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KEY TAKEAWAYS

The rise in the consumer price index and
weak job growth, has stoked fears of
1970s style stagflation, an economy that
exhibits both high unemployment and
inflation.

Changes to the Fed’s operating frame-
work, including how it targets inflation,
have made it hard to know exactly what
the Fed will do as economic conditions
unfold.

Congress should get federal spending
under control and replace the Fed's
mandate on stable prices and maximum
employment with one to stabilize overall
spending.

he recent rise in the consumer price index
(CPI) has stoked fears of 1970s-style high
inflation and even stagflation, an economy
that exhibits both high unemployment and inflation.
While it would be irresponsible for policymakers
to dismiss the possibility of either occurrence, it
would be just as imprudent to overreact to the recent
increase in the CPI. Rather than panic, public officials
should focus on long-term reforms that will help avoid
this type of economic anxiety in the future. Even if
therise in the April CPI marks the beginning of a new
upward trend, inflation will have to rise higher—and
for longer—to be anything like it was in the 1970s.
Most importantly, Congress should sharpen the
lines between fiscal and monetary policy and then
replace the Fed’s dual mandate with a single directive
to achieve monetary neutrality. Though the situation
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can change quickly, the current data is not indicative of a return to the 1970s
era of high inflation. To avoid such a problem, Congress and the Admin-
istration should reduce regulations that make consumer products more
expensive, fix the federal government’s structural spending problems, and
ensure that the Federal Reserve normalizes monetary policy.

CPI Jumps After Pandemic Spending Adds to Uneasiness

The latest reports from the Bureau of Labor Statistics (BLS) show that
the CPIrose 0.8 percent in April following a surge of 0.6 percent in March.!
These figures are part of a clear upward trend over the past few months,
starting with a monthly increase of 0.2 percent in December. The April
increase in the CPI also coincides with a sharp jump in energy prices and
an even steeper rise in gasoline prices.” The headline figure that seems to
have caused the most angst is that the CPI increased 4.2 percent over the
previous 12 months, representing the largest year-to-year increase since
the period ending September 2008.% The fact that this report comes near
the end of the COVID-19 pandemic, with a large increase in federal deficit
spending, has added to the public’s fears.

Prior to President Biden’s recent $1.9 trillion COVID-19 relief package,
the federal government had already increased the national debt by $4.5
trillion in 2020.* Even without this new package, the Congressional Budget
Office projects that the federal deficit in 2021 will be “the second largest
since 1945, exceeded only by the 14.9 percent [of gross domestic product
(GDP)] shortfall recorded last year,” and that publicly held federal debt will
reach 102 percent of GDP by the end of 2021.° In February, the $1.9 trillion
package drew a mild rebuke from economist Lawrence Summers, an advisor
to both the Clinton and Obama Administrations. Summers, who shared
the Administration’s concern over failing to provide enough fiscal stimulus,
argued that the new relief package appeared too large relative to the current
economic shortfall. He warned that

while there are enormous uncertainties, there is a chance that macroeconomic
stimulus on a scale closer to World War Il levels than normal recession levels
will set off inflationary pressures of a kind we have not seen in a generation,
with consequences for the value of the dollar and financial stability.

Soon after Summers’ warning, the Administration announced two new
spending proposals totaling an additional $4.5 trillion.” The recognition
that persistently high levels of debt and deficit spending can lead to inflation
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and economic instability is hardly new,® and Congress has done essentially
nothing in the past few decades to shore up the federal government’s fiscal
sustainability.’ In fact, soon after the new proposals were announced,
Summers issued another warning, telling reporters, “Policymakers at the
Fed and in the (White House) need to recognize that the risk of a Vietnam
inflation scenario is now greater than the deflation risks on which they were
originally focused.”*?

It certainly appears that the risk of higher inflation has now arrived,
and the fact that the economy has not yet fully recovered from the pan-
demic adds to the apprehension. For perspective, the unemployment rate
exceeded 14 percent at the height of the pandemic, and it has since fallen
to 6.1 percent. Yet the number of unemployed persons remains well above
the pre-COVID-19 figure (9.8 million in April versus 5.7 million in February
2020)." Moreover, the downward trend in unemployment appears to have
leveled off, and the April employment report showed lower than expected
job growth.'?

