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Anchoring Expectations May Become the Key for

the Future Monetary Polic

Comments on FOMC Minutes from Nov 1-2 Meeting

» From the economic fundamental point of view, the FOMC members generally agreed
that economic growth has been enhanced to some extent in the thrid quarter. However, the
suppressed factors which may slow down the economic growth could not be ignored. The
uncertainty of future economic growth has increased.

» On the whole, the U.S. financial market remains relatively stable with some
undercurrents: 1. the treasury market is stable and bond yields remain at the low level; 2.
the stock market is volatile due to the risk sentiment; 3. the pace to relax the lending
standard has slowed down in most of the banks, which in turn may impact the growth rate
of the investment and consumption.

> In response to the potential risks in the financial market, the Fed recently plan to carry
out another ‘stress test’ on large U.S. financial institutions. Assumptions in the baseline
scenario is not as strict as ones in the last stress test in 2009, which indicates that current
economic situation is more robust and the risk of a collapse in real estate is low. However,
assumptions on GDP growth and unemployment rate reflect high risk of economic
downturn due to the risk of European debt crisis and the weak global growth. Overall, the
current stress test covered a wider range of financial institutions and applied more stringent
conditions compare with the last test. Bank recapitalization need is expected to increase
liquidity pressure of the financial market in 2012.

» Accommodative monetary policy, improvements in the balance sheet of the household
and corporates, as well as the increase in the social demand will support the U.S. economic
recovery. However, not only the weak real estate market and job market, but also the
contagion risk from the European sovereign debt crisis would inhibit the rate of the
recovery.

» The key of the future monetary policy is to change inflation expectations, thus reduces
real interest rates. Taking into account the current U.S. economic recovery is “still in
infancy”, if Fed officials hastily changed the monetary policy framework, risk is too high.
Therefore, we believe that the possibility of a new monetary policy framework is low at this
stage.

» The quantitative easing policy is still a viable option if the economic conditions
warrant.

Qing LI also contributed to this report
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