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Fears of mflatlon |
keep Fed chairman

in the line

By Martin Crutsinger

of fire

Financial lunacy caused
Orange County debacle
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and keep long-term rates
lmmru
“1 think a slight amount of tight-

ay the words “municipal

bonds" and “interest

rates,” and you can see
peoples' eyes glaze over. Soon,
they're nodding off. After all,
these are two of the most bor-
ing financial terms in existence,
exceeded only by “life insur-
ance” and “accounting.”

But last week, muni bonds
and interest rates suddenly be-
came electrifying topics, thanks
to the incredible plunge into
bankruptcy by Orange County,
Calif. Despite panic and may-
hem in the muni bond market,
the debacle was followed al-
most immediately by hints out
of Washington that the Federal
Resorve Roard micht soon in-

DEALS

By ALLAN SLOAN

giving the county a very high
return on its money.

The county says it’s lost $1.5
billion, about 209 of the money
that various government enti-
ties had entrusted to Citron's
fund. No one complained, of
course, when Citron's bets
worked, and the returns were
higher than market.

hich brings us to the
Fed's Alan Greenspan,
who has been raising
rates since February. He's being
attacked because he says he's
raising rates to fight inflation,
but there doesn't seem to be
much inflation around.
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2ol ot Al 7p AASE A ol AAALH nAs} FESA ANEY FEE g
N3 VS, Y oh wE A% AdARe 2 AR, nasine 49 4 PRE A4TE 4
b g, % shtel BAHQl Aoli= sHelekz Mol ek AZitole A9l
Aere ©7)A o7 7170 A A (Price stickiness) ol AsS FA3F= whd,
w8y 7h7o] 41% 4 (Flexible Price)olghs AdlE 7122 AAE AWt
o 28)n $AREE SFFEA, SEHEERe BAFHE shdel A4 Fole
= AJDAYAE AlLE 7] %=E S}
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AQAUX|Qt vs, DTSt} 0| EylA=4dnr £ AgAgH
0O Gregory Mankiw m,2tHE
CreskiR, RFERE J12e el Hol BA| sfof st Long-Run Phillips Curve
oty WP 29y HI8S QU o3t MiRHIE'2 ZX|T
2 SUSHE QUE 4 UCH HHXHH|IZ0| Tt A Ol’*ol
A|HMSE |YUTs S HHEBHA| ZStCHSmall menu cost
and Large business cycle)
O Friedrich von Hayek
JFHENAHE QIZto| o|=Ho=z MASt 20|, It sty wmat
AlE0| M| =oe| EXg M Xs5t= 2 oot e ; Short-Run Phillips Curve
O[sH$tCIH, o AIF HH = 212t M42to| o2 Azt & Jhd :
DIchEr RALE e 2~ UASS BT 0 uy, AALAE wAAS
X2 2| ZSH 2MAIME Az M2 Z5H 2MRINE
Core CPI ®#iE 30|, X QIZ2|0|H Af2|TIYSl HiFE?
(% YoY)
15 - Core CPI
12
9 4
6 ]
3 4
0 ; ; ; ; ‘
71 '81 91 01 11 21
XtE: US, BLS, H2|=ZH 2IMAIME
- _
UEEolHe] &5
7Ho| MEAQl P42 Alzro] Ee] A7IFel dish ket =S AXY ndgute ARIXRMES] A
BI85 ol oA 24 se WA A2 dAs wobsolr SHsigeh wAsh: 23 WS 3%
13, 3ol 2 48 7] 913 9T 2 AARRYe Jne A A msch TeE
OE58 ¥ ol AXAA ddes BT 29T T e JHE s
DEaE F|ege 83 0] B ANAA BP9 nEske AEAAG AZHold WS AT o
7|IciQE ol %= Tl Z o)A o] oS xata 9t} AF oJALS Ast ZEH|ol Frederic
OFAE] 7|cjolZdlojML Mishkin< 2007 69 273t Inﬂatlon DynammSFﬂrL wdlofA 1) A&dold
1) a% Aol 2|44 ofet o Aol A EekE L SIL (A lEde] st vie) QEeolAd ke A
2) YAAZM Herst °kg}), 2) e‘ﬁd%ﬂ M R 174:;’— U= dR2a o] s o,
3) 87k 3ol oigt Qizteste  3) =7Fe vE T4 (FE, TRFA, 7 ol tid v oA 1 gl
ole] gt o= EE} A9 deuel WstE FHIYh s3Ae] A=l
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ERE AeAox st AAFAEY ZIddEdolds AR, o]
A3 AAFAES A7IEelA 7o) 83k (Anchor) 7k A QlEdol A&
9 M3 =gt Aolth ol o9 wHEE AR SelEal gl

