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Fed focus on jobs implies significant 
inflation overshoot

REUTERS, London

The US Federal Reserves determination to 
stimulate the economy  through low interest 
rates and bond buying until employment 
returns to  pre-epidemic levels will likely raise 
commodity prices significantly in  the interim.

Production and employment have fallen 
much further  below their long-term trends than 
prices, as a result of the epidemic,  and before 
that the trade wars with China and other trading 
partners in  2018/19.

If the central bank is determined to stimulate 
the  economy until the production and 
employment gaps have been closed fully,  it 
will have to accept a significant overshooting in 
prices compared to  trend.

By targeting parts of the economy that exhibit 
the most  cyclical slack, the central bank must 
accept that other parts of the  economy with 
far less slack will exhibit significant frictional  
inflation.

Top officials calculate these price signals will 
be  temporary and will not become embedded 
into corporate and household  expectations and 
price- and wage-setting behaviour.

If they are  correct, wages will experience 
a one-off fall in real terms. If not,  embedded 
inflation will require more contractionary 
monetary and fiscal  policies in future to stop 
overheating and bring prices back to target.

Estimating  the amount of cyclical slack 
in the economy as a result of the  epidemic, 
lockdowns, trade wars and the general business 
cycle downturn,  is more of an art than a science.

Estimates depend on identifying  a point in 
the past when the economy was at full capacity 
utilisation  and employment, an underlying 
trend growth rate, and then projecting  output, 
employment and prices forward.

The National Bureau of  Economic Researchs 
Business Cycle Dating Committee estimates the 
last  cycle peaked in February 2020, immediately 
before the first wave of  coronavirus infections 
hit.

Manufacturing output peaked more than 
a  year earlier in December 2018, after which 
the economy started to be  hit by the impact of 
conflicts with major trading partners and a rise 
in  policy uncertainty.

Sometime from December 2018 to February 
2020  is therefore most likely to correspond to 
full employment and capacity  utilisation when 
the unemployment rate was around 3 per cent 
and the  utilisation rate was 75-78 per cent.

In the five years prior to  December 2018, 
manufacturing output increased at an average 
annual rate  of 1.2 per cent, while the number 
of nonfarm jobs increased by around  1.8 per 
cent per year.

By December 2019, production had already  
fallen 2 per cent below its previous trend, as 

a result of the trade  wars, and the deficit had 
widened to 22 per cent at the height of the  first 
wave of the epidemic and lockdowns in April 
2020.

Since then  manufacturing output has 
rebounded as a result of fiscal and monetary  
stimulus, as well as the re-opening of much of 
the economy, and is now  just 5 per cent below 
its 2014-2018 trend.

In the labour market,  nonfarm employment 
is currently 7 per cent below the 2014-2018 
trend,  with the deficit slightly worse in services 
(-7 per cent) and  construction (-7 per cent) and 
narrower in manufacturing (-6 per cent).

The  loss of employment compared with the 
previous trend is equivalent to 9  million jobs 
in services, 800,000 jobs in manufacturing and 
600,000 jobs  in construction.

Overall, therefore, output and employment 
are  about 5-7 per cent below their pre-epidemic 
trend and probable potential  level, which is the 
best measure of the gap the Fed is trying to close.

By  contrast, downward pressure on prices has 
been more modest. The  personal consumption 
expenditures price index for all items other than  
food and energy is less than 1 per cent below its 
level in December 2018  projected forward at the 
Feds target increase of 2 per cent per year.

On  the pricing side, the negative deviation 
from trend is likely to be  closed within the next 
3-6 months between July and October.

Negative  deviations in production and 
employment are likely to take much longer  to 
close, depending on relaxation of coronavirus 
controls and the speed  of the business 
expansion.

The Feds dilemma is that it has only  one 
instrument (really a suite of inter-related 

instruments including  short-term interest rates 
and portfolio adjustments).

With one  instrument, it can only have one 
primary target, a point made by the  Dutch 
economist Jan Tinbergen, and known as the 
Tinbergen rule.

