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BNY Mellon and Dreyfus economist Richard Hoey says that both wage inflation and
core inflation in the U.S. have bottomed. “We believe that they
have begun a gradual, multiyear uptrend which will not end
until 2017 or 2018 in an environment of restrictive monetary
policy,” he says.

BNY Mellon Chief Global Markets Strategist Jack Malvey
Investors are focusing agrees with Hoey, but he also points out that “there’s definitely
on the potential of rising some slack in the labor market as measured by the number
wages to fuel inflation. of structurally unemployed people, which remains high. It’s
a very anemic recovery that’s a function of arrested animal
spirits in corporate America and reduced spending growth by
federal, state and local governments. Old economy companies
remain in cost-cutting mode, which effectively means either not
increasing employment or cutting it outright.” Weak recovery
or not, though, Malvey expects job growth to slowly push the
unemployment rate below six percent by the first quarter
of 2015 and he believes that this modest job growth will exert
similarly modest pressure on both wage and core inflation.
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The effective supply of
labor in the U.S. may be
lower than it appears to
be for several reasons.

Hoey believes that the effective supply of labor in the U.S.
“may be lower than it appears to be for several reasons,
including a faster decline in short-term unemployment than
in total unemployment, the permanent withdrawal from the
workforce by older workers during several years of a weak labor
market and a rise in the effective median marginal tax rate on
wage and salary income.”

The share of U.S. national income going to labor is at its lowest
in many decades and accordingly Hoey believes that increased
wage inflation is likely to be welcomed both by the Obama
administration and the public. “We expect a gradual uptrend
in wage inflation to be first welcomed and then later tolerated
by the Federal Reserve,” he adds. “A well-tolerated gradual
upward drift in wage inflation would be consistent both with
our expectation that the U.S. is now at the inflection point from
a sluggish expansion to a faster pace of growth for the next
several years,” Hoey says.

Malvey points to several additional reasons why that upward
drift is likely to be gradual. These include the continuing entry
of workers living in emerging market countries into the global
labor supply, productivity improvements and structural changes
in the global economy which he says have constrained inflation
more than might have been expected given the extraordinary
monetary stimulus over the past six years. “Inflation,” says
Malvey, “is more likely to come from geopolitical events, energy
shocks and weather, rather than from the labor market. As
we’ve seen with Russia and Ukraine, and now Iraq, energy supply
disruptions are a real threat. | think that the labor market might
be better viewed as lagging indicator, which is historically true
in business cycles. Peak employment is usually at the top of
the business cycle as measured by GDP and productivity
growth rates.”

While a slowly tightening U.S. labor market is likely to spur
only modest inflation in the short- to medium-term, Malvey
is concerned that inflation is destined to increase as global
economic growth quickens to perhaps 4.0% by 2016/2017.



“l think by 2018, 2019 or 2020, current monetary policy
will likely lead to some increase in inflation. That’s why
policymakers have to be so judicious in the way they manage
policy normalization. If they wait too long, they could see an
eruption in inflation expectations.”

Those policymakers appear more likely to accommodate, rather
than resist, at least some inflation. Hoey says, “The Fed has
indicated that it currently intends a real Federal funds rate
(the Federal funds rate minus inflation) well below historical
norms when the U.S. economy reaches full employment.
We believe that it will follow through on that plan, but the
consequence is likely to be a very gradual but persistent
upward drift in inflation over the coming years.”

Despite the fairly benign short- to medium-term forecast,
Malvey cautions investors—especially defensively postured
fixed income investors—not to overlook strategic inflation risk
and the possibility of policy errors. “l hope that normalization
of monetary policy will be conducted seamlessly,” he says.
“But given that we’re in a monetary policymaking cycle that
we've never seen before, it’s difficult for anyone to know how to

predict exactly the smoothness of the normalization process.

There could be interludes of volatility surges for key capital
market parameters along the long road to normalization.”

WILL ATIGHTENING U.S. LABOR
MARKET MEAN INFLATION AND
HIGHER INTEREST RATES? // 3

Policymakers have
to be judicious in the
way they manage
policy normalization.



The Alcentra Group

ARX Investimentos Ltda

BNY Mellon Cash Investment Strategies

BNY Mellon Western Fund Management
Company Limited

The Boston Company Asset Management, LLC
CenterSquare Investment Management, Inc.
CenterSquare Investment Management Holdings, Inc.
The Dreyfus Corporation

EACM Advisors LLC

Hamon Investment Group

Insight Investment

Mellon Capital Management Corporation

Meriten Investment Management

The Newton Group

Siguler Guff & Company LP

Standish Mellon Asset Management Company LLC
Walter Scott & Partners Limited

“
»~
BNY MELLON

©2014 The Bank of New York Mellon Corporation.

BNY Mellon Investment Management is one of the world’s leading investment management organizations and one
of the top U.S. wealth managers, encompassing BNY Mellon’s affiliated investment management firms, wealth
management organization and global distribution companies. BNY Mellon is the corporate brand of The Bank of
New York Mellon Corporation and may also be used as a generic term to reference the Corporation as a whole or
its various subsidiaries generally.

The information in this document is not intended to be investment advice, and it may be deemed a financial
promotion in non-U.S. jurisdictions. Accordingly, where this document is used or distributed in any non-U.S.
jurisdiction, the information provided is for Professional Clients only. This material is not for onward distribution
to, or to be relied upon by, retail investors.

