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T 0.

Ny G bR A AR B A AR [ A 22 TRV AE D e 1] R R 5% 200 [l I 45 R
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Powell sends hawkish signal
Policy-makers scour data for signs inflation is

increasing

Darrell Delamaide!

New Federal Reserve Chair Jay Powell performed well in his debut performance
last week before Congress. He deftly evaded questions with doubletalk and moved
markets as much by his demeanour as by his words. The word he used was 'gradual’,
referring to interest rate increases, but what the market heard was 'faster".

‘While many factors shape the economic outlook, some of the headwinds the US
economy faced in previous years have turned into tailwinds,” Powell said in the Fed
chair's twice-yearly testimony. 'In particular, fiscal policy has become more stimulative,
and foreign demand for US exports is on a firmer trajectory.’

Markets began marking up Treasury yields even as he spoke. 'In gauging the

appropriate path for monetary policy over the next few years, the Federal Open Market

Committee will continue to strike a balance between avoiding an overheated economy
and bringing personal consumption expenditures price inflation to 2% on a sustained
basis," he said.

Powell referred to the personal consumption expenditures index, the Fed's
preferred measure of inflation. At 1.5%, the PCE tends to run a little lower than the
consumer price index, but data from December are showing a marginal uptick from its
summer low. However, the data showed ‘few signs of a broad-based pickup in wage
growth', according to the January minutes of the FOMC.

On employment, the 4.1% jobless rate remains near the lowest level in the last 20

years. Even broader measures of unemployment — such as the U6, which measures

1 Darrell Delamaide is a writer and editor based in Washington
RUC | 43


https://www.omfif.org/analysis/commentary/?theme=Monetary%20policy

IM] Feas

involuntary part-time employment — has returned to pre-recession levels. However, ‘a

few participants' still saw signs of labour market slack at the margins, such as the
absence of significant aggregate wage growth.

Randal Quarles, the Fed's vice-chair for supervision since October 2017, weighed
in with comments. 'The economy appears to be in a good spot right now," he said last
week at the annual National Association for Business Economics conference. He
welcomed the stimulus from President Donald Trump's tax reform and said the budget
proposals were 'likely to impart considerable momentum to growth over the next couple
of years'. However, he worried that the deficits they engendered, in addition to growing
federal debt, could push up interest rates and crowd out productive private investment.
"These effects will require attention and difficult decisions at some point," he warned.

Market consensus is hardening around the expectation that the Fed will increase
the pace of interest rate rises. Some expect it to amend its dot-plot of interest rate
projections to show four increases this year instead of the three observed in December.
Almost everyone expects the FOMC to raise rates by 25 basis points at its next meeting
on 20-21 March.

William Dudley, head of the New York Fed, weighed in on an unusual topic — the
size of the Fed's balance sheet when it is done unwinding the asset purchases it made
to counter the financial crisis. Dudley said the balance sheet would be nowhere near the
$800bn of the pre-crisis Fed, and may even be higher than the $2.9tn predicted in a

report presented by four economists at the Chicago Booth monetary policy forum,

where he made his remarks. The Fed, which has been slowly winding down its balance
sheet from a peak of $4.5tn, will want to keep a large amount of excess reserves in the
system to keep a floor on interest rates, Dudley suggested.

At the same conference Eric Rosengren, Boston Fed chief, said making further
large-scale asset purchases would remain available to the Fed. Productivity and labour
force growth are lagging, leading to low real rates, he said. The FOMC's quarterly

summary of economic projections puts the median long-run fed funds rate at just 2.8%,
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less than the Fed usually lowers nominal rates in a recession. This means asset

purchases may once again prove necessary.

RUC | 45



T] 2 h 3
FL/JRER
Research Information

=ItABRT H&RB i

ERERTIME
Ay B =k

o3 B N LI, A A B 5 I R 2R R I [ KB B (Asssociation of
Southeast Asian Nations) | 2030 =R I F S DU RZGF X, fnag—kfb a2
—NMUEIR G T EI3R UL (HTT L 0 2R IR A 22 B b B T AT PR A MR BE
DR FLE— 2P R R H A LA PR

H 1967 fF ALK, RETELT— AR AT TPtk 2007 4R W
“W =7 (blueprint) FE IS 2 LA 1ERISE R o X Ry AR B2 5 LRk (Asean
Economic Community, AEC) FUEZET). k5. #EA. HAR T ARFERE H
AL T AR E N AR BT N B T I O, K AR AT L R
(¥ H A 2020 452 T £ 2015 .

SRTM, R 2007 4FiE it i%itR1 3] 2015 4F RT3k Ak Ta BUAE 1 AR Kk
J&, AR F T B H bR i AR . PRI AR B I E TR AEC B K, ¥ 2025
TN TIE 155 AR .

