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WASHINGTON: Federal Reserve Chair Jerome
Powell once again tried to assuage fears of rising
US inflation, even while a majority of central bank
officials now believe interest rates will increase in
2023. While widespread vaccinations have allowed
the United States to rebound faster than previously
expected from the COVID-19 pandemic downturn,
the Fed’s policy-setting Federal Open Market Com-
mittee (FOMC) cautioned that “risks to the eco-
nomic outlook remain” in a statement following its
two-day meeting.

But amid the accelerating rebound, Fed officials
appear to have grown more hawkish, with 11 of the
18 committee members now expecting at least two
hikes of the benchmark lending rate in 2023, ac-
cording to updated quarterly economic projec-
tions.  The March forecasts showed only seven
officials expecting rate liftoff in 2023, but seven
now expect one as soon as next year. 

However, Powell stressed that those projections
“do not represent a committee decision or plan.”
Markets and analysts have been closely watching
FOMC meetings in recent months as they weigh
fears that the Fed’s stance on rising prices is too
passive, which could allow an upward price spiral
that would force the central bank to aggressively
raise rates-and crush economic growth. Powell
again tried to ease those worries, stressing that of-
ficials stand ready to alter policy if they see signs

inflation moved “materially and persistently beyond
levels consistent with our goal.” 

Unmet goals 
However, the FOMC said it will not begin to

withdraw the stimulus measures implemented at
the start of the pandemic until progress is made on
reducing unemployment and keeping inflation
above their two percent goal. And since inflation
has lagged the bank’s target for over a decade and
unemployment remains at 5.8 percent, achieving
“substantial further progress is still a ways off,”
Powell told reporters in his press conference fol-
lowing the meeting.

He warned that the “recovery is incomplete” and
improvement has been “uneven,” with employment
in hard-hit sectors well below pre-pandemic levels.
But some economists remain skeptical the Fed can
manage the policy dilemma smoothly, and US stock
markets lost ground, with the Dow dropping 0.8
percent. “Certainly, some of the rise in inflation is
temporary, but as we have argued, risks are rising
that underlying inflation pressures are mounting,”
said Mickey Levy of Berenberg Capital Markets.

Tapering bond buying 
The Fed officials’ median forecast for annual in-

flation this year increased to 3.4 percent from the
previous 2.4 percent in March, but they see the rate

slowing to 2.1 percent in 2022, according to the
projections. Committee members also boosted
their growth outlook to seven percent from 6.5
percent. On inflation, Powell said, “What we are
seeing in the near term is principally associated
with reopening of the economy, and not with a tight
labor market or tight resource constraints.”

Those temporary effects should “stop, and in
fact it would reverse over time,” he said. However,
“we are not sure” about the timeframe.The con-
sumer price index jumped to five percent for the 12
months ended in May, but Powell attributed that to
“a perfect storm of strong demand and limited sup-
ply” for things like used cars. —AFP

Fed downplays inflation fears, 
officials see rate hikes in 2023

US policy-makers warn risks to economic outlook remain

LOS ANGELES: People walk and take photos on Hollywood Boulevard in Los Angeles, California. While widespread
vaccinations have allowed the United States to rebound faster than previously expected from the pandemic
downturn, the FOMC cautioned that “risks to the economic outlook remain.” —AFP

NZ economy returns 
to pre-virus levels
WELLINGTON: New Zealand’s economy posted better-than-ex-
pected growth of 1.6 percent in the first quarter of 2021, official
data showed yesterday, with analysts saying activity was back at
pre-coronavirus levels. The expansion in January-March this year
exceeded forecasts of a 0.5 percent rise and reversed a 1.0 percent
contraction in the final quarter of 2020.

Statistics New Zealand said the figures meant the economy
grew 2.4 percent in the 12 months to the end of March, driven by
spending on hospitality and big-ticket retail goods such as televi-
sions and cars. New Zealand has largely contained the coronavirus,
with no recent community transmission and just 26 deaths in a pop-
ulation of five million, allowing minimal day-to-day restrictions.

While there was a brief recession in mid-2020, Kiwibank chief
economist Jarrod Kerr said surging domestic activity had more
than made up for declines recorded in sectors such as tourism and
international education. Kerr said a booming housing market was
fuelling construction, which rose 6.6 percent in the quarter. “The
economy has confidently returned to pre-COVID levels,” he said.

“We’ve more than dodged a double dip recession. We’ve outrun
it. We’re spending and building our way out of the hole that COVID
created.” Kerr said the strong figures meant the central bank, which
has held its base rate at a record low of 0.25 percent since March
2020, would likely look at easing monetary policy by May next
year. —AFP

Ryanair, UK airports 
sue govt over 
COVID travel rules
LONDON: Irish no-frills airline Ryanair and Manchester Airports
Group (MAG) are to launch a legal challenge against the UK gov-
ernment over its COVID traffic-light travel restrictions.

The legal action seeks greater transparency in how destinations
are classified within the system, according to MAG, which man-
ages Manchester and London Stansted airports. Britain’s COVID
risk system ranks destinations as green, amber or red, to determine
quarantine and testing requirements when travellers return.

However, the recent reclassification of Portugal-from green to
amber-sparked sector-wide anger.

The lawsuit is backed by a number of other airlines, a MAG
statement said. “Recent developments suggest that the government
is now unwilling to open up international travel by putting low risk
countries on the green list,” MAG chief executive Charlie Cornish
was quoted as saying.

“For most countries, the traffic light seems to be stuck on amber
for no obvious reason, despite having prevalence rates much lower
than the UK.” He added that the government was not being “open”
and needed to provide more clarity to enable the sector to plan
ahead-and travellers to book with confidence. Ryanair boss
Michael O’Leary decried the system as a “complete shambles”.

“This go-stop-go-stop policy is causing untold damage to the
aviation industry and frustrating and upsetting millions of British
families,” said O’Leary.

“We call on Prime Minister Boris Johnson to explain the scien-
tific basis behind this system that the government seem to make
up as they go along.”

‘Havoc’
Under the current rules launched last month, Britons heading

to low-risk “green” countries and territories simply take a virus
test before and after they travel. But those going to amber or red
destinations must quarantine for 10 days after they return to
Britain-in hotels for red-list arrivals-and take several COVID-19
tests. The British government advises against travel to amber-listed
countries unless for a limited number of exceptional reasons, which
does not include holidays.

Meanwhile, only travellers who have British or Irish citizenship
or residency rights can enter from red-list countries. Earlier this
month, the travel sector reacted with fury after Portugal was un-
expectedly shifted from green to amber.

The move left no European Union nation on the green list. The
UK-based World Travel and Tourism Council declared last week
that the government must scrap the system, which it says has
“wreaked havoc” among consumers and businesses, adding this
would save hundreds of thousands of jobs.

Meanwhile the government said yesterday that it will “consider
the role of vaccinations” for inbound travel. That could potentially
open up travel to popular summer hotspots like Spain, France and
Italy, which are all on the amber list.

“Decisions on our traffic light system are kept under constant
review, and based on a range of health factors,” said a government
spokeswoman. “Recognizing the strong strategic rationale and
success of the vaccine program, we have commenced work to con-
sider the role of vaccinations in shaping a different set of health
and testing measures for inbound travel.” —AFP


