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Data Release: Tapering stays the course with another $10bn cut to pace of purchases with 'dots' 
moving slightly higher 

 The Federal Open Market Committee (FOMC) further reduced the pace of asset purchases to 
$35 billion per month, with the Fed buying Treasuries and agency MBS at a pace of $20 billion 
and $15 billion per month, respectively, beginning in July.  

 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 gave a nod to the pickup in economic activity recently, qualifying it as having "rebounded 
in recent months" dropping the winter slowdown references altogether. Moreover, they see labor 
markets as having "generally having showed improvement," a slight upgrade from the 'mixed 
signals but on balance showing improvement' during the April meeting. 

 The Committee saw consumption as rising "moderately" (previously "rising more quickly"), while 
investment was seen to have "resumed its advance" (previously "edged down") 

 The voting was unanimous at 10-0, with Fischer (Board of Governors), Brainard (BOG), and 
Mester (Cleveland) the newcomers replacing Stein (BOG) and Pinalto (Cleveland). This is one 
more than was the case over the last two meetings, but still two shy of a full dozen given the two 
vacancies at the Board of Governors. 

 The Summary of Economic Projections (SEP) indicated a sharp revision down to GDP for 2014 to 
2.1%-2.3% from 2.8%-3.0% range. Growth projections for in 2015 and 2016 remained 
unchanged. 

 The SEP also nudged down unemployment rate projections by 0.1 to 0.2pp lower throughout 
2016 with slight uptick in PCE/core PCE inflation of about 0 to 0.1pp for 2014. The inflation 
outlook was unchanged for 2015, and is slightly more subdued for 2016. 

 The SEP 'dots' suggest a more faster pace of tightening than before, with the end of year 2015 
fed funds rate expectations ticking up from 1% to 1.25% (median) and from 1.13% to 1.20% 
(weighted measure). The slightly more hawkish expectations continue into 2016 with 
median/weighed measures about 15bp to 25bp relative to March fed funds projections. 

Key Implications 

 The statement had very little in the way of new content. Only the economic conditions and the 
pace of asset purchases changed on the surface, with no other modifications. Hopefully the press 
conference will shed some more light on current Fed thinking.  

 More interesting was the updated SEP. It revealed a downgrade to GDP that was limited to 2014, 
suggesting its transitory nature related to the weather-related contraction in Q1. Nonetheless, the 
Fed believes that 3%+ growth will be achieved next year.  

 Inflation projections were little changed from the March projections. However, the June SEP were 
submitted prior to yesterday's CPI release which showed an acceleration in both total and core 
CPI measures to 2.1 and 1.9%, respectively. Moreover, with wage growth remaining subdued, 
the Fed likely sees little need to worry about excessive inflation at this point. 

 The 'dots' are now somewhat higher than the March projections, putting them even more at odds 
to the fed funds futures market (based on eurodollar rates). However, the dots are likely biased 
upward by the more 'hawkish' members of the FOMC, with the consensus likely more dovish. 



 Perhaps the most important element of the updated SEP was the Committee's view of the long 
run rate of interest. The view for where this rate will likely be has been on a decline over several 
quarters now, with the current view putting it at around 3.75% (rather than the 4% few quarters 
ago).  
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