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FOMC Release Date: May 4, 2004 

The Federal Open Market Committee decided today to keep its target for the federal funds rate at 1 percent. 

The Committee continues to believe that an accommodative stance of monetary policy, coupled with robust underlying growth in productivity, is providing important ongoing support to economic activity. The evidence accumulated over the intermeeting period indicates that output is continuing to expand at a solid rate and hiring appears to have picked up. Although incoming inflation data have moved somewhat higher, long-term inflation expectations appear to have remained well contained. 

The Committee perceives the upside and downside risks to the attainment of sustainable growth for the next few quarters are roughly equal. Similarly, the risks to the goal of price stability have moved into balance. At this juncture, with inflation low and resource use slack, the Committee believes that policy accommodation can be removed at a pace that is likely to be measured. 

That’s what they said on May 4th. What’s changed?  Since then, employment has certainly picked up and there have been more indications that inflation is becoming an issue.  Also, oil prices are substantially higher.  Finally, Governor Kohn gave us a glimpse into his own (and perhaps Greenspan’s) thinking.

Hiring has clearly improved, output continues to expand at perhaps a higher rate and the inflation data have picked up---evidence on prices clear, but evidence on expectations not as clear.  The Tip spread may not be as reliable an indicator, as Kohn points out.  And, the Bond Market has flattened very slightly and elevated (as would expect) despite the evidence that slack in the economy has been reduced.    The Kohn speech today tells us that as of this date, the FOMC will have to stick with its model, which points to some aberrations in the rate of price change, rather than a fundamental shift.  But, Kohn allows for the possibility that the Fed model may be incorrect.  (Kohn speech June 4, 2004)

But experience counsels caution. There is much about the inflation process that we do not understand, and I have been surprised at the extent of the pickup in core inflation this year. Moreover, measures of inflation expectations will require careful scrutiny as we move forward. An examination of the variables believed to proxy for aggregate demand and potential supply can help to explain inflation and to forecast future price developments, and the concepts are integral to making monetary policy. But given our limited understanding of price determination, we must also keep a close watch on actual inflation outcomes. (emphasis added)
Between now and then (June 29th  - June 30th), the Fed will see the CPI (15th), the Phil Fed and Empire Surveys and the CPE numbers (28th).  What if the numbers accelerate the impression of inflation?   Will the Fed abandon its current model of “measured?”   It could and it would do so if the data force the Bond Vigilante’s to ride once again under the pennant, “the Fed is behind the curve!”  

In short, Kohn is telling the bond market, keep your eyes on the data---as we are. 










How Much Has Changed?
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