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Progress and Policy Spillovers from the Fed's Framework Review
LIU Xiangyu
(Research Institute, People's Bank of China)
Abstract In August 2025, the Federal Reserve released the results of its latest framework review along with
a revised Statement on Longer-Run Goals and Monetary Policy Strategy. The new framework returns to flexible
inflation targeting (FIT), drops the make-up strategy, defines maximum employment as the highest level of
employment that can be achieved on a sustained basis in the context of price stability, and removes language about
employment "shortfalls". The return to FIT covers a wider range of economic conditions and strengthens inflation
control. That said, assessing employment conditions has become increasingly difficult and the operating target for
maximum employment remains unclear. Implementation of the new framework will face several complicating
factors. Recently, the Fed has already restarted rate cuts. However, with tariff effects starting to emerge and the
new framework's tilt influencing decision-making, policy could swing once again. Under multiple pressures from
the Trump administration, the Fed's independence may come under strain, which in turn could undermine the Fed's
credibility and raise communication costs. The review underscores three lessons: keep the framework adaptable, spell
out policy targets clearly, and put more weight on steady, plain-spoken communication in policy operations.
Keywords Monetary Policy, Inflation, Employment
JEL Classification ES52 ES58 E6l
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