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Fed Is Set For a Cut, But Future Path Is Uncertain

BY NICK TIMIRAOS

The Federal Reserve is widely expected to cut interest rates by a quarter—percentage point at its meeting that ends >k
Thursday. The bigger question is how many more cuts officials expect W1ll be wa:rranted to preserve a solid job market
without reversing recent declines in inflation. Y

Officials will be hardpressed to offer any firm answers on that questlon because their reply will be some version of the

following: It depends.

Here is a look at four questions o fhicials face that illustrate why the Fed’s. ablhty to offer meaningful interest-rate
guidance could be more limited: E’*‘lr does the electlon result lead to meamngﬁﬂ changes for economic demand or
inflation that warrant a different pol-l y path? A

Oy

Officials won’t change their policy approach untll they can see what Pre51dent— lect Donald Trump does with proposed
changes to taxes, tariffs and 1rnm1grat10n But: 1f Renubhcans also win control of both chambers of Congress, staff
economists could begin to revise some of their underlymg assumptlons at the December meeting.

Transcripts from the Fed’s December 2016 pohcy meetmgs show officials and staff economists engaged in robust
debates over how to model the poss1b111ty of tax cuts. Trump had just won the election with majorities in both chambers

of Congress

L

unﬁ?ﬁﬁloyment rate had ticked up td'4.3% in July from(3.7%/at the beginning of the year. There was also a slowdown in
the pace of job growth*Some econo feared the Fed might have held rates too high for too long, leading to
unnecessary labor-market weakness. Those fears were amplified by a rule of thumb that says once unemployment starts
to rise by a little bit, it typically rises by a lot more.

\Secondz}have Jitters about Job-marl(ci?noratlon been overstated? When the Fed cut rates in September, the

Since officials last met, those concerns have receded somewhat, but they haven’t been extinguished. Job growth
rebounded in September but was very soft in October, likely reflecting the effect of hurricanes and strikes. The
unemployment rate fell tg".1% in September and stayed at that level in October.

glrd\where is inflation headed? Inflation based on the Fed’s preferred index has been slowing. The index ros in
eptemb om a year earlier. A separate measure of socalled core inflation that strips out volatile food and energy
prices (was 2.79

Core inflation has declined meaningfully from where it was in 2023, which is why the Fed has felt comfortable
beginning to cut interest rates. But some officials could agitate for a slower pace of cuts if inflation progress appears to
stall and the economy is humming along.

fi? ourt what 1s the right level for rates, anyway? Officials are trying to bring rates back to a more “normal” setting
aftertwo years of rapidly increasing borrowing costs to fight inflation. But they don’t know what constitutes a normal
rate.

Before the 2008-09.financial crisis, many thought a normal or “neutral” level that neither spurs nor slows the economy
mlght be around 4%, The benchmark federal-funds rate is currently in a range between 4.75% and 5%. But after the
crisis and an extremely sluggish recovery, economists concluded that this normal or neutral level might have fallen fo

around\fi‘//‘




As the Fed moves rates lower, this question about the ultimate destination will become more urgent. If the economy is
performing well, officials who think the neutral rate is higher might eventually want to slow down the pace of cuts to

avoid overshooting neutral.
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