Federal relief (deficit) spending for the pandemic has also left many
households with unusually high disposable income, further adding to fears
of future inflation. For instance, per capita disposable personal income
increased 14 percent from January through March, far greater than the
average first-quarter increase (0.43 percent) during the last decade.”® Given
that this increase is largely due to deficit-financed federal spending, many
people fear higher inflation due to the classic “too many dollars chasing
too few goods” phenomenon as the recovery takes hold."* Given this policy
climate, it is hardly surprising that the recent unexpected rise in inflation
has stoked fears of high inflation and even stagflation, an economy with both
high unemployment and inflation."® Nonetheless, the inflation numbers do
not yet suggest that a return to the high inflation of the 1970s is imminent.

Inflation vs. Individual Price Increases

Inflation refers to a rise in the economy’s overall price level, and the U.S.
price level is typically measured by the CPI or the Personal Consumption
Expenditure (PCE) index. The BLS publishes the CPI every month, and it is
designed to broadly represent how much the average U.S. consumer spends
on a market basket (a representative bundle) of goods and services. The
Bureau of Economic Analysis provides the PCE index, a measure of prices
based on personal consumption in the official National Income and Prod-
uct Accounts.!® The Federal Reserve currently focuses on the PCE index to
gauge inflation, but it relied on CPI inflation prior to 2000."
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High rates of inflation dilute the value of peoples’ cash holdings and have
been associated with stifled economic growth.'® Higher rates of inflation
reduce purchasing power as time goes on unless wages and rates of return
adjust along with inflation.” Evidence suggests that, on average, income
does tend to adjust along with inflation over time, although distortionary
short-run effects cannot be ignored.?°

One problem for policymakers is that there is no objective measure of what
constitutes “high” inflation. Moreover, temporary increases in inflation tend
not to cause widespread economic problems, and it is easy to find above-aver-
age monthly rates of inflation in the U.S. data during the past several decades.
Itis also common to find that individual components of the overall price index
rapidly rise on occasion, but such movements do not, by themselves, consti-
tute high inflation. For instance, gasoline prices are up 49 percent from April
2020 to April 2021, an increase that is largely explained by basic supply and
demand factors separate from any recent policy changes.?

Although sustained price increases of this sort could ultimately contrib-
ute to an upward long-term trend in overall prices, large swings in gas prices
are not uncommon. For instance, gas prices fell 39 percent from April 2008
to April 2009 and rose 38 percent from April 2009 to April 2010.? Similarly,
on a calendar-year basis (from January to December), between 1990 and
2020, U.S. gas prices have typically fluctuated 19 percent, with a decrease of
44 percent in 2008 and an increase of 48 percent in 2009.?® Yet the overall
annual change in the CPI averaged just 2.13 percent during this period, with
a high of 5.25 percent in 1990 and a low of 0.37 percent in 2008.%*

More broadly, prices of all sorts of goods and services typically rise—and
fall—based on conditions in their individual markets. While these individual
price changes contribute to the overall level of inflation, they do not, by
themselves, constitute inflation.* They represent important price signals
for producers to supply more (or less), and government interference with
those price changes in the name of reducing inflation—or some other policy
goal—tends to do more harm than good.?®

Naturally, many consumers will not care that overall inflation is mild if,
for instance, gas prices suddenly double. Nonetheless, to the extent that
unique factors (including harmful regulatory policies) cause such individ-
ual price fluctuations, it would be counterproductive for policymakers to
address the situation by trying to change the overall price level. Monetary
policy, particularly, is a blunt instrument that affects prices broadly over
time. Regardless, it is impossible to determine which goods categories are
driving trends in the overall price level without examining changes in the
components of the overall price index.
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The 1970s Have Not Yet Returned

Despite the unexpectedly large uptick in annual inflation in April, it
remains too early to determine whether the rise is transitory or the begin-
ning of a long-term trend. Based on movements in some of the individual
components of the CPI, there is still good reason to believe that the overall
increase is transitory. For instance, the recent increase in gas prices (from
April 2020 to April 2021) explains 29.33 percent of the increase in the over-
all CP1.%” The gas price increase, in turn, is driven in part by a steep decline
at the beginning of 2020 to nearly a four-year low, when gas prices declined
30 percent from January to April.*®

Separately, several categories of price changes related to the COVID-19
pandemic explain a large amount of the overall rise in the CPI. For instance,
many car rental companies sold off their fleets during the pandemic, and
now used car prices have surged as demand has picked up.?” The April-to-
April rise in used car and truck prices accounts for 12.88 percent of the rise
in the CPI. Another 12 percent is explained by the following categories, each
of which experienced major economic difficulties during the pandemic:
full-service meals (2.8 percent), limited-service meals (4.05 percent),*°
other lodging away from home including hotels and motels (1.57 percent),
car and truck rental (1.9 percent), and airline fares (1.45 percent).

