
 
 

 
 

 

    

Get our latest insights from Thinking aloud 

Deciphering the smoke signals from the 
Federal Reserve  
There was no smoking gun in the minutes from the July 
meeting of the Federal Open Market Committee which 
would make it inevitable that the US Federal Reserve 
(Fed) will raise interest rates in September. It is still more 
likely than not that interest rates will go up next month 
but only a fool would bet the house on it. 
 
The minutes were broadly on the cautious side. The 
biggest concern is that the committee don’t seem 
especially confident that inflation is going to get back to 
their target level over the medium term. This is the key 
test which the Fed set itself for hiking, and if they do go 
in September they appear to be marking themselves 
very generously as it is hard to justify high confidence 
about inflation picking up soon.  
 
Indeed the outlook for inflation has probably got worse 
since the meeting which these minutes are from. China 
is mentioned but the People’s Bank of China’s decision 
to allow the Yuan to depreciate happened after the 
meeting while the price of oil has dropped again. Neither 
is going to be positive for US inflation. The Fed is 
hanging its hat on the idea that the recovery in the 
labour market will lead to stronger wage growth and 
eventually inflation picking up. This means investors and 
the Fed will pay a huge amount of attention to the 
labour market and wage date especially between now 
and the Fed’s September meeting especially. All eyes will  
 

therefore be on the August employment report on 4 
September.  
 
There is now only one major opportunity for the Fed to 
signal its thinking before its September meeting: the 
Jackson Hole symposium.  This central bank gathering at 
the end of August each year is usually used by one 
central bank or another to reveal something significant 
(European Central Bank President Mario Draghi all but 
announced Europe’s quantitative easing programme at it 
last year). Fed Chairwoman Janet Yellen won’t be there 
but Vice Chair of the Fed Stanley Fisher will be. His 
speech could potentially be critical. 
 
Given the concerns which the committee is raising no 
one can reasonably say that a September hike is certain. 
But nor can they say they didn’t see it coming if it 
happens. It’s all very different from 1994 when a round 
of interest rate rises came out of the blue. We know 
much more about the Fed’s thinking now. But as the ‘will 
they/won’t they’ tension builds it is worth remembering 
that all we know is what the Fed thinks and not what 
they’ll do. They’ve told us that the gun is loaded and 
their finger is on the trigger but when they’ll pull the 
trigger is another matter. 
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