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Given the massive amount of stimulus money injected into the economy over the past year, many 
wondered (and even expected) infl ation to become an issue for the Fed.  Now that infl ation has 
picked up steam, it has become an issue the Fed must address.  The new questions are how long 
will it last, and what exactly will the Fed do about it?

In April, the consumer price index was up 4.2% from a year ago, while producer prices were up 
6.2%. The Fed focuses on the infl ation measure for personal consumption expenditures (PCE), 
which is forecast to be up 3.4% versus a year ago. This fi gure will be available once the April data 
is received.

The Fed’s stance is that the surge in infl ation is overstated because current numbers are being 
compared to a year ago when prices were falling amid the pandemic.  Further, the Fed believes 
infl ationary pressure is temporary and will be alleviated when supply-chain issues are resolved 
and the economy has had more time to recover.  And, they continue to stick to their forecast that 
infl ation will fall back to it’s 2% target in 2022 and beyond.

The Fed is also discounting the extremely rapid growth trend of the money supply.  Recently, Fed 
chair Jerome Powell said that economists should “unlearn” the idea that money growth causes 
infl ation.  His reasoning is that because central banks around the world have introduced Quanti-
tative Easing in the past decade, with no pick-up in infl ation, any link between money and prices 
has been broken.

In a not-so-subtle way, the Fed is indicating that where infl ation is concerned, there is “nothing to 
see here” and that investors should move along.

INFLATION

History Lesson
Everyone wants the Fed to be right about infl ation, but history reveals that the Fed has a 
habit of dismissing spikes in infl ation as temporary or unworthy of real attention.  During 
the 1960s and 1970s, the Fed watched as infl ation marched slowly upward, blaming 
OPEC, the value of the dollar, and a series of unexpected “one-off ” events for the rise.  
The Fed also thought that persistent unemployment could be resolved with printing 
more money, adding to the infl ation problem.

Despite the Fed’s attempts to dismiss investor concerns, a deeper look into the numbers is worth-
while.  Back in March, the Fed projected an infl ation rate of 2.4% for this year.  Some analysts are 
expecting a 0.5% increase for April, which if true would push the infl ation rate up to 3%, much 
higher than the Fed’s forecast.  Increases of this much (or more) would force the Fed to answer 
the question of whether 2021 infl ation matters, and if so how will it impact longer-term policy?



INSIGHTSINSIGHTS
The dilemma is that infl ation begets infl ation, that is, once the Fed falls into the pattern of blam-
ing everything but itself, then a long-term, more serious problem must be addressed.  As Ben 
Franklin once said, “An ounce of prevention is worth a pound of cure.”  The Fed may be right, but 
a prudent course of action would be to treat infl ation as a serious problem to assess, even if they 
believe it’s not.
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