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Reserve Board to submit written reports to Congress containing discussions of "the conduct of monetary policy and
economic developments.

McCallum, Bennett. Kevin L. Three other popular policy rules that have been proposed in recent years and
are, therefore, perhaps more reliable are: the "McCallum rule," the "Taylor rule" and the "Svensson rule. For
example, the rule says that the Fed should attempt to push up the federal funds rate through open market
operations if the prevailing inflation rate is above a specific target rate set by the Fed. This environment stands
in stark contrast to the s and s, when monetary policymakers seemed more committed to keeping
unemployment from accelerating than to achieving long-term price stability. By continually setting policy that
is tied to a two-year-ahead inflation forecast, the Fed can deliberately bring about its long-run goal of price
stability. In another article, Duguay and Poloz discuss the role of economic projections in the formulation of
Canadian monetary policy. More detailed discussions of these instruments are presented in the article by
Kevin Clinton on cash management techniques and in the article by Clinton and Fettig on buyback techniques.
For this reason, some believe that any sort of a fixed rule is inferior to a discretionary framework because it
locks policymakers in a box. If financial markets are not convinced of this, and expect instead a permanent
increase in the inflation rate to result from the Fed's inaction, they will react in a manner that increases
financial market volatility. A stated policy rule would also hold the monetary authority more accountable for
its actions, making it easier to evaluate policy outcomes. All comments posted to our blog go through a
moderator, so they won't appear immediately after being submitted. We reserve the right to remove or not
publish inappropriate comments. Louis Fed in  If this decision is viewed positively by financial market
participants, they will be less apprehensive about the increase in inflation. A transparent monetary policy is
one in which the central bank clearly states its commitment to some goalâ€”in this case achieving price
stabilityâ€”and how it intends to get there. However, changes in the financial structure of the economy since
the early s have made the reliability of this rule questionable. For example, suppose that an acceleration in the
current inflation rate occurs, butâ€”because Fed policymakers perceive the movement to be temporaryâ€”they
take no restraining action. By contrast, the Taylor rule, named after Stanford University professor John Taylor,
stipulates that the FOMC should raise or lower the federal funds rate in response to how real GDP and
inflation are behaving relative to two benchmark measures. Some have proposed that the Fed go a step further
by adopting a policy that would more explicitly bind policymakers. Federal Reserve Chairman Alan
Greenspan does this by reiterating that the Fed's ultimate goal should be long-term price stability, of which the
benefits are many and varied. Kliesen is a business economist and research officer at the Federal Reserve
Bank of St. Figure 1 Consumer Price Index Inflation Rates SOURCE: Bureau of Labor Statistics Many
economists have since argued that the best way to prevent a repeat of the substandard inflation performance of
the late s to early s is through an arrangement that consistently strives to achieve the goal of long-run price
stability. Commenting Policy: We encourage comments and discussions on our posts, even those that disagree
with conclusions, if they are done in a respectful and courteous manner. Louis Fed will only respond to
comments if we are clarifying a point. Daniel R. Whichever side one takes in the rules vs. It can also be
influenced by the existing regulatory and tax structure. Several types of these rules have been advocated.
Taylor, John B. Thus, a credible monetary policy tends also to yield low and stable nominal interest rates.
From this, two points follow: First, the only variable the Fed can reliably control over a long time period is the
money supply, which is the major factor that determines the inflation rate; and second, because there is no
trade-off between inflation and unemployment in the long run, an economy with a low inflation rate is
preferable to one with a high inflation rate. This last feature recognizes that the best monetary policy is a
transparent one whichâ€”because it is well publicized and well understoodâ€”creates the least uncertainty in
financial markets. This includes, but is not limited to, comments that are: Vulgar, obscene, profane or
otherwise disrespectful or discourteous For commercial use, including spam Threatening, harassing or
constituting personal attacks Violating copyright or otherwise infringing on third-party rights Off-topic or
significantly political The St. Under this rule, the Fed's short-run or intermediate inflation target is the inflation
rate that is forecasted to prevail two years hence. Accordingly, the heightened inflationary
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expectationsâ€”which arise from less confidence in the Fed's ability to curtail future inflationâ€”could cause a
rise in long-term interest rates, since there will now be more risk associated with holding fixed-income
securities bonds. Finally, a framework that allows policymakers to adjust policy in response to every wiggle in
the economic data discretion could lead to a more erratic monetary policy. In this vein, policy rules enhance
the credibility of monetary policy by increasing accountability and improving the transparency of policy
actions with the public and financial markets. The first article by Charles Freedman sets out the rationale for
use of the monetary conditions index MCI , a construct that combines interest rate and exchange rate
movements. Over the next couple of years there will be further important changes in the way monetary policy
is implemented as a result of the expected introduction in the first half of of the Large Value Transfer System
a system for transferring large value payments currently under construction by the Canadian Payments
Association.


