

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		

		
            

		
		
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	A Better Benchmark for Monetary Policy

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			37 Pages
		
		

		Posted: 
		
		
		
	

	
		
			
			




	See all articles by Arun MuralidharArun Muralidhar
AlphaEngine Global Investment Solutions; Georgetown University - McDonough School of Business; George Washington University


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: March 25, 2024

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		The stable price goal of central banks is one of the most watched globally. This benchmark for the price index for personal consumption expenditures (PCEPI) is â€œunder specifiedâ€� and allows for a mismatch between what the Federal Reserve (Fed) believes its mandate to be and the impact on markets and citizens they are meant to serve. Instead, the Fed could take a page from the effective benchmarking practices of institutional investors (and learn from their mistakes), to set a simpler and more transparent benchmark, that allows for the achievement of longer-term goals (and less examination of â€œcollective dot plotsâ€�) and better governance at multiple levels. We propose an alternative and more realistic benchmark, that allows for better tracking of not only current inflation experience but also over the â€œlonger runâ€�, an unspecified time period in current Fed announcements, publications, press conferences and minutes. 
For one, the current â€œ2% goalâ€� is missing a volatility component, and for another â€œlonger termâ€� is not specified allowing it to be vague, possibly intentionally, but that does not serve the market and citizens any good. Most importantly, the 2% goals ignores the pernicious effect of compounding â€“ a trivial insight, but ignored in the goal statements and press conferences completely, and potentially policy. We show graphically how a new benchmark could be created that achieves a better potential outcome with greater specificity and a visual representation of the objectives that even non-technical citizens can track. We conclude with a discussion of the application of this idea to other goals like GDP, Unemployment, QT and Net Zero, challenges for such goals, and the possibility of combining targets for goals, as the Fed has a multi-goal objective. We close with a discussion of ensuring that Fed officialâ€™s compensation be made incentive compatible with their goals. 
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