Thus, price increases in just seven categories explain 54 percent of the
April-to-April increase in the CPI. The increases in some of these categories,
such as lodging, are more pronounced than normal because they are occur-
ring amidst a demand resurgence after price declines during the pandemic.
Other increases, such as restaurant prices, are at least partly explained by
extremely tight labor conditions, a problem that COVID-19 relief spending
has likely worsened.® While idiosyncratic factors are clearly driving these
increases, there is certainly no guarantee that inflation will not continue
to rise. Still, even though policymakers must remain vigilant, the broader
CPI trends look very different from those in the 1970s.

April CPI in Broader Context

Itis too soon to know whether the recent inflationary surge is merely
transitory, but annual changes during the past decade show that the latest
change is not yet part of alarger trend. For example, in the past 10 years, the
highest annual (January to December) increase in the CPI was in 2011 at
2.73 percent. Although the Fed did not change its policy stance, the annual
CPI inflation rate fell for the next three years, falling to 0.41 percent in
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2014.32 The PCE index, the Fed’s preferred inflation measure, displayed
the same trend over this period.* In fact, inflation has been low by historical
standards for the past two decades. Between 2000 and 2020, average annual
inflation was 1.89 percent using the CPI and 1.59 percent if measured with
the PCE.**

In contrast, the lowest annual increase in the CPI between 1966 and 1980
was 3.01 percent (in 1971), and the highest annual rate of inflation during this
period was 12.26 percent (in 1979). The average annual increase between
1970 and 1980 was 7.18 percent. Even the month-to-month changes across
these two periods are radically different. The average monthly change in the
CPI between 1970 and 1980 was 0.63 percent, but between 2010 and 2020
the average was just 0.14 percent.® Inflation trends can change suddenly
and unexpectedly,* but these comparisons show that the United States has
along way to go to repeat the awful experience of the 1970s.

Nonetheless, the April inflation report does suggest that the risk of higher
inflation outweighs that of lower inflation for the first time in perhaps the
past decade. Aside from the figures already discussed, CPI inflation from
January to April 2021 was 1.75 percent, the highest rate over these four
months since 2011 (1.31 percent).?” While there is no doubt the April CPI
rose very fast by recent historical standards, there is not yet any reason to
think inflation will get out of control. There is, in fact, very little chance that
the Fed would change its policy stance in response to an increase in the CPI
such as the April surge.

How the Fed Relies on Its Mandate

There is no way to perfectly predict whether (or when) a long-term
increase in inflation might begin. Thus, Federal Reserve officials are in the
unenviable position of trying to gauge when inflation is “too high” for “too
long,” thus requiring a policy response that would contract the economy.
Naturally, the Fed tends to view sustained price level increases—rather than
short-term/transitory increases—as the type of inflation that requires it to
change its policy stance. Fed officials do not, however, base their decisions
on a straightforward formula. This fact, most likely, is contributing to the
current anxiety over the April CPI report.

In the late 1970s, Congress gave the Fed its first formal price-stability
mandate. Specifically, it required the Federal Reserve to “maintain long
run growth of the monetary and credit aggregates commensurate with
the economy’s long run potential to increase production, so as to promote
effectively the goals of maximum employment, stable prices, and moderate
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long-term interest rates.”®® Despite this legislative mandate, the Fed has
broad discretion to determine how to meet its requirements, particularly
with how it chooses to define stable prices.

