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MNI Fed Preview: March 2021 
Meeting Dates: Tue-Wed, 16-17 March 
Decision/Statement/Summary of Econ Projections: Wed 17 March at 1400ET / 1800GMT 
Press Conference/Q&A: Wed 17 March at 1430ET / 1830GMT 
 
Minutes: Wed 7 April 
 
Links (likely URLs based on previous meetings):  

Statement: https://www.federalreserve.gov/newsevents/pressreleases/monetary20210317a.htm 
SEP/Dot Plot: https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20210317.htm 
Implementation note (if applicable): 
https://www.federalreserve.gov/newsevents/pressreleases/monetary20210317a1.htm 
Press Conference: https://www.federalreserve.gov/monetarypolicy/fomcpresconf20210317.htm 

 
MNI Review of Previous FOMC (Jan): https://roar-assets-auto.rbl.ms/documents/7997/FedRevJan2021.pdf 
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MNI POV (Point Of View): Better Outlook, Higher Dots? 
 
By Tim Cooper 
 

• Though the FOMC is unlikely to announce any major changes in policy at the March meeting, the latest set 
of economic projections - including participants’ rate hike expectations - will be closely watched. 

• A “dot plot” showing a 2023 median Fed funds rate hike is likely to be seen as a hawkish development. 

• The Fed is likely to extend temporary SLR exemptions before they expire at end-March, but this decision 
may not be revealed at the FOMC meeting. 

• Some analysts expect the Fed to hike IOER Wednesday, but more likely this will wait until April or later. 
 
The March 16-17 FOMC meeting is unlikely to result in the Fed taking 
substantive action. This is despite markets becoming more hawkish on the 
tightening outlook, reflected in both short rates (~3 Fed hikes now priced 
in by end-2023, vs ~1 at the Jan FOMC), and long-end Treasuries (curve 
bear steepening, with 10-Yr yields up 55bps to above 1.60% since end-
Jan). This raised some expectations that the Fed could intervene, but the 
explicit lack of pushback by Chair Powell among other FOMC members on 
higher yields has been notable.  
 
This backdrop raises the stakes for the March meeting. While the FOMC’s 
commentary around the economic and monetary policy outlook has been 
well-established since the last meeting (see our FedSpeak section for plenty of examples), markets will be sensitive 
to the intersection between the new economic projections which are expected to show a much stronger outlook and 
any rate hikes that are foreseen by the median FOMC member as a result of that outlook. Additionally, there are 
questions over banks’ supplementary leverage ratio (SLR) exemptions and possible adjustments to the FOMC’s 
administered rates. 

…. 
 
 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20210317a.htm
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20210317.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20210317a1.htm
https://www.federalreserve.gov/monetarypolicy/fomcpresconf20210317.htm
https://roar-assets-auto.rbl.ms/documents/7997/FedRevJan2021.pdf
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How Bullish Is The Fed’s Outlook? This meeting brings with it a new set of quarterly economic projections, 
including the “dot plot” of members’ rate hike expectations. They should be significantly more optimistic given the 
improvement in the outlook since the last forecasts in December. Since then, fiscal stimulus has almost certainly 
exceeded FOMC members’ expectations, with a $1.9trn package signed by Pres Biden last week being much 
larger than could have been foreseen prior to the Democrats’ unexpected capture of Senate control in the Jan 6 
Georgia elections. Additionally, COVID cases are falling fast, down around 80% from the peak in January, and we 
are seeing a major pickup in vaccinations (2+ million weekly) that will speed up the reopening of the economy. And 
while the labor market is far from full recovery, as the FOMC keeps reminding us, the strong Feb jobs report will be 
fresh in the memory. 
 
Judging from most analysts’ expectations, it would be a surprise if we did not see the following. First, a substantial 
upgrade to real GDP growth expectations for 2021 (to around 6.0%), accompanied by a modest downgrade to 
2022-23 growth (as demand is pulled forward by immediate fiscal stimulus). Second, a substantially lower 
unemployment rate projection, ending 2023 below the 3.7% in the Dec forecasts. Third, core inflation reaching the 
Fed’s 2% target by 2022 (the Dec median said 2023), with a modest (e.g. 2.1%) overshoot in 2023. 
 
