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ECONOMIST POINT OF VIEW 

Central banks have been losing the

fight against capital markets. Today

they have become forced to act in

line with capital market expectations.

Patrick Artus

Chief economist and member of 

the executive committee of Natixis

On zero interest rates…

Central banks have been losing the fight against capital markets. 

Today they have become forced to act in line with capital market 

expectations. Neither Powell nor Draghi have told capital markets 

that they will not necessarily act in a way that is expected.

On persistently low inflation…

I have been looking into the Neo-Fisher Effect, which suggests that 

what drives inflation is in fact long run nominal rates. So low nominal 

rates over time cause low inflation. If you believe this theory to be 

credible, then the suggestion is that central banks are, in fact, 

causing low inflation and thus making the world more pessimistic. 

Though, of course, I don’t think the ECB would appreciate such a 

label.  

Robert Shiller

Professor of Economics at Yale 

University

In search of the next economic narrative

On zero interest rates…

When interest rates are at zero this is usually a sign of secular 

stagnation, as illustrated by Japan’s lost decade in the 90s. We may 

be about to repeat history, with zero interest rates representing an 

act of desperation. And negative interest rates… well that’s even 

worse.

On persistently low inflation…

Japan’s history supports the Neo-Fisher Effect, but there are others 

that come and go. What strikes me is that people are no longer 

focussed on inflation. It used to be that people feared inflation as 

one of the biggest problems facing the world. Now they’re more 

worried about immigration than inflation.

In a 2018 article printed in the Washington Post, economist Jared Bernstein proclaimed “Expansions don’t die of old age: They’re murdered by 

bubbles, central bank mistakes or some unforeseen shock to the economy’s supply and/or demand side”. While the global economy is still in 

reasonable health and the US is enjoying its longest interrupted stretch of expansion for over 100 years, there are some potential threats on 

the horizon. For the second year in a row, Natixis Investment Managers, Ossiam and Barclays Investment Bank gathered two economic titans, 

one American and one European, to discuss the potential catalyst of the next downturn. This debate was moderated by Esty Dwek, Head of 

Global Market Strategy, Dynamic Solutions. 

The suggestion that an inversion of 

the yield curve is a leading indicator 

of recession could well be somewhat 

of a self-fulfilling prophecy.

On the true impact of trade tariffs… 

In my recent book titled “Narrative 

Economics: How stories go viral and drive 

major economic events” I did some research 

on tariffs in the Great Depression which 

didn’t, in fact, make it into the book. I found 

reports suggesting the implementation of the 

Smoot-Hawley Tariff Act caused a trade war, 

that put further strain on the international 

economy during Great Depression. 

The changing way that the labour markets 

operate are also a cause of low inflation. 

Year-on-year wage inflation today is around 

1%, while core inflation is at 1.6%. This 

means that just 0.6% is coming from 

everything else, including the impact of trade 

tariffs. If you look back in history, at similar 

points in the cycle wage inflation is typically 

4-5%. There has been a significant decline in 

the bargaining power of labour. 

It used to be that people feared 

inflation as one of the biggest 

problems facing the world. Now 

they’re more worried about 

immigration that inflation.

On the true impact of trade tariffs… 

If people begin to believe that continued trade disputes will impact 

growth, they will. Recent academic studies have found that the 

current impact of trade tariffs is equivalent to 0.1% of global GDP, 

versus predictions of as much as 0.8% by some economists. If 

these predictions are true, the suggestion is that the difference 

between these two figures is due to the associated panic or worry.

In reality, international trade was so negligible at that time that it 

couldn’t have had a material impact, but nevertheless the 

narrative stuck. 

On the predictive power of an inverted yield curve…

The suggestion that an inversion of the yield curve is a leading 

indicator of recession could well be somewhat of a self-fulfilling 

prophecy. 
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China is moving from a manufacturing economy to a service 

economy and growth in services typically requires much less 

investment than growth in manufacturing. The only component of 

Chinese GDP that is growing is services. This shift is likely to have a 

much bigger impact on Global GDP than trade tariffs.

On the predictive power of an inverted yield curve…

Often it’s the timing that’s important. There was a yield curve 

inversion in 2004 and a recession in 2007, but does this therefore 

make it a leading indicator of recession? The San Francisco Fed 

has done some work on this to show that when the yield curve is 

flat, the term premium disappears and as a result the yield curve is 

no longer a leading indicator of growth. 