Just as there is no objective measure of “high” inflation, there is no inde-
pendent definition of “stable” prices. At least since the 1990s, Fed officials
have interpreted this portion of the mandate to require consistently low
inflation, where “low” is approximately 2 percent.* The Fed did not offi-
cially target inflation until 2012, when it announced:

The Committee reaffirms its judgment that inflation at the rate of 2 percent, as
measured by the annual change in the price index for personal consumption
expenditures, is most consistent over the longer run with the Federal Reserve’s
statutory mandate.*°

In 2020, under Chairman Jerome Powell, the Fed updated its official
interpretation of the legislative mandate. This change, announced after
the Fed completed an 18-month public review of its operating framework,
was partly in response to the Fed’s consistent undershooting of its 2 percent
inflation target.*' According to Powell, the goal was to better ensure that
the public’s “longer-term inflation expectations remain well anchored at
2 percent.”*? The new interpretation says that the Fed

will seek to achieve inflation that averages 2 percent over time. Therefore, follow-
ing periods when inflation has been running below 2 percent, appropriate mone-
tary policy will likely aim to achieve inflation moderately above 2 percent for some
time. In seeking to achieve inflation that averages 2 percent over time, we are not
tying ourselves to a particular mathematical formula that defines the average.*?

Thus, the Fed is now following some type of flexible average inflation
targeting, one that does not define a specific period for calculating the aver-
age. While its target inflation rate remains 2 percent, the Fed now appears
committed to making up for undershooting its target by aiming to induce
inflation that exceeds 2 percent “for some time.”

Itis impossible to know precisely what this means for how the Fed will alter
its monetary policy stance going forward or exactly how the unexpectedly high
inflation in April figures into the Fed’s decision. The Fed could use April as
the first month of a period for which to calculate average inflation, but they
do not have to do so. Nor, for that matter, does the Fed have to base its policy
stance on a 12-month average. Regardless, the public can now expect the Fed
to tolerate inflation greater than 2 percent for an undetermined length of time.
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While average inflation targeting (theoretically) has some merit,** it is far
from clear exactly how the Fed will implement its new policy. One potential
problem is that the Fed will, in the future, lack the political will to fully
compensate for overshooting its inflation target by shifting to a contrac-
tionary policy stance.* This risk appears heightened given the Fed’s new
interpretation of the employment portion of its mandate.

The Fed’s new policy statement displays a bias toward expansionary
monetary policy when employment is too low relative to “maximum
employment,” another concept that lacks an objective definition. According
to Powell:

[O]ur revised statement says that our policy decision will be informed by our
“assessments of the shortfalls of employment from its maximum level” rather
than by “deviations from its maximum level” as in our previous statement. This
change may appear subtle, but it reflects our view that a robust job market can
be sustained without causing an outbreak of inflation.*®

There is little doubt that this change was motivated, in part, by political
pressure for the Fed to do more to boost employment rather than focus
on inflation.*” It seems perfectly rational, therefore, for people to be anx-
ious over exactly how long the Fed will tolerate inflation greater than 2
percent. Naturally, the lower-than-expected job growth in April has only
compounded this anxiety.*

The Fed could easily calm the public’s fears by stating, for example, that
it will ensure that inflation averages 2 percent over the next 12 months, but
it has not done so. Instead, several Fed officials have insisted that the recent
spike in inflation is transitory and that they want inflation to remain above 2
percent “for a while.”* Thus, combined with the fact that the United States
has not dealt with consistently high inflation since the 1970s, it is hardly
surprising that the recent uptick in the CPI has caused so much alarm. Sep-
arately, the Fed’s current operating framework—completely untried during
conditions of increasing inflation—even further adds to the anxiety.

Fed’s Operating Framework Worsens Fiscal Outlook

Economists John Cochrane and Kevin Hassett recently argued that the
current fiscal outlook means that it will be more difficult for the Fed to
stop inflation than in the past. They pointed out, “Federal debt held by the
public hovered around 25 percent of GDP throughout the 1970s. It is four
times that large, 100 percent of GDP today, and growing.”*® Cochrane and
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Hassett (correctly) referred to the fear of higher interest rates exploding
the deficit even more, leading to more debt, but the problem is even trickier
due to the Fed’s new operating framework.

As part of its response to the 2008 financial crisis, the Federal Reserve
purchased large quantities of long-term Treasuries and mortgage-backed
securities.” They also implemented a new operating framework, based on
paying above-market interest rates on banks’ excess reserves, that it has yet
to end. One major problem with this framework is that it effectively divorces
the Fed’s monetary policy stance from the amount of assets it purchases.
That is, the Fed can now purchase financial assets without creating the types
of inflationary pressures that such purchases would have created prior to
2008.%2 Thus, the new framework politicizes monetary policy in several ways.

