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Eminent US economics professor Steve Hanke shares his outlook for the US market and beyond.

The advent of global monetary expansion, also known as quantitative easing, in response to the
coronavirus pandemic over the past year has been staggering.

Strict lockdown measures left many businesses tapping up their capital buffers as cash-rich oil
majors and banks forfeited dividends for the first time in years. According to a Link Dividend
report seen by Morningstar, income payouts fell 44% last year compared to 2019.

Many companies were faced with hardships that prompted central banks around the globe to step
in and prop up markets. The US Federal Reserve injected $2trn in the form of a stimulus package
in March 2020 and a further $900bn at the end of December — the highest surge in monetary
expansion in the country for 150 years, according to the Financial Times.

The copious amounts of money being printed have pushed the Fed’s assets to about $7trn,
estimated George Selgin, director of the Cato Institute’s Center for Monetary and Financial
Alternatives, in a paper published by Wiley. As the 10-year US Treasury yield neared its 11-
month high of 1.187% on 4 February, many economists are increasingly raising concerns about a
serious outbreak of inflation.

While Selgin was of the view that it’s too soon to take anti-inflation measures, others have taken
a firmer stance. Steve Hanke, a professor of applied economics at the Johns Hopkins University,
Baltimore, and a senior fellow at the Cato Institute, believes there are early indications that
inflation is already occurring.

“We’re seeing it already in commodity markets. The most sensitive prices are always raw
materials down at the very start of the supply chain and we’re seeing a big uptick in commodity
prices. Steel prices in the US are at record highs, soybeans are at a record high, corn is at a
record high — all the commodities are coming off the lows,” he told Opto Sessions.

“For commodities in general, I think we're actually entering something of a supercycle. The rest
will not be far behind, so by the second half of the year we might be talking much more about
inflation than we are right now.”

"For commodities in general, I think we're actually entering something of a supercycle™ - Steve
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An end to the bull market?

As news circulated that Congress was considering a further $1.9trn in stimulus, Jerome Powell,
chairman of the US Federal Reserve, decided to keep interest rates unchanged following a
Federal Open Market Committee meeting at the end of January. The Committee had said it
would seek to keep inflation at the rate of 2% over the long term while maintaining monetary
support. Janet Yellen, who was appointed as the US secretary of the Treasury Department in
January, has also indicated that the department would back more stimulus.

According to the Center for Financial Stability’ s monetary aggregate, Divisia M4, broad money
has realised a growth rate of 28.9% as of the end of December 2020. “It’s been growing since
March at an over-20% rate,” Hanke explains.

“[With] that kind of juice going into the system... inflation is coming right around the corner.
And when that inflation kicks in — and interest rates will go up because interest rates follow
inflation — at that point, the bull will end on the stock market,” Hanke continues.

“But we're not there yet.”

Hanke wasn’t the only economic expert to have raised his concerns about inflation. Jeremy
Siegel, a professor of finance at the University of Pennsylvania, raised the point that, unlike in
2008, today’s stimulus cheques are going to private individuals and firms.

“I certainly do not expect hyperinflation or even high single-digit inflation. But I do believe that
inflation will run well above the Fed’s 2% target and will do so for several years. It is inevitable
that bond rates will rise and rise far more than now envisioned by the Fed and most forecasters,”
he wrote in an article published by the Financial Times.

"I certainly do not expect hyperinflation or even single-digit inflation." - Steve Hanke

As it stands, the market is seeing a large amount of stimulus, monetisation of that stimulus, broad
money growth huge amounts of liquidity in the system and very low interest rates, which is
keeping the bull market going according to Hanke. “With low interest rates, you get high
multiples on stocks,” he notes.

“But once inflation starts reaching around 3.5% or 4%, which I think it will fairly soon, we will
see the Fed probably start letting their foot off the accelerator, maybe even tapping on the brakes
a little bit. At that point, interest rates will have gone up and the multiples will start coming
down. I think that’s when the stock market’s bull run will end,” Hanke says.

He explains that it “eventually” will end because the Fed “simply won’t put up with inflation that
is over 4% or 5%, then they’ll start hitting the panic button”. In Hanke’s opinion, the stock
market is fine for the moment, but believes that in the meantime “there’ll be a number of these
anti-supply-side, reregulate-the-economy, increase-taxes movements going forward from the
[Joe] Biden administration”.

Hanke suggests that there will be many negative supply side aspects ahead followed by a closing
of the “monetary spigot”. This, he foresees, “will combine to end the bull market”.

CMC Markets is an execution-only service provider. The material (whether or not it states any
opinions) is for general information purposes only, and does not take into account your personal
circumstances or objectives. Nothing in this material is (or should be considered to be) financial,



investment or other advice on which reliance should be placed. No opinion given in the material
constitutes a recommendation by CMC Markets or the author that any particular investment,
security, transaction or investment strategy is suitable for any specific person.

The material has not been prepared in accordance with legal requirements designed to promote
the independence of investment research. Although we are not specifically prevented from
dealing before providing this material, we do not seek to take advantage of the material prior to
its dissemination.

CMC Markets does not endorse or offer opinion on the trading strategies used by the author.
Their trading strategies do not guarantee any return and CMC Markets shall not be held
responsible for any loss that you may incur, either directly or indirectly, arising from any
investment based on any information contained herein.

Steve H. Hanke is a Professor of Applied Economics and Founder & Co-Director of the Institute
for Applied Economics, Global Health, and the Study of Business Enterprise at The Johns
Hopkins University in Baltimore. He is a Senior Fellow and Director of the Troubled Currencies
Project at the Cato Institute in Washington, D.C.



