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US companies eye more consumer 
pushback as inflation toll mounts

Consumer behavior resilient despite broad-based price increases
NEW YORK: Prices on household goods have
been rising for months in the United States, souring
the national mood but not significantly affecting
sales-yet. Producers of everything from paper tow-
els to soda to mattresses have described consumer
behavior as relatively resilient despite broad-based
price increases.

But just how much further companies can hike
prices without facing pushback remains an open
question. Chris Scharff, who works in computer
security and lives in New York’s Hudson Valley, is
watching the higher prices for gasoline and house-
hold items.

“It hasn’t changed my behavior but I’ve been
more mindful,” said Scharff who predicts “people
will start to cut back, or they’ll go for non-premium”
options if prices continue to rise.

Eric Schwartz, who works in publishing, says he
will cut back at the margins, drive less frequently, or
“eat a little more pasta.” With inflation at a 40-year
peak and little sign of immediate relief, the con-
sumer-driven US economy faces question marks,
despite very low unemployment and accelerating
wage gains. Americans have seen a growing wave of
price hikes since last year, amid global supply chain
snarls and labor shortages, but the increases picked
up speed after Russia invaded Ukraine and sanc-
tions on Moscow sent energy costs soaring.

Many observers expect the surge will force shifts
in consumer behavior in the months ahead.
“Although inflation has been around for a while, it’s
only really now starting to bite in a serious way,” said
Neil Saunders, an analyst at GlobalData Retail. More
consumers will cut back as they conclude they “can’t
keep coping with all these price increases,” he said.

Limited ‘trade down’ so far 
The recent batch of corporate earnings reports

have shown some limited evidence of consumer
shifts, like cigarette maker Altria which pointed to
increases in sales of its value smokes. McDonald’s
too has seen a “little bit of a trade down” among
lower-end consumers, said Chris Kempczinski, chief
executive of the fast-food chain.

The hamburger chain increased food prices by
about eight percent in the first quarter, and esti-
mates food and paper costs will rise 12-14 percent
this year, with labor up 10 percent. Kempczinski
described the US consumer as overall “in good
shape,” but said higher prices for gasoline and rent
are “why we need to make sure we continue to have
value be an important part of our proposition.”

Procter & Gamble, which raised prices in all 10
of its product categories in the United States and
plans additional hikes this summer in oral care and
feminine care, so far has seen a much smaller-
than-expected impact on sales. Jon Moeller, chief
executive of the consumer products giant, said the
company beefed up distribution to discount retail-
ers, a shift that could preserve sales as those
retailers see an increase in traffic of customers
looking for bargains.

So far, “our pricing execution is holding up,”
Moeller said. “We’ll have to monitor this closely.
Things can change tomorrow.” At Coca-Cola, exec-
utives say they are front-loading price hikes while
the economy is healthy, and the increases have yet
to weigh on sales.

“Trying to catch up on pricing in a recessionary
environment is very hard,” said Chief Executive
James Quincey. “And so we have a bias to action.”

Other levers 
As consumers tighten their belts, the most like-

ly purchases they jettison will be discretionary
items, such as streaming services and some
apparel, Saunders said. “When it comes to things
like food, where there’s a lot of inflation, they
might buy different things or shop at a different
retailer,” he said.

“But the volumes of food purchase don’t really
change that much because people still need to eat.”

Companies have other levers available as they

seek to protect profits from rising costs. Saunders
notes that retail chain Zara recently stopped pro-
viding free return of online orders unless customers
go to store. Other techniques for “camouflaging”
increases is to introduce a new product and charge
more for it, said Z John Zhang, a marketing profes-
sor at Wharton School.

Another common strategy is to reduce the pack-
age size but charge the same amount because “con-
sumers are a whole lot more price sensitive than
quantity sensitive,” Zhang said. —AFP

NEW YORK: Fruit is displayed inside a store in New York City. Prices on household goods have been rising for months in
the United States, souring the national mood but not significantly affecting sales-yet.— AFP

US rate hikes strain 
HK’s virus-hit
economy
HONG KONG: Recent rate hikes from the Federal
Reserve have come at a bad time for Hong Kong
which, thanks to its US dollar peg, must follow suit
despite its own flagging economy. Hong Kong has
pegged its currency to the US dollar since 1983,
which has helped the city weather economic storms
such as the 1997 Asian financial crisis and under-
pinned its status as a major global finance hub.

But it also means Hong Kong has little choice but
to follow the Fed’s latest round of hawkish rate
hikes-the biggest of its kind in 22 years. “The
COVID outbreak in Hong Kong and in mainland
China is already hurting growth,” senior economist
at Oxford Economics Lloyd Chan told AFP.

“The last thing that Hong Kong needs now is a
rising interest rate.” The city on Friday revised its
2022 GDP growth forecast down to between one
and two percent, after a worse-than-expected four
percent drop in the first quarter. Financial Secretary
Paul Chan wrote last week that Hong Kong was now
facing a reversal of the low interest rate environ-
ment it had enjoyed for more than a decade.