Will The Dots Show Liftoff In 2023? While the dot plot is usually overblown as a market-moving factor, the most 
likely impactful hawkish surprise at the March FOMC would be a median Fed funds dot that indicates rate hike liftoff 
by the end of 2023. As the side table indicates, opinion on this front is very 
much mixed, with a majority of analysts saying “no”, but a few notables saying 
“yes”. In December, of the 17 dots, 5 saw liftoff by end-2023. This time, there 
are 18 participants (new member Christopher Waller is now participating), so 
another 4 would have to shift for the median to rise 12.5bps and 5 to shift by 
25bps – a surmountable bar. (See our Policy Exclusive, Fed 'Dots' To Shift 
Into 2022 and 2023”) 
 
While market pricing for hikes is more aggressive than a single rise in 2023, 
the FOMC median indicating such an outcome would likely be considered 
hawkish as it is both a) not entirely expected and b) shows that the Fed is 
clearly “thinking about thinking about raising rates”. The next thing to see is 
the range of economic forecasts that gets us to a 2023 hike. If that’s anything 
less than an overshoot of inflation and a sharp drop in the unemployment rate, 
Powell will have an uncomfortable press conference explaining the apparent 
disconnect. We should also note that if 2023 continues to show no median 
hike, we could see a modest relief rally in Tsys as this does not appear to be a fully priced outcome either. 
 
Repeat Communications: The Statement is likely to be unchanged apart from an upgrade to the assessment of 
current conditions given recent strong data. More closely watched will be Chair Powell’s press conference, where – 
again – he is likely to repeat the same comments he made at the last FOMC, in his Feb Congressional testimony, 
and in a March 4 event. Namely: the recent rise in Treasury yields, while "notable", does not constitute the sort of 
disorderly shift in markets or tightening of financial conditions that threatens the FOMC's goals, and instead is a 
vote of confidence in the economic outlook. He may also note that real rates remain low, with the rise in yields a 
function of rising inflation expectations.  
 

10-Yr Yield Composition and Financial Conditions (Higher = Tighter Conditions). Sources: Bloomberg, Chicago Fed, MNI 
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He'll also probably reiterate that the FOMC will disregard a 2021 spike of inflation as transient, that the drop in the 
unemployment rate doesn't come close to capturing the large magnitude of slack that exists in the labor market, 
and that he has no further updates on the definition of "substantial progress" in terms of the Fed's prerequisites to 
taper asset purchases. 
 
SLR Extension May Not Be An FOMC Matter: The temporary SLR exclusion has been a focal point for markets 
over the past few weeks, with FOMC officials (including Chair Powell) unwilling / unable to reveal whether the 
carve-out for Treasuries and Reserves would be extended past its scheduled end-March deadline. With that 
deadline looming, there is concern that there could be increased pressure on the Treasury market as banks reckon 
with the recognition of Tsy securities on their balance sheet for regulatory purposes. The widespread expectation is 
that the Fed will extend the exemptions, at least temporarily (and see our Policy exclusive on page 21, “Fed To 
Extend Capital Relief, Eyes Permanent Fix”). But there are mixed opinions as to whether the Fed could/would 
make an announcement Wednesday on this subject, as it is a matter for the Fed Board of Governors and not the 
FOMC (and usually such matters are announced on non-FOMC days). 
 
Effective Fed Funds Rate Vs IOER / Fed Funds Target (LH) And Reserves vs TGA (RH) Sources: Federal Reserve, MNI 

 
 
IOER Hike Will Probably Wait Until April: Another area of interest at this meeting is the Fed’s administered rates, 
in particular the interest rate paid on excess reserves (IOER), and to a lesser extent the ON RRP rates. Some 
analysts expect the Fed to raise IOER in anticipation of a surge in bank reserves in coming months as a result of 
the Treasury spending down its TGA account at the Fed. This likely rise in reserves is likely to apply downside 
pressure on the effective funds rate below levels with which the Fed would be comfortable. But the Fed is likely to 
wait until EFFR trades a little lower (last at 0.07%, 5.5bps below the midpoint of the funds range) before making an 
adjustment – possibly at the end-April FOMC – and of course has the ability to make an adjustment between 
meetings if need be. 
 

MNI Instant Answers: 
 
The questions that we have selected for this meeting are: 

 

• Changes to Fed Funds / Interest Rate Paid on Excess Reserves (IOER) / ON RRP? 

• Does the Fed partly or fully extend SLR relief, or say it will lapse at the end of March?  

• Does the Fed announce changes to asset purchases with regard to size, duration, and/or Tsy vs MBS? 

• Does the Fed set an interest rate cap, rate target, or range on any part of the yield curve? 

• How many ‘dots’ imply higher rates by end-2022? End-2023? 

• Do the 2023 PCE inflation medians in the SEP exceed 2%? 

• Any dissents to the decision? 
 
