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External realities guiding the Fed’s self-assessment 

The Fed’s ongoing strategy, tools and communication review may receive a bit more attention over the 
next couple weeks. 

The FRB Chicago is holding a Fed Listens conference on the subject on June 4th and 5th, and there is a 
good chance that some of the papers presented there – as well as the live-streamed discussion around 
them — will shed a little more light on what the Fed is hoping to achieve here.   

The conference will not provoke much market reaction, particularly given the current focus on the trade 
war and international politics more generally.  However, its approach provides an occasion to set out a 
preliminary take on some of the external (to the Fed) issues relevant here.  This may help with 
interpreting the news around the event, while getting started on themes that will likely have a long shelf 
life. 

Senior Fed officials have taken to describing their review as merely a matter of best practice, with the 
timing of it reflecting the serene backdrop. Growth has been running just over trend and the Fed is 
presumably close to target on both sides of its dual mandate.  What better time, then, to step back and 
take a calm assessment? 

Such a characterization of the review is obviously plausible, but the soft pedal probably also reflects a 
desire to tamp down expectations of what might be achieved.  Most importantly, the Fed is not going to 
change its 2% long-term inflation objective, although it is interested in how it might more reliably hit the 
objective it currently has.  As Fed Vice-Chairman Clarida has emphasized, we are talking here about 
evolution, not revolution. 

Hundreds of old Fed speeches aside, it turns out normal includes zero 
Which is the main issue 

 

Source: Federal Reserve 
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Still, the review would seem to be motivated by two concerns, the first of which is most serious:   

The Fed leadership wants to be prepared to deliver appropriate stimulus during and immediately 
after the next recession, which seems likely to push the US economy back into liquidity trap. 

The leadership would prefer — if possible — to develop a more secure plan to hit their 2% 
inflation objective, in part to prevent an unhelpful decline of inflation expectations.    

These two issues are linked. But it may be best to take them in turn, starting with the stimulus aspect, 
which is probably the most important as well as logically primary.  Inflation and inflation expectations are 
relevant largely to extent that they affect the ability to deliver stimulus.  

Dealing with the lower bound on interest rates 

The main longer-term policy worry dogging the Fed is the high probability that its policy rate will again fall 
to the lower bound, 0%, during the next economic downturn.   The most recent Summary of Economic 1

Projections (SEP), released following the March 20 FOMC meeting, shows the Committee believes that 
the long-term nominal neutral rate is about 2 ¾%.  That estimate reflects the 2% inflation objective and an 
estimated real rate, r*, of about ¾%.   

Strictly speaking, each member on the Committee submits their own guess of where r* might be.  But the 
implied central-tendency estimate in the SEP,  of ¾%,  is heavily influenced by the Laubach-Williams 
approach, the updating of which NY Fed President Williams has ported over to his new job site.  As of the 
last run, on the 2018 Q4 data, the L-W estimate of r* was 81 basis points.  

When thinking about the importance of r*, we must get clear on a key practical issue.  The concept exerts 
only a very weak influence over how the policy rate is set in real time.  The 2/3 confidence interval around 
the real-time estimate of r* is typically more than 5 percentage points wide. And even under the wild 
assumption that r* were known with precision, and that the actual real funds rate were at it, there would 
still be slippage between the funds rate and the broader array of financial conditions that presumably 
drive demand growth.  That is, the funds rate itself might be at neutral, and yet the business end of Fed 
policy would not be.  

To be sure, there is useful information about how the Fed’s policy thinking is evolving in how they 
characterize r* and its relation to the current policy setting. This was demonstrated last fall, when the Fed 
stopped describing r* as clearly above the current setting and suddenly started emphasizing the 
uncertainty around the estimates, even though nothing meaningful had happened to the r* estimates or 
(immediately) the funds rate itself.  2

Where estimates of r* play a more legitimate role is influencing the perceived risk of returning to the zero 
bound on interest rates.  For example, simulations of the Fed’s main macro model on shocks calibrated to 
the US historical experience suggest that the US economy is likely to find itself stuck in liquidity trap more 
than 30% of the time, if the actual neutral rate is less than 3%.   

