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Years of Global Growth Raise Inflation Worries

Years of Global Growth Raise Inflation Worries.

Chinese, Indian Labor Long Damped Prices,But Effect Is Reversing

For the past decade, low-priced labor from China, India and Eastern Europe has
helped much of the world enjoy economic growth without the sting of inflation. Now
that damper on prices is beginning to reverse -- and global inflation pressure is

starting to build.

Companies in many countries are operating at close to full capacity, facing
shortages of everything from land to equipment. Western workers and their low-cost
rivals both are winning higher pay, thanks to rising demand. In some cases, the
global links of the economy are increasing costs rather than lowering them, as

far-flung businesses compete for the same resources.

Central banks are increasingly worried about spare production capacity running
out -- which could force them to raise rates to their highest level in years to

stave off inflation. That could puncture the ebullience of stock and bond markets,

which have become accustomed to a rare combination of fast growth, low inflation

and low interest rates.




Even the price of Chinese exports such as furniture and clothing is rising, and
provincial authorities there raised long-stagnant -- and still tiny -- minimum wages
by an average of 21% last year. Indian outsourcing giant Infosys Technologies
recently raised entry-level wages 10% and expects to do so again amid increasing
competition for its workers.

To be sure, globalization still is helping contain some price pressures, and

growth is still strong. Inflation remains moderate, at around 2% in industrialized

countries and not much above 5% in many developing countries. The lack of price

pressure has allowed central banks to leave their short-term interest rates 1.25

percentage points lower, on average, than at the peak of the world"s 1990s economic

boom, J.P. Morgan says -- even though the world economy is growing even faster now.

The flood of cheap imports into the U.S. has benefited consumers there and

subtracted about one percentage point a year fromU.S. inflation for the past decade,



says the International Monetary Fund. Goldman Sachs economists said in a report
last week, "There are pockets where inflation has risen more than expected, but
the most recent evidence ... is that inflation is receding," especially in the U.S.

and Japan.

Still, signs are now multiplying that global growth is fueling inflation rather

than restraining it, says Richard Fisher, president of the Federal Reserve Bank

of Dallas and a nonvoting member of the Fed"s policy committee. "More and more,
I hear people complain about the rising costs of [hiring] Indian M.B.A.s or the
wages paid to Chinese workers," he says. As an inflation-damper, he adds, global

capacity has gone from "tailwind to a headwind."
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