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Fed retains its dovish stance 

The FOMC made little change to its policy statement and cut its GDP and 

unemployment rate forecasts, while nudging up its inflation estimate.  Policy makers 

unanimously decided to continue to taper asset purchases by $10 billion. QE is on 

course to end in October, but the Fed says a near-zero federal funds rate will be 

appropriate “for a considerable time” after asset purchases come to an end.  

Policy statement little changed 

The FOMC made changes only to the first paragraph of 

its policy statement that included a more positive 

description of recent economic data following the 

weather-dampened weakness in Q1, with the exception 

of the housing sector that remains slow.  Overall, the 

FOMC says “that growth in economic activity has 

rebounded in recent months.” Furthermore, the 

Committee provided a moderately more upbeat, view of 

the labor market as the labor indicators have moved from 

mixed in the prior statement to now “generally showed 

further improvement.” However, the FOMC still sees the 

unemployment rate as remaining too high. 

Tapering continues 

As anticipated, the FOMC decided to further reduce the 

pace of its asset purchases by $10 billion to $35 billion a 

month. Starting in July, the Committee will buy $15 billion 

worth of agency mortgage-backed securities per month 

(instead of $20 billion), and $20 billion worth of Treasury 

securities (instead of $25 billion). Tapering will continue 

“in further measured steps at future meetings”. As such 

we foresee asset purchases running their course in 

October with another $10 billion reduction in purchases 

at the upcoming July meeting. 

No hurry to raise rates 

The Fed re-stated that it would factor “a wide range of 

information” to determine when to raise rates, and that 

given the current state of the economy it would be 

appropriate to maintain a near-zero federal funds rate “for 

a considerable time after the asset purchase program 

ends”. We view this as an indication that a rate hike is 

unlikely before mid-2015. Though the Fed risks falling 

behind the proverbial inflation curve. 

Reduced long-term interest rate forecasts   

The wide dispersion of dots that correlate with individual 

policy makers’ forecasts for the level of the short-term 

interest rates became a bit more dispersed while 

modestly nudging up the expected mean level of rates for 

the next two years. However, this shift is hard to interpret 

since two new participants joined the FOMC at today’s 

meeting as two left. More importantly, the dispersed 

forecasts for interest rates over the next several years 

and in the long-run are a reflection of the divergent views 

within the FOMC between the hawks and the doves. 

There was also a shift down in the projections for the 

long-term short-term rate, which could also reflect 

changing members of the FOMC. That said, it is not 

surprising to see the lower-end of the long-term forecast 

range for rates shift down to 3.25% from 3.5% and five of 

the individual forecasts (dots) previously sitting at 4% 

declining to 3.75% (see dot plots on next page). As we 

highlighted in our Research Brief, Is the equilibrium short-

term rate 3%, not 4%? the equilibrium short-term rate 

looks to have a 3%-handle not 4%.  

The vast majority of policy makers still expect the Fed to 

wait until 2015 to raise interest rates, 12 out of 16 to be 

precise. However, within those 12 policy makers, the 

range for the level of short-term rates ranged widely from 

0.25% to 3%, with a mean of 1.2% by the end of 2015. 

For the end of 2016, the level of rates ranged from 0.5% 

to 4.25%, with the mean level coming in at 2.53%. 

Cut GDP & Unemployment rate forecasts 

As has become routine, the Fed cut its GDP and 

unemployment rate forecasts. The central tendency for 

2014 Q/Q4 GDP has been reduced to 2.1 - 2.3% (down 

from 2.8 – 3.0% previously), which is in line with Oxford 

Economics forecast of 2.1%. The Fed’s central tendency 

forecast for the unemployment rate in Q4 was reduced to 

6 – 6.1% from 6.1 – 6.3%. GDP and unemployment 

forecasts for 2015 and 2016 were little changed as the 

Fed sees growth accelerating to 3-3.2% in 2015 before 

cooling a bit to 2.5-3% in 2016.  On the inflation front, the 

Fed revised up its central tendency projections for the 

overall personal consumption expenditure (PCE) price 

index for Q4 2014 modestly to 1.5-1.7%, while the core 

PCE price index is now anticipated to rise 1.5 - 1.6%.  
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June 17-18 FOMC dot plot tightening expectations 

 

 

 

March 18 -19 FOMC’s dot plot tightening expectations 

 