That would correspond with underlying inflation of 2% and an r* of less than 1%, as seems now to be the 
central case at least.  Of course, if inflation were to slip further, then the estimated frequency of liquidity 
trap would presumably rise a bit further still. 

 Experience in Europe and Japan has shown that 0% is not the absolute minimum for the policy rate, but for now the Fed leadership seems 1

disinclined to go below zero.  The the lower bound and the zero bound are roughly interchangeable terms here, at least for now.

 Even with this abrupt shift, the Fed was still understating the uncertainty around the estimate of r*, by highlighting the relatively narrow range of 2

central-case estimates across the guessers, rather than the great uncertainty around each individual guess.  As of the September FOMC meeting, the 
full range of guesses around the nominal neutral rate was 1 percentage point wide. This is one fifth the two-thirds confidence interval around r* 
implied by Laubach Williams. 
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A key implication is that that the 2008-14 experience with ZIRP was not a one-off event associated 
uniquely with financial crisis.  Rather, the prospect of return to liquidity trap remains an enduring risk.  It 
may not be pressing over the very short term, according to various term-structure and econometric 
models, such as these covered by the San Francisco Fed.  But it is likely to be relevant after the next 
business cycle peak. 

Getting confidence on rates guidance 

The Fed leadership does not seem to be confident that it can get around the constraints imposed by the 
zero bound by resorting again to quantitative ease (QE),  for reasons I have been over in earlier notes 
and reports.  Instead, they seem to want to get clarity around how they might use forward interest rate 
guidance to depress even medium-term yields to near zero after the next business cycle peak.  
Presumably that would push overall financial conditions to a sufficiently-stimulative setting, even in the 
presence of the zero bound. 

This probably sounds like it rhymes pretty closely with that the Fed did in the wake of the Crisis, although 
with two slight differences. First, the leadership seems now to be clearer that rates guidance is more 
potent than QE, and does not require QE as a backstop.    3

Second, there seems to be a recognition – developed by experience – that rates guidance should be 
contingent on economic results, such as the achievement of full employment or 2% inflation, rather than 
purely calendar based.    

A telling example of this recognition, definitely featuring some experience, is a recent blog post from 
Former Fed Chairman Ben Bernanke, which references a more formal FEDS study Bernanke co-authored 
with two other academics.   Bernanke et al. claim that the Fed can deliver sufficient stimulus to drive the 
economy quickly out of recession — even in the presence of the zero bound — by committing to a lower-
for-longer (L4L) rates policy, as soon as the zero bound becomes actually binding.  

In Bernanke’s view, which I take to be roughly representative of the broader discussion, L4L would 
provide stimulus in two ways. First, it would force down medium-term bond yields in line with the expected 
Fed path.  And second, it would provide an immediate lift to inflation expectations, via the process 
discussed above, which would allow any given level of nominal yields to map to lower real yields and thus 
more stimulus.  I find it striking and telling that there is no discussion in Bernanke et al. of using QE to 
work on the term premium component of medium-term yields, but set that aside for now. 

The Fed was able to hit its inflation target until it announced it 

Source: BEA to March, consensus estimate for April 
Headline inflation averaged 2% through the peak of the last cycle and has since averaged 1.55%.  Core inflation has generally been lower. 

 Prior to the taper tantrum and its resolution, there was some talk of QE being required to backstop the open mouth operations that are rates 3

guidance.  But that episode provided a natural experiment, the result of which was that QE seems not to be required. So long as the rates guidance is 
not sharply at odds with what are taken to be the Fed’s objectives, the words are enough. 
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Model consistency is a nice-to-have 

The interaction between rates guidance and inflation is central in what seems to be the hardening new-
normal policy framework.  So, maybe we should pause here to dwell on it briefly.   

