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Data Release: Federal Reserve forward guidance steps away from specific economic thresholds 

 As has been widely anticipated, the statement of the Federal Open Market Committee (FOMC) made 
changes to its forward guidance, removing reference to specific economic thresholds and replacing 
them with qualitative descriptors. The forward guidance language now reads:  

In determining how long to maintain the current 0 to 1/4 percent target range for the federal 
funds rate, 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 Fed was careful to add that the removal of economic thresholds “does not indicate any change in 
the Committee’s policy intentions as set forth in its recent statements.” 

 Judging that there is “sufficient underlying strength in the broader economy,” the Federal Reserve once 
again reduced the pace of monthly asset purchases to $55 billion from $65 billion. Mortgage backed 
security purchases were reduced to $25 billion from $30 billion and Treasury purchases to $30 billion 
from $35 billion. 

 The Fed’s assessment of economic conditions made reference to a slowing in economic activity during 
winter months, “in part reflecting adverse weather conditions.”  

Key Implications 

 Some fifteen months after it began, the Federal Reserve’s experiment with specific economic thresholds 
has come to an end. Forward guidance has now come full circle, moving from an initial “extended 
period” to specific calendar dates and now back to a relatively vague reference to the fed funds rate 
remaining at its current range for “a considerable time after the asset purchase program ends.”  

 The move away from quantitative thresholds represents the difficulty in finding the perfect economic 
indicator for explaining something as complex as the state of the labor market recovery and other 
considerations such as financial stability. 

 While specific economic thresholds have been removed, the reality is that inflation is still running well 
below the Fed’s target. Tightening labor markets are likely to put upward pressure on inflation over the 
next two years, but not at a pace that will pose a threat to accommodative monetary policy. We expect 
the Fed to continue to taper asset purchases and end the program later this year, but it will likely not be 
until the fourth quarter of 2015 before the Fed raises the target for the federal funds rate. 
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