T = iy — Bu—uy) + v,
7w, X Q1= 0|

mgyy - OJ2H 2|CHRI S 0l
u—uy HYEY

= mEy oM BRlE FHo P

-o;ox
v 3esd

R HE=FH 2| MAE

0.5%2| Core PCE QIZ2|0| 40| &% THO|=|= FE - AlRt0] X|Ltnq ofst

0.5 -
0.4 A
0.3
21 N 000 TS e 1970
1980
0.1 |
1985
0.0 ‘
2007
-0.1
o 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
XtZ: Clark—Nakata(2008), H2| =53 2|MA|ME]
oIZ 20443} Output, 7|QIZB(0|Mate| ALY of3)
1960-1998 1999-2019 1999-2007
Corr (P,Y) 0.14 0.03 0.07
Corr (P, P-1) 0.75 0.2 0.2

FPE X 27] 2|QE0lM, P-12 T7| 28 2Z20[M Y= Output
AI&: Jorgensen—Lansing(2019), M2|=5H 2|MZ|MIE
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1975-1981 {7Iet E7IHtE 2003-2007, {7t 34 A50|= CPl B-8L glgl
(Z2i/813) (% YoY) (ai/61) (% YoY)
42— WTI CPI(B) r 16 100 4 =——WTI CPI(®) r4
37 /_\_/ 14 90 -

32 L 12 80 - L3

27 A 70 A
L 10 A A//\/\/\

22 60 - (VA L2
L8

17 A 50

et —— .

12 4 =4 6 40 F1

7 A P4 30

2 ‘ ‘ ‘ ‘ ‘ 12 20 ‘ ‘ ‘ ‘ 0

‘75 76 77 78 ‘79 '80 '81 '03 '04 '05 '06 ‘07
Xt2: US BLS, EIA, M2|Z53 2|MRIHE AtE: US BLS, M =53 2|IMAIME

|7t 2A4HY 4 oLt ZIgRIE oA AAFA S| dAe] AASHE ofdet vl AAYEe] )
7|42 71HS Z2HY o st of| 5 st 4 a4 /\1 AH g TPl A& o] AA 1E o] A
A HBE o2t BT 4ol & AYshs s | AAEH, Thehs Ao AL 4 IAIRE A
Chh HYS oMY Al 28 AL o] 0% Luk E]— o]—[ﬁi]—vl_ 5 obgsle Aolgt AAEW TS 14
= A0S ek 2) BHu 7S fAE AAEE ol o] o &4
U AERl ZIA 7 AA| A A o] T u = Wroltt,
Nakamura Emi Mishkin®] 01719 B &9, UC Berkeley? Nakamura Emi: Mishkinﬂ A 2rMo] ¢t
ZRHC} 7|cHRlE2ol4o| AL Itk TGl FHA FHo] o]n| 1980Lﬂ‘jE1 W] emkgARy O 9
oS 325t 283S Us Ao & T A 2SA o lE Vgl Ed o]l EUﬂ Hab YA
Mol 7hakE A Y df=Eo] Hol= Ads ‘é’li‘iﬁ} 5 7|t Zg ool AZ
gold gl 7]Ee] deifd ApHY o 200}71] X‘ﬁﬁ}ﬁ}b ot whet
A Nakamura Emi®] FHE A4 7|dRlZdolds 1efs) AYE-
A AZeo]Ad 23+ Ho] whdle| (Al Z e BXW ololth yEhfH 7]
ol Z o) dEwge] Aghe sl FYPA Ao o]Fo] ofd A9 o
TS 5o Ad dEYolAd HES Y 5 Qv Flojth

Nakamura Emi(2020) ZZ|AZMof| Cist M T3

n, 2ItHE

.
.