I would not be surprised if much of the rates guidance discussion in Chicago or elsewhere is cast in terms 
of “inflation”, even though the real heavy lifting will be done by the rates guidance itself.  

Here’s why.  Fed types are typically careful to avoid any inconsistency between their commitments on 
rates and the presumed implications of those commitments for future macro-economic outcomes, as 
formally simulated in their models.  For example, Bernanke et al. strongly emphasize that their own model 
simulations take as a given that the Fed model is correct and that financial market participants have 
sufficient incentive to “learn” it. 

Accordingly, if the Fed were to commit to keeping the funds rate at zero until, say, the average (for cycle) 
inflation rate had returned to 2%, then financial market participants would immediately and correctly figure 
out that this would imply a mid- to late-cycle period of above-2% inflation linked to over-full employment.  
In other words, the early-cycle rates commitment would put the Fed on the hook for tolerating, as their 
central case, some later overshoots of inflation and employment.  

Briefly, n unusual commitment on rates must entail an unusual commitment on economic outcomes. 
Otherwise there would be “time inconsistency”, and the Fed would be expected to renege on its rates 
commitment.  

This aside may strike you as a bit fussy and unnecessarily formalistic.  What the markets have actually 
“learned” is that the Fed model is strongly inclined to end up wrong.  Moreover, in the current, non-
inflation-prone environment, the Fed could seemingly commit to keeping rates at zero until some 
economic thresholds were met, without worrying too much about the need to convince markets that it 
would accept the mid- to late-cycle implications of that early-cycle commitment.   

But the point here is not to be critical of the Fed.  Rather, it is simply to underscore that when the 
policy makers and policy academics refer to a transitory overshoot of inflation they are really 
assessing the plausibility of aggressive rates guidance. They recognize that the real work is done by 
the rates guidance itself, and that the inflation implication is a combination of desired in the short run and 
tolerable over the longer.  

Wiggle room around Bernanke 

Returning to the main thrust of the Bernanke argument, it seems to be representative of the broader 
discussion.  But within that discussion there are still a few degrees of freedom, which may not be fully 
locked down even when the review is  said to be complete.  

The Fed still needs to figure out what sort of contingent rates commitment will be appropriate come the 
next zero-bound episode.  They need to decide, in particular, how to deal with the cumulative early-cycle 
inflation shortfall, i.e. how far they should look back when calculating that shortfall and how forcefully they 
should commit to correcting it.  They will also have to figure out what role labor market conditions will play 
in the rates guidance and how much of a mid-to-late cycle overshoot they should allow in inflation and 
employment.  

Bernanke gets into this discussion, highlighting the issues that are still to be resolved. And it may be 
worth your while to read the blog post.  But what seems like a good bet is that rates guidance will remain 
central in the Fed’s framework, that QE will increasingly be de-emphasized  going forward, and that any 4

tolerated deviations of inflation from the long term objective will be mostly in the service of the rates 
guidance, the short-run stimulus it delivers and the early-cycle recovery associated with that.  

 The Fed will not swear off use of QE, because they do not believe it is completely irrelevant in determining the term premium and because they — 4

quite reasonably — recognize that QE can directly affect risk tolerance, although through channels that are as yet not fully described.  But it will be 
back burner relative to rates guidance, in the planning and in the actual reaction to the next recession. 
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Tweaks to inflation strategy per se will be secondary 

The most important issue relating to the inflation mandate is that it is not going to change.  The Fed will 
continue to aim at a 2% rate of increase in headline PCE inflation over the longer term.  Vice Chairman 
Clarida made this clear in a brief Fed Listens speech earlier this month in Boston, in which he noted: 

The Congress charged the Federal Reserve with achieving a dual mandate—maximum 
employment and price stability—and this review will take this mandate as given. We will also take 
as given that a 2 percent rate of inflation in the price index for personal consumption expenditures 
is the operational goal most consistent with our price-stability mandate. 