So  the Fed must choose between targeting the 
negative  production-employment gap, which 
implies a longer period of stimulus, or  the price 
gap, which implies a far shorter one.

The Feds public  explanations of its strategy, 
articulated in press statements and  speeches by 
policymakers, tend to make confusing remarks 
about both the  production-employment and 
price gaps.

Top officials talk about the  need for prices to 
catch up after a period of below-target increases,  
though the target level is unstated, and the 
evidence for prices being  significantly below 
trend is limited.

By contrast, Fed actions  show it is primarily 
focused on closing the production-employment 
gap,  and prepared to tolerate a degree of 
overshooting on prices in the  meantime.

In reality, the central bank has no choice, 
given its  limited range of policy instruments 
and the different degrees of slack  in different 
parts of the economy.

But prolonged stimulus through  2021 
and into 2022 will ensure the manufacturing 
supply chain (including  raw materials, freight 
transportation, warehousing and distribution) is  
stretched taut for at least the next 12-18 months.

Prices for raw  materials, transportation and 
manufactured items will therefore move  above 
long-term trend levels earlier than usual in 
this business cycle  as the Fed tries to mop up 
remaining pockets of unemployment.
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The Federal Reserve building is pictured in Washington, DC.

Payra channel dredging 
to cost over Tk 5,600cr
FROM PAGE B1

The committee also approved setting up a 400-megawatt 
power plant at Raozan of Chattogram at a cost of Tk 
1,796.72 crore. The work was awarded to Sepco-III Electric 
Power Construction Co, China. 

The production cost was fixed at Tk 1.38 per kilo watt, 
informed Akhter. The committee also approved importing 
12.80 lakh tonnes of urea fertiliser in total from Qatar, 
Saudi Arabia and the United Arab Emirates.

Following the meeting, the finance minister at a virtual 
briefing said every macroeconomic fundamental of the 
country was currently on an upward trend.

The inflation rate remained constant at 5.47 per cent, 
export stood at $32.1 billion as of April with 8.7 per cent 
growth even amidst the pandemic and remittance inflow 
reached $22 billion in the first 11 months, he said.

Mentioning that the country’s foreign exchange reserve 
would reach $45 billion by this month while it was $36 in 
June last year, he hoped for the figure to turn $50 billion 
next year. Non-performing loans in the banking sector came 
down to a great extent, to 7.66 per cent of total loans against 
9.16 per cent in June last year, said the minister, adding that 
the interest rate has also reduced to 7.4 per cent.  

Pharmas rake in 
higher profits
FROM PAGE B1

Elaborating, he said administrative costs fell during the 
period. “Due to the pandemic, our communication cost 
declined along with promotional expenditure,” he added. 

Md Jubayer Alam, company secretary of Renata, echoed 
the same, saying higher profits mainly came from lower 
marketing costs. Renata’s profits rose to Tk 363 crore 
this year, whereas it was Tk 305 crore last year. This year 
company representatives went on fewer visits to meet 
doctors, so the marketing costs were also lower, he said.

However, sales growth of the drug maker was relatively 
lower compared to previous years, Jubayer Alam said, 
adding that most of companies’ sales growth was 5 to 6 per 
cent this year which was much higher a year earlier.

“This is because many doctors refrained from private 
practices due to the contagion, and people were reluctant 
to go to clinics and hospitals for treatment.”

The export slowed a little bit this year, but it will surge 
in the coming months as the second wave of the pandemic 
is easing out, he hoped.

Responding to a question, Alam said Renata did not 
raise the price of the medicines during the pandemic.

“From a stock market viewpoint, pharmaceuticals were 
a preferable sector for institutional investors,” said Mir 
Ariful Islam, head of research and portfolio management 
of Prime Finance Asset Management Company.

“Medicines are a necessary product, so it was expected 
that they would fare better in any situation.”

Though sales were low for most for many reasons, the 
sector generated the highest hopes. Institutional investors 
believe that the sector would be able to sustain its 
performance even if the market took a plunge, he added.

