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Today's FOMC statement: how the language changed from prior meeting
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Information received since the Federal Open Market Committee met in SeptemberOctober suggests
that economic activity has been expanding at a moderate pace. Household spending and business fixed
investment have been increasing at solid rates in recent months, and the housing sector has improved
further; however, net exports have been soft. Fhe-paceA range of recent labor market indicators,
including ongoing job gains slewed-and thedeclining unemployment-+rate-held-steady—Nenetheless;
fabor-market-indicators—on-balanee,shew, shows further improvement and confirms that
underutilization of labor resources has diminished appreciably since early this year. Inflation has
continued to run below the Committee's 2 percent longer-run objective, partly reflecting declines in
energy prices and in prices of non-energy imports. Market-based measures of inflation compensation
moeved-shghthy-lower;iremain low; some survey-based measures of longer-term inflation expectations
have remained-stableedged down.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price
stability. The Committee currently expects that, with apprepriategradual adjustments in the stance of
monetary policy-aceemmedation, economic activity will continue to expand at a moderate pace;-with
and labor market indicators eentinting-to-meve-toeward-evelswill continue to strengthen. Overall,
taking into account domestic and international developments, the Committee judges-consistent-with-its
duabmandateThe- Committee-continues-to-seesees the risks to the outlook for both economic activity

and the labor market as rearly-balanced-but-is-menitering-global-economic-and-financial
deselopmonte Inflation is anbepalodtorormabsroas e snepn o Jon Lo e sear Lo bl e
Committee-expectsinflationexpected to rise graduaHy-tewardto 2 percent over the medium term as the
taber-market-improvesfurtherand-the-transitory effects of declines in energy and import prices

dissipate- and the labor market strengthens further. The Committee continues to monitor inflation

developments closely.

i /—the-The Committee
teelay—ma#ﬂrmeel—ﬁs—wewth&t—theeeﬁent—eludqes that there has been con3|derable improvement in
labor market conditions this year, and it is reasonably confident that inflation will rise, over the
medium term, to H4its 2 percent targetrangeobjective. Given the economic outlook, and recognizing
the time it takes for policy actions to affect future economic outcomes, the Committee decided to raise
the target range for the federal funds rate to 1/4 to 1/2 percent. The stance of monetary policy remains

Copyright 2015 Trend Macrolytics LLC. All rights reserved. This document is not to be forwarded to individuals or organizations not
authorized by Trend Macrolytics LLC to receive it. For information purposes only; not to be deemed to be recommendations for buying
or selling specific securities or to constitute personalized investment advice. Derived from sources deemed to be reliable, but no
warranty is made as to accuracy.
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apprepriate-accommodative after this increase, thereby supporting further improvement in labor
market conditions and a return to 2 percent inflation.

In determining whether-t-wil-be-appropriatethe timing and size of future adjustments to raise-the
target range at-Hs-next-meetingfor the federal funds rate, the Committee will assess progress—beth
realized and expected--teware economic conditions relative to 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

readrngs on frnancral and mternatronal developments Ih&@emnmtteeerttrerpatestha&rtamtl—be

pereent—ele}eetweeveethe—meelmr—term—ln Irqht of the current shortfall of mflatron from 2 percent the

Committee will carefully monitor actual and expected progress toward its inflation goal. The
Committee expects that economic conditions will evolve in a manner that will warrant only gradual
increases in the federal funds rate; the federal funds rate is likely to remain, for some time, below
levels that are expected to prevail in the longer run. However, the actual path of the federal funds rate
will depend on the economic outlook as informed by incoming data.

The Committee is maintaining its existing 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-, and it anticipates doing so until normalization of
the level of the federal funds rate is well under way. This policy, by keeping the Committee's holdings

of longer-term securities at sizable levels, should help maintain accommodative financial conditions.

Voting for the FOMC monetary policy action were: Janet L. Yellen, Chair; William C. Dudley, Vice
Chairman; Lael Brainard; Charles L. Evans; Stanley Fischer; Jeffrey M. Lacker; Dennis P. Lockhart;

Jerome H. PoweII Danrel K. Tarullo; and John C erlrams—\#etmg—aganst—theaetrenwas%eﬁrey—%




Fedspeak regime change: the evolution of forward guidance
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Other voices: number and direction of FOMC decision dissents
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Yellen beyond the Evans Rule at “later this year"
== 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)
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— Actual funds rate ---- "Shadow interest rate" per Wu-Xia (2015) after Black (1995)
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Tracking the "dotplots”
FOMC participants' estimate of "appropriate” target fed funds rate ® Vote by participant O Average
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Forecast versus actual: economic projections of the FRB and the presidents
— Forecast o Actual ™ for 2009 = 2010 ™ 2011 ™ 2012

2013 2014 M 2015 = 2016 = 2017
Unemployment
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Source: Federal Reserve, BEA, BLS, TrendMacro calculations

The Fed's assets, and how they are funded (USD billions)

Assets do not perfectly match liabilities because we include unsettled MBS purchases and sales



Year

ago Total

$4,533

Liabilities

$4,526
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Source: Federal Reserve H.4, US Treasury

Money supply growth, YOY quarterly

— M1 — M2 — Monetary base
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Source: 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



