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Fed Excessively Easy as Inflation Rises

• Ongoing monetary & fiscal stimulus to sustain demand while supply 
shortages likely to linger
• Fed’s belated pivot acknowledges inflation, but understates lags and 

inflationary expectations while inflation-wages feedback loop intensifies 
• Fed forecasts sharp declines in inflation (core PCE 2.7% in 2022, 2.3% in 

2023) and unemployment rate (3.5%) amid sustained easy monetary ease  
• Fed’s “dots” project modest rate increases that would imply sustained 

negative real rate; insufficient to contain inflation
• Probabilities point to sustained elevated inflation, as higher services 

inflation to offset disinflation of goods, and wages catch up to inflation
• OER to accelerate and lead inflation of services, which are labor intensive 



Fiscal & Monetary Policy Stimulus

• Total deficit spending 27% of 
GDP plus $1 tril infrastructure



Inflation and Expectations Spreading



Aggregate Demand and PCE Inflation 



OER, Shelter and Services Inflation