Among the listed drug makers and chemical companies, 
Renata closed 0.01 per cent higher on the Dhaka Stock 
Exchange yesterday.  

Square Pharmaceuticals declined 0.23 per cent, 
Beximco Pharmaceuticals dropped 2.63 per cent, Ibn Sina 
Pharmaceutical was down 1.27 per cent, Acme Laboratories 
shed 0.98 per cent, Beacon slipped 0.71 per cent, and 
Reckitt Benckiser went down 0.15 per cent.   

Asia snubs IEA’s call to stop 
new fossil fuel investments
REUTERS, Melbourne

Asian energy officials on Wednesday 
disputed the International Energy Agency’s 
(IEA) call for no new oil, natural gas and 
coal investments for the world to be able to 
reach net-zero carbon emissions by 2050, 
viewing that approach as too narrow.

The IEA, which has previously 
championed the oil and gas industry, this 
week outlined a path to net-zero emissions 
that suggested stopping new investments in 
oil, gas and coal supply, retiring coal-fired 
plants in advanced economies by 2030, and 
banning sales of new internal combustion 
engine cars by 2035.

Energy companies in Australia, the 
biggest carbon emitter per capita among 
the world’s richest nations, and officials 
in Japan and the Philippines said there 
were many ways to get to net zero, even 
as the IEA said its pathway was  “the most 
technically feasible, cost-effective and 
socially acceptable”.

Akihisa Matsuda, the deputy director 
of international affairs at Japan’s Ministry 
of Economy, Trade and Industry (METI), 
said the government has no plans to 
immediately stop oil, gas and coal 
investments.

“The report provides one suggestion as 
to how the world can reduce greenhouse 
gas emissions to net zero by 2050, but it 
is not necessarily in line with the Japanese 
government’s policy,” he said.

“Japan needs to protect its energy security 
including a stable supply of electricity, so we 
will balance this with our goal of becoming 
carbon neutral by 2050.”  Japan was the 

region’s third-largest carbon emitter in 2019, 
after China and India, according to the BP 
Statistical Review of Energy.

Australia’s top oil and gas industry and 
mining lobby groups said there was  “no 
one size fits all” for decarbonisation.

“The IEA report doesn’t take into 
account future negative emission 
technologies and offsets from outside 
the energy sector -- two things that are 
likely to happen and will allow vital 
and necessary future development of oil 
and gas fields,” Australian Petroleum 
Production and Exploration Association 
Chief Executive Andrew McConville said.

Australia’s top independent gas 
producer, Woodside Petroleum , said it still 
aims to make a final investment decision 
for an $11 billion investment to develop a 
new gas field off Western Australia in late 
2021. “For its part, Woodside is working 
with its customers, all of whom are in 
countries that have committed to net 
zero, to ensure we can supply them with 
the energy they are seeking in order to 
achieve their decarbonisation pathways,” a 
Woodside spokeswoman said.

Australia on Wednesday committed 
A$600 million ($467 million) in taxpayer 
funds to build a new gas-fired power 
station to back up wind and solar power, 
which Energy Minister Angus Taylor said 
was a pragmatic move.

In the Philippines, where coal is set to be 
the dominant power source for years even 
after a ban on new coal plant proposals, 
Energy Secretary Alfonso Cusi said the 
energy transition should be  “fuel and 
technology-neutral”.
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A coal-fired heating complex is seen behind the ground covered by snow in Harbin. 

UK’s Johnson announces urban renewal 
plans after promise to “level up”
REUTERS, London

British Prime Minister Boris Johnson on 
Wednesday announced a series of urban 
renewal projects worth 830 million pounds 
($1.2 billion) in towns and cities away from 
London as part of his promise to  “level up” 
the country’s economy.

Johnson, who won a 2019 election 
thanks largely to voters in struggling 
regions of England and is facing pressure 
from nationalists in Scotland and Northern 
Ireland, also said more than 3,000 interior 
and business ministry jobs would move 
to Stoke-on-Trent in central England, 
Edinburgh and Belfast by 2025.


