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Limited Space for Future Monetary Policy Stimulus

Comments on FOMC Statement from Sep 20-21 Meeting

> Based on the FOMC meeting and post-meeting announcement, we can draw the
following inferences: 1. The Fed’s expectation on economic growth in the U.S. is
pessimistic than the previous. The economic outlook worsens owing to the strains in global
financial markets and negative impacts caused by external factors, especially the contagion
risk of the european debt crisis; 2. Fed’s inflation call leave room for more policy stimulus
in the future; 3. Disagreements within the Fed may last due to the economy growth
differences among 12 individual districts. However, as most of the regions saw slower
growth, we believe that the majority would agree to the implementation of more stimulating
policies at the appropriate time.

» Operation twist and the plan to reinvest principal payments to agency
mortgage-backed securities can lower the long term interest rates and loan rates. However,
decreased financing rate has only limited effect to boost demands. We maintain our view
that only the coordination of fiscal and monetary policies can essentially improve the
sluggish U.S. economic recovery.

» Latest economic data, especially the inflation rate indicated that the lack of basic
conditions will not support the Fed to launch QE3 in the near term. Republicans also
prevent the Fed from juicing the economy. In such circumstances, we see limited space for
further stimulus policies and cast doubt on their effectiveness. U.S. fiscal policy has to play
its role to support the economy growth.

» "The Americans Job Act" announced on 8th September is a comprehensive plan with
more stimulus than expected. However, "The Americans Job Act" may only be partially
adopted considering the political differences. Furthermore, the job market recovery will
come faster but not sooner. It will still be a prolonged process due to the presence of various
lags or delays in the impact of fiscal policy. We maintain our forecast that the U.S. economy
will slowdown sharply than expected in the second half with annual GDP growth of 1.6% in
2011

Qing LI also contributed to this report
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