The outstanding issues, then, are: how can the Fed leadership raise the odds of hitting their objective and 
to what extent should they dial up their commitment to doing so?   

The second issue is a bit more controversial than the Fed has let on and I confidently forecast that the 
Fed leadership will employ some weasel words in assessing it.   The dirty little secret — or perhaps 5

understated reality — here is that the leadership has actually lost confidence in their ability to hit their 
target at any horizon sufficiently nearby to be relevant.  

This reflects two considerations, the first of which receives some attention, and the second of which lurks 
in the background and will probably strike you as quite controversial.  But before turning to that, let’s 
quickly review how the Fed has done on the 2% inflation objective, referencing the chart shown on page 
3.   

The Fed did not formally announce its inflation objective until the first FOMC meeting of 2012.  At the 
time, it was not necessarily clear if the Fed was trying to prevent a decline of inflation expectations (as 
would now be the focus) or if it was trying to assure us that resort to QE was not really inflationary “money 
printing.”  

An additional oddity is that the Fed seems to have judged itself as having been insufficiently clear that the 
2% objective is symmetrical, rather than a ceiling.   I am sure you are aware of their ongoing efforts to 
correct that omission.  But this page  from the Board’s website might strike you as telling and perhaps 
even humorous.   Note that they give the first mention of symmetry in the Press Release equal standing 
with the 2012 formal announcement itself. Methinks somebody has a guilty conscience!  In hindsight, it 
could be argued that the Fed did act on occasion as though 2% were a ceiling. More likely, they simply 
misjudged. 

That detail aside, the idea that the Fed is aiming at about 2% inflation in the headline PCE deflator can 
probably be traced back to the mid-1990s. At that point, the earlier presumption that the Fed was 
pursuing “opportunistic disinflation” began to give way and participants in the capital markets began to 
figure out that the Fed was content to stop at around 2%.   

At about the same time, the preferred inflation index began to shift from the CPI to the PCE deflator, with 
that process being completed by the year 2000.  So in the chart on page 3%, I start the 2% desired trend 
lines for the headline and core PCE deflator in 1994, which is admittedly somewhat arbitrary. 

For the first 14 years of the period, until the Global Financial Crisis, the Fed seemed to be hitting this 
objective on balance.  The headline PCE deflator dipped below the 2% trend-line after the peak of the 
cycle in 2008.  It subsequently made a brief return to that trend-line, largely on the basis of a quick 
recovery of energy prices.  But I would date the slippage to 2008, rather than 2012, largely on the basis of 
trend in the core deflator.   

Speaking of which, between 1994 and 2008, the core deflator grew less quickly than the headline 
deflator, which made some of the hair shirts complain about excessive reliance on the core. But that 
complaint seems to have been unfair, as the core rose at the pace required to allow the headline inflation 
rate to be on target over that 14 year period on average.   

 In my view, this is not a major criticism of how the Fed conducts itself.  It just underscores the importance of keeping your Fed to English dictionary 5

handy. 

�5

https://www.federalreserve.gov/newsevents/speech/clarida20190513a.htm
https://www.federalreserve.gov/monetarypolicy/timeline-statement-on-longer-run-goals-and-monetary-policy-strategy.htm


The problem is that inflation, whether measured by headline or core, has slipped by a cumulative 45 basis 
for an entire decade now. Forty-five bps might have seemed like rounding error during the era of high 
inflation. But this miss has been larger and more enduring than most would have expected a decade ago, 
even with the Global Financial Crisis in the books.  At a frequency of decades, the average inflation rate 
was supposed to be a choice made by the Fed, at least to well within half a percentage point.  In my view, 
there has been some revisionism in how surprising or unsurprising this result has been.  But the Fed was 
not supposed to miss by this much for so long. 

