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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 July 9, 2021, 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
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