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Powell Gives A Defense Of ‘Gradual’  

 Chair Powell’s speech (here) generally achieved the goal of staying on the 
script provided to date while avoiding abrupt market surprises. The USD on a 
DXY basis slightly depreciated and the Treasury 2 year yield fell by about 1bp 
but is flat this morning overall.  Such small market responses may have been 
influenced either by some of the potentially misleading headlines that hit the 
wires immediately upon release and/or by positioning and modest covering 
thereafter, and hence more so than any new information that can be derived 
from the speech itself. I don’t see anything in this speech that indicates a 
material risk to our forecast or the Fed’s existing dot plot projections. At the 
end of the day, it took 14 pages plus charts to basically say that Powell will 
continue to proceed gradually. It is the symbolism of pointedly rejecting calls 
to go faster or slower that may be the more important part of the messaging. 

 Let’s start with the way in which Powell frames the debate that is overhanging 
the risk of going too fast versus too slow. He does so with this broad passage: 

“A good place to start is with two opposing questions that regularly arise 
in discussions of monetary policy both inside and outside the Fed: 

1. With the unemployment rate well below estimates of its  
longer-term normal level, why isn’t the FOMC tightening monetary 
policy more sharply to head off overheating and inflation?  

2. With no clear sign of an inflation problem, why is the FOMC 
tightening policy at all, at the risk of choking off job growth and 
continued expansion?  

These questions strike me as representing the two errors that the 
Committee is always seeking to avoid as expansions continue—moving 
too fast and needlessly shortening the expansion, versus moving too 
slowly and risking a destabilizing overheating.” 

 His answer is to walk down the middle in a defense of ‘gradual’ rate hikes. 
The relevant passage is here: 

“I see the current path of gradually raising interest rates as the FOMC’s 
approach to taking seriously both of these risks.” 

 The above reference to “current” is key here in that it implies that Powell feels 
the path to date has been neither too fast nor too slow by contrast to criticism 
sometimes encountered on both sides of the debate including from Trump 
now versus Trump campaigning in 2016, and he may be inferring that he’s ok 
with the current median dot plot path provided by the FOMC consensus. 

 Powell retains data dependency in the context of a continued hiking bias with 
the following passage: 

“While inflation has recently moved up near 2 percent, we have seen no 
clear sign of an acceleration above 2 percent, and there does not seem 
to be an elevated risk of overheating. This is good news, and we believe 
that this good news results in part from the ongoing normalization 
process, which has moved the stance of policy gradually closer to the 
FOMC’s rough assessment of neutral as the expansion has continued. 
As the most recent FOMC statement indicates, if the strong growth in 
income and jobs continues, further gradual increases in the target range 
for the federal funds rate will likely be appropriate.” 

https://www.federalreserve.gov/newsevents/speech/files/powell20180824a.pdf
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 It is important to explain why Powell and the FOMC and its predecessors continue to believe that gradually hiking 
with a strong emphasis upon data dependency is the right course of action. A big part of the reason is that he/they 
have low confidence in estimates of the long run policy guideposts like the natural rate of unemployment, potential 
growth estimates and the neutral policy rate that are all bracketed by high levels of uncertainty. Supporting passages to this 
effect include the following: 

“While the unemployment rate is below the Committee’s estimate of the longer-run natural rate, estimates of this rate are 
quite uncertain. The same is true of estimates of the neutral interest rate. We therefore refer to many indicators when 
judging the degree of slack in the economy or the degree of accommodation in the current policy stance. We are also 
aware that, over time, inflation has become much less responsive to changes in resource utilization.” 

“To return to the nautical metaphor, the FOMC has been navigating between the shoals of overheating and premature 
tightening with only a hazy view of what seem to be shifting navigational guides.” 

Powell cites the ‘Brainard principle that “…when you are uncertain about the effects of your actions, you should move 
conservatively. In other words, when unsure of the potency of a medicine, start with a somewhat smaller dose.” 

“While inflation has recently moved up near 2 percent, we have seen no clear sign of an acceleration above 2 percent, 
and there does not seem to be an elevated risk of overheating. This is good news, and we believe that this good news 
results in part from the ongoing normalization process, which has moved the stance of policy gradually closer to the 
FOMC’s rough assessment of neutral as the expansion has continued. As the most recent FOMC statement indicates, if 
the strong growth in income and jobs continues, further gradual increases in the target range for the federal funds rate will 
likely be appropriate.” 

 In order to address the uncertainty that Powell emphasizes, he says: 

“I am confident that the FOMC would resolutely “do whatever it takes” should inflation expectations drift materially up or 
down or should crisis again threaten.” 

 All of this seems very sensible to me. It is the steady hand provided by a Chair’s stewardship during a period of enormous 
uncertainty. 
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