As mentioned, the miss reflects two considerations.  First, as the Fed leadership has itself emphasized, 
its main tool for managing the medium-term inflation prospect, the Phillips Curve (PC), has become less 
reliable.  The preferred euphemism is to say that the PC has become “flatter”, reflecting perhaps that 
inflation expectations are more stable, that inflation itself is less salient to actors in the real economy, or 
that the structure of the labor market has changed.   

There may be some truth in the euphemism.  It is possible that the Phillips Curve can still play an 
important role in guiding the Fed’s inflation management.  But the PC was never really a convincing 
structural relationship, so it is also possible that its earlier appearance was merely emergent and that it 
has disappeared as conditions have evolved.  And even if the Phillips Curve has not disappeared, a 
particularly flat version of it would make it harder to estimate the natural rate of unemployment — or to 
use inflation performance as a real-time cross check on those estimates. (See, for example, this paper, 
highlighted by Chairman Powell in his 2018 Jackon Hole talk.  

Uncertainty aside, a known low coefficient on slack would mean that the Fed might have to tolerate major 
imbalances elsewhere in the economy if it pursued its inflation mandate single-mindedly.  Governor 
Brainard has been particularly insightful on this point, including most recently in this talk earlier this 
month.  Much to her credit, she is crystal clear that the Fed ought not use monetary policy to manage the 
financial overheating that may be occasioned by pursuit of the dual mandate in an environment of a flat 
Phillip Curve.  That puts here ahead of her colleagues who are occasionally obscure on this point.  But it 
nevertheless follows directly from the points Brainard raises that the inflation target will be harder to hit, 
especially if the Fed is hesitant to tolerate a major overshoot on the employment side. 

Before moving, on I would like to make just one quick point about the distinction between the 
performance of the wage and price Phillips Curve. The wage curve is arguably still operating reliably, in 
the sense that the tightening of labor market conditions in this cycle has been accompanied by a marked 
quickening of earnings growth, especially recently.  

Changes of slack have recently driven wages, but prices much less so 

Source: Blanchflower and Levin 2015, BEA, FRB Dallas,BLS, CBO, FH calculations and consensus estimates for April 
Wage data are for private workers after 2006 and spliced to production and non-supervisory for prior periods. 
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But the relevance of that is sometimes overstated, particularly by people who are invested in the slack 
model.  The link from wages to prices is by no means direct, and the Fed’s mandate involves the latter, 
not the former. As the right panel of the chart on page 6 suggests, underlying price inflation has recovered 
from its cyclical lows, but it has barely responded to the tightening of labor market conditions over the 
past several years.   This makes it hard for the Fed to commit to an inflation objective on the basis of this 6

construct. 

The most obvious assumption may have been wrong 

The second issue that may dissuade the Fed from dialing up (much) its commitment to its 2% inflation 
objective is more a background consideration — and one on which my take may seem jarring and 
controversial.  I will treat it only briefly here, mainly to set down my own marker, but I may return to it later 
in a separate report. 

It has generally been taken as given, at least among many monetary economists, that the central bank is 
certainly able to choose its inflation rate, at least if it is free to co-ordinate with the fiscal authority. Even 
the academics concede that such co-operation ought not be taken as given. But they nevertheless seem 
to assume it when confidently asserting that a central bank inevitably chooses the inflation rate.   

We saw this presumption in spades in Ben Bernanke’s turn-of-century lectures to the Bank of Japan, 
during which he chided them for a simple failure of will.  Bernanke offered several ways for Japan to 
escape their lowflation, including the low-power QE that he eventually tried himself in the US. But for 
Bernanke, the bazooka was money-financed fiscal expansion or what has more recently come to be 
known as helicopter money.   Here is Bernanke at his most-regrettably strident, reviewing the “sure” case 7

for h-money in a lecture suggesting that Japan’s condition was a case of “self-induced 
paralysis” (emphasis added):  

