
 
 
 
   
 
 
 
 
 
 

 

 
   

  
 

 

 
 

 
 

 

 

 

 

August 27, 2020 

U.S. Federal Reserve announces updated policy framework, 
solidifying expectations for ongoing supportive actions 

Summary: 

 The U.S. Federal Reserve (Fed) announced a highly anticipated update to its monetary policy approach. 

 Rather than target a 2 percent inflation rate, the Fed will now seek to average 2 percent inflation. This will 
allow inflation to remain above its 2 percent target at some point to make up for past shortfalls and likely 
extend the time before the Fed will begin raising interest rate targets.  

 The Fed also broadened its definition of maximum employment to incorporate a review of labor market 
conditions across the economy, which also supports expectations for an extended period of low rates even 
when the job market appears fully healed. 

 Today’s announcement is consistent with our “glass half-full” view on the path forward. 

Federal Reserve (Fed) Chairman Jerome Powell announced an updated monetary policy framework this morning 
at the annual Fed conference in Jackson Hole, Wyoming. The changes provide flexibility for inflation to remain 
above-target for some time and the job market to strengthen considerably before the Fed tightens policy via 
increasing interest rates or removing other supportive policies such as asset purchases. Markets anticipated the 
substance of today’s announcement, but weren’t expecting a change until the next Fed meeting in mid-
September. This solidifies our view that the Fed will maintain powerful and supportive policy for the foreseeable 
future and into an economic recovery. 

The Fed has historically operated under a mandate of achieving price stability (measured by inflation), maximum 
employment and moderate long-term interest rates. In the past, if inflation was low but rose to the target level, the 
Fed would raise interest rates to prevent inflation from moving above target. Today’s announcement 
acknowledges the difficulty in generating adequate inflation (and the significant risks of deflation) and promotes a 
concept called inflation averaging. Inflation averaging embraces the idea that after long periods where inflation 
readings have been below target, the Fed should allow inflation to rise and remain above target for some time to 
make up for past shortfalls. This indicates the Fed will likely keep rates low, even when inflation rises beyond the 
Fed’s reaffirmed 2 percent longer-term target. This policy clarification likely extends the Fed’s ongoing economic 
and market liquidity support. Similarly, today’s changes acknowledge the Fed could allow unemployment to fall to 
very low levels before worrying about inflation implications, reflecting a recent weakening in the relationship 
between the job market and inflation.  

We have long stated the Fed will maintain forceful accommodative policy for an extended period, and today’s 
announcement supports our view. The Fed’s target interest rate is likely to remain near zero for years, and its 
bond buying programs will likely continue to keep borrowing costs low. In upcoming meetings, the Fed maintains 
additional flexibility in the form of enhanced forward guidance, or indications of the extent and time frame around 
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policy decisions. This may come in the form of committing to accommodative policy until reaching certain 
economic data benchmarks, for a certain amount of time, or a combination of both. These announcements would 
provide further clarity to markets around timing of supportive Fed policies. 

We continue to emphasize a glass half-full outlook as we evaluate market conditions and the investment 
landscape. While respecting the two-sided nature of market uncertainty, in our view the Fed’s ongoing policy 
support and optimism for an eventual virus vaccine and therapeutic slightly outweigh election uncertainty and 
virus resurgence risks during the back-to-school season. As always, we value your trust and are here to help in 
any way we can. Please do not hesitate to let us know if we can help address your unique financial situation or be 
of assistance. 

This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based 
on market or other conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of 
future events or guarantee of future results. It is not intended to provide specific advice or to be construed as an offering of 
securities or recommendation to invest. Not for use as a primary basis of investment decisions. Not to be construed to meet 
the needs of any particular investor. Not a representation or solicitation or an offer to sell/buy any security. Investors should 
consult with their investment professional for advice concerning their particular situation. The factual information provided has 
been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. Bank is not 
affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of 
portfolios and how investments should be allocated to specific asset classes based on client goals, objectives and tolerance 
for risk. Not all recommended asset classes will be suitable for every portfolio. Diversification and asset allocation do not 
guarantee returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are 
not guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The S&P 500 Index 
consists of 500 widely traded stocks that are considered to represent the performance of the U.S. stock market in general. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. 
International investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences 
in financial standards and other risks associated with future political and economic developments. Investing in emerging markets 
may involve greater risks than investing in more developed countries. In addition, concentration of investments in a single 
region may result in greater volatility. Investing in fixed income securities are subject to various risks, including changes in 
interest rates, credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications 
and other factors. Investment in debt securities typically decrease in value when interest rates rise. This risk is usually greater 
for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss to principal 
and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and 
attractive total return, but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a 
bond issuer's ability to make principal and interest payments. The municipal bond market is volatile and can be significantly 
affected by adverse tax, legislative or political changes and the financial condition of the issues of municipal securities. Interest 
rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes, but may be 
subject to the federal alternative minimum tax (AMT), state and local taxes. There are special risks associated with investments 
in real assets such as commodities and real estate securities. For commodities, risks may include market price fluctuations, 
regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial 
factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the effect 
of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental 
defaults). 

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should 
consult your tax and/or legal advisor for advice and information concerning your particular situation. 
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