
Where are Interest Rates Going? 
 
It seems that everyone wants to know the future course of interest rates. For a variety of 
reasons, it is less predictable than in “normal” =mes. But a quick look at a few numbers places 
the recent history of Fed policies in stark relief, possibly presaging what is to come. 
 
Consider the following quan=ta=ve measure that we call the Fed Accommoda=on Index. In our 
view, it approximates the degree to which the Fed’s monetary policy has been 
“accommoda=ve” over the years. The index is the sum of two components. The first is the 
difference between the rate at which M2 (the broad measure of money) grows and the growth 
rate of GDP; our ra=onale being that money growth exceeding economic growth should be 
indica=ve of “loose money.” The other component is the difference between the infla=on rate 
(as proxied by the CPI growth) and the Fed funds rate. If the laQer, the Fed’s main policy lever, is 
lower than the rate of infla=on, it would suggest insufficient =ghtening. 
 
Since the Accommoda=on Index is simply the sum of the two components, a posi=ve index 
value would imply that the Fed is being accommoda=ve, while a nega=ve value implies the 
opposite. 
 
Figure 1 shows changes in the value of our index for a bit more than 60 years. The paQern is 
revealing. From 1959 to the late 1970s, the index mostly hovers between +7 and -10. But for the 
20-year period immediately following it is nearly always nega=ve, even dropping as far as -15.  
 

 
 
By this account, in other words, the Fed had its foot on the brake – o]en vigorously – from 
about 1980 to 2000. The simple explana=on is that it responded empha=cally to the double-
digit infla=on of the 1970s, even contrac=ng the economy and provoking a recession in the early 
1980s. The historically low infla=on that ensued is mostly responsible for keeping the index in 
nega=ve territory for two decades. 
 

 
 
 

 
 
 
 
 
 
 

 
THIS IS THE REVISED GRAPH WITH THE TWO MISSING DATA POINTS. NOTICE THE EFFECT ON 
THE Y AXIS SCALE. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
By this account, in other words, the Fed has its foot on the brake – ogen vigorously – from 
about 1980 to 2000. The simple explana>on is that it responded empha>cally to the double-
digit infla>on of the 1970s, ager which it took some >me to… 
 
Ager 2000, however, a starkly different picture emerges. The Fed Accommoda>on Index  
moves into posi>ve territory and, with few excep>ons, remains there un>l about 2020. 
Moreover, it hits peaks of 25, 18, and 14 percent over this period, far higher than at any >me 
since at least 1959. What is most remarkable is that the index remains rela>vely high 
throughout despite historically low infla2on. 
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