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Graph 1
The financial and business cycles in the United States
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Orange and green bars indicate peaks and troughs of the financial cycle measured by the combined behaviour of
the component series (credit, the credit to GDP ratio and house prices) using the turning-point method. The blue
line traces the financial cycle measured as the average of the medium-term cycle in the component series using
frequency-based filters. The red line traces the GDP cycle identified by the traditional shorter-term frequency filter
used to measure the business cycle.

Source: Drehmann et al (2012).

ERRJE © Claudio Borio, The financial cycle and macroeconomics: What have we learnt? BIS Working Papers No 395,
December 2012
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The equity premium is elevated at all horizons

Percentage annuahzed
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Sowurces: Authors' calculations: Barclays: Deutsche Bank; Duke/CFO Business Outiook survey:
Federal Reserve Board; Federal Reserve Bank of New York: Goldman Sachs; J.P. Morgan;
Nomura: the Center for Research in Securily Prnices: Federal Reserve Economic Data:
Thomson Reuters; the websites of NYU's Aswath Damodaran; Dartmouth’s Kenneth French,
University of Lausanne’'s Amit Goyal, University of Califormia at Berkeley's Martin Lettau,

Yale's Robert Shiller.

&i}FE © Fernando Duarte and Carlo Rosa, “ Are Stocks Cheap? A Review of the Evidence,” May 08, 2013
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The equity premium is high because Treasury yields are low

Percentage annualized
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Sources: Authors' calculations; Barclays; Deutsche Bank; Duke/CFO Business Outiook survey;
Federal Reserve Board; Federal Reserve Bank of New York; Goldman Sachs; J.P. Morgan;
Nomura; the Center for Research in Security Prices; Federal Reserve Economic Data;
Thomson Reuters: the websites of NYU’'s Aswath Damodaran. Dartmouth’s Kenneth French,
University of Lausanne’s Amit Goyal, University of Califomnia at Berkeley's Martin Lettau,

Yale's Robert Shiller.

&i}FE © Fernando Duarte and Carlo Rosa, “ Are Stocks Cheap? A Review of the Evidence,” May 08, 2013
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Model performance is varied, but better at longer horizons

Basis points per year
;: Time scno; regression Time B regression
— * = e -
s Cross-sectional regression o ‘”"m:’ dhadens Average of models
30 Surveys Osooumo: dividend
*  Cross-sectional regression
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Sources: Authors’ calculations; Barclays, Deutsche Bank: Duke/CFO Business Outlook survey;
Federal Reserve Board; Federal Reserve Bank of New York; Goldman Sachs; J.P. Morgan;
Nomura; the Center for Research in Securitly Prices; Federal Reserve Economic Data,
Thomson Reuters: the websites of NYU's Aswath Damodaran; Dartmouth'’s Kenneth French,
University of Lausanne’s Amit Goyal, University of California at Berkeley's Martin Lettau,

Yale's Robert Shiller.

Notes: We tested twenty-nine models in four classes (surveys, dividend-discount models,
cross-seactional regressions, and lime series regressions) over three investment horizons.
In this chart, we plot the single best-performing model in each category. We also show how
the optimal weighted average (the first principal component) of all models performs.

&i}FE © Fernando Duarte and Carlo Rosa, “ Are Stocks Cheap? A Review of the Evidence,” May 08, 2013
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To sum up. low interest rates have supported economic activity and gradually

Conclusion

brought us back to full employment and 2 percent inflation. Better regulation and risk
management have so far mmimized the tradeotfs between our macroeconomic objectives.
on the one hand. and financial stability. on the other. Still, a period of low rates for a
long time could present significant challenges for monetary policy. It could also put
pressure on the business models of some financial institutions. Ultimately. the only way
to get sustainably higher interest rates 1s to improve the broader environment for growth,
by adopting policies designed to mncrease productivity and potential output over the long

term--policies that are mainly outside the scope of our work at the Federal Reserve. ?

BRIRJE © Jerome H. Powell, “ Low Interest Rates and the Financial System,” Remarks at the 77th Annual Meeting of the American
Finance Association, Chicago, lllinois, January 7, 2017
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Figure 1: U.S. Unemployment and Inflation Gaps
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Note: PCE is personal consumption expenditures.
Source: Haver Analytics; Congressional Budget Office (CBO).

ERlAE © Jerome H. Powell, “ Low Interest Rates and the Financial System,” Remarks at the 77th Annual Meeting of the American
Finance Association, Chicago, lllinois, January 7, 2017
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The dollar’s value often rises and falls due to differences
in interest rates globally. But a break in that relationship
is turning attention to previous do Ilar downturns.

Real trade-weighted U.S. dollar index* rf{ (Z/ )f)
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BRIFRE © 2018/2/26 The Wall Street Journal
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FIGURE 4.3 Growth Rates of Money Stocks and Consumer Price Index
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EollEkJE © Paul C.H. Chiu (BFIEMfE), “Monely and Financial Markets: Domestic Perspective,” Gustav Ranis ed, TAIWAN: From Developing to
Mature Economy. Westview Press, 1992.
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Statutory Corporate Income Tax Rates, OECD Nations
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Summary Table 1.

