Trump’s plan could mean faster rate hikes
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The Federal Reserve is virtual-
ly certain to raise interest rates
this week for the first time this
year, but the course of future

hikes has suddenly become
cloudier.
The Fed has signaled for many

weeks that it plans to hoist its key
rate by a quarter percentage
point at a two-day meeting that
begins Tuesday, and futures mar-
kets say there’s a 93% chance it
will follow through.

Meanwhile, President-elect
Donald Trump’s fiscal stimulus
proposals may ultimately require
faster rate increases to head off
inflation, while other byproducts
of his plan could slow the econo-
my and prompt the Fed to act
more cautiously.

For now, economists don’t ex-
pect Fed policymakers to weigh
such hypotheticals as they draft
quarterly projections for rate in-

creases over the next few years.
Even so, with unemployment fall-
ing rapidly and inflation finally
picking up, Fed officials likely are
no longer inclined to call for
slower rate hikes over the long-
term, as they have in each of their
previous forecasts this year amid
headwinds such as weak produc-
tivity growth, economists say.

“Unemployment is falling to-
ward levels that are arguably be-
low stable inflation,” says Tim
Duy, a University of Oregon pro-
fessor and author of the Fed-
watch blog. He says the Fed will
almost certainly reiterate that
rate increases will be gradual.

In November, the jobless rate
dropped to 4.6% from 4.9% the
previous month. That’s already
below the 4.8% that the Fed has
deemed the lowest average rate
sustainable without generating
excessive inflation, or rapid price
increases that decrease consum-
ers’ purchasing power and espe-
cially hurt savers and those on
fixed incomes. Low unemploy-
ment typically pushes up wages
as employers compete for fewer
workers, and price increases typi-
cally follow as the firms scramble
to maintain profit margins.

That doesn’t mean persistently

low inflation is
poised to sud-
denly spike.
While an infla-
tion measure
closely moni-
tored by the
Fed rose from
1.2% to 14% an-
nually in Octo-
ber as the
effects of low
gasoline prices faded, that’s well
below the Fed’s 2% target.

Still, it was the fastest pace in
two years. And annual wage
growth hit a seven-year high in
October and has climbed steadily
since early 2015 in “a further sig-
nal that inflation is firming,” Bar-
clays economist Michael Gapen
wrote in a note to clients.

In September, Fed Chair Janet
Yellen noted that discouraged
workers on the sidelines were
streaming back into the labor
force, keeping the unemployment
rate elevated and providing the
economy “more room to run”
without stoking inflation. But the
labor force shrank in both Octo-
ber and November, giving the Fed
another reason to make a move
this week and stick with its previ-
ous forecast of two rate hikes
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next year and three in 2018.

“If you were to wait any longer,
you would risk getting behind the
curve,” says JPMorgan Chase
economist Michael Feroli. The
Fed held off on rate increases ear-
lier this year in response to Chi-
na’s slowdown and a sluggish U.S.
economy, among other factors.

The future roadmap is fuzzier.
Trump has proposed a $1 trillion
plan to upgrade the nation’s in-
frastructure and sharp tax cuts, a
stimulus package that, if passed
by Congress, could fuel inflation
and force the Fed to lift rates
more rapidly.

But, “it’s probably too early for
the Fed to incorporate any fiscal
policy issues into their forecast,”
Duy says. It’s similarly too soon,
he says, to anticipate negative
economic fallout from Trump’s
restrictive trade proposals.

On the other hand, the pros-
pect of more federal spending
and faster economic growth and
inflation under Trump already
has strengthened the dollar and
pushed up long-term interest
rates. Those developments tend
to crimp the economy by hurting
US. exports and discouraging
consumer and business
borrowing.



