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Today's FOMC statement: how the language changed from prior meeting
Release Date: September170ctober 29, 2014

Information received since the Federal Open Market Committee met in JulySeptember suggests that economic
activity is expanding at a moderate pace. On-balancelaberLabor market conditions improved somewhat
further-however-the, with solid job gains and a lower unemployment rate-ts-Hitle-changed-and. On balance, a
range of labor market indicators suggests that there-rematns-sighificant-underutilization of labor resources: is
gradually diminishing. Household spending appears-te-beis rising moderately and business fixed investment is

advancing, while the recovery in the housing sector remains slow. Fiscal-poticy-isrestraining-economic
growth-altheugh-the-extent-of restraintis-diminishing—Inflation has beenrruRriAgcontinued to run below

the Committee's longer-run objective. LengerMarket-based measures of inflation compensation have declined
somewhat; survey-based measures of longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price stability.
The Committee expects that, with appropriate policy accommodation, economic activity will expand at a
moderate pace, with labor market indicators and inflation moving toward levels the Committee judges consistent
with its dual mandate. The Committee sees the risks to the outlook for economic activity and the labor market as
nearly balanced-aRd. Although inflation in the near term will likely be held down by lower energy prices and
other factors, the Committee judges that the likelihood of inflation running persistently below 2 percent has
diminished somewhat since early this year.

The Committee etrrenthyjudges that there #shas been a substantial improvement in the outlook for the labor
market since the inception of its current asset purchase program. Moreover, the Committee continues to see

sufficient underlying strength in the broader economy to support ongoing Hraprovement-inlabormarket
een&%mns—tn—trghi—ef—%h&ebm-la%ﬂ%progress toward maximum employment anel%heurmarevemememm

context of price stabllltv Accordlnqlv, the Commlttee deC|ded to m&keuaiu%ﬁqer—measapedrm%etmwﬁhe
paee—ef-conclu

than%—l%—bm-renqeemurchase program this month The Committee is mamtalnmg its eX|st|ng policy of
reinvesting principal payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities and of rolling over maturing Treasury securities at auction. Fhe-This policy

by keeping the Comm|ttee s SJ—Z&bl&&Hd—SHJ—l-meFeasmgtholdmgs of Ionger -term securities at sizable levels,
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dete#mmmg—hew—leng—te—m&mt&m—the current 0 to 1/4 percent target range for the federal funds rate remains

appropriate. In determining how long to maintain this target range, the Committee will assess progress--both

realized and expected--toward its objectives of maximum employment and 2 percent inflation. This assessment
will take into account a wide range of information, including measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and readings on financial developments. The Committee
continbes-to-antictpateanticipates, based on its current assessment-6f-these-facters, that it likely will be
appropriate to maintain the etrrent-0 to 1/4 percent target range for the federal funds rate for a considerable

time afterfollowing the end of its asset purchase program endsthis month, especially if projected inflation
continues to run below the Committee's 2 percent longer-run goal, and provided that longer-term inflation
expectations remain well anchored. However, if incoming information indicates faster progress toward the
Committee's employment and inflation objectives than the Committee now expects, then increases in the target
range for the federal funds rate are likely to occur sooner than currently anticipated. Conversely, if progress
proves slower than expected, then increases in the target range are likely to occur later than currently

anticipated.

When the Committee decides to begin to remove policy accommodation, it will take a balanced approach
consistent with its longer-run goals of maximum employment and inflation of 2 percent. The Committee currently
anticipates that, even after employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the Committee views as normal
in the longer run.

Voting for the FOMC monetary policy action were: Janet L. Yellen, Chair; William C. Dudley, Vice Chairman;
Lael Brainard; Stanley Fischer; Narayana-KecherlakotaRichard W. Fisher; Loretta J. Mester; Charles |.
Plosser; Jerome H. Powell; and Daniel K. Tarullo. Voting against the action were-Richard \W.-Fisherand
Charles+-Plosser—President-Fisherwas Narayana Kocherlakota, who believed that-the-, in light of continued
strengthening-of-thereal-economy-improvedsluggishness in the inflation outlook fer-laber-utitization-and
feegener&kpﬁee—st&b#ﬁyfandreentihued—ﬂghsef—ﬁhanetaland the recent slide in market-excess; Wik

I i on i /-based measures of
Ionqer term |nflat|on expectations, the Gemmnteesetated—fetwa%égmdanee—lltesment—lllesset

obfectedCommilice should commit to the-guidance-ndicating-that-it-hkeby-wit-be-appropriate to
maintainkeeping the current target range for the federal funds rate for"a-considerable-time-afterat least until
the one-to-two-year ahead inflation outlook has returned to 2 percent and should continue the asset purchase

Source: FOMC, TrendMacro analysis



Fedspeak regime change: the evolution of forward guidance
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Other voices: number of FOMC decision dissents — Dovish — Hawkish — Procedural
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Yellen beyond the Evans Rule: the outer limit of the zero bound
== Unemployment rate --- Trend from peak == Core PCE inflation YOY --- Trend from trough
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— Yellen's Taylor Rule (per Rudebusch 2009): Is the Fed tight or loose?
Rule: 2.07 + 1.28 x 12-mo core PCE inflation - 1.95 x (UE - CBO natural rate)
— Actual funds rate ---- Balance sheet-augmented funds rate
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http://www.chicagofed.org/digital_assets/publications/speeches/2012/11_27_12_cdhowe_print.pdf
http://www.frbsf.org/publications/economics/letter/2009/el2009-17.pdf

Tracking the "dotplots”

FOMC participants' estimate of "appropriate” target fed funds rate @ Vote by individual participant
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http://www.federalreserve.gov/mediacenter/files/FOMCpresconf20140319.pdf

Forecast versus actual: economic projections of the FRB and the presidents
— Forecast & Actual ™ for 2009 = 2010 ™ 2011 ™ 2012 = 2013 ™ 2014 m 2015 = 2016
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Source: Federal Reserve, BEA, BLS, TrendMacro calculations



How much of the US stock market is effectively owned by the Fed?
S&P 500 change from January 2009, USD billions = Market cap — Fed balance sheet risk equivalent
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Source: Bloomberg, TrendMacro calculations

Actual

and projected Fed LSAPs (Large-Scale Asset Purchases) vs. Treasury yield

Projected at current run-rates
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Source: Federal Reserve H.4, H.15, TrendMacro calculations
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Total
$4,525
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Assets do not perfectly match liabilities because we include unsettled MBS purchases and sales
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The Fed's assets, and how they are funded (USD billions)
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Source: Federal Reserve H.4, US Treasury, TrendMacro calculations



Money supply growth, YOY quarterly
— M1 — M2 — Monetary base
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Federal Reserve H.6, TrendMacro calculations

Monetary velocity, quarterly
— M1 base multiplier ---- M1 output multiplier = M2 base multiplier ---- M2 output multiplier
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Source: BEA, Federal Reserve H.6, TrendMacro calculations



