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Recovery

despite Fed hike

Countr_y has ample space in monetary poIiCy ‘

StarAsean-+

BEIJING: China has ample space in mone-
tary policy to achieve steady economic
recovery in the second half of the year, buck-
ing the latest acceleration in monetary tight-
ening by the United States, according to
€Xperts.

Policy tools for China include reducing the
amount of funds that lenders must keep as
reserves and bringing down lending rates,
although the possibility of any big move in
the near future could be low given the need
to prevent capital outflows, they said.

Their comments came after the US Federal
Reserve (Fed) increased interest.rates by 75
hasis points last Wednesday, the biggest rise
since 1994, and aimed at stemming US infla-
tion, which hit a four-decade high in May.

The experts said the Fed’s tightening could
intensify global financial -volatility, drive
capital further into the United States and put
pressure on many central banks to raise
interest rates themselves for the sake of pre-
venting capital outflows and currency depre-
ciation, they said.

Though China is not immune to the spillo-
ver effects from the Fed’s move, the country
will be able to keep its own accommodative

likely

“With inflation staying mild in China,
the country is expected to bring down
market interest rates and loan prime rates.”

Tommy Wu

monetary stance, thanks to its mild inflation
level and the relative stability of its currency,
accordint to the experts.

Channel Yeung, a market analyst at FXTM,
said the Fed’s tightening is unlikely to alter
the stance of the People’s Bank of China

.(PBo0), the country’s central bank, to
" strengthen support for the economy, citing

the buffer provided by the relative attraction
of renminbi-denominated assets.

“With inflation staying mild in China, the
country is expected to bring down market
interest rates and loan prime rates — the mar-
ket-based benchmark .lending rates of the
country - to facilitate'an economic rebound,”
said Tommy Wu, lead economist at Oxford
Economics.

Wau said that in the third quarter, it is pos-
sible the PBoC would cut the policy interest
rate, or the rate of the medium-term lending
facility, and reduce the reserve requirement

ratio, which refers to the proportion of
money lenders must hold as reserves.
~ The cuts should boost demand in the econ-
omy. . ¢
" The PBoC kept the medium-term lending
facility rate unchanged at 2.85% last
Wednesday.

The country is scheduled to unveil its lat-

-est loan prime rates today, which experts

expect will remain steady.

David Chao, global market strategist for
Asia-Pacific, excluding Japan, at Invesco,
said it makes sense for the PBoC to save its
bullets on easing till a few months from
NOW.

“Near-term rate cuts could trigger a dras-
tic policy divergence between China and the
United .States and trigger capital outflows
from the former, given that the Fed’s hawk-
ishness in tightening could peak this month
and next,” Chao said. — China Daily/ANN A



