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ASK AN ECONOMIST
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information technology. For more on his work, see http://research.stlouisfed.org/econ/anderson/

Q. On Jan. 25, the Federal Open Market Committee issued

a press release summarizing its “longer-run goals and
monetary policy strategy.” Chairman Ben Bernanke, in
his press conference on the same day, referred to 2 percent
inflation as an “inflation target” Why did the FOMC set
an inflation target?

LETTERS TO THE EDITOR

This is in response to the President’s Message that appeared in the
January 2012 issue. The message, by President James Bullard, was
headlined “The Economic Recovery: America’s Investment Problem.”

Dear Editor:

The “falsification of the truth” as highlighted in Mr. Bullard's letter is
point-on. This type of testimony shows great leadership as we begin
to establish the new "baseline” in our return to a normal state of
economic principles. In my opinion, this housing bubble and its
impact on the traditional banking industry have created a generation
of borrowers whose psychology will take us a generation to trans-
form. The admitting to what has caused these problems is a great
first step in transforming our abilities to fix these housing issues. |
applaud Mr. Bullard for addressing this, and now it is up to each head
of the household to begin to get their “financial” house in order, and
let's return to the basics of consumer finance and to the new norm.

Rick Ocheltree, banking executive in Richmond, Va.

A. Setting a long-run inflation goal, or target, is an important element in achiev-
ing the Federal Reserve’s mandate from Congress. Further, the FOMC has
behaved for a number of years as if a 2 percent long-run inflation rate was its
target. The announcement removes any remaining doubts.

Commentators sometimes incorrectly discuss the Federal Reserve as if it
were an independent fourth branch of government, similar to Congress, the
Supreme Court or the executive branch. It is not. The Federal Reserve was
created by Congress in 1913, and Congress sets guidelines for the Federal
Reserve's conduct of monetary policy.

Prior to World War I, the Federal Reserve's principal focus was on banking
and financial market stability, including providing additional money and credit
during economic expansions and assisting banks during financial panics.

As the war ended, Congress feared that high unemployment would follow
reductions in government spending and that inflation would follow the end of
price controls. In the Employment Act of 1946, Congress charged the Federal
Reserve with adopting policies to promote both maximum economic growth
and stable prices—the so-called dual mandate.

Tension has often surrounded the dual mandate. The historical record sug-
gests that policies to reduce unemployment may be ill-suited to periods of high
inflation and that policies to reduce inflation tend to slow aggregate demand
and increase unemployment. In its Jan. 25 announcement, the FOMC clarified
that its monetary policy is the primary determinant of the economy’s long-run
inflation rate. Because uncertainty regarding long-run inflation harms long-run
economic growth, a long-run inflation objective (or target) is an important
aspect of fulfilling the FOMC's dual mandate from Congress.

For related reading, see the President’s Message on Page 3.

Submit your question in a letter to the editor. (See instructions at right.) One question will
be answered by the appropriate economist in each issue.

This is in response to “Commaodity Price Gains: Speculation vs.
Fundamentals,” which appeared in the July 2011 issue.

Dear Editor:

This was a good and very useful article. | referenced it in an article
I've written for Business Economics. (Mr. Synnott's article, “The Long
Wave Revisited,” appears in the April issue of this National Associa-
tion for Business Economics publication.) Thanks to the authors and
The Regional Economist.

Thomas Synnott, adjunct professor of industrial engineering at
The Cooper Union in New York City

To read articles in past issues, see
www.stlouisfed.org/publications/re/pastissues/

To write a letter to the editor online, go to
www.stlouisfed.org/re/letter
To send a letter through the mail, address it to
Subhayu Bandyopadhyay, editor, The Regional Economist,
Federal Reserve Bank of St. Louis, Box 442, St. Louis, MO 63166.

Check out the St. Louis Fed’s new Econ
Ed Mobile app for the iPad, iPhone and
iTouch. Our new app allows you to visualize and under-
stand how inflation and the cost of credit can affect your spending and
saving decisions. What you find may surprise you! The Econ Ed Mobile
app is free, perfect for students, educators or anyone else interested

in improving their economic and personal finance knowledge. Get
started at www.stlouisfed.org/education_resources/mobile-
learning-app.cfm
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