured by various financial asset prices, such as equity prices, credit spreads and Treasury yields Based on 

this relationship, financial conditions have yet to adjust to the Fed’s very restrictive stance. In fact, the FCI is 

currently close to its historical average – far from being in restrictive territory (and despite the banking turmoil). 

Conversely, banks’ lending standards – not included in mainstream FCIs (because they are measured at a much 

lower frequency) – have tightened considerably over the past three quarters (Figure 12). Financial conditions 

here again appear to be too loose and are bound to tighten, all the more so since we expect lending standards 

to tighten further in the coming quarters in the wake of turmoil in the banking sector. With financial conditions 

(excluding banks’ lending standards) still far from being tight, it is no wonder that the US economy has been so 

resilient.  



Figure 12: Banks’ lending standards & financial conditions index (FCI) 

 

Sources: Refinitiv, Allianz Research 

This begs the question as to why financial markets are out of sync with the Fed’ stance. We think one convincing 

explanation is that markets are (still) suffering from a dovish illusion, misjudging the Fed’ stance. Indeed, real 

rates measured with current inflation still look low, deluding the market into the belief that the Fed’ stance is not 

very restrictive (Figure 13). Such a large wedge between expected inflation-based and current inflation-based 

real rates has never been witnessed in recent history.  

Figure 13: Real interest rates 

 

Sources: Refinitiv, Allianz Research 

But tighter lending standards and falling house prices are already baked into the cake. We estimate they will 

have the maximum impact on GDP by early 2024 – almost two years after the Fed started hiking rates – to the 

tune of -2pps. We do not know for certain whether, or by how much, market-based financial conditions will 

tighten in coming weeks or months. Nevertheless, even if market-based financial conditions do not tighten much 

further, we think that falling real house prices and tighter lending standards will take an increasing toll on the 

economy from the second half of 2023.  

Our previous research6 has shown that tighter lending standards signal a sharp pull-back in commercial & 

industrial loans and credit card loans from the second half of 2023 to Q1 2024. We now look at the GDP impact 

of house prices using our proprietary statistical model linking GDP, real equity prices, real 10-yr corporate yields 

and real house prices (using the S&P Case-Shiller index). As we have highlighted before78, the rapid contraction 

 
6 Swiss shotgun wedding – What’s next? 24 March 2023 (US Federal Reserve – one more rate hike to go).   
7 US housing market: The first victim of the Fed. 22 September 2022.  
8 International Women’s Day: Employ and pay them more! 03 March 2023 (US monetary aggregates – the Swan song?).  



in M2 flows signals a sharp pullback in housing credit flows in the next three quarters (Figure 14). This in turn 

suggests house process could decline by -10-15%. Real house prices started to decline in June 2022 and are now 

-5.7% off their peak.  

Figure 14: Flows of M2 and housing credit 

  

Sources: Refinitiv, Allianz Research 

We plug this house-price forecast into our statistical model to assess the GDP impact (while keeping equity prices 

and borrowing costs at their latest level). Our model considers the lag effects of financial conditions on GDP 

growth, based on an estimation running from the early 1990s to 2019. We find that house prices were still 

supporting y/y GDP by a whopping +2pps in Q1 2023 (Figure 15). But by Q4 2023, house prices should start to 

drag down the economy (by around -1pp), and will reach a maximum impact in 2024, to the tune of -2pp.  

Figure 15: Allianz FCI & GDP growth  

 

Sources: Refinitiv, Allianz Research 

An adjustment in market-based financial conditions could knock GDP by a cumulative -2pps this year. We now 

look at the GDP impact of tighter market-based financial conditions using a simple, highly stylized macro model 

(see appendix). The model is quarterly and made up of four equations: an IS curve (to measure the impact of FCI 

on GDP), a Phillips curve, a law of motion on inflation expectation and an FCI equation. The FCI equation assumes 

that the FCI reverts back to a level compatible with the Fed’s stance by Q3 2023 (Figure 16). This means a rapid 

tightening of financial conditions. We use our in-house FCI, which is a mix of market-based financing conditions 

(equity prices & borrowing costs) and house prices. The only exogenous variable in the model is the nominal 1yr 

Treasury yield, which is controlled by the Fed. We plug our forecast for the 1yr Treasury yield: 5.15% on average 

in Q2 2023, 5.25% in Q3 2023 and 4.9% in Q4 2023. Under these assumptions, we find that GDP would be knocked 

by a cumulative 2pps between Q2 2023 and Q3 2023, before staging a recovery from Q4 2023.  



Figure 16: Allianz FCI & Fed stance forecast 

 

Sources: Refinitiv, Allianz Research 

In all, our two approaches suggest that the Fed’s monetary policy will probably reach its peak impact around 

end 2023/early 2024. Our two estimates based on different approaches do not sum up (they partially overlap), 

but suggest that the combination of a readjustment in prices in financial markets and a credit crunch/fall in house 

prices would have a sizeable growth impact. They broadly support our call of a recession in the US in the second 

half of 2023, with GDP likely to fall by -1%. In case the situation takes a turn for the worse, we would expect a 

delayed but deeper (starting in Q4 2023 rather than Q3).  

 

 

 

  



APPENDIX: US stylized macro model  

• IS curve 

𝑦𝑡 = 𝛼. 𝑦𝑡−1 + 𝐹𝐶𝐼𝑡 + 𝐹𝑆𝑡  

The output gap 𝑦𝑡 is determined by its lag, the FCI and the fiscal stance FS. FCI and FS are already expressed in 

growth impact, so their coefficient is 1. The fiscal stance is assumed to be neutral in the forecast horizon in this 

analysis. GDP growth is retrieved from the output gap and potential growth. We assume that potential growth is 

1.9% in the forecast horizon.  

• Phillips curve 

𝜋𝑡 = 𝛽1 . 𝜋𝑡−1 + 𝛽2 . 𝑜𝑖𝑙𝑡 + 𝛽3 . 𝐺𝑆𝐶𝑃𝑡 + 𝛽4. 𝜋𝑡−1 
𝑒 + 𝛽5 . 𝑦𝑡 

Inflation 𝜋𝑡 is determined by its lag, the oil price 𝑜𝑖𝑙𝑡, the Global Supply Chain Pressure index 𝐺𝑆𝐶𝑃𝑡 (constructed 

by the NY Fed), 1yr ahead inflation expectations 𝜋𝑡 
𝑒  (measured by the Cleveland Fed), and the output gap.  

• Law of motion 

 𝜋𝑡
𝑒 = 𝑐1. 𝜋𝑡−1 + 𝑐2. 𝜋𝑡𝑎𝑟𝑔𝑒𝑡   

Inflation expectations are determined by past inflation and the Fed’s 2% inflation target.  

• FCI equation 

𝐹𝐶𝐼𝑡 = 𝑑. (𝑖𝑡 − 𝜋𝑡
𝑒) 

Financial conditions FCI are determined by the Fed’s monetary stance, which is defined as the 1yr Treasury rate 

𝑖𝑡 deflated by inflation expectations. 𝑖𝑡 and 𝐹𝑆𝑡  are the only two exogenous variables in the model, since they 

are controlled by policymakers (the Fed and the government).  

The model is quarterly and is estimated over 1Q1997-3Q2022 (except for the FCI equation).  
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(v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) interest rate levels,  (viii) 
currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including tax 
regulations, (x) the impact of acquisitions, including related integration issues, and reorganization measures,  
and (xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these factors 
may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequences.  
 
NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward -looking statement contained herein,  
save for any information required to be disclosed by law.  
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