Any statements and opinions expressed in this document are as of the date of the article, are subject to change
as economic and market conditions dictate, and do not necessarily represent the views of BNY Mellon or any of
its affiliates. The information contained in this document has been provided as a general market commentary only
and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive
of future performance, and should not be construed as an offer to sell or a solicitation to buy any security or make
an offer where otherwise unlawful. The information has been provided without taking into account the investment
objective, financial situation or needs of any particular person. BNY Mellon and its affiliates are not responsible
for any subsequent investment advice given based on the information supplied. This document is not investment
research or a research recommendation for regulatory purposes as it does not constitute substantive research or
analysis. To the extent that these materials contain statements about future performance, such statements are
forward looking and are subject to a number of risks and uncertainties. Information and opinions presented in this
material have been obtained or derived from sources which BNY Mellon believed to be reliable, but BNY Mellon
makes no representation to its accuracy and completeness. BNY Mellon accepts no liability for loss arising from
use of this material. If nothing is indicated to the contrary, all figures are unaudited.

Any indication of past performance is not a guide to future performance. The value of investments can fall as well
as rise, so you may get back less than you originally invested.

This document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country in
which such distribution or use would be contrary to local law or regulation. This document may not be distributed
or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in which such offers
or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or
additional registration requirements. Persons into whose possession this document comes are required to
inform themselves about and to observe any restrictions that apply to the distribution of this document in
their jurisdiction. The investment products and services mentioned here are not insured by the FDIC (or any
other state or federal agency), are not deposits of or guaranteed by any bank, and may lose value.

This document should not be published in hard copy, electronic form, via the web or in any other medium
accessible to the public, unless authorized by BNY Mellon Investment Management.

This document is approved for Global distribution and is issued in the following jurisdictions by the named local
entities or divisions: UK and in mainland Europe (excluding Germany): BNYMIM EMEA, BNY Mellon Centre, 160
Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorized and regulated by the
Financial Conduct Authority. « Germany: Meriten Investment Management GmbH which is regulated by the
Bundesanstalt fir Finanzdienstleistungsaufsicht. « Dubai, United Arab Emirates: Dubai branch of The Bank
of New York Mellon, which is regulated by the Dubai Financial Services Authority. This material is intended
for Professional Clients only and no other person should act upon it. « Singapore: BNY Mellon Investment
Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary Authority of Singapore. «
Hong Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and
Futures Commission. « Japan: BNY Mellon Asset Management Japan Limited. BNY Mellon Asset Management
Japan Limited is a Financial Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of
Kanto Local Finance Bureau and is a Member of the Investment Trusts Association, Japan and Japan Securities
Investment Advisers Association.  Australia: BNY Mellon Investment Management Australia Ltd (ABN 56 102 482
815, AFS License No. 227865). Authorized and regulated by the Australian Securities & Investments Commission.
« United States: BNY Mellon Investment Management. - Canada: Securities are offered through BNY Mellon Asset
Management Canada Ltd., registered as a Portfolio Manager and Exempt Market Dealer in all provinces and
territories of Canada, and as an Investment Fund Manager and Commodity Trading Manager in Ontario. « Brazil:
this document is issued by ARX Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ,
Brazil, CEP 22430-041. Authorized and regulated by the Brazilian Securities and Exchange Commission (CVM).
The issuing entities above are BNY Mellon entities ultimately owned by The Bank of New York Mellon Corporation

BNY Mellon Cash Investment Strategies is a division of The Dreyfus Corporation. « BNY Mellon Western FMC,

Insight Investment Management Limited and Meriten Investment Management GmbH do not offer services in the
U.S.This presentation does not constitute an offer to sell, or a solicitation of an offer to purchase, any of the firms’
services or funds to any U.S. investor, or where otherwise unlawful. « BNY Mellon Western Fund Management
Company Limited is a joint venture between BNY Mellon (49%) and China based Western Securities Company Ltd.
(51%). The firm does not offer services outside of the People’s Republic of China. « BNY Mellon owns 90% of The
Boston Company Asset Management, LLC and the remainder is owned by employees of the firm. « BNY Mellon
owns a 19.9% minority interest in The Hamon Investment Group Pte Limited, the parent company of Blackfriars

Asset Management Limited and Hamon Asian Advisors Limited both of which offer investment services in the

U.S. « The Newton Group (“Newton”) is comprised of the following affiliated companies: Newton Investment

Management Limited, Newton Capital Management Limited (NCM Ltd), Newton Capital Management LLC (NCM

LLC), Newton International Investment Management Limited and Newton Fund Managers (C.l.) Limited. NCM LLC
personnel are supervised persons of NCM Ltd and NCM LLC does not provide investment advice, all of which is
conducted by NCM Ltd. Only NCM LLC and NCM Ltd offer services in the U.S. « BNY Mellon owns a 20% interest

in Siguler Guff & Company, LP and certain related entities (including Siguler Guff Advisers LLC).

Issued as at June 16 2014 W-2014-0530-GU September 16 2014. bnymellonim.com



ARIERIEHEERHE, BNY A1y« 71— (BNY Ao v aREgatte+5%
TIN—T DM TT) OEEERSHEDRMIET HFHRICONT, BNY A -
TEY R vRTVAL L DN EED B BELELOTT,

VEEHIFERORMIEEZ AN L Lebo T, #BF20E L-boTIEH Y 4
ho BEBHIBE TE L L BONDIHFRICHESEERINTHETN, £DIE
fletE, SEEMEZRIET D20 TIEHY FHA, ZZICRSNEERREIX. 1E
IR CORMTH Y, FRIOEEE LICAETE I NI ELH D 7,

BNY Avy 7ty e vxPA B - Dy NSt
BNY Mellon Asset Management Japan Limited

a6 IR B RE (@) 5 406 &
UnAWH=) —fRtEMEEN HEEEDS
—RAEEEAN AAREERERS