Corporate Tax Rates in G20 Countries, From Highest to Lowest, 2012

Top Statutory Corporate Tax Rate’ Average Corporate Tax Rate” Effective Corporate Tax Rate”
United States 391 Argentina 373 Argentina 226
Japan 370 Indonesia 36.4 ¢ Japan 217
Argentina 35.0 United States® 29.0 United Kingdom 18.7
South Africa 346 Japan 219 United States 18.6
France 344 Italy 26.8 Brazil 17.0
Brazil 340 India 25.6 Gemany 15.5
India 325 South Africa ns* India 13.6
Italy 34 Brazil 223 Mexico 11.9
Germany 30.2 Russia 213 Indonesia 11.8
Australia 30.0 South Korea 204 France 11.2
Mexico 30.0 Mexico 20.3 Australia 10.4
Canada 26.1 France 20.0 China 10.0
China 25.0 Turkey 185 South Africa 6.0
Indonesia 250 China 18.1 (Canada 85
South Korea 24.2 Australia 17.0 Saudi Arabia 84
United Kingdom 240 Canada 16.2 Turkey 51
Russia 200 Gemany 145 Russia 44
Saudi Arabia 20,0 United Kingdom 101 South Korea 4.1
Turkey 200 Italy 235

Source: Congressional Budget Office, using data from KPMG International, the Organisation for Economic Co-operation and Development, the Intemal Revenue Service, and the Oxford University Centre for
Business Taxation.

G20 = Group of 20.
a. Statutory corporate tax rates are specified in law. The top rate applies to each additional dollar of taxable income in the highest tax bracket.

ERIFE ¢ International Comparisons of Corporate Income Tax Rates, CBO, March 2017
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1. Powell QE:iZ 3%+

Out of Sync

Deficits as a share of economic output normally get smaller during peacetime when the unemployment
rate is falling, which makes the recent increase in deficits highly unusual.

Unemployrhent rate, ' Federal surplus or deficit as a percentage of
seasonally adjusted ; GDP, not s_easonally adjusted
12% , i kAR SRR T _2.0%

PERIODS OF FALLING

10 UNEMPLOYMENT

8
Forecast
4 i
0 ' 100
T T T T T T T e 2 I & 7, ih i 3 tha TR
1950 ‘60 70 -’80 ‘90 2000 10 1950 '60 70 ‘80 ‘90 2000 10
~ Sources: Labor Department (unemployment); White House Office of Management and Budget ‘
(surpl_us/deﬁcit); J.P. Morgan (forecasts) THE WALL STREET JOURNAL
LoElAJE © The wall street Journal, Feb. 12,@6@7[4& = L YN Al 21
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BRAGE © Jerome H. Powell, “ Low Interest Rates and the Financial System,” Remarks at the 77th Annual Meeting of the American
Finance Association, Chicago, lllinois, January 7, 2017
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Figure 6a: Forward Price-to-Earnings Ratio of S&P 500 Firms
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Note: Aggregate forward price-to-eamings ratio of S&P 500 firms. Based on expected
earnings for 12 months ahead.
Source: Thomson Reuters Financial.
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Figure 6b: Equity Risk Premium
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Source: Federal Reserve Board staff projection.

BRI © Jerome H. Powell, “ Low Interest Rates and the Financial System,” Remarks at the 77th Annual Meeting of the American

Finance Association, Chicago, lllinois, January 7, 2017
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US. stocks wobbled this week, with the Break-even rates suggest investo Atthough consumer prices have nudged
S&P 500 and Dow Jones Industrial Average inflation expectations haveygnerally higher rec ace of increases
on track to post weekly losses. risen since the W i remains well off highs in previous years.
e ——
Index performance, Ten-year break-even aT ¢ Consumer-price index, ,
minute by minute inflation rate* %*T J r c'hangefromayearearier1 1
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*Break-even inflation reflects the yield gap between the 10-year Treasury note and the comparable inflation-protected security. Seasonally adjusted. 2018 is through January ‘ 7
Sources: FactSet (yields, stocks'); Thomson Reuters (break-even inflation); Labor Department (CPI) THE WALL STREET JOURNAL.

Bl © 2018/2/23 The Wall Street Journal
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Chart 3: Ratio of world merchandise trade volume growth to world real GDP growth, 1981-2017
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EiEE © WTO PRESS RELEASE, PRESS/800: WTO upgrades forecast for 2017 as trade rebounds strongly, 21 September 2017
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Appendix Chart 2: Merchandise exports and imports of selected economies, January
2015 - February 2017

Year-on-year % change in current dollar values
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Country Korea Japan China Talwan
1996 307 198 176 184 63
2000 210 187 166 155 65
2005 132 137 129 137 63
2006 144 129 127 135 60
2007 139 126 125 135 58
2008 209 136 134 136 96
2009 100.8 145 140 137 92
2010 95.2 129 141 135 100
2011 102.3 122 136 139 112
2012 97.9 127 137 138 116
2013 95.5 126 133 137 112
2014 92.7 124 126 132 105
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