(Formerly Human Readable Algo) The markets team have selected a subsection of questions we think could be most market moving and will publish the answer to 
all of these questions within a few seconds of the Fed statement being released. These questions are subject to change; clients will be informed of any changes via 
our Edge and Bullets services. A comprehensive list of questions is available on the MNI Monitor (available via the website here: 
https://www.marketnews.com/realdisplay?product=AFM 

https://www.marketnews.com/realdisplay?product=AFM
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Analyst Views – Fed Outlook 
• None of the 31 analysts whose previews MNI read expected a substantive change in policy or in the 

accompanying statement at the March FOMC meeting, with most pointing to the SEP/Dot Plot and press 
conference as the biggest points of interest. 

• For the economic projections, there is widespread expectation of a substantial upgrade to 2021 growth 
with subsequent downgrades to 2022-23; the unemployment forecast is also seen falling more quickly in 
2021 though the improvement is set to level off thereafter.  

• Higher inflation forecasts are also expected, with a modest “overshoot” seen by many by 2023. 

• Opinion is split on the rate hike outlook, with 7 of 25 analysts expecting the median Fed funds dot to 
indicate a hike in 2023 (see our introductory POV at the beginning of this Preview).  

• Of analysts who expressed an opinion on the subject, 2 (CIBC and Wells Fargo) expect an IOER hike, 
while 8 do not. There was split opinion whether the Fed would make an announcement on SLR extension. 

• Longer-term expectations for Fed actions remain relatively unchanged since the January FOMC: the 
broad sell-side consensus is that asset purchase tapering will begin in 2022, with Fed funds rate hikes not 
before late 2023/early 2024 (though liftoff timing ranges from mid-2022, to 2025). 

• For a summary of analysts` individual notes, please see pages 11-18. 
 

 
Correct to the best of MNI`s knowledge as of Mar 15 
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Market-Implied Rate Outlook 

 
  Source: Bloomberg, MNI Market News 

• Expectations have been brought forward for the Fed’s rate hike cycle since the January FOMC, with roughly 
three 25bps hikes fully priced by end-2023, versus around 1 hike at the end of January. Liftoff is now seen in 
late 2022/early 2023, vs mid/late 2023 previously. (Updated Mar 15) 

 
 

 

 
• Most indicators of economic activity are trending “green”, from ISM manufacturing to payrolls growth, with 

inflation expectations also rising. Bond yields are also breaking higher. That said, inflation remains well below 
and unemployment well above levels consistent with the FOMC’s dual mandate. (Updated Mar 12) 
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Key Inter-Meeting FedSpeak – Mar 2021  
 
 Here are the prevailing FedSpeak themes since the January FOMC: 
 

• FOMC members’ outlook on the economy has become more positive since the January FOMC, 
reflecting multiple factors including large incoming fiscal stimulus and COVID vaccine rollout. 

• But most on the FOMC have stopped short of becoming effusive on the outlook, warning that the 
path of the pandemic and its outcomes remain unpredictable, and that the Fed remains some way from 
achieving its dual employment and inflation goals. 

• Several FOMC members addressed concerns of rising yields on Treasury securities by expressing 
comfort in the development, describing it as reflective of a more positive market outlook on the economy 
rather than a “disorderly” move, and/or one that reflected a material tightening of financial conditions. 

• That said, if anything FOMC members have become more reticent to speculate on the timing of 
tightening – Atlanta Pres Bostic for instance had suggested prior to the Jan FOMC that he could see a 
Fed funds rate liftoff as early as late 2022 and a taper in 2021, but he rowed those comments back in Feb. 

 

 
Our matrix uses the following methodology based on the MNI Markets Team`s subjective analysis. Hawkish/Dovish 
scores indicate MNI`s subjective assessment of each member`s stance on monetary policy. -10 implies member 
believes aggressive easing warranted; +10 is most hawkish, implies member believes aggressive tightening warranted. 
Scores around -2 to +2 considered relatively neutral.  On Influence, the x-axis runs from 0 ('least influential') to 10 
('most influential'). Voters in the current year receive a minimum score of 6; the Chair receives a 10 and Board of 
Governors members receive at least 7. Those who are not voters in the current year are limited to a score of 4; among 
them, those due to vote next year receive higher influence scores (rising towards end of current year), and vice-versa. 