Suppose that the yen depreciation strategy is tried but fails to raise aggregate demand and prices 
sufficiently, perhaps because at some point Japan’s trading partners do object to further falls in the 
yen. An alternative strategy, which does not rely at all on trade diversion, is money-financed 
transfers to domestic households—-the real-life equivalent of that hoary thought experiment, the 
“helicopter drop” of newly printed money. I think most economists would agree that a large 
enough helicopter drop must raise the price level. Suppose it did not, so that the price level 
remained unchanged. Then the real wealth of the population would grow without bound, as they 
are flooded with gifts of money from the government—-another variant of the arbitrage argument 
made earlier. Surely at some point the public would attempt to convert its increased real wealth 
into goods and services, spending that would increase aggregate demand and prices. Conversion 
of the public’s money wealth into other assets would also be beneficial, if it raised the prices of 
other assets. 

The only counter-argument I can imagine is that the public might fear a future lump-sum tax on 
wealth equal to the per capita money transfer, inducing them to hold rather than spend the extra 
balances. But the government has no incentive to take such an action in the future, and hence the 
public has no reason to expect it. The newly circulated cash bears no interest and thus has no 
budgetary implications for the government if prices remain unchanged. If instead prices rise, as we 
anticipate, the government will face higher nominal spending requirements but will also enjoy 
higher nominal tax receipts and a reduction in the real value of outstanding nominal government 
debt. To a first approximation then the helicopter drops will not erode the financial position of the 
government and thus will not induce a need for extraordinary future taxes. 

  

 Underlying price inflation is measured here as the gap between the 12-month change of the Trimmed Mean PCE Deflator and long-term PCE 6

inflation expectations as measured in the Survey of Professional forecasters.  One picture proves nothing, obviously. But I have selected the price 
measure so that it is roughly representative of the slippage from slack to inflation.  The standard core PCE deflator would show even more slippage, 
while the median CPI would show significantly less. The reliable point here is that the strength of the relationship between slack and prices remains 
controversial. 

 See page 21 of linked essay.7
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In fact, the imaginary economists on whom Bernanke leans for authority would now agree that an h-
money drop would “surely” succeed in pushing inflation higher, but they would also emphasize that the 
central bank does not get to choose by how much.  And this is indeed new, I assert for your consideration. 
   
To steal from physics, quanta are relevant here.  The h-money bazooka would certainly raise inflation if 
applied forcefully enough. But it cannot be calibrated to deliver an inflation pulse of the size that the Fed 
might desire, such as for example a rise of merely 100 basis points.   

I have been over this in earlier reports arguing that h-money is a no hoper, because of this issue of 
quanta or calibration.  Recently, a group of high-profile economists, currently or formerly associated with 
the Fed, have produced a wonderful paper that dots the mathematical is and crosses the ts on an intuition 
that immediately struck me when I first heard of this idea of h-money, from Bernanke.  This study is 
politely worded, but is actually dismissive of h-money, and I would guess representative of the Fed’s 
current thinking.  

Again, the purpose here is not to slag the Fed leadership, current or past.  My opinion does not matter, 
but it is that they have done a pretty good job since the Crisis.  Rather, I pick on Bernanke because he is 
obviously a thought leader in monetary policy and unconventional tools related to it.  That he was so 
overconfident on the role of h-money is, I assert, representative of the profession, which has “surely” 
learned to be more humble on these issues.   

And a recognition that not even h-money can be used as a last resort, owing to the calibration issue, goes 
not just to the tool itself but to the very idea that a central bank necessarily gets to choose an inflation rate 
and hit it reliably, particularly if the target inflation rate leaves the zero bound prominent, which a 2% 
target does. As Hans and Franz might say, you can hear me now and believe me later (if right).  For now, 
I will leave this bit largely as assertion and perhaps return to it later.   

