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The Credit Impulse Explained 

The objectives of this research paper 

In late July we wrote a research paper projecting more difficult times ahead for the 

U.S. as well as the euro zone economy (see The Credit Imp ulse). Our prediction was 

b ased on a lead ing indicator called the Credit Impulse. At the time it raised  a few 

eyeb rows, b ecause there were no ob vious signs of an economic slowd own. 

Ad mittedly, it is a relatively new and  complex leading indicator that many are not 

yet entirely comfortable with. We continue to receive many inq uiries as to what the 

cred it imp ulse really is, and  how the data should  be interpreted. This paper will 

ad d ress those issues. 

Ad d ing to that, in recent d ays, both the IMF and the ECB have warned that we will 

likely see a slowd own over the autumn and winter. Those warnings have let us to 

re-visit our p red iction from late July.  

What exactly is the credit impulse? 

Let’s b egin by defining the credit impulse again. The credit impulse is a term coined 

b y Michael Biggs, then an economist at Deutsche Bank, when in 2008 he defined it 

as the change in new credit issued as a % of GDP. He showed that, in most countries, 

p rivate sector demand (C+I) correlates very closely with the credit imp ulse and he 

argued  that the important credit variable in terms of forecasting GDP growth is the 

change in the flo w of credit, not the change in the stock of credit. When you look at 

chart 1, it is hard  to d isagree with him. It is p robably the most p recise leading 

ind icator at investors’ disposal today as far as predicting GDP growth is concerned. 

Chart 1:  Credit impulse’s impact on domestic demand in the United States 

 

Source: Deutsche Bank 
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What are the pitfalls? 

The change in the flo w of credit, rather than the change in the stock, is not the only 

d istinction readers of the credit imp ulse should be aware of. There are other pitfalls 

as well.  

The most imp ortant one is p robably p eriodicity. Many credit imp ulse charts show 

the change in cred it year-on-year, and we have also come across charts based on 

month-on-month data; however, history provid es very compelling evidence on this 

p oint. The 6-month credit imp ulse has by far the best track record in terms of being 

a lead ing ind icator of GDP growth. The logic is relatively simp le. It ob viously takes 

longer than one month for a newly issued bank loan to show up in economic activity 

and , in most cases, it takes less than a full year. 

The other major issue is what types of credit to include in the credit impulse and, in 

that resp ect, the good  news is that b ank credits provide a very good  p roxy. One 

could  argue that shad ow b anking should  b e includ ed  b ut, at least as far as 

d evelop ed markets are concerned , shad ow b anking d oesn’t account for a 

meaningful p ercentage of total lending, so it is a theoretical more than a practical 

issue.  

Of the major economies, only China has a meaningful d egree of shadow b anking, 

which is why one would need to be more careful interpreting Chinese credit impulse 

numb ers. Having said  that, there is a (part) fix. Most credit impulse stats are based 

on official lend ing figures published at regular intervals by the b anking industry. If 

one instead  uses money supply stats, one will catch shadow b anking as well. That 

creates one or two other p roblems b ut, as a p roxy, it p rovid es a fairly accurate 

p icture. 

Some would  also want to include the corporate bond market but, as bond issuance 

d oesn’t affect money supply numb ers, and it is the imp act on money sup ply that 

affects economic activity, we d on’t see any p rob lems ignoring b ond  issuance. 

The current reading 

All in all, the p icture is relatively bleak but not dramatically so. Many investors were 

very encouraged by the healthy rebound in total euro zone lending when the ECB 

p ub lished  the numb ers for the month of July (see the extreme right of chart 2). 

Chart 2:  Euro zone lending rebounded strongly in July 

 

Source:  BCA Research 
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However, when looking at recent trends in the 6-month credit imp ulse for the euro 

zone, it is ob vious that the rebound was not as convincing as what first met the eye. 

The arrow is still p ointing toward s a slowing of economic activity (chart 3).   

Chart 3:  The euro credit impulse points towards weakening in the euro zone     

 

Source:  BCA Research 

The U.S. p icture is not d ramatically d ifferent. Over there, and b ased on recent 

read ings of the 6-month cred it imp ulse, we would  continue to exp ect some 

slowd own over the next several months (chart 4). 

Chart 4:  The U.S. credit impulse is no better 

 

Source:  BCA Research 

In China, the cred it imp ulse b ased on official b ank lending numbers p aints a very 

b earish b ut, if one includ es shad ow b anking b y using money sup p ly stats, the 

p icture is altogether d ifferent, and much more positive (the chart has not been 

includ ed  in this p ap er). We therefore maintain our view that China is not likely to 

face a hard  land ing anytime soon. 
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Conclusion 

It is still p remature to say anything more exact ab out the timing or magnitude of 

the slowd own, but a (relatively) mild  cyclical recession cannot be ruled out at this 

stage. 

How will financial markets likely b e affected?  It ob viously d epends on the severity of 

the slowd own, b ut it also d epends on exp ectations. In that respect the U.S. is much 

worse off the Europ e. 2016 earnings expectation for S&P 500 companies are still 

uncomfortably high, and  a slowd own will almost certainly lead  to earnings 

d isap p ointments.   

Finally, it will d ep end on how the Fed reacts to all of this. We are increasingly convinced 

(b ut ob viously not certain) that they will sit on their hand s when they meet in about 

ten d ays. Should they do so, we don’t expect long bonds to be affected in a major way, 

as the consensus has moved in the d irection of no Fed action in Se ptember; however, 

should  they also choose to d o nothing in Decemb er, long b ond s will b enefit.   

Niels C. Jensen 

4 September 2015 
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Important Notice 

This material has been prepared by Absolute Return Partners LLP ( ARP). ARP is authorised and 

regulated by the Financial Conduct Authority in the United Kingdom. It is provided for information 

purposes, is intended for your use only and does not constitute an invitation or offer to subscribe 

for or purchase any of the products or services mentioned. The information provided is not intended 

to provide a sufficient basis on which to make an investment decision. Information and opinions 

presented in this material have been obtained or derived from sources believed by ARP to be 

reliable, but ARP makes no representation as to their accuracy or comp leteness. ARP accepts no 

liability for any loss arising from the use of this material. The results referred to in this document 

are not a guide to the future performance of ARP. The value of investments can go down as well as 

up and the implementation of the approach described does not guarantee positive performance.  

Any reference to potential asset allocation and potential returns do not represent and should not 

be interpreted as projections. 

Absolute Return Partners 

Absolute Return Partners LLP is a London based client-driven, alternative investment boutique. We 

provide independent asset management and investment advisory services globally to institutional  

investors.  

We are a company with a simple mission – delivering superior risk-adjusted returns to our clients. 

We believe that we can achieve this through a disciplined risk management approach and an 

investment process based on our open architecture platform. 

Our focus is strictly on absolute returns. We use a diversified range of both traditional and 

alternative asset classes when creating portfolios for our clients. 

We have eliminated all conflicts of interest with our transparent business model and we offer 

flexible solutions, tailored to match specific needs.  

We are authorised and regulated by the Financial Conduct Authority in the UK. 

Visit www.arpinvestments.com to learn more about us. 
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