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Today's FOMC statement: how the language changed from prior meeting

June-13August 01, 2018
Federal Reserve issues FOMC statement

Information received since the Federal Open Market Committee met in MayJune indicates that the
labor market has continued to strengthen and that economic activity has been rising at a sehéstrong
rate. Job gains have been strong, on average, in recent months, and the unemployment rate has
declined—Recent-data-suggest-that-growth-of-householdstayed low. Household spending has-picked-up;
whieand business fixed investment has-continued-to-growhave grown strongly. On a 12-month basis,
both overall inflation and inflation for items other than food and energy have-meoved-elose-toremain
near 2 percent. Indicators of longer-term inflation expectations are little changed, on balance.

Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price
stability. The Committee expects that further gradual increases in the target range for the federal funds
rate will be consistent with sustained expansion of economic activity, strong labor market conditions,
and inflation near the Committee's symmetric 2 percent objective over the medium term. Risks to the
economic outlook appear roughly balanced.

In view of realized and expected labor market conditions and inflation, the Committee decided to
raisemaintain the target range for the federal funds rate teat 1-3/4 to 2 percent. The stance of monetary
policy remains accommodative, thereby supporting strong labor market conditions and a sustained
return to 2 percent inflation.

In determining the timing and size of future adjustments to the target range for the federal funds rate,
the Committee will assess realized and expected economic conditions relative to its maximum
employment objective and its symmetric 2 percent inflation objective. 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 and international
developments.

Voting for the FOMC monetary policy action were: Jerome H. Powell, Chairman; WithiamJohn C.
BudleyWilliams, Vice Chairman; Thomas I. Barkin; Raphael W. Bostic; Lael Brainard; Esther L.
George; Loretta J. Mester; and Randal K. Quarles;-and-John-C AW ithiams.

Copyright 2018 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.


http://www.federalreserve.gov/newsevents/press/monetary/20180801a.htm
http://www.federalreserve.gov/newsevents/press/monetary/20180613a.htm

Fedspeak regime change: the evolution of forward guidance
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Source: FOMC, Federal Reserve, BLS, BEA, TrendMacro calculations

Other voices: number and direction of FOMC decision dissents
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Source: FOMC, TrendMacro calculations



The dual mandate: garbage in, garbage out
== Unemployment rate --- Trend from peak == Core PCE inflation YOY --- Trend from trough
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So many policy rules, so little time. ..
As of May 29, 2018 Based on inputs from:
® FOMC Summary of Economic Projections ™ Congressional Budget Office ™ Cleveland Fed
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https://www.clevelandfed.org/en/our-research/indicators-and-data/simple-monetary-policy-rules.aspx

Estimating the “natural rate of interest”
— Actual funds rate Neutral real funds rate (Laubach-Williams + YOY Core PCE)  Recession
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“R-star” — the ultimate "dotplot”
FOMC participants' estimate of “longer run” target fed funds rate @ Vote by individual participant
B Weighted average Taylor Rule rate based on participants’ core PCE and UE estimates
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http://www.frbsf.org/economic-research/economists/Holston_Laubach_Williams_estimates.xlsx
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180613.pdf

Tracking the "dotplots” year by year
FOMC participants' estimate of "appropriate” target fed funds rate @ Vote by participant O Average

For year-end 2018
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https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180613.pdf

Forecast versus actual: economic projections of the FRB and the presidents
— Forecast ¢ Actual ®2009 =10 W11 W12 m13 m14m15 W16 =17 m18m 19 = 2020
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Source: Federal Reserve, BEA, BLS, TrendMacro calculations


https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180613.pdf

The evolution of uncertainty
Diffusion indices from FOMC participants’ risk self-assessments in Summary of Economic Projections
As of June 2018. Updated three weeks after June FOMC in Data Insights: FOMC Minutes
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https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20180321.pdf

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
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The Fed’s asset purchases, and their effects on markets
Stocks and bond yields react to changes in Fed Treasury, agency and MBS holdings

S5
Fed assets: Treasuries, agencies and MBS (USD trillions)
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Money supply growth, YOY quarterly
— M1 — M2 — Monetary base

110%
100%
90%

80% -
70% -
60% -
50% -
40% -
30% -
20% -
10% -
0%

-10% -
59 61 63 65 67 69 71 73 75 77 79 81 83 85 87 89 91 93 95 97 99 01 03 05 07 09 11 13 15 17

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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