In any case, though, a reduced confidence in the reliability of this ultimate backstop is not really required 
to undermine the case for the Fed committing much more forcefully to the 2% objective.   A flabby 
Phillips Curve is enough to deliver that result, which is why the Fed is not going to commit to a Price Level 
Target (PLT), which would require them to make up for all past inflation undershoots with an equivalent 
area-under-the-curve overshoot going forward.  Instead, they will confine themselves at most to an 
Average Inflation Target (AIT), which involves both a limited look-back at past undershoots and possibly 
even some ambiguity around how much of the even-limited look-back would be corrected going forward.     8

The bottom line here, then, is that the Fed is probably not going to dial up its commitment to the 2% long-
term objective much.  The 2% objective will remain in place. And there will be some weasel words meant 
to imply that they will redouble their efforts to achieve it. But practically speaking, this issue is likely to 
remain secondary to the search for how to deliver stimulus in the wake of the next business cycle peak.   

Who knows? The Phillips Curve may reassert itself, giving the Fed greater control over the inflation rate.  
Alternatively, inflation could quicken for other reasons.  There is little question that the Fed would prefer 
higher inflation, to drive expectations back up to a level more consistent with the target.  So the point here 
is definitely not that 2% is unachievable.  It is simply that the case for dialing up the commitment to that 
objective seems weak.   

 It is not worth getting into the weeds on this one, but if the Fed were to adopt, say. a two-year look-back in an AIT, then after one year,  the Fed 8

would be attempting to smooth two averages, one ending a year hence and one ending two. This would leave them with more than one preference, 
leaving aside whether they could achieve either.  Bernanke’s Temporary Price Level Target (TPLT) does not suffer from this particular weakness, being 
distinct from AIT. 
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What about PPLT? 

But where does this leave what I have called Prospective Price Level targeting or PPLT, admitting as I do 
that I dreamt up an acronym for marketing reasons?  I assume that the Fed is already pursuing PPLT, 
which involves a preference now for above-2% inflation to compensate the inflation shortfall that they 
expect following the next business cycle peak.  Under PPLT (unlike PLT or AIT), the Fed makes up for 
bycomings, not bygones.  

When I trotted out this idea about seven years ago, it was quite controversial among some of my 
colleagues because it implied that a purely forward-looking central bank would attempt to hit its 2% target 
by aiming higher.   But my confidence that the Fed is actually already doing PPLT has actually increased 
quite a bit over the intervening years.  People now generally recognize that all this chat about the 2% 
objective being “symmetrical” really means that the Fed would prefer inflation to be above 2% in the late 
cycle, not just as a risk to be tolerated, but as the actual preference.   

If people are correct about this, then the implications are worth pausing over briefly.  The implication is not 
that we are surely going to 2 ¼% inflation.  The same arguments that make PLT awkward apply to PPLT 
too.  Rather, that significantly higher inflation — not just to 2%, but to beyond — is the Fed’s preference 
means that they are going to continue to favor above-trend demand growth and a (hopefully-slowly) 
tightening labor market for the foreseeable future.  Moreover, they would not likely be put off this objective 
a forecast that core PCE inflation was set to rise to 2% or perhaps even slightly higher. 
This is definitely a dovish consideration.  And it is bullish for equities to the extent that it implies that there 
is still a Fed put under the mid-term growth rate, struck at around trend, although clearly not under the 
market itself.  Were this put not in place, I assume the trade war would be doing even more damage.  

The thing is, though, PPLT is not something the Fed is likely dwell on publicly, even though they do seem 
clearly to be acting on it, and will probably continue to do so through the coming business cycle peak.   

So, in terms of the preferences that the Fed is actually acting on, it will be an unstated PPLT for now, and 
then some watered down AIT in the wake of the next business cycle peak.  The Fed will be more 
forthright about the AIT than PPLT. But given the difficulties involved here, I would not expect the program 
to be all that aggressive, and the leadership’s discussion of it seems likely to involve the usual weasel 
words.  You may want to keep that in mind as the ideas continue to dribble out over the coming weeks.  

Gerard MacDonell 
gerard@frontharbor.com 
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