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Don’t Rule Out a Rate Hike

By William L. Silber
his week’s meeting of
the Federal Open Mar-

T ket Committee could
see at least one member reg-
ister a dissenting vote. At a
speech on July 17, Christopher
Waller, a Trump appointee to
the Federal Reserve Board,
said, “I believe that the Fed-
eral Open Market Committee
should reduce our policy rate
by 25 basis points at our next
meeting.” Mr. Waller may be
joined by another Trump ap-
pointee, but the remaining
FOMC members are almost
certain to recommend no
change in the target rate.
That’s unfortunate. At least
someone on the committee

should say the Fed might
have to raise its target rate at

some point during the year.

It could happen.

No one on the FOMC knows
precisely the appropriate inter-
est rate needed for price stabil-
ity and maximum employment.
And neither does any Nobel
Prize-winning economist. The

The Fed might have to
raise the target rate to

bring down inflation.
e . Ay

so-called neutral rate of inter-
est is observed in hindsight—
by whether the economy is ex-
panding fast enough to keep
unemployment low but not too
fast to provoke higher infla-
tion. By that measure, the cur-
rent target interest rate of

4.25% to 4.50% seems about
right. I say “about right” be-
cause the unemployment rate
is low but the rate of inflation
is somewhat elevated. That
suggests, if anything, the target
interest rate should be higher
to push down inflation.

This isn’t just my judgment.
Minutes of the last meeting of
the Federal Open Market Com-
mittee read: “Members agreed
that the unemployment rate
had remained at a low level
and that labor market condi-
tions had remained solid.
Members concurred that infla-
tion remained somewhat ele-
vated.” The mystery is why no
one on the committee used
that last sentence to say that
getting inflation down might
require an increase in the tar-
get interest rate.

Perhaps the FOMC is afraid
of Donald Trump, who has
called for a target interest rate
of 1%. But Congress, not the
president, controls the Federal
Reserve System through its
constitutional right “to coin
money and to regulate its
value.” And Congress has to
pay the government’s bills, so
it too likes low interest rates.
As a result, the Fed won’t ad-
mit that it may raise its target
rate to control inflation—until
it has to.

And then it may be too
late.

Mr. Silber is the author of
“Volcker: The Triumph of Per-
sistence,” and most recently of
“The Power of Nothing to
Lose: The Hail Mary Effect in
Politics, War, and Business.”
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