“As the economy has not yet fully recovered from
the epidemic, we have to pay attention to the
impact of interest rate hike... (on) people and small
and medium enterprises,” he wrote on his official
website.

Impact on housing market 
Hong Kong banks have so far kept their best

lending rates steady, but they will feel the squeeze in
three to six months, analysts say. “The interest rate
may increase quicker than in the past, given the
faster pace from the Fed and also the change in the
overall background risk sentiment in the world,”
economist Gary Ng of Natixis told AFP. Homebuyers
whose mortgages are linked to the Hong Kong inter-
bank offered rate (HIBOR) will be the first to feel the
heat, said economist Heron Lim at Moody’s
Analytics. “This usually has a downward effect on
housing prices, (which) should shrink in 2022 and
into 2023 as well, especially if there’s low demand
from mainland Chinese investors,” Lim told AFP.

The Hong Kong government on Friday said it
expected signs of revival later this year following the
relaxation of coronavirus curbs that ground the
economy to a halt in the first quarter.

But the rate hikes could dampen a domestic
rebound as the higher burden shouldered by home-
buyers will eat into their consumption power. Small
and medium-sized businesses also potentially face a
“really tough time” if the rising rates coincide with a
COVID resurgence, economist Samuel Tse of DBS
Bank told AFP. Hong Kong is still hewing to a lighter
version of China’s zero-COVID model that has taken
a toll on businesses in the city.

Hong Kong allows its currency to trade within a
range of 7.75-7.85 to the greenback.

Capital outflows and intense selling of the Hong
Kong dollar in recent months have pushed it to the
weak end of that trading band. Last week, the Hong
Kong Monetary Authority (HKMA) spent HK$8.53
billion ($1.08 billion) in three attempts to prop up

the local currency, the first intervention since 2019.
Some commentators have begun questioning the

sustainability of the peg, citing pressures of the pan-
demic and geopolitical tensions between China and
the United States. Responding to a Bloomberg op-
ed, HKMA deputy chief executive Edmond Lau said
earlier this month that the US dollar peg was a
“highly robust and transparent system” and “highly
resilient”. —AFP

HONG KONG: In this picture taken on May 13, 2022, people
walk past a real estate agent in Hong Kong. Recent rate
hikes from the Federal Reserve have come at a bad time
for Hong Kong which, thanks to its US dollar peg, must
follow suit despite its own flagging economy. —AFP

When stocks and
bonds tumble, 
investors look for
alternatives
NEW YORK: Wall Street equities have had the
worst start to a year since 1939, while the bond
slump is the steepest since 1842, which is sending
many investors on the hunt for alternatives. As US
inflation has soared to its highest in four decades,
the central bank has begun to raise interest rates
aggressively. And the war in Ukraine and sanctions
against Russia, together with COVID-19 lockdowns
in China have added to investor anxiety about the
prospects for the economy. “For the first time in over
a decade, investors face both a hawkish Federal
Reserve and genuine inflation pressure,” said Ross
Mayfield of Baird Private Wealth Management.

“This has led to the sort of rate-driven selloff that
can hit stocks ... and bonds at the same time.”

With interest rates rising, bond prices are falling-
the two move in opposite directions-so they are no
longer playing the safe-haven role they usually serve
when equities are losing ground. “It is a very tough
environment,” said Anwiti Bahuguna from Columbia
Threadneedle Investments. Uncertainty about the
persistence of inflation and the outlook for global
add to the challenges, said Chaguir Mandjee, portfo-
lio manager at Tailor AM. “It’s a headache,” he said.
Retail investors share the anxiety.

“I believe this market crash is going to be much
bigger than 2008,” one told AFP. “Right now I am
looking to move into a mix of cash and precious
metals,” said the investor, contacted on the Reddit
social media site, who declined to be identified. Greg
McBride, chief analyst at Bankrate, agreed a lot of
investors are moving their funds out of other assets
into cash, despite the fact that inflation will cause
capital to lose value, unlike the situation following
the 2008 global financial crisis.

Art and commodities 
Other popular options include money market

funds, which are shielded from the vagaries of the
stock market but offer little return, as well as term
deposits and even simple savings accounts, he said.

Those safe options were shunned in recent years
due to low interest rates, often less than 0.50 per-
cent annually. After selling off bond holdings at a
nine percent loss, the Redditor found a two-year
term account with a 2.65 percent return.

Bahuguna’s team saw the slide in bonds coming
and shifted focus toward commodities, which are
now easily accessible to institutional investors and
individuals alike. From precious metals to energy
and agricultural goods, commodities are considered
a premier anti-inflation weapon. Index funds-also
known as exchange-traded funds or ETFs-which
track the prices for particular goods or companies,
have won impressive gains since the start of the
year, often in excess of 30 percent. But even these
popular investments are showing signs of running
out of steam, after hitting recent records, impacted
by the end of cheap credit as well as the specter of
an economic slowdown which would weigh on
demand for raw materials. 

