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Pushing on a String?

“Will they, won’t they? Should they, shouldn’t they?” are questions endlessly being bandied about on financial TV
and radio shows, referring to a possible increase in the federal funds rate (FFR) during the Federal Reserve Open
Market Committee (FOMC) meeting in December. Because the FOMC left the rate unchanged in October, the talking
heads have spun themselves into a tizzy speculating whether the next meeting will finally be “the one” in which the
target rate is raised for the first time since July 2006.

The justification given for slashing the FFR (which has varying ripple effects on all “downstream” interest rates) in
the first place was “to revive the economy” and keep price inflation rising at the Fed’s desired annual rate of around
2%. In theory, lower borrowing costs stimulate final demand and, in turn, production and jobs. As the economy sub-
sequently regains its footing, the theory goes, interest rates can be ratcheted back up to keep the economy and prices
from overheating. Theory and reality seem to have parted company this time around, however, as the economy con-
tinues to only limp along and official price indexes are well below the upper limit of the Fed’s preferred range.
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sion will be. Regardless, in the end we anticipate the Fed will indeed find itself

behind the proverbial curve, and that the impact of any policy change will be Previous six months’ behavior of
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