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Fed OfficialsHint at Quick Reversal

Thursday, October 1, 2009 10:24 AM
By: Dan Well

While the Fed has been careful to repeat thateéhetimark rate
would stay low — even at zero — for a very longdimarious
Fed officials this past week have been trying tavlpone” the
market in anticipation of a quick change of course.

It's a time-honored tradition, and one that cerbatk chiefs
employ at great risk: The market could interpretnouch talk
about rate changes as unwillingness to act.

So, instead of sending Fed Chairman Ben Bernank®alfop  \1ost economists now say rate
hints of higher rates, the monetary authority iadteas deployed;,creases won't comentil 2010. bu

its board members. some warn that the hikes could be

, , . very early in the year and might be
Fed Vice Chairman Donald Kohn on Wednesday joihed t  gyrprisingly stiff. The federal funds

of more obvious signs of economic recovery. mid-December of 2008. Its last high

point was 5.25 percent in August
His comments come after several Fed members, imgudflation2007. (MANDEL NGAN/AFP)
hawk Richard Fisher at the Dallas Fed, have mad#asinoises
about coming changes.

"Tightening (monetary policy) while there's stilhsk in the economy is something that we have to do
every time," Kohn told a monetary policy confereat¢he Cato Institute on Wednesday, reported by
news wires.

“It's incumbent upon us to. . . be forward-lookingur story. Yes, there's slack, but it's goingagw
Yes, people are still unemployed, but people anegogut back to work. And the alternative of not
tightening and not beginning this process is ta@a destabilizing round of inflation. . . If want tell
that story we shouldn't be tightening."

Most economists now say rate increases won’t camie2010, but some warn that the hikes could be
very early in the year and might be surprisingiif.st

The federal funds rate has been at virtually zarcesmid-December of 2008. Its last high point was
5.25 percent in August 2007.

Fed Gov. Kevin Warsh warned in a recent speectpdlitymakers insist on waiting until the level of
real activity has plainly and substantially retutrie normal — and the economy has returned to self-
sustaining tren growth— they will almost certainly have waited too lon
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Wher the time comes to boost rates, the Fed may neact twith "greater swiftne than is moder!
central bank custom," he said.

"The speed and force of the action ahead may lo@ae sorresponding symmetry to the path that
preceded it," he said. That would be the casesietonomy were to turn up "smartly and durably,” he
added.

Warsh isn’t the only one. The Fed will have toquickly, and "perhaps aggressively" when the time
comes to pull back its extraordinary support forkegs to avoid stoking inflation, Philadelphia
President Charles Plosser said in a speech ofams o

"The Fed will need courage. | believe we will néedct well before unemployment rates and other
measures of resource utilization have returneadtetable levels."

And Dallas Fed President Richard Fisher said ipe@sh: "When it comes time to tighten monetary
policy, my colleagues and | will move with an alicthat, if needed, will be equal in speed and
intensity to that which we pursued monetary acconution."

All this chatter from the Fed board members camsedays after the Fed pledged to keep official
interest rates at a record low near zero for ateteded period.”

Many economists took that to mean for the reshisfyear and into part of next year.
The conflicting comments have left financial margatticipants scratching their heads.

"It's all very confusing,” Michael Feroli, an econist atJPMorgan Economics, who has been predi
the Fed wouldn't boost rates until early 2011, e Associated Press.

"Now it seems sooner than that. Some are wondérnage increases will come this year."

What seems to be happening is that the Fed is pngpanancial markets for when it does ultimately
raise rates, even though the actual move is prglmbhths away.

Fed officials are clearly concerned with the ne&gytrillion budget deficit for this year and a tleb
burden that now totals about 56 percent of GDP.
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