The economy changes because people’s thinking changes. If you 

look back over a century ago, yield curve inversions were not 

considered to be a leading indicator and in most cases were barely 

reported. But people like apocryphal stories. So could the recent 

yield-curve inversion lead to a recession? Yes, I think it could. 

On the catalyst for the next recession…

The Philadelphia Fed have done some research to show that 

economists are pretty good at making predictions over three to six 

months. But as you get beyond a year the accuracy of predictions 

rapidly deteriorates. It’s somewhat embarrassing as an economist to 

hear that we struggle to predict such critical events as a recessions 

significantly ahead of time but, then again, there is a deep 

psychological component to recessions and crashes. 

On the catalyst for the next recession…

Social mobility is an important concept. Or rather, the perception 

of it is. If people perceive social mobility to be high, they tend to 

be much more accepting of inequality. In the US the perception 

is that social mobility is high, yet in reality it’s actually relatively 

low. In France it is the reverse, which is somewhat ironic when 

you contrast the American Dream with the Gilets Jaunes. 

There will at least be no debt driven recession with rates at zero. 

When interest rates are at zero, everyone is solvent. There 

could however be a global economic slowdown led by China, 

which is growing at 4% today versus 8% historically. 

What we need to do is look for something that will make inflation 

re-appear and for that I have been looking closely at the political 

programs of the opposing candidates in the 2020 US 

presidential elections. Policies like the doubling of the minimum 

wage or the introduction of punitive taxes on US shale gas are 

the types of policies that could make the election a potential 

recession catalyst. Elsewhere, any political shock that 

specifically impacts the OECD labour market policy could 

equally lead to recession.   

<ENDS>

This debate took place in Paris on 10th September 2019

If you look at the DotCom Bubble, or rather the “Millennium 

Bubble” as it was much more than just DotCom stocks, the 

Cyclically-Adjusted Price-Earnings (CAPE) Ratios don’t 

necessarily reflect bubble like behaviour today. Neither do house 

price ratios for that matter. In the previous recession, the new 

narrative was about ‘flipping’ houses. I would have taxi drivers 

give me advice on real estate markets, without knowing who I 

was in the back of the cab. I can’t yet identify the narrative today 

that will cause the next recession.   

<ENDS>

What we need to do is look for something that will 

make inflation re-appear and for that I have been 

looking closely at the political programs of the 

opposing candidates in the 2020 US presidential 

elections. Policies like the doubling of the minimum 

wage or the introduction of punitive taxes on US shale 

gas are the types of policies that could make the 

election a potential recession catalyst.

If you look at the US is today, 

Trump is an astute studier of 

public opinion and has 

peddled the American Dream 

with the charisma of a 

motivational speaker. This 

narrative is 50 years old but 

has been so strong in driving 

the US economy. The next 

recession might well come 

when the next narrative takes 

hold.  

But can we go as far as 

saying a flat or inverted yield 

curve is bad for growth? In 

Europe, yes I believe we can. 

A flat yield curve often causes 

banks to move away from the 

traditional business of lending 

and into other peripheral 

activities such as asset 

management. The result of 

this often means less loan 

origination which potentially 

means less growth.
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In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices 

listed below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the 

Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 

115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of 

Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset 

Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis 

Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz

Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, 

Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: 

Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). 

Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. 

Serrano n°90, 6th Floor, 28006, Madrid, Spain. 

In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the 

Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited 

company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered 

office: 43 avenue Pierre Mendès France, 75013 Paris.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux 

Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich. 

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK

Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter

Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described

as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment

professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at

professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial

services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is

intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to

be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial

Services Authority or insurers authorised under section 8 of the Insurance Act 2008.

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) 

which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient 

financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients 

or Market Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Office 

603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. 

In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local 

Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business 

and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, 

Roppongi, Minato-ku, Tokyo. 

In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities 

Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 

34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE 

No. 024, Tel. +886 2 8789 2788.

In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and 

institutional investors for informational purposes only.  Natixis Investment Managers  Singapore is a division of Ostrum Asset 

Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers 

Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional 

investors only. 
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In Latin America: Provided by Natixis Investment Managers S.A.
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In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities 
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not registered with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, 

services or investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. 
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represent a public offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by
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registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made 
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