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The Basic Story
• Move to monetary policy rules was proceeding, until pandemic hit:

• Jay Powell, Fed Chair: “I find these rule prescriptions helpful”
• Mario Draghi, President of the ECB: “we would all clearly benefit 

from…improving communication over our reaction functions…”  
• Raghu Rajan, Governor, Reserve Bank of India: “what we need are monetary 

rules,” 
• Move was interrupted when pandemic hit in early 2020. Rules were out! 
• But by Feb 2021, rules were back in Fed’s Monetary Policy Report
• But rules were out again in the Feb 25, 2022 Report. 
• Jay Powell said on March 3 that rules would be back in 
• And the Monetary Policy Report, released on June 17, 2022, 
policy rules were back in, including the Taylor rule as number 1 on the list
• And many changes were seen in actual monetary policy 

• But a gap still exists between rule-based policy and policy actions
• Other central banks

• Thus, we are still living in a high inflation era
• Events in Ukraine recently raised inflation, but not the basic story
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Using this rule:
2+2= 4
1+2 = 3
1+ 3 + .5(3-2) = 4.5
1+4+ .5(4-2) = 6
Using the June 17, 2023, Monetary Policy Report “Taylor rule,” and plug in:  
• an inflation rate over the past four quarters of 4%, 
• a target inflation rate of 2%, 
• an equilibrium interest rate of 1%, 
• a gap between GDP and its potential of about 0%, 
you get a federal funds rate of 6%.

From “Discretion versus Policy Rules in Practice,” Prepared for the November 1992 Carnegie-
Rochester Conference on Public Policy, Carnegie Mellon University, Pittsburgh, Pennsylvania











See also “Overruling Mr. Taylor,” pp 10-11,  Grant’s Interest Rate Observer, Vol. 40, No. 3, Feb. 18 2022



So, The Key Question:
Are We Entering a New Era of High Inflation?  

• YES, unless policy makers maintain policy consistent with 2 
percent inflation goal.

• More reasons now for central banks to be guided by a rules-
based policy

• Here I outlined a method to do so.  
• Central banks should use rules that markets understand 
• The policy interest rate would increase if inflation rises

• It would of course be a contingency plan, as are all rules.
• Would greatly reduce chances of a large damaging change later. 
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