1, 2015

GULF E TIMES

BUSINESS

BANKING ON KNOWLEDGE

The dilemma faced by Federal Reserve

Thee Cendral bankers from sround

e globe gathened in Jsckson Haole,
Wyoming, over tha last weakend for

i Earkad City Federal Boserse Bank's
SN BCOnNCEmIC SYTposiam This year's
syImipes lum boplc was ‘Tnflathon Dymamics
anud Manatary Pocy’,

Fodicraireg tha glodal financial orisis and
Greal Receasion, Inflalion has behaved une
ExpaCiedhy I marry Svanced Soonomiss,
iin thee LS, the 12 months through July, the
CP eciged up (L% and is still below tha
Larget of 2%,

The UK Inflaticn rale tuméd podithe
i Jaihye withs the Cormsusmen Price Inchi
measure unchanged at 0% y-o-y from
June's (rG. The inflation rate could sl
bk pgain, partly due 10 Ehe drop in the
price of oll, which Is already well below
e Bank ol England™s 1arget of arcund %

I e whobe of (e Eurcpéan Unlon
{ELLY, thi yeas-on-year Inflaticn rade was
OF% Im Suby 2005 and s bedow Bhe medi-
urm-benm anget of year-can-year inflation

of Chosa o 3% Consumer prices in Japan
Fode CL4% yvear-an-year bn June of 2018,
witich 5 Balow Infladion tanget of 256,

Advanced economies have faced
inflation rales running below Largets
Sespite aggresshve monelary aolsomn,
ared Thid Irternational dimensions of
Indlation &g of inonedsing Imporisnce,
These chservations make policymakers
muesiion b whal exter] the relationship
etwaben inflateon and monetary policy
has changed.

T alfier Taciors which s challeng:
ing the Feds infiatien Porecast, Inchidirg
the deching inoodl prices and the rising
vl o tha U5 dodlar against olber
currencies. The inflabtion process hias not
Daen responding 8% much ad mary hinee
expected to i Opchy of Ehe soonomy,
Hence Fed could b o lte moee uncertsn
#hoail herecasting inflation.

Imflation im the present i dribven
irnpartantly by U Expactathons that

Bousehnolds and businesses ired for
Inflaticn in the fuhune, When expectations
are anchanad, Lhey belleve, inflation will
remain stabhe,

If expactations shift up or down,
Bctial inflatlon could fofaw. Mere also,
the Fed is getling mixed sigreads with low
yledds on gonvernment bonds, suggest:
Ineg insestors expact wry low Bflaton
watll inta the future. Howsver, survweys
of households and Businetsed, on the
oibwr hand, have been stable since the
crisls,

Last vk, Federal Ressree Vice
Chalrman Standey Flscher said it was stll
Lol emrly 0o el iF ahe recent wolatility
in equitles has made a September rabe
fike mone or leds campelling, indicat-

i Rt Uha 1Tt coukd sTill Rappen in
Leplember. He, along with other Fod
cfficials, scknowledged that the ghabal
equiibes sall-oif ihat began recenily
wiould infleence the timing of a rate

"“"/IBanker‘s Take

e, wlch umlil ondy a ooupe ol weeks
ag0. seemed increasingly Boaly Do soour
in Seplember,

LIS stocks sBppesd on last Friday after
CorrursEnts Troim Faderal Resanss Vice-
Chairman Stnkey Fischer appoeared to
Slaggest an inbenest rate i Sepbember
remained a possbiftye The Yields worg
wolalde darlier LSl Friciy, with berch-
mark H-year Treasury wislds boumeing 1o
Z2185% after Fischer’s commeents to noar
thir sessdon high, after faling as low as
2UT%. The 10 vear yield ended [ast weok
o 21B06%

Gald and Sk prices soltened aller
cosmirments from Fisheer and encled last
weeek al FLIZ360M0un0e and $14 5% ounce
respectivedy, The Dollar index had sunged
after oomments lrom Fisher and ended al
SHI06 1 s mainly weakened a5ansS
g aind pound,

AL Lachson Hole meeling hawks on he
Fed expreswed eagerness 1o raise inferest

rales for the Nrst Hime sinoe Ehe Greal
Recession. They sald madkel volakifty

a5 a0 Inpvilabhe Byproduct of the sagy
palicy slance sinoe 2008, Om Ehe clher
rard, chowres ol thie Fad think the market
volatiity s a sign that infation s going 1o
isridaic bovey arsd ihene B o reason ba muth

inand increase

The Fed's policy commiiios Goes
ol Bl Lo o Ehghit i L milckdle of &
global Bnanclal storm, the storm that ks
aoiurring row and, ot least as of now, it ls
expechid 1o selthe down Dy e Seplen:
beer meeting.

The abarve Eaclods Incicate Ihat Ehe
st Pveainecl-a-hal waspics will B crithcal
fiar e Fad a5 well as foc global markets,
O thi winohe, Fod will Tace csmima on
acoount of inflation expectations set by its
pealicy amd pesent FRarket solatiliy.
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