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How did you find the labor market in the United
States? Its numbers — for example, non-farm payrolls
—seem to be so brisk that some economists in Wall
Street and South Korea are wondering if monetary
tightening by the Federal Reserve doesn’t seem to have
been as effective as expected.

The numbers look very, very similar to the labor market
in 2019. It looks very, very similar to the labor market at
the end of the 1990s. And in those years, we did not have
an inflation of 8% or 9%. It is not right to say that the labor
market has reached a level which is clearly unsustainable.
What I have in mind is that there are some benefits of hav-
ing a labor market that is tight. More people are working,
more people are acquiring skills, less workers are getting
discouraged. Companies are forced to think more cre-
atively about how to be more productive because it’s not
as simple as saying, “Let me just hire someone at a low

wage.”

The tightness of labor market in the United States is
now finger-pointed as a key culprit of inflation. What
would you say to that argument?

I think we need to be honest. We know some of the rea-
sons. I don’t think we know all of them. I think we under-
stand there was obviously a very odd economy coming
out of COVID. This is very unusual. This is not an easy
sort of economic situation where everything has to start
from zero. There were all the supply chain constraints. We
all understand they create inflation. Then there was the
war between Ukraine and Russia. Prices of oil going up,
prices of food going up. So all those things are reasons to

see inflation. I think there’s something else here and there.

But let me throw a hypothesis, but I don’t have a proof of

this hypothesis.

What do you mean by, “not an easy sort of economic
situation”?
Since 2021, there has been probably the fastest recovery

the world has ever seen. Unemployment was very low, in
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other words, unemployment was coming down very fast.
So, we’re coming out of a hole. COVID left a hole in this
economy. And we were feeling a recovery was so fast that
it was creating all these tensions everywhere. So it is not a
normal business cycle. This is not a normal recovery. And
to me, that's what caused this inflation. Now, they should,

little by little, be disappearing.

Professor, please explain in detail the meaning of “they
should, little by little, be disappearing.”

The U.S. is not growing that fast. If you look at the GDP
numbers, that is declining, if you believe the numbers. So
I think now we’re coming to a situation that looks more
business as usual, so I think this inflationary pressure
should, little by little, disappear. But to be honest, because
it's one observation, I cannot show you some impressive
results, or say this is for sure what happened. I think

during 2023 we’re going to see numbers of inflation that is
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looking reasonable.

But, some economists point out a sort of structural
change, the so-called Great Resignation, in the labor
market in the United States and other countries. Many
workers have in fact quit their jobs en masse, and have
not yet returned to their offices since the pandemic.
And supply of workers appears to have run out,
because the reservoir of labor power such as former
socialist countries has been almost dried up. Do you
have any comment?

We have seen many waves of workers coming to the world
market. You mentioned the former socialist countries such
as Soviet Union. You’re right in some respects. Yet, we
know that inequality in countries like the U.S. has been
increasing because people at the bottom have nothing and
they didn’t have any market power. They did not have the
ability to ask for a higher salary. Now we are seeing a
reversal of that. I feel the reversal is okay. Now, we have to
remind ourselves as we look forward not to the next year,
but to the next decades, we are going to be short of work-
ers everywhere. Again, when you look at fertility rates in
South Korea, which is one of the lowest in the world, or in
Singapore, which is one of the lowest in the world, or
Spain where I come from, which is one of the lowest in the
world. Chinese population is also declining. Yes, India's
population is growing. And in other parts of the world like
in Africa, we still have some population growth. But over-
all, the number of workers is going to decline in the world

and that's going to have an effect on wages.

By the way, it was my first question that some econo-
mists have a doubt on effectiveness of Fed monetary
policy these days, but you didn’t give answer to it.

We need to wait and see what happens. But I think central
banks in general are less powerful than most people
believe. Again, there is this belief that central banks can
do alot of damage. They can do a lot of good things. I

think they have some power, but their power is limited.
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What we’re seeing today is central banks are bringing
interest rates to levels which are more normal because 0%
was not a normal use, an odd situation for many years.
Now, I don’t expect to see the results today. No one does.
Typically, we think it’s going to take six months to a year
to see results. Now, I could argue that we already see the
results. Look, the price of gasoline is falling in the U.S. I
do feel by looking at data from the U.S. that the central
bank has not lost credibility. They’re not in a good place.
They've been criticized. But if you look at interest rates
numbers, if you look at financial markets, if you look at
survey stuff, inflation expectations, they’re more or less
within a range which is not too far from the 2%. So I think

they’re doing a good job.

A few days before this interview, I talked with an econ-
omist in Wall Street. She said that the Fed cannot con-
trol global supply chain, and they can control only
small parts of the U.S. economy, for instance its hous-
ing markets. So, there is limit in curbing inflation by
the Fed. What would you say to her observation?

The central bank in theory can’t control every price in the-
ory. So I think there are some variables that are going to
be more reactive to the message of the central bank.
Clearly, the housing market is one of them because mort-
gage rates have an immediate impact on housing. So, the
housing market is important for all of us. It might have a
very strong signal effect on everything else. Now I see the
housing market cooling off. That means I get a signal that,

yes, inflation is going to be under control.

One of hot issues in South Korea these days is the
strong U.S. dollar, and possible capital flight out of
South Korea as a result of the strong dollar. In particu-
lar, some people are worrying that inversion of refer-
ence rates between South Korea and the U.S. could

trigger a sort of capital flight. Do you think the inver-
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sion really could cause a flight?

They could, but no one should be afraid of capital flight. A
country like South Korea should not be afraid of capital
flight for sure. As the central bank in the U.S. has raised
interest rates faster than other countries, you’ve seen sort
of a capital movement toward the U.S. You’ve seen it from
Europe. You probably have seen it from South Korea,
you’ve seen it from Japan. And this has been reflected in
the exchange rates. But, South Korea has a large amount
of foreign reserves. It is very stable. Capital will go in and
out. They’ll get reversed. These are not permanent. You're
not going to see a permanent capital flow to the U.S.
because capital has to go somewhere. You’re not going to

see a permanent appreciation of the U.S. dollar.
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