Coffee, copper, nickel and silver have all deflated
after a dazzling start to the year, as has gold, which
is sometimes seen as a shield against inflation, and
bitcoin, which has sunk dramatically in recent weeks.
In addition to commodities, McBride said real estate
offers a longer-term option “for those that are just
going to hunker down until the situation calms
down.” Since 2019, prior to the pandemic, US medi-
an home prices have surged 39 percent, helped by
bargain mortgage rates, and are still rising, accord-
ing to the National Association of Realtors. There
are some more unconventional options for investors
as well, like art and trading cards.—AFP

Russia inflation 
hits 20-year 
high in April
MOSCOW: Russia’s annual inflation jumped to a
two-decade high of 17.8 percent in April, fuelled
by Western sanctions over Moscow’s military
campaign in Ukraine, the statistics agency said on
Friday.

Since President Vladimir Putin moved troops
into Ukraine on February 24, Russia has been hit
with a barrage of international sanctions, including
embargoes on key exports, accelerating already
high inflation. Inflation of food prices, a huge con-
cern for Russians on low incomes, has reached 20.5
percent year-on-year, according to Rosstat.

Pasta has gone up by 29.6 percent, butter by
26.1 percent, and fruit and vegetables by 33 per-
cent. Annual inflation could reach 23 percent this
year before slowing down next year and returning
to the target of 4 percent in 2024, according to the
Central Bank.

“Looking ahead, we expect monthly increases in
prices to ease further from May,” Capital
Economics said. Inflation has been speeding up for
months due to a number of factors including the
post-pandemic recovery and high prices for raw
materials. Putin’s decision to send troops to
Ukraine has added sanctions and the resulting
logistical difficulties as factors. —AFP

Tanzania raises 
minimum wage 
by nearly 25%
DAR ES SALAAM: Tanzania’s president on
Saturday approved a nearly 25-percent increase in
the minimum wage, marking a departure from the
policies of her autocratic predecessor amid
protests about the high cost of living. President
Samia Suluhu Hassan decided on an increase of
23.3 percent, while also increasing the salaries of
government workers for the first time since 2016,
her office said in a statement. “The salary incre-
ment was approved considering the country’s gross
domestic product, domestic revenue and develop-
ments in both the local and global economies,” the
presidency said.

Since coming to power last year following her
predecessor John Magufuli’s death, Hassan has
attempted to break with some of his policies by
reaching out to the opposition and reversing
course on his approach to the coronavirus pan-

demic, which he downplayed.
Magufuli refused to review wages following his

election in October 2015, pursuing ambitious infra-
structure plans instead by developing ports and
railways and reviving the national airline.

Tanzania’s economy slowed to 4.8 percent in
2020, barely edging upward to 4.9 percent the fol-
lowing year, as COVID-19 travel restrictions bat-
tered the tourism sector, a key earner in the East
African country. Meanwhile, the cost of fuel and
food has risen as supplies have tightened following
the war in Ukraine. During Labour Day celebrations
on May 1, trade unions and civil servants led
demonstrations in Tanzania’s capital Dodoma calling
for an increase in wages, with many holding up
placards saying: “Better salaries and benefits for
workers is our demand.”

The International Monetary Fund (IMF) last year
loaned Tanzania more than half a billion dollars in
emergency financing, saying the country faced
“urgent” health, economic and humanitarian costs due
to a pandemic-induced downturn. Under Magufuli,
whose uncompromising leadership style earned him
the nickname “the Bulldozer”, Tanzania was an outlier
in the global fight against the coronavirus and dis-
missed the gravity of the disease. —AFP

African Union chief 
wants pan-African 
ratings agency
DAKAR: Senegalese president Macky Sall called
Sunday for the creation of a pan-African credit rat-
ings agency, saying that the “very arbitrary” nature
of the system of assessment by international organi-
zations made it more expensive for African coun-
tries to borrow on global debt markets.

Sall, who is currently head of the African Union,
told private radio RFM that there was a need-”giv-
en the injustices, the sometimes very arbitrary rat-
ings” by international agencies-”to have a pan-
African” body. His comments came on the eve of
the Dakar Economic Conference 2022, organized

by African economists. “In 2020, when all
economies were suffering fallout from the COVID-
19 pandemic, 18 of the 32 African economies rated
by at least one of the big agencies saw their ratings
downgraded,” he said.

That meant that 56 percent of African countries
saw their credit ratings downgraded, compared
with 31 percent of countries globally over the same
period, Sall argued. “Studies show that at least 20
percent of the ratings criteria for African countries
are based on more subjective factors, cultural or
linguistic ones for example, which bear no relation
to the parameters used for measuring economic
stability,” he said. As a result, “the perception of
investment risk in Africa is always much higher than
the real risk. That means our insurance premiums
are higher and that makes our credit more expen-
sive.” African countries continued to pay much
higher interest rates as a result of this unfair sys-
tem, Sall said.  —AFP