 
 

Member Role 

Voter 

Monetary Policy Commentary Since January FOMC 

‘20 ‘21 

J Powell 
BOG, 
Chair 

X X 

On the economic outlook: “While we should not underestimate the challenges we currently face, developments 
point to an improved outlook for later this year…In particular, ongoing progress in vaccinations should help speed 
the return to normal activities…The economy is a long way from our employment and inflation goals, and it is 
likely to take some time for substantial further progress to be achieved.” -Feb 23 
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Member Role 

Voter 

Monetary Policy Commentary Since January FOMC 

‘20 ‘21 

“While there are still risks, there’s good reason to expect job creation to pick up in coming months.” – Mar 4 
On inflation: “I really do not expect that we’ll be in a situation where inflation rises to troubling levels.” -Feb 23 
“We live in a time where there is significant disinflationary pressures around the world and where essentially all 
major advanced economy’s central banks have struggled to get to 2%. We believe we can do it, we believe we 
will do it…it may take more than three years.” – Feb 24 
On rising Treasury yields: “In a way, it’s a statement on confidence on the part of markets that we will have a 
robust and ultimately complete recovery.” – Feb 23 
[The recent rise in yields] “was something that was notable and caught my attention…we monitor a broad range 
of financial conditions and we think that we are a long way from our goals…I would be concerned by disorderly 
conditions in markets or persistent tightening in financial conditions that threatens the achievement of our 
goals… Financial conditions are highly accommodative and that’s appropriate given the ground the economy has 
to cover…If conditions do change materially, the committee is prepared to use the tools that is has to foster the 
achievement of its goals.” -Mar 4 
On monetary policy: “Our policy is accommodative because unemployment is high and the labor market is far 
from maximum employment.” – Feb 24 
On tapering asset purchases: “I’ve so far been able to not reduce it to an estimate of time. That will come, I 
think, when we can see that. Right now, we haven’t been making much progress…we’ll have to assess that 
when it comes.” -Mar 4 

J Williams 
NY 
Fed, V 
Chair 

X X 

On the economic outlook: "With strong federal fiscal support and continued progress on vaccination, GDP growth 
this year could be the strongest we've seen in decades.” – Feb 25 
On rising Treasury yields: ““We’re seeing signs of rising inflation expectations, back to levels that I think are 
closer to consistent with our 2% long-run goal, and signs of somewhat higher real yields off in the future, reflecting 
greater optimism in the economy…so it’s not to me a concern. It’s more of a reflection of the market’s perception 
of a stronger economic outlook.” – Feb 19 
On monetary policy: "We will continue to watch and learn and remain committed to using our full range of tools 
to help assure that the recovery will be as robust as possible." – Feb 25 

R Clarida BOG X X 

On the economic outlook: "Prospects for the economy in 2021 and beyond have brightened and the downside 
risk to the outlook has diminished.” – Feb 24 
On monetary policy: “While our interest rate and balance sheet tools are providing powerful support to the 
economy and will continue to do so as the recovery progresses, it will take some time for economic activity and 
employment to return to levels that prevailed at the business cycle peak reached last February…We are committed 
to using our full range of tools to support the economy and to help ensure that the recovery from this difficult period 
will be as robust and rapid as possible." – Feb. 24 

L Brainard BOG X X 

On the economic outlook: “Increasing vaccinations, along with enacted and expected fiscal measures and 
accommodative monetary policy, point to a strong modal outlook for 2021.” – Mar 2 
On inflation: “A burst of transitory inflation seems more probable than a durable shift above target in the inflation 
trend and an unmooring of inflation expectations to the upside.” – Mar 2 
On rising Treasury yields: “I am paying close attention to market developments…Some of those moves last 
week, and the speed of the moves, caught my eye.” -Mar 2 
On tightening policy: “Today the economy remains far from our goals in terms of both employment and inflation, 
and it will take some time to achieve substantial further progress… even after the conditions for liftoff have been 
met, changes in [the] policy rate are likely to be only gradual.” -Mar 2 

R Quarles BOG X X No relevant commentary on monetary policy since January FOMC 

M Bowman BOG X X 

On the economic outlook: “The prospect of widespread vaccination is definitely encouraging, but there is still a 
great deal of uncertainty and this is not the time for us to be complacent….We still see the virus posing risks to the 
economic outlook…Even with a significant pickup in economic activity in the second half of the year, we still have 
a long way to go before the economy is back to its full strength.” – Feb 16 

