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WASHINGTON: After the riskiest move of
her career, US Federal Reserve Chair Janet
Yellen has committed to a balancing act to
keep her promise of gradual future interest
rate increases.

The slight quarter-point increase decid-
ed Wednesday that ended seven years of
the near-zero benchmark federal funds rate
had been telegraphed well in advance by
the US central bank and was met with equa-
nimity by the markets. But the question that
now haunts financial players is “how far,
how fast” rates will rise, said economist
Edwin Truman at the Peterson Institute for
International Economics.

“‘Gradual’ is now the key word for Fed
statements going forward,” said his col-
league Angel Ubide, who sees the pace at
100 basis points a year, which would bring
the range of the Fed funds rate to 1.25-1.50
percent by the end of 2016. 

A number of analysts see the next Fed
hike in March. In its statement, the policy-
setting Federal Open Market Committee
(FOMC) emphasized several times that the
trajectory of rate rises from the historic low
would be “gradual” and dependent on eco-
nomic data, while officials would continue
to monitor tepid inflation and take into

account “domestic and international devel-
opments.”

For the Fed, the policy path is narrow.
Lifting rates too rapidly risks undermining
the slow, moderate economic recovery from
the Great Recession.  Allowing them to lan-
guish at lows could spark a surge in inflation
that could force the central bank to act

aggressively. In its latest projections, the Fed
estimated the world’s largest economy
would grow 2.1 percent this year, slowing
from a 2.4 percent expansion in 2014.

“What we would like to avoid is a situa-
tion where we have waited so long that we
are forced to tighten policy abruptly, which
risks aborting what I would like to see as a

very long-running and sustainable expan-
sion,” Yellen said in a post-meeting news
conference.

Inflation currently is at a weak 0.2 per-
cent annual rate, weighed down by falling
oil prices and a stronger dollar that makes
US imports less expensive.  The Fed has
insisted it remains confident that inflation
will move towards its 2.0 percent objective.

Room to move 
By exiting the zero-bound rate policy,

the Fed is giving itself room to move. If the
economy slows, it can lower rates again.

“One shouldn’t lose sight of the fact that
the FOMC didn’t raise rates on Wednesday
so much out of economic growth necessity
as it did for its own peace of mind,” said
Patrick O’Hare at Briefing.com. “Dovish” or
“hawkish,” the future path of rates is the
object of multiple interpretations.

Take the FOMC’s famous chart known as
the “dot plot,” which showed the median
estimate for rates at the end of 2016 at 1.4
percent. That would seem to indicate a not-
so-slow pace of nearly five quarter-point
increases in the next year. But the chart also
showed that, compared with the dots in
September, the arc of hikes is lower. — AFP

MOSCOW: Ukrainian Prime Minister Arseniy
Yatsenyuk said yesterday that his country
won’t repay a $3 billion debt owed to Russia
by this weekend after Moscow’s refusal to
accept repayment terms already offered to
other international creditors.

The “moratorium” on outstanding debt
repayments to Russia effectively means that
Ukraine is defaulting on a $3 billion debt
due tomorrow and could jeopardize crucial
loans that Ukraine has been receiving from
a $17.5 billion bailout deal with the
International Monetary Fund.

It’s the latest spat between the two
neighbors following a run of gas supply dis-
putes, Russia’s annexation of the Crimean
peninsula and support for separatists in
eastern Ukraine.

“After Russia refused to accept our offer
despite our attempts to reach a restructur-
ing deal, the government is imposing a
moratorium on the repayment of the $3 bil-
lion debt to Russia,” Yatsenyuk said at a tele-
vised government session. “We are ready
for court proceedings with Russia.”

He did not indicate when Ukraine would
be ready to repay the debt. Moscow has
previously said it will take Ukraine to court if
it fails to pay on time. Alongside the sover-
eign debt, the government has decided to
put on hold the repayment of a combined
debt of $507 million that two Ukrainian
state-owned enterprises owe to Russian
banks.