J|cHRlE|0]d O|xR, | oM

UN| X SItArS QU ' =EE=7TN
.

oA lE) g m§ ZHES BN 015 RY
.
.
:
:
:
:
:

0 uy, AIALHE uHYE

A= MEl=5H 2IMAIME

Meritz Research | 3



20214 38 162(2h)

e

MERITZ Strategy DailyM=&Z 2.0

, Post-pandemic Cil&Z3 2

QIEeo|de ol orad +1at
2| ch 2R 250 QIZ 20| 2 o2
o ‘o A
0=3 W2} Starst 25 LK HEo= Ut
Risk: 22tX270] Of & 2L} #HS Z2(1960'ACH 0| 2)
(R T2 AH 0|2 x| QI3t T= JHQ: "K| ob QIZj|0| M AR SEF EXY
=5 OHAS 5) eig2iol
RS o|ch X 2 oIZ 20| 421 Sy
(de-anchor) S0tAtS Ot}
2|ch ¥ lEZ2olM
=7 Level 4& 01Z0| YU} HiSF
1%p 27t ME2t0| X2 J|Cti= B 2f 20bp = 7o) Z obyst 1% 2 SO M SX||oje
X 1%CHQ Z&HQIZ 20| M S 2%t :'1019‘3|E >&9| FEOIZH|0|M 2% A 2N 2tdS o|Zao|ME £FS
JlcHelSaijold A ol Wy it B8 2%2 Bol2T = oryst

g HE2| =5 EIMRIME

o|:_|_|='_<_ 5'% ul-o-|o|| |;|.|u|- o|iz-l u-l-_0_|

(™ a

—_

1) ‘Well anchored Long—run inflation expectation’

oratEl F|choiZaole AZe A 89 BFABeoN BAYCR B BE 2 A% S
B g 4 eug 58 gl Az B9 A7 BAIE Stk 2%9] Sk (Anchored) € 7]
I O JI5 s . . . o -
E 7ltjelZ o] A (Long—term inflation expectations)< 7}42 ¢Hgstel 243t
(Moderate) 471w8lE =elem AA9 &3t SoA% AFs g 4
A olhg A3 Zolet ke vigolt,
o] A Wg= ol A7dael AvHo] Az AFES 1) 7u1Ed
ool gt Helgitk. 2) AFeelH—-AET WA 1980dTjREl o]
ORI} 3) Wb ©ald] SRAME 2 olEgold MES A A S Ho]
ek o] 27, A% 7 7k AFelsdrty #we 5 9l
AT =9 dYE |ciel =2 ol dut HHQIZH|0lM
(%)
U The Committee judges that longer-term inflation expectations 14 - Core CPI HiZ
that are well anchored at 2 percent foster price stability and SPF Z217|CHelE2] 0l
moderate long-term interest rates and enhance the 121
Committee's ability to promote maximum employment in the 10
face of significant economic disturbances’
8 4
U In order to anchor longer-term inflation expectations at this
level, the Committee seeks to achieve inflation that averages 6 1
2 percent over time, and therefore judges that, following 4 V\v"/\
periods when inflation has been running persistently below
2 percent, appropriate monetary policy will likely aim to 2 1 \/‘J "'\..\/'\A/'V*\/
achieve inflation moderately above 2 percent for some time. 0

‘80 '84 '88 '92 '96 'OO '04 '08 '12 '16 '20

X2 Fed, M2[=

SH 2IMAIHE

RHE: Fed, MEIZZH BlMAIME
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(2) TFE 'UAIXQ! QIR0 Mol QILH SO} Btk
2lufe] ojo} A% 7H 94 AL ANHQ AFo o] FEHo|T A%HQ AZFolHe
A ABFol 7IHH2YE = olojAA] 9b7] wie] Al (Patient) SjoFstal 81712 A& sjordtia
sol 72 ABAOOZ  ojgim gt o] wat MU oY B ow vtud THde St b A
wokEHl AR ok A ol el A AxFel A7nd ol AAE AT FRPCR 8] B

