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Strong Economic Growth amid Monetary Tightening: Interpreting the Deviation Between the
Economy and Monetary Policy in the US

LI Yanjun PENG Xinyi LU Yuting

(Gopher Asset Management Co., Ltd.)
Abstract The US economy has maintained strong growth despite a continuous tightening of monetary policy by
the Federal Reserve since 2022. This is contrary to what would normally be expected according to traditional theory
and historical experience. This paper points to three possible explanations: (D The rise in the neutral interest rate in the
US has limited the restrictiveness of the higher policy rate; (2) the transmission effect of the Fed's monetary tightening
policy has declined; and (3) there are other positive forces in action outside of monetary policy. These positive forces
are also driving factors in the rise of neutral interest rates. To sum up, on the one hand, the fundamentals of the US
economy are stronger and can withstand higher interest rates; on the other hand, the transmission effect of monetary
tightening has declined. Looking ahead, US fiscal expansion is uncertain and productivity improvement from labor
reallocation as a result of the pandemic was a temporary phenomenon. Meanwhile, it is likely that the influx of
immigrants and the Al industrial revolution will have positive long-term effects on the US economy, but the Trump
administration's tariff policies are likely to lead to stagflation. If stagflation is indeed the result, the Fed is not expected
to cut interest rates sharply, and the risk of recession is relatively high. The interest rate curve, as reflected in U.S.
Treasury yields, is likely to return to inversion.
Keywords US Economy, Transmission of Monetary Policy, Neutral Rate, Influx of Immigrants, Al
JEL Classification E43 E44 ES52
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