It is unclear at this point how Ukraine’s
imminent default will affect the four-year
IMF bailout as the Fund recently said it can
continue to lend to countries behind with
debt payments as long as the country is try-
ing “in good faith” to reach a deal.

Still, William Jackson, a senior emerging
markets economist at London-based

Capital Economists consultancy, said yester-
day’s announcement “does feed into broad-
er concerns that the country’s IMF program
is now at risk.”

He said the IMF’s recent concerns about
the Ukrainian parliament’s decision to reject
a proposed budget for the next year and a
new tax code could indicate a “growing risk
that the country’s bailout could be put on
hold.”

Ukraine’s economy has struggled over
the past few years and the country has
negotiated repayment terms with creditors,

but not with Russia. In November, Russian
President Vladimir Putin proposed a debt
restructuring, saying Moscow would be will-
ing to agree to payments of $1 billion a year
between 2016 and 2018.

Ukraine turned down the offer, saying it
cannot legally offer Russia a better deal
than the one it has negotiated with other
debt holders. That deal has seen countries
accept a 20 percent write-down of their
Ukrainian bond holdings, a move which has
cut Ukraine’s sovereign debt from $19 bil-
lion to $15.5 billion. — AP

S Africa postpones special
cabinet session on economy

JOHANNESBURG: South African President Jacob Zuma post-
poned a special cabinet meeting yesterday to discuss the strug-
gling economy, saying the discussion will now take place next
month. The meeting had been due to discuss the impact of the
“global economic crisis” on the domestic economy and a growth
plan Zuma presented in a State of the Nation address earlier in the
year.

“The Special Cabinet meeting on the economy that was sched-
uled to take place today, 18 December 2015, in Pretoria has been
postponed to take place after recess next month,” a Presidency
statement said. South African financial markets took a big hit this
month when Zuma unexpectedly axed Nhlanhla Nene as finance
minister, replacing him with a former mayor with no central gov-
ernment experience. The decision triggered a 9 percent slide in the
rand and a major sell-off in the stock and bond market before
Zuma backtracked to bring former finance minister Pravin
Gordhan back to his old job.

The sacking of Nene, who was keen to rein in state spending in
Africa’s most industrialised economy, followed a credit downgrade
from Fitch and was proceeded by Moody’s cutting its outlook to
“negative”, citing increasing political pressures.

Next year’s meeting will be closely watched to see if Gordhan
can deliver on his promise to maintain a tight cap on spending and
curb debt against a backdrop of sluggish growth. — Reuters

NEW YORK: Specialist Edward Loggie works at his post on the floor of the
New York Stock Exchange as the rate decision of the Federal Reserve is
announced. — AP

Fed rate path a balancing act for Yellen

Ukraine halts payment
of $3bn debt to Russia 
Moscow declines to accept repayment terms

KIEV: Prime Minister of Ukraine, Arseniy Yatsenuk, speaks on the phone in
Parliament in Kiev, Ukraine. Ukrainian Prime Minister Arseniy Yatsenyuk said
yesterday that his country won’t repay a $3 billion debt owed to Russia by this
weekend after Moscow’s refusal to accept repayment terms already offered to
other international creditors. —AP 

Russian bank placed into
temporary administration
MOSCOW: The Russian central bank said yesterday it was putting
major lender Vneshprombank into temporary administration as the
country’s economic woes put pressure on the financial sector. Citing
the lender’s financial difficulties, the central bank said Vneshprombank
had been placed into temporary administration for six months. 

According to the Interfax Center for Economic Analysis,
Vneshprombank ranked 34th by total assets earlier this year.  Business
daily Vedomosti, citing sources, said on Friday that the struggling bank
had many top customers including a member of the Russian govern-
ment.  

The lender had also top energy companies including the country’s
top oil producer Rosneft and state-owned oil pipeline monopoly
Transneft among its clients, the newspaper said. 

The Russian banking sector has paid a heavy price for the country’s
economic crisis, brought on by sharp declines in the oil price and
Western sanctions over Ukraine.  Soaring interest rates accompanied by
corporate and household insolvencies have forced banks to set aside
large provisions against bad loans. — AFP


