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The Fed’s
Conundrum: Interest
Rates Are Both Too
High—and Too Low

Short-term rates are sharply higher.
Long-term rates are steadier. What's
a central bank to do?
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The Federal Reserve is still aiming to lower interest rates later this yvear, and for
many U.S. households and small businesses those rate cuts can’t come soon
enough. But for big companies able to tap the corporate bond market, and for
investors riding a rising stock market, relief from the Fed doesn’t seem all that

necessary.

The Fed on Wednesday left its federal-funds rate target steady at a range of

5.25% to 5.5%)the highest level in more than two decades. But it left in place
plans to cut interest rates this year. Fed Chair Jerome Powell again characterized

the level of rates as “restrictive,” and said that “it will likely be appropriate to

begin dialing back policy restraint at some point this year.”

Changes in the Fed’s benchmark fed-funds rate have a strong effect on a variety
of short-term rates, such as those on bank deposits and money-market funds.
But their influence on longer-term rates, such as those on corporate bonds, can
be more tenuous.

The idea that the Fed’s target rate is restrictive is driven by a variety of models,
many of them versions of the Taylor rule put forth by the Stanford economist
John Taylor. These calculate where the Fed should set rates based on its inflation
target, current inflation, estimates of how much slack there is in the economy,
and estimates of where rates will eventually need to settle. Three versions of the
rule calculated by the Atlanta Fed suggest the Fed’s target rate should now be
3.9% to 4.7%.

A lot of Americans probably don’t need to consult the Taylor rule to conclude
rates are restrictive: They can just look at the interest their credit-card accounts
are charging. The average interest rate on commercial bank credit-card plans in
the fourth guarter was 21.5%, according to the Fed. That is the highest in the 30
vears of available data, and compares with just 14.9% in the fourth quarter of
2019, right before the pandemic hit.

Recent research from former U.S. Treasury Secretary Larry Summers and co-
authors suggests that households” high borrowing costs might even help explain
what has been a bit of a mystery: Why, despite a strong job market and

moderating inflation, consumer moods remain so dour.

Small businesses, too, often tap
credit cards, with a recent Fed survey
finding that 56% of them regularly
used cards for financing—meore than
any other source of credit. Lines of
credit, also commonly used by small
businesses, are also tied to short-
term rates. Constraints on small
businesses can translate into less

] -
Economist John Taylor in 2012. PHOTO: TED S. robust job growth. Companies with
WARREN/ASSOCIATED PRESS fewer than 100 employees account
for about a third of private
employment, while research has shown that young, small businesses on the way

to becoming larger ones are a deciding factor in U.S. job growth.
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Taylor Rule Utility Updated on March 12, 2024
The Taylor rule is an equation John Taylor introduced in a 1993 paper that prescribes a value for the federal funds rate—the short-term interest rate
targeted by the Federal Open Market Committee (FOMC)—based on the values of inflation and economic slack such as the output gap or
unemployment gap. Since 1993, alternative versions of Taylor's original equation have been used and called "simple (monetary) policy rules” (see
here and here), "modified Taylor rules,” or just "Taylor rules.” We use the last term in this web page.

This web page allows users to generate fed funds rate prescriptions for their own Taylor rules based on a generalization of Taylor's ariginal formula

FIRE O

FFR, = pFFRy-y + (1= p)((r; + mp) + 1.5(x, - m;) + fmin{gap, 0)]

— Alternative 3

Alternative 1

4

Actual Fed Funds Rate and Taylor Rule Prescriptions

Inflation Target Measures:

Alternative 1

Z2Percentinflation

Matural Real Interest Rate Measures: | RstarFOMCMedian

Resource Gap Measures:
Inflation Measures:
Weight on Gap:

Interest Rate Smoothing:

:: Atfanta Fed

U3gapFOMC

CorePCEIlnflation

0.5

" Atlanta

Alternative 2
ZPercentinflation
RstarFOMCMedian

Alternative 3

CBOGDPgap




US Capitalization 1-Year Trend Green = Tilting Bullish  Red = Tilting Bearish
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US Sector 1-Year Trend
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International Equity 1-Year Trend Green = Tilting Bullish ~ Red = Tilting Bearish
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US Bond 1-Year Trend Green = Tilting Bullish Red = Tilting Bearish

. e e & e Seqme - Dsmng DT‘F‘\d :i BND Daily * Swing Indicator * zoo DayAvg ™ SUPPOMt ™ * ¥ * ¥ S v ¥ v £v fv £ v Resigtance ¥ * T Fv v v ivv v

HYG iShares IBoxx $ High Yield Corporate Bond ETF ® O 338

MUB iShares S&P National Municipal Bond ETF ® O 32
VCSH Vanguard Short-Term Corporate Bond ETF e o 30 ‘ -._..' \
VCIT Vanguard Intermediate-Term Corporate Bond ETF @ @ 28

LQD iShares Iboxx $ Investop Corp Bd e o 7 o

VCLT Vanguard Long-Term Corporate Bond ETF e o 23 R

BND  Vanguard Total Bond Market ETF ® O 19
TLH iShares Barclays 10-20 Year Treasury Bond Fund @ @ 17}

I[El iShares Barclays 3-7 Year Treasury Bond Fund e 0 14

TLT  iShares Barclays 20+ Year Treasury Bond Fund e o 13

IEF  iShares Barclays 7-10 Year Treasury Bond Fund e o 12

SHY iShares Barclays 1-3 Year Treasury Bond Fund e & 11

GOVT iShares Barclays U.S. Treasury Bond Fund e O 1

BNDX Vanguard Total International Bond ETF e o

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar

2024 3/22/2024

X Trend Indicator ¥ . ¥




FINANCIAL.

SECURITIES FORMULAS EXCHANGE INSURANCE SERVICES ADVISOR ADVANCEMENT
Broker-Dealer & RIA Formulaic Trending Turnkey Asset Insurance & Annuity Consulting, Technology
Member FINRA/SIPC Asset Management Management Program Distribution & Multimedia Marketing

6020 E. Fulton St. * Ada, Michigan 49301 + usafinancial.com + 888.444.0125

Honor Roll Five -Time Honoree

The strategies and concepts discussed are for educational purposes only and do not represent specific investment, tax, or estate planning advice. Investing carries an inherent element
of risk and includes the potential for loss of principal and income. We believe it is in everyone’s best interests to consult a tax, legal, or investment professional. Past performance is not
indicative of future results, actual results may vary. The views expressed represent the personal opinions of the presenter or featured guests; not necessarily those of USA Financial or
its affiliated subsidiaries. Any opinions or forecasting statements are subject to change at any time, and without notice. The information expressed herein is obtained from sources that
are believed to be credible, however, their accuracy cannot be guaranteed. All data is created from publicly available information and has not been independently verified by USA
Financial. Trademark and copyright protected, USA Financial and Affiliates.

The Trending Report represents a visual ranking of our formulaic trending analysis. Our calculations forge a unique combination of the stochastic oscillator, the relative strength index,
the moving average convergence divergence and the elder ray indicator. This is executed over various equity subsets and durations in order to reflect a wide range of sensitivities to the
market data collected. This is not an investment product offering and is provided for investor reference and perspective only. Past performance is not indicative of future results and
actual results may vary.© USA Financial



	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8

