
 

 

 The drop in the consumer price index 

in the US during the second quarter of 

2020 suggests year-on-year inflation 

could be as high as 3.2% by May.  

 Inflation has, indeed, accelerated in 

the third and fourth quarter, but has 

started to slow again.  

 The still high unemployment and low 

capacity utilization in the US both 

suggest that after this spike, inflation 

will fall back below 2%. 

 Rising oil prices could prompt some 

more inflation than expected, but even 

that should be tame, and energy costs 

are likely to peak soon. 

 The FAB AAC is overweight in 

equities, IG and EM bonds, and gold, 

and is underweight in alternatives. 

 

Inflation has been the talk of the town 

lately. Assuming another US$1.9 trillion 

stimulus package, the total amount of 

fiscal stimulus in the past year alone would 

come to US$5.4 trillion, or 25% of US 

GDP as of 31 December. This is an 

unprecedented amount of money and 

some economists  are suggesting such an 

increase in the quantity of dollars in the 

economy could translate into inflation.  

Unfortunately, it is not so simple. First of 

all, not all of these dollars being ‘printed’ 

actually go into the economy. To put it in 

perspective, the US$3.5 trillion cumulative 

stimulus of last year has translated into a 

US$2 trillion increment in GDP. In other 

words, less than 60% of the money 

Washington has added to the economy 

has flowed back into it so far, with the rest 

probably going into investments.  

If that pattern is repeated, the latest 

package could take the US economy to 

US$22.6 trillion by year-end, a year-on-

year growth of 5%. This would be great, 

and helps underpin the bullish position in 

risk assets that the FAB Asset Allocation 

Committee has taken.  

Yet, if the US economy had continued to 

expand at the same pace it was growing 

before the pandemic, it would have 

reached the end of this year at a size of 

US$23.6 trillion. That US$1 trillion 

difference is what economists call the 

‘output gap’, the difference between what 

the economy is actually doing and how it is 

capable of performing.  

An output gap is disinflationary, and 

therefore is likely to keep consumer prices 

on hold. To close the output gap, business 

spending and capacity utilization have to 

rise and unemployment has to fall. Fed 

projections suggest the US economy 

starts running hot when unemployment is 

below 4.1% — it is at 6.3% right now. 

To go back below 4.1%, the US has to 

generate about 10 million jobs. Its long-

term average monthly job creation is 

136,000, so it could be three to four years 

before the labour market adds pressure to 

inflation. Capacity utilization recently 

peaked at about 80%, it is below 76% right 

now, so there is no pressure there either. 

That said, the consumer price inflation 

index dropped to 255.4 in May of last year. 

If it continues at the current rate, it will 

probably be around 264 in May, creating a 

one-time year-on-year inflation print of 

about 3.2%. That, however, is likely to 

taper off and inflation is likely to trend back 

to 1.8%-1.9% year-on-year, below the 

Fed’s target of 2% (unless the output gap 

is closed). Yes, inflation is returning, but it 

is far from a concern right now.  

Yes, inflation will increase, but it probably will be temporary 
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The drop in the US consumer 

price index last May suggests 

YoY inflation will peak soon  
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For inquiries related to this article, please contact:   

Alain.Marckus@bankfab.com 

Christofer.Langner@bankfab.com 



 

 

Disclaimer: This report has been prepared and issued by Products & Services - Elite & Private Banking (“P&S-EPB”) of First Abu Dhabi Bank PJSC 
(“FAB”) outlining particular services provided by P&S-EPB. This report is for general informational purposes and does not constitute or form part of any offer 
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regulation in certain countries, hence any unathorised use or disclosure of this document is prohibited.  
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we have relied upon and assumed, without independent verification, the accuracy and completeness of all the information available from public sources or 
which was otherwise reviewed by us. FAB PJSC makes no representation or warranty, expressed or implied, as to the accuracy, t imeliness or complete-
ness of the information in this report. FAB PJSC shall have no liability to the Customer or to third parties for the quality, accuracy, timeliness, continued 
availability or completeness of any data or calculations contained and/or referred to in this report nor for any special, direct, indirect, incidental or conse-
quential loss or damage which may be sustained because of the use of the information contained and/or referred to in this report or otherwise arising in 
connection with the information contained and/or referred to in this report, provided that this exclusion of liability shall not exclude or limit any liability under 
any law or regulation applicable to FAB PJSC that may not be excluded or restricted. 
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market or other factors. The information contained in this report does not purport to contain all matters relevant to any particular investment or financial 
instrument and all statements as to future matters are not guaranteed to be accurate. Any projections of potential risk or return are illustrative and should 
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this report. This document does not purport to set out any advice, recommendation or representation on the suitability of any investment, transaction or 
product (as referred to in this document or otherwise), for potential purchasers. In receiving this report, the client is fully aware that there are risks associat-
ed with investment activities. Potential purchasers should determine for themselves the relevance of the information contained in this document and the 
decision to purchase any investment contained herein should be based on such investigation and analysis as they themselves deem necessary. Before 
entering into any transaction potential purchasers should obtain the investment offering materials, which include a description of the riks, fees and expenses 
and ensure that they fully understand the potential risks and rewards of that transaction (including, without limitation, all financial, legal, regulatory, tax and 
accounting consequences of entering into the transaction and an understanding as to how the transaction will perform under changing conditions) and that 
they independently determine that the transaction is appropriate for them given their objectives, experience, financial and operational resources and other 
relevant circumstances. Potential purchasers should consider consulting with such advisers and experts as they deem necessary to assist them in making 
these determinations.  
FAB is acting solely in the capacity of a potential arm’s-length contractual counterparty and not as a financial adviser or fiduciary in any transaction unless 
we have otherwise expressly agreed so to act in writing. FAB does not provide any accounting, tax, regulatory or legal advice. FAB is licensed by the Cen-
tral Bank of the UAE.  
London: FAB London Branch is Authorized by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited 
regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from FAB 
London branch on request. Registered in England & Wales: Company No: FC009142: VAT No: GB245 3301 91.  
Paris: FAB Paris Branch is licensed by the French Prudential Control Authority as a credit institution. FAB Paris is registered in France under the company 
number: RCS Paris B 314 939 547.  
Switzerland: This publication is for informational purposes only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or 
other specific product. Certain services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may 
not be eligible for sale to all investors. This report is for distribution only under such circumstances as may be permitted by applicable law. All information 
and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express or 
implied, is made as to its accuracy or completeness. All information and opinions as well as any prices indicated are currently as of the date of this report, 
and are subject to change without notice. The analysis contained herein is based on numerous assumptions. Different assumptions could result in material-
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First Abu Dhabi Bank PJSC and/or FAB Private Bank (Suisse) SA expressly prohibit the distribution and transfer of this document to third parties for any 
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