A QB 1 ASgol B4 2 Holttehn Ak Set

A AEdlolMdo] wjF ZlilE ol e nA= PFS o= LY

2 A7-A v 7igdEol ] dAl dEd o)A (Realized inflation)
o st L@E% St} A 7 AFo] A B AAFAEY] dewst] e 7
gojdel 285+ FRB/US Modelol|A:= 197k Core PCE
Inflation 1%p 7= 20bpe] 7Idi1&dold W3E =eleths 27 =E53
o} 3% Core PCE 745E©°| E—EOVL‘E 7t EH ol el PA= Ga 0.2%p
of Zxst Aojt}, shge] gk Bl &= o]gd R oY A7E & A
o|&7 7[Hlo] A= Zlolgt FEH 18|, A9 FAV|x dge A
FawE ZdlEgel e Ho|H o

# J}2MS 1%pot Oj2f J(CHISso|Mof OjXl Pl ofet ¢EL

=% I [9f
FRB/US 20bp | Fed 2¥0ilA Core PCE HF0| QIE2{0|d 2|cHof| OjX|= FgF =4t
Levin-Natalucci-Piger 25-35bp | Consensus Economics 21&2{0[4 J|CHe| PIZE &3
Oj= 7|& oH 3 HFQIZ2|odof 51 IICH 34bp, 10 2|CH 24bp
Clark-Nakata 20bp | 0.5%p2| Core PCE &2 4H2F 0.1%p2| 7|CH HE
20074 0| Cfl0|E &&3H 0%pol =
Buono-Formai Obp | O|=0f ahgsl QIZ2(0]d J|tiel RIZEE= HAL Sh2fs dixi= ool =¥
Jorgensen-Lansing 0-5bp | 7|CiQlE2]0| 3o HoiQlEd |0l AT AZ0] S2H 2
1960: 30bp, 1980-2007:12bp, 2007~: 0.8bp
g 2EEL, HE2l=25d 2MRNE FE
3 2 QU= AEto] c¥

dIZaol oAl4ct goie
SIEdoliel 340t 248

B2517| AT FEHU2E MY = Ao) W= 5= Q)

WA Aynks EdfZ v 7HAH =
EAet) 1) APAFARY 7ol Ego] o] ¢ %33}1’/}: Nakamura Eml«]
7]

A7t 2) AR AN TGRS A} A el o
FANES BT AR WoREolteE, A% B thitE PP AsHd
B3 30] oldHolle] Az AANE oME dole FHeHE A 2

= gl
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JehoiZalold 23S

=2Z 7ts/dol o che| A
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1960-1967:7}2| BEkst
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A7t 7|l E 3ol 2o
A% SIS A
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Nakamura Emi%] A7ZAde= 1980d o= 7|t Zd o) Ao

7] wizoll QlZdold Wso] ATk, it k) ¢hslA
AEG ol MiEss = A £ 1 AZHold AdE WY

ATk B S AA] 9271 2Rl WHEEE 4 Q) 7

Aap ol gtiets AS w2 AZstd A5 59 WA =okd Ths

ot A ook dhh

ox, 1o
N

8= A1 A AT4 Olivier Blanchard”} In defense of concerns over the
$1.9 trillion relief planolA ¥l $ejx o]g} WS Zolsltl Blanchard:
1961~1967d AMIt] FAYF7} G2 7F olFow A7|E FSgel wet HY
Fo] s AdEoldER 1%1M 3% vvtew uwje AA et BHA =
= HoJFARE 1967dFH Z|gdEH ol o] 24 19694 <l
Zeo]do] 6%l G A E 7 9 fE I

2,
©
)
T
O:(:l“
djo

1961~1969H2] LU ATM

(Core CPI, %)
. ©1960~1966
1967~1969
61 88 &meee___
s
. |
) JlciElM 4T
S s
2 b el — y=-0.3838x + 3.5294
7 e 20 0 o e
e o P vv--00e89 0 O .
voese--a.__ :
1 See®e 27350088 ® o A g
O | | | | ‘ : : : ‘
3.0 35 40 45 5.0 5.5 6.0 6.5 7.0 7.5
(4B, %)

