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Data Release: Another month, another $10bn taper as data co-operates 

 The Federal Open Market Committee (FOMC) further reduced the pace of asset purchases to $25 billion per 
month, with the Fed buying Treasuries and agency MBS at a pace of $15 billion and $10 billion per month, 
respectively, beginning in August.  

 The Committee also reaffirmed its view that a highly accommodative stance of monetary policy remains 
appropriate and maintained the federal funds rate target range between 0 and 1/4 percent. 

 The Fed reaffirmed the rebound in economic activity over the second quarter, pointing to labor market conditions 
improving, a moderate rise in consumption and advancing business investment.  

 However, the FOMC also pointed out that while the jobless rate has decreased, "a range of labor market 
indicators suggest that there remains significant underutilization of labor resources." Moreover, the housing sector 
recovery remains "slow" in the FOMC's view. 

 The Committee also acknowledged that inflation has moved somewhat closer to its longer-run objective 
(previously qualified as "running below"),and is now less concerned that inflation may persistently run below its 
target. The FOMC also reiterated that longer-term inflation expectations remain stable. 

 Philly Fed President Plosser was the lone dissenter, arguing against the guidance that it "likely will be appropriate 
to maintain the current target range for the federal funds rate for a considerable time after the asset purchase 
program ends," due to the belief that the statement does not reflect the economic progress to date and is time-
dependent. 

Key Implications 

 As expected, the FOMC statement read quite hawkish given the recent economic data. Most first-tier data 
releases (with the notable exception of housing-related statistics) have surprised to the upside. 

 In particular, the 4%-handle on this morning's advance estimate of Q2 GDP growth alongside improving payrolls 
suggest the Fed's (and our) notion of an acceleration in economic activity from its Q1 contraction is alive and well. 
This should enable the Fed to wind down QE in October without much fanfare.  

 Beginning in November, the Fed's Open Market Trading Desk will cease purchases above and beyond what is 
needed to offset the principal payments from the Fed's holdings of agency debt and MBS and maturing 
Treasuries. This reinvestment policy – previously expected to end several months before the first rate hike – is 
likely to remain in place until after the lift-off in the fed funds rate. This should provide further support to the 
housing market, whose recovery has been disappointing to say the least. 

 The Fed is acutely aware that it appears increasingly closer to its dual-policy mandate of full-employment and 
price-stability. This is certainly the case according to the headline statistics. However, the consensus amongst the 
FOMC is that significant slack still remains in the labor market, with little in the way of wage pressures that could 
push inflation significantly above target. Having said that, with the jobless rate likely to fall below 6% later this 
year, lift-off in rates is drawing ever nearer.  

 We believe the first rate hike will come closer to mid-2015 (somewhat earlier than market consensus). However, 
we also feel that the subsequent rate increases will be far more gradual in the spirit of Chair Yellen's "shallow 
glide path." 
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