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Fed Determined to Stay Loose

The Federal Reserve was already holding short-term interest
rates near zero. What today’s meeting made clear was how
determined the Fed is to hold them there for at least the next
few years and perhaps well into the current decade.

In previous statements the Fed had noted that its 2% inflation
goal was “symmetric,” which hinted that it would like to see
inflation above 2% as much as below 2%. That commitment
is now explicit, with the Fed saying, it “will aim to achieve
inflation moderately above 2% for some time, so that
inflation averages 2% over time.”
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The Fed also made it clear that it will keep monetary policy
loose for a prolonged period of time, saying it expects to
maintain near zero short-term interest rates until (a) the
employment situation is back to normal (with an
unemployment rate around 4.0%) and (b) inflation is running
at or above 2%.

In turn, the Fed’s “dot plot” shows that the current consensus
among policymakers is that there will be no rate hikes at all
this year, or in 2021, 2022, or 2023. None. Nada. Zero.
Zippo. This is consistent with its new economic forecast,
which, although it shows an upwardly revised pace of
recovery in late 2020 as a well as a faster drop in the
unemployment rate, shows the jobless rate at 4.0% at the end
of 2023 and inflation not exceeding 2.0% until at least 2024,

In other words, the Fed itself doesn’t think the economy will
meet its two-pronged test for rate hikes (employment and
inflation) until at least 2024. Furthermore, if the Fed wants to
see inflation persistently exceeding 2.0% before it raises
rates, it now thinks rate hikes won’t happen until the second
half of the 2020s.

We believe short-term rates are likely to stay near zero for at
least the next couple of years, but the Fed will end up raising
rates earlier than it now thinks. The reason is that the M2
measure of the money supply has been growing at an
extremely rapid pace, unlike in the aftermath of the Financial
Crisis in 2008-09, and the federal government has taken
measures (we think that will likely be extended) to support
incomes in excess of the rebound in economic production.
This is a recipe for faster inflation.

Brian S. Wesbury, Chief Economist
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Text of the Federal Reserve's Statement:

The Federal Reserve is committed to using its full range of
tools to support the U.S. economy in this challenging time,
thereby promoting its maximum employment and price
stability goals.

The COVID-19 pandemic is causing tremendous human and
economic hardship across the United States and around the
world. Economic activity and employment have picked up in
recent months but remain well below their levels at the
beginning of the year. Weaker demand and significantly
lower oil prices are holding down consumer price inflation.
Overall financial conditions have improved in recent months,
in part reflecting policy measures to support the economy
and the flow of credit to U.S. households and businesses.

The path of the economy will depend significantly on the
course of the virus. The ongoing public health crisis will
continue to weigh on economic activity, employment, and
inflation in the near term, and poses considerable risks to the
economic outlook over the medium term.

The Committee seeks to achieve maximum employment and
inflation at the rate of 2 percent over the longer run. With
inflation running persistently below this longer-run goal, the
Committee will aim to achieve inflation moderately above 2
percent for some time so that inflation averages 2 percent
over time and longer-term inflation expectations remain well
anchored at 2 percent. The Committee expects to maintain an
accommodative stance of monetary policy until these
outcomes are achieved. The Committee decided to keep the
target range for the federal funds rate at O to 1/4 percent and
expects it will be appropriate to maintain this target range
until labor market conditions have reached levels consistent
with the Committee's assessments of maximum employment
and inflation has risen to 2 percent and is on track to
moderately exceed 2 percent for some time. In addition, over
coming months the Federal Reserve will increase its holdings
of Treasury securities and agency mortgage-backed
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securities at least at the current pace to sustain smooth
market functioning and help foster accommodative financial
conditions, thereby supporting the flow of credit to
households and businesses.

In assessing the appropriate stance of monetary policy, the
Committee will continue to monitor the implications of
incoming information for the economic outlook. The
Committee would be prepared to adjust the stance of
monetary policy as appropriate if risks emerge that could
impede the attainment of the Committee's goals. The
Committee's assessments will take into account a wide range
of information, including readings on public health, labor
market conditions, inflation pressures and inflation
expectations, and financial and international developments.

Voting for the monetary policy action were Jerome H.
Powell, Chair; John C. Williams, Vice Chair; Michelle W.
Bowman; Lael Brainard; Richard H. Clarida; Patrick
Harker; Loretta J. Mester; and Randal K. Quarles.

Voting against the action were Robert S. Kaplan, who
expects that it will be appropriate to maintain the current
target range until the Committee is confident that the
economy has weathered recent events and is on track to
achieve its maximum employment and price stability goals as
articulated in its new policy strategy statement, but prefers
that the Committee retain greater policy rate flexibility
beyond that point; and Neel Kashkari, who prefers that the
Committee to indicate that it expects to maintain the current
target range until core inflation has reached 2 percent on a
sustained basis.
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