First, the Fed will come under increasing pressure to absorb new U.S. debt
and accommodate new types of federal spending.*® While Fed officials were
once able to rely on its price-stability mandate to fend off congressional
attempts to engage in massive spending programs, they can no longer do so.
Second, increased political pressure is also likely to hamper the Fed’s ability
to control high inflation because of the way the Fed’s key policy instrument
works in this new framework. Specifically, the Fed must increase the inter-
estrate that it pays on reserves to keep inflation in check, because interest
payments on reserves are now its primary control mechanism.>*

As inflation rises, leading to higher market interest rates, the Fed will
have to pay higher and higher amounts to large financial institutions. Given
that total reserve balances now exceed $4 trillion, the Fed could easily have
to pay more than $200 billion per year to large financial institutions to
tighten its policy stance and slow down inflation.*® In other words, the Fed
would not be able to slow down inflation without paying billions of dollars
to banks to hold onto their reserves. It is extremely difficult to see how these
payments would be politically sustainable in any economic environment,
much less one in which inflation is spiraling upward. Hopefully, the long-
term structural forces that have kept inflation in check will continue to do
so while giving the Fed more time to normalize its policies.

Another Reason for Hope: Chronically
Undershooting Inflation Targets

As alluded to previously, the Federal Reserve has generally undershot its
inflation target for decades. Between 2000 and 2020, for instance, average
annual PCE inflation was 1.59 percent. Since the 1990s, in fact, most major
central banks have experienced the same sort of problem: They have had
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difficulty reaching their inflation target.>® This pattern has coincided with
along-term secular decline in interest rates, complicating monetary policy
operations as short-term interest rates have remained close to zero.*”

There are several reasonable explanations for these long-term trends,
but economists are uncertain exactly why these phenomena have occurred.
Reasons include higher productivity, increased economic development
throughout the world, an aging population, and a corresponding safe-as-
set shortage.*® Obviously, the structural forces that have been causing
persistently low inflation could change at any time. Still, at least some of
these factors are likely to influence inflation for the near future, reinforcing
the point that policymakers should not panic over the latest CPI report.
Instead, they should help avoid this type of economic anxiety in the future
by focusing on long-term reforms that address U.S. fiscal and monetary
policy problems.

Traps to Avoid

Many people are concerned about the recent spike in inflation, and it is
critical that policymakers remain vigilant. However, implementing poorly
designed policies—and failing to enact beneficial policies—during a panic
will only make matters worse. The following are several mistakes that pol-
icymakers should avoid as the recovery from the pandemic takes off.

Confusing an Increase in Individual Prices with an Increase in
the Overall Price Level. Most consumers likely do not care that over-
all inflation is mild when, for instance, food or gas prices suddenly spike
upward. Some may also worry that price increases in certain goods, such
as fuel or basic commodities such as steel, will eventually translate into
higher overall prices. While these fears should not be dismissed, it is vital
torealize that prices of all sorts of goods regularly fluctuate, and those price
changes serve a fundamental function for allocating resources in markets.
Itis also true that, in general, commodity price increases do not automati-
cally lead to higher overall consumer prices.” Unlike inflation, individually
fluctuating prices do not (by themselves) erode consumers’ purchasing
power over time. Rather than authorize a government agency to constantly
adjust consumer prices, it is far better to let prices fluctuate so that markets
will function properly. Of course, many poorly designed regulatory policies
that increase consumer prices—beyond the energy sector—and have other
harmful effects should still be eliminated.®

Fearing Inflation Because the Fed Has Created Too Much Money.
Several reports demonstrate that many people fear inflation because of
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the large spike in the M2 monetary aggregate that began in March 2020.%

It may seem natural to fear inflation because so much additional money is

now in the economy, but the historical relationship between annual changes

in M2 and inflation (using either an overall or core price index) shows that

inflation has been low and stable for decades even following large increases

in M2. This fear also ignores changes in the velocity of money, a term that

indicates how rapidly each dollar in the economy is being spent. If, for exam-
ple, the velocity of money is decreasing, then individuals in the economy
are conducting fewer transactions.®> Because a rapid decline in velocity
offsets the inflationary effects of an increase in the money supply, proper
monetary policy requires the Fed to offset changes in velocity with changes

in the money supply. The data, in fact, indicate that the Fed appropriately
offset a decline in velocity during the pandemic.®® In any case, it does not

follow that an increase in the monetary aggregates—such as the recent spike

in M2—will automatically translate into inflation.®*

Requiring the Fed to Maintain Price Stability. Monetary policy is a
very blunt instrument in that the central bank has very little control over
where additions to the money supply are spent. An inflation-targeting cen-
tral bank, therefore, runs the risk of causing some goods’ prices to no longer
reflect their true scarcity at any given point in time. If, for instance, the Fed
tries to grow the price level at 2 percent each year, it could mask the underly-
ing conditions that some prices would otherwise signal to buyers and sellers.®

