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Current inflation levels are very low

Annual Growth in the Consumer Price Index (CPI)

Sources: Bureau of Labor Statistics, SEI
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Monthly Data 12/31/1965 - 7/31/2009 

(DS29369x03)  

Shaded areas represent National Bureau  
of Economic Research recessions 
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Large deficit spending 

Source:  Ned Davis Research

Budget Deficit

Budget Surplus

(12-Month Total – Billions of Dollars)

Shaded areas represent National Bureau 

of Economic Research recessions

7/31/2009 = -1333.1

Federal Government Budget
Monthly data 12/31/1965 – 7/31/2009
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Monthly Data 12/31/1965 - 7/31/2009 

(DS29369x04)  

Shaded areas represent National Bureau  
of Economic Research recessions 

7/31/2009 = -9.4% 
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Aggressive monetary stimulus

Source: Federal Reserve
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Aggressive monetary stimulus

Source:  Federal Reserve

Monetary Base
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Inflationary pressures with no inflation??

• Inflationary pressure

– Massive deficit spending

– Extraordinary injection of money into the financial system

• Our view: Inflation is not a near term threat

– 3 reasons
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Reason #1

Significant slack in the economy

Unemployment Rate

Sources: Bureau of Labor Statistics, Federal Reserve, SEI
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Reason #1

Significant slack in the economy

Annual Growth in the Employment Cost Index

Sources: Bureau of Labor Statistics, SEI
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Monthly Data 1/31/1967 - 7/31/2009 (Log Scale)

(DS29369x01)  

7/31/2009 = 68.5% 

Shaded areas represent National Bureau  
of Economic Research recessions 68.45 
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Reason #1

Significant slack in the economy

Source:  Ned Davis Research

Shaded areas represent National Bureau 

of Economic Research recessions

7/31/2009 = 68.5%

Monthly Data 1/31/1967 – 7/31/2009 (Log Scale)
Capacity Utilization



11

Reason #2

Excess liquidity is not being used to increase economic activity

Q u a r t e r ly  D a t a  3 / 3 1 / 1 9 5 9  -  6 / 3 0 / 2 0 0 9

( E 0 5 2 1 ) 

6 / 3 0 / 2 0 0 9  =  1 . 7 0 xM 2  Ve lo c it y  ( G DP / M 2 )
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M 2 & M 1 M oney Supply Velocit ies

Source:  Ned Davis Research

M1 Velocity (GDP/M1)

M1 measures money supply.  It 

includes currency and circulation, 

checking account balances, and other 

money that can be spent readily.

M2 Velocity (GDP/M2)

M2 includes M1 plus savings 

accounts, CDs, money market 

accounts, and other time deposits.

M2 & M1 Money Supply Velocities --

are important to track because an increase 

in money supply should make more money 

available for economic activity, such as 

lending and borrowing.

Quarterly Data 3/31/1959 – 6/30/2009 

6/30/2009 = 1.70x

6/30/2009 = 8.77x
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Quarterly Data 12/31/1922 - 3/31/2009 

(E501A)   
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3/31/2009 Debt = $52.904 Trillion

3/31/2009 GDP = $14.090 Trillion
= 375.5%

Annual interpolated GDP (including estimates prior to 1929) used prior to 1946. 

Domestic Nonfinancial Debt used prior to 1946. As of December, 1946 

Domestic Nonfinancial Debt represented 99.4% of Total Credit Market Debt. 

1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Total Credit Market Debt as a % of GDP
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Reason #2

Excess liquidity is not being used to increase economic activity

Source:  Ned Davis Research

Annual interpolated GDP (including estimates prior to 1929) used prior to 1946. Domestic Nonfinancial Debt used 

prior to 1946. Domestic Nonfinancial Debt represented 99.4% of Total Credit Market Debt.

3/31/2009  Debt  =   $52,904 Trillion

3/31/2009  GDP  =   $14,090 Trillion
= 375.5%

Total Credit Market Debt as a % of GDP Quarterly Data 12/31/1922 – 3/31/2009
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Reason #2

Excess liquidity is not being used to increase economic activity

Weekly Data 7/13/1973 - 8/21/2009 (Log Scale) 

(S965)  

S&P 500 Gain/Annum When: 

26-Week Momentum %Gain/ % 

of C&I Loans: Annum of Time

Above Smoothing 3.4 52.7

* Below Smoothing 13.7 47.3
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Reason #3

Temporary fiscal stimulus should not be inflationary

Gross Financial Liabilities as a % of GDP in 2007

Sources: OECD, SEI
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Summary and outlook

• Inflation should not be a near term threat (next 1-2 years)

• High unemployment and record low capacity utilization dampen price pressures 

in the economy

• Massive fiscal and monetary stimulus is normally inflationary

– Stimulus is offsetting the deflationary effects of deleveraging as the credit bubble bursts

• Stimulus will have to be withdrawn in a timely manner

– Too soon and we risk the economy rolling over into recession

– Too late and inflation becomes a reality
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Disclosure

This material represents an assessment of the market environment at a specific point in time 

and is not intended to be a forecast of future events, or a guarantee of future results. This 

information should not be relied upon by the reader as research or investment advice 

regarding the Funds or any stock in particular, nor should it be construed as a 

recommendation to purchase or sell a security, including futures contracts.

Information provided by SEI Investments Management Corp, a wholly-owned subsidiary of 

SEI Investments Company.

There are risks involved with investing, including loss of principal.  Narrowly focused 

investments and smaller companies typically exhibit higher volatility.  Diversification may not 

protect against market risk.  

Past performance does not guarantee future results   Index returns are for illustrative 

purposes only and do not represent actual portfolio performance.  Index returns do not reflect 

any management fees, transaction costs or expenses. One cannot invest directly in an index.