Xt2: US BLS, ME[Z33 2|AMAIME

rII

od
s 7Y

(%)

Core PCE inflation (4-quarter)
9 Long-term expectations

'60 '65 '70 '75 '80 ‘85 '90 '95 '00 ‘05

Xt2: Clark—Nakata(2008), Hz|=35H 2|MA|ME
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9609 Al 1) 7oA E Qlgh wIzke] IEe] gt o4lo] dJojut

olel sl FAIlEe] FHFTHH (ZH VS AN A Beth

) A EAZE ZdiIEdold Y] 24 S el 2 el Al
el o vk 2otk

i gﬂ M _11N

Azo] oleldt PA2E NG Tk Eohe AES AX i AFe ML
AT % Q= Sl Gk A% 9 val G e Helehs A5E
Aol wlE Zolet ANT 5 Yk FHE WA ST AAE QB
HE 2 5 otk FEALS Fal wel AjAZdel S 45 sl o
= 29 4 9rhe A7l

iz} Hofo} @ A|EL A wAols Ee JdlEd el 4F 2ol dyut we o)

It IZ 2o 724 wokebs o] b, FEAZelE AWHQl Aue o7l gome
ZlgQIZ o) del gk mUElgo] Fastt. oo AFEAARA FunT 4 9l
= 7lhZdold Axg 2@

BEN: 713 2HIE 2|Zo|} Angos el JhAZdolde 4% o AAA G YeRtE Break

71 pELE BHA7E 24 even inflations &3ttt 12]3 BEI= A A7]|aollA] eHg 2 o]7] witof
AE9] A7t} AT S AW FAAEC] A3 Y Aol BejHlr),
S BER: 714A % v 5% Addds J7t 98 97 e +
53 QEwlold ke Fsta ok Wl oyt dA7F Atk

XHEAIE 7|CHQIZ2]|0| M BEI(Break Even Inflation)= &7| Q1Z#| J|ti= obY

(%)

40 —o0—12021.3.12

2021.2.16
35 | ——2021.1.10
3.0 | Sl

2.0 A

1.5 T T T T
k= 2 54 104 304

XtZ: Bloomberg, HIE|Z5H 2IMXIME
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Index of Common Inflation Expectations®l|*] 217]¢] 1=

A2 0|59 3520 23 JolA 71t A9} Dynamic factor model& AFE8l] £%3F F% A5 (Common

CIE IndexE 5§Uf7|5 Index) & A7HF T FHlsh A& 7HAEE2 HEl=odA F52de +
g3l ol &gal st AxE AWE g leF g Zlojvh 1Y CIES] 3¢
W NETF =4 Yot g2l oo &8E 21709 VAR WS B ¥
A wAYe FE SHO]E?T}E}. & AFEEo] ATl A LI 2%0lN = T
o] otatel gkl A &HAS w HEA 2= 7]FRA E7IGE' AF
A2 9] Inflation targeting Xﬁ 2 B 4 QS Alolth

olZao|M J|cix|E 22

Indicator

Blue Chip survey

Conference Board survey
Consensus Economics

TIPS

Livingston

Michigan survey

Michigan survey (25, 75 percentile)

Survey of Professional Forecasters (SPF)

Relevant inflation concept

Consumer price index (CPI)

Prices in general

CPI
CPI
CPI

Prices in general

Prices in general

CPI

Personal consumption

Forecast horizon

1 year ahead; long horizon (7 to 11 years ahead)

1 year ahead

6 to 10 years ahead

5years; 10 years; 10-year, 10-year forward; 5-year, 5-year forward
1 year ahead; 10 years ahead

Next 12 months; next 5 to 10 years

Next 5 to 10 years

1 year ahead; 6 to 10 years ahead; next 10 years

1 year ahead; 6 to 10 years ahead; next 10 years

expenditures (PCE) price index

Core PCE price index

1 year ahead

XZ: Fed, M2|=EH 2IMAIMEH
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2.15 +

2.10
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Fed's Index of Common Inflation Expectation
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\/V\,

Sea”

1Q99
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XtZE: Fed, H2|=

SH 2IMAIME]

IE: The Slope of the phillips curve evidence from U.S. States (2020) - NBER
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