Absolving Federal Officials of Enacting Poor Fiscal and Regulatory
Policies. The federal government has enacted countless regulatory policies
that lessen economic opportunities for Americans. Congress should start
removing these harmful regulations regardless of the latest CPI reports.®®
Regardless of the recent CPI figures, elected officials must curb rising U.S.
debt and the growth in entitlement spending.®” The risk of a fiscal crisis
and higher inflation are heightened by persistently increasing debt and
deficits. Such a fiscal path ultimately causes people to lose confidence in
the nation’s ability to service debt. Similarly, people lose confidence in the
ability of the United States to finance deficits as the Fed purchases a higher
and higher share of outstanding Treasury debt. Long before the COVID-
19 pandemic, the United States was on an unsustainable fiscal path due
largely to entitlement spending.®® Perhaps worse, the Fed’s new operating
framework replaces a market-determined federal funds rate with bureau-
cratically administered interest rates, thus distorting private markets and
jeopardizing the Fed’s ability to regulate the economy’s overall liquidity. If
the Fed does not revert to its traditional (pre-2008) operating framework
on its own, Congress should require the Fed to do so over a specific period.
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Congress Should Focus on Long-Term Reforms

Regardless of whether the latest CPI figures represent the beginning of
anew upward trend in inflation, Congress can implement several reforms
that improve monetary and fiscal policy. These reforms would also help to
reduce the type of uncertainty that has contributed to economic anxiety
over the recent surge in the CPI. In particular, Congress should enact the
following reforms.

Replace the Fed’s “Dual” Mandate. Congress can greatly improve mon-
etary policy by replacing the Federal Reserve’s current legislative mandate
to promote stable prices and maximum employment. Instead, Congress
should give the Fed a mandate with the single goal of achieving monetary
neutrality by stabilizing overall spending in the economy. A central bank that
targets total spending has the best chance of achieving monetary neutrality
because it effectively requires it to respond to changes in money velocity.®
This framework would be superior to inflation targeting—particularly in
the face of supply shocks to the economy—because it would allow prices to
better reflect goods’ actual scarcities and because it would avoid major infor-
mation problems faced by inflation-targeting central banks.” Similarly, the
central bank would no longer directly respond to changes in unemployment,
which is a benefit because maximum employment is largely determined by
non-monetary factors.” Targeting total spending also allows the price level
to decline as productivity improves, thus allowing people to enjoy the ben-
efits of a growing economy, with more goods for sale at lower prices.

Normalize Monetary Policy. The Fed has breached the traditional
boundaries between the monetary and fiscal authorities, thus making it
easier to engage in strictly fiscal quantitative easing operations, the type of
financing favored by supporters of large-scale infrastructure projects and
helicopter money proposals.”> Regardless of the recent CP1I figures, elected
officials should curb rising U.S. debt and the growth in entitlement spending,”®
If the Fed does not revert to its traditional (pre-2008) operating framework
on its own, Congress should require the Fed to do so over a specific period.

Conclusion

The latest inflation report from the BLS has created fear that the United
States might be on the verge of returning to the high inflation of the 1970s,
or even stagflation. Rather than panic, Congress and the Administration
should focus on long-term reforms that will help avoid this type of eco-
nomic anxiety in the future. They should fix the federal government’s
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structural spending problems, sharpen the lines between fiscal and mon-
etary policy, and replace the Fed’s dual mandate with a single directive to

achieve monetary neutrality. Congress and the Administration should also

reduce harmful regulations and ensure that the Federal Reserve normalizes

monetary policy.

Recent changes to the Fed’s operating framework, including how it
intends to target inflation, have made it difficult to know exactly what the
Fed will do as economic conditions unfold. This problem will only get worse
if conditions unfold along an unexpected path. Unless Congress takes back
its authority to set monetary policy, lessening the Fed’s policy discretion,
this type of downside to the Fed’s current framework will remain.

Norbert J. Michel, PhD, is Director of the Center for Data Analysis, of the Institute for
Economic Freedom, at The Heritage Foundation.
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