DX 45k P 358 T B A IR 7 AT 2R B — A R PR, B4 % [ X S BOR BT A
—H, B RGN MATE R 2 AR R . BRI B W A T R
[ R v, HX ST FOR O TAR M STt 7 582 7 o XAE 2025 42 i
AT BIAH DS 45 RS AT Bl A0 45 153 T it A 513 M7 3. BT BRI AT
TEAT IR, AEC 5 A H AT IR 254, SR PAL g, DA IR H AR Re g i)
B

& H AR IECBUE A EE 2, I T RBEARMEMA—% 0", HHAM
FET IR TR PDIB O%, AR s 08 R 2 8] ST A R 1 28 4 o FRAR I 87K T R AE IX IR 2%
PEHI, B Z0AE [ SR AT o X HAE 0 B K R R EOA B 1) 77 T 5 1k T

VR R WRL: BRI, RGP E LR AR A B A BT & Global-is-Asian H—
T SCEE ISR RRCAS , - 2B Inse [ 57K 2 VF AT A6 KT OMFIF Commentary (2018 4F 2 /4 21 HD

IMI | 46



e | ()

2018 4% 12 4. % 255 #j
)R, TE Q4R U A B ARA P R B AR . X R B AR LR 3 AR

WM N R——ER 2. ZFRE 5. TR 38, RIS ih——E e R T
X TAE. SR, KA 2006 G i) TAEAR 55 il € (MRA) Bt iniadF,
HE P Ve e, A6 E PR A R A HEE .

H T 2 R T G R A 1 2 B TR S Ak T AN TR R 22 55 R e /KT, A B X mT RE T
A BEPRMEIAT LT EUBER. “HB— % 0P SR — 7, By
JARCE 1) O B it AN 219 it s P ES I R R A E A W 5 N8 2
IR B ZAEPATIX — AR, AR5 . BORILA AR S5 T m] e il —
SRR .

IR B XA 55 1 I S R STV RT ReA BUT R RAR  i  455 \ H ZHE Bl
IR B AEA R O 5 A A A 10 2 B B RN R o bl v 6T 51 R0 X sk T 22 5
RO 82 7 il R A 2 A DUB [ T B J o 2 5 3 T L2

TGRS R R B B — AL, B TR GE — M, A& I H AR
BRIRUNDS 2 X I AR DR — 2

RUC | 47



IM] Feas

Obstacles to integration in Asean

Variance of development hinders cohesion

National University of Singapore authors

Greater integration in the 10-country Association of Southeast Asian Nations,
which some forecasters predict will become the world's fourth largest economic region
by 2030, is an attractive proposition. But market watchers doubt the feasibility of deep
economic cohesion in Asean, which faces several obstacles to further development.

The region has made steady progress towards economic integration since its
formation in 1967. The adoption in 2007 of the Asean 'blueprint’ was the culmination
of decades of collaboration. This set out the guiding principles for establishing the
Asean Economic Community and promoting the free flow of goods, services, capital,
skilled workers and investment. Affirming the region's confidence in the blueprint,
Asean leaders brought forward the date for establishing the AEC to 2015 from 2020.

However, although a great deal was achieved between the adoption of the plan in
2007 and the establishment of the AEC in 2015, the region missed several significant
targets. This led to the creation of a new AEC blueprint, with 2025 as its deadline.

Doubts are exacerbated by internal obstacles including inconsistent
implementation of regional policies across countries and widely varying productivity,
skilled labour and economic development. While establishing the new blueprint
confirmed the commitment of member states, the documents merely provided extensive
directions for implementation. The related 'consolidated strategic action plan' alone
consisted of 153 measures and 513 action points to be executed by 2025. In the light of
limited resources and budgets, the AEC should review its institutional structure for
implementation and re-evaluate its strategies to ensure goals can be met on time.

Countries have committed to the elimination of non-tariff measures and non-tariff
barriers and are developing the Asean 'single window', which aims to expedite cargo
clearance and facilitate the electronic exchanges of documents between members.
While these commitments were spelt out regionally, the execution must be carried out

nationally. This raises problems around individual countries' legal and political
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restrictions, as illustrated by the proposed adoption of 'mutual recognition agreements'.

These are intended to allow practitioners of eight professions — medicine, dentistry,
architecture, engineering, nursing, tourism and accountancy — to work in other Asean
states. However, only the MRA for engineering services, adopted in 2005, is
operational. The others are still being discussed and are subject to approval from
domestic customs and legal regulations.

Since the countries that comprise the AEC are at varying levels of economic
development, some may not have the resources to implement policies for seamless
economic integration. The 'single window' platform raises one such example, as only
Singapore, Malaysia, Indonesia and Thailand are using electronic certificates of origin.
Less-developed Asean countries may face challenges in terms of funding,
technological infrastructure and legal frameworks to execute this arrangement.

The bloc's traditional method of consensus decision-making may help to resolve
these issues. Leaders must likewise promote Asean's role as a major economic force in
negotiations with partners. The China-led Regional Comprehensive Economic
Partnership is an opportunity for Asean member states to negotiate beneficial terms and
display their economic leadership to the world.

A united approach that aligns individual countries’ goals, resources and
commitments to the region will be essential to overcoming obstacles and deepening

economic integration in Asean.
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