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Fed in wait and see mode
By Krishen Rangasamy & Paul-André Pinsonnault
As widely expected, the Federal Reserve left the fed funds rate unchanged at 2.25-2.50%. The rate paid on excess reserves was left
unchanged at 2.40%. The Fed maintained the current pace of balance sheet shrinkage. The Fed’s description of the economy was little
changed and there was no mention of the government shutdown in statement. There was also no mention of balance of risks, although
the general message on the economy was rather positive.
But the Fed made a significant change to its statement by removing the sentence about further gradual increases in the fed funds
rate. Instead, the Fed now says “the Committee will be patient as it determines what future adjustments to the target range for the
federal funds rate may be appropriate to support these outcomes.”
The Fed’s decision was again unanimous.
Press Conference:
A fair portion of the press conference was devoted to what are the FOMC’s plans regarding the normalization of its balance sheet.
Governor Powell made clear that the Fed wants to implement monetary policy in a regime in which ample supply of reserves is provided
and in which the fed funds rate is controlled through the setting of administered rates. This is suggesting that the size of the balance
sheet will remain large and will depend largely on demand for reserves by financial institutions. The FOMC is still evaluating what will
be the appropriate size of the balance sheet and should complete its evaluation over coming meetings. Chair Powell pointed out that
generally speaking the FOMC sees the outlook as favorable, but that data such as business confidence surveys are sending warning
signals. The FOMC intends to let the data clarify what adjustments to the policy stance will be required over time, but has no strong a
priori view on rates at this stage. The data will determine for how long the Fed will be patient.

Bottom line
Unlike last December’s muddled message, the Fed made clear today that it will be patient in conducting monetary policy, reiterating
more recent comments from various Fed officials. The FOMC felt it could not be insensitive to “muted inflation pressures” and downside
risks to the global economy. The reference to “future adjustments” suggests the Fed may consider not just rate hikes but also the
possibility of rate cuts should the economy need it. In other words, there is no more formal forward guidance. Moreover, by emphasizing
the “target range” the Fed is making clear that the fed funds rate (and not the balance sheet) remains its primary policy tool. All in all,
the Fed’s statement today does not change our view that there will be no more than one interest rate hike this year.

Fed’s statement (sections highlighted by us):
Information received since the Federal Open Market Committee met in December indicates that the labor market has continued to
strengthen and that economic activity has been rising at a solid rate. Job gains have been strong, on average, in recent months, and
the unemployment rate has remained low. Household spending has continued to grow strongly, while growth of business fixed
investment has moderated from its rapid pace earlier last year. On a 12-month basis, both overall inflation and inflation for items other
than food and energy remain near 2 percent. Although market-based measures of inflation compensation have moved lower in recent
months, survey-based measures of longer-term inflation expectations are little changed.
Consistent with its statutory mandate, the Committee seeks to foster maximum employment and price stability. In support of these
goals, the Committee decided to maintain the target range for the federal funds rate at 2-1/4 to 2-1/2 percent. The Committee
continues to view sustained expansion of economic activity, strong labor market conditions, and inflation near the Committee's
symmetric 2 percent objective as the most likely outcomes. In light of global economic and financial developments and muted inflation
pressures, the Committee will be patient as it determines what future adjustments to the target range for the federal funds rate may
be appropriate to support these outcomes.
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; John C. Williams, Vice Chairman; Michelle W. Bowman;
Lael Brainard; James Bullard; Richard H. Clarida; Charles L. Evans; Esther L. George; Randal K. Quarles; and Eric S. Rosengren.
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