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On December 11, 2001, the Federal
Open Market Committee (FOMC)
lowered the target federal funds rate
25 basis points (bp) to 1.75%. This was
the eleventh decrease in 2001, the
Committee having reduced the rate at
each of its eight regularly scheduled
meetings and three times at unsched-
uled (telephone) meetings. At one
unscheduled meeting in April, the
Commiittee held rates constant. The
moves have reduced the target federal
funds rate 475 bp from 6.5%, where it
stood at the beginning of 2001.

One gauge of future policy is the
implied yields on federal funds futures

contracts. Market participants appar-
ently expect the rate reductions to
stop fairly soon; the minimum rate of
1.68% in February further suggests
that they see only a partial probability
of further downward cuts. Rates are
expected to rebound quickly, with
a rise to 2.25% by July considered a
distinct possibility.

Another popular gauge is the dis-
cussion of the weighting of risks in the
FOMC statement, sometimes called
the “tilt” or “bias.” Since the middle of
1999, when it began to announce this
weighting at all meetings, the FOMC
has always followed a statement of

weakness by lowering the federal
funds rate at the next meeting, al-
though a statement of inflationary
pressures has not always preceded a
rate increase .

A third gauge, the Taylor rule, posits
that the FOMC chooses the target rate
as a balanced response to economic
weakness and inflation. The form
of the Taylor rule depends on the
weights given to deviations of inflation
and output from their target values.
While the rule recently has predicted
correctly the direction in which the
federal funds rate would move, it has
missed on magnitude.
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