C Waller BOG X X No relevant commentary on monetary policy since January FOMC 

C Evans 
Chic. 
Fed 

 X 

On the economic outlook: ““We’ve really been looking for 2021 to be the year where we strongly rebound.” – 
Mar 3 
On inflation: “"I don't think there's a great risk [of a major inflation overshoot]…the responsiveness of inflation to 
the economy isn't what it used to be." – Mar 3 
On rising Treasury yields: “"There are a lot of factors in play, but I think the outlook is on a positive trajectory and 
markets are pricing that in more than something else…we are getting back to a good economic outlook, and the 
10-year rate is going to adjust…it's a long ways to go where inflation expectations can improve in the right direction 
before I get nervous about it." -Mar 3 
On monetary policy: “If we need that kind of approach, then that would be more likely to push me towards more 
asset purchases… but that’s not my expectation. My expectation is that the fiscal support that we’ve already seen 
from last December was substantial. I think that kind of puts us in a better situation all by itself.” -Mar 3 

T Barkin 
Rich. 
Fed 

 X 

On inflation:  "We're already hearing lots of stories of supply chain challenges of manufacturers trying to meet 
demand in particular in places like construction or grocery and food imports. But I just remind everybody that 
inflation is not a short-term phenomenon, it's a long-term phenomenon, and expectations remain steady as best 
as I can tell…we're watching inflation and if needed the Fed has the tools if it were to escalate."– Feb 19 
On rising Treasury yields: ““If the driver is -- as it seems to be -- news about vaccines, or news about health of 
the economy, or news about fiscal stimulus, then I think it’s a natural reaction…at these levels of interest rates, 
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Member Role 

Voter 

Monetary Policy Commentary Since January FOMC 

‘20 ‘21 

when I talk to businesses in my district, I do not hear any sense that people are dialing back their investment.” -
Mar 1 

R Bostic 
Atl. 
Fed 

 X 

On inflation: “I’ll be comfortable letting the economy run hot..it’s difficult to tease out a real signal of underlying 
inflation. But we have to always be mindful about what’s happening with the price level.” – Mar 5 
On rising Treasury yields: “[they] have definitely moved at the higher end, the longer end, but right now I'm not 
worried about that... I'm not expecting that we'll need to respond in terms of our policy." – Feb. 25 
On tapering asset purchases: [A taper this year is] “not my expectation… One other thing I should say -- and I 
didn’t say this in those earlier interviews [when Bostic indicated he was open to a taper in 2021] and that was a 
mistake on my part -- is that our new long-run framework says explicitly we’re going to be willing to let the 
economy run hot.” -Feb 4 

M Daly 
S.F. 
Fed 

 X 

On inflation: "A swell of market and academic commentary has started to emerge about a quick snapback, an 
undesirable pickup in inflation, and the need for the Federal Reserve to withdraw accommodation more quickly 
than expected. I see this as the tug of fear...We're going to have to have a big dose of patience in the summer, 
when the Covid 12-month math comes to us and inflation starts to rise, and perhaps reaches our 2% number, but 
it will be short lived." -Mar 2 
On rising Treasury yields: "Investors think that the future is a little brighter…in many ways, it's a good piece of 
news." – Mar 2 
On tapering asset purchases: "For now, we have policy in a good place...If you take the lens of my modal outlook, 
then it's really continuing to purchase [bonds] at the current pace through the end of this year." – Feb 11 

P Harker 
Phil 
Fed 

X  

On inflation: “What we don’t want to see is inflation running out of control. At this point, I don’t see signs of that. 
We just don’t see signs of inflation running past 2% in a very rapid fashion.” -Mar 3 
On monetary policy: “There’s a host of tools that we have…things like yield-curve control are possible… all of 
those are under discussion, and I wouldn’t take anything off the table, but at this point, I am firmly committed to 
holding where we are…I’m not looking at a hike any time in 2022. Probably, if there is one, it’s toward the latter 
end of 2023. I mean, I think we’ve got a ways to go.” – Mar 3 
On tapering asset purchases: “There’s still a lot of uncertainty in these forecasts, so I’m reluctant to put any date 
on when we’d start to reduce asset purchases. That said, I think the playbook will be very similar -- not identical, 
but very similar -- to what we did after the Great Recession…We’ll start that process and then we’ll start to slowly, 
methodically raise rates.” -Mar 3 

R Kaplan 
Dall. 
Fed 

X  

On inflation: “we're still under capacity, and technology and technology-enabled disruption are accelerating, and 
may limit prices…I note [rising market inflation expectations], am cognizant of it, but I also know how things unfold 
may not happen the way markets are suggesting." – Jan 29 MNI Interview 
On monetary policy: “As the events unfold in 2021 and 2022 and beyond, I have in the back of my mind that 
monetary accommodation is not free and there are tradeoffs that come with it, [namely the] potential excesses and 
imbalances that could be created.” [But that debate should be left until well after the pandemic when] "we're actually 
approaching achievement of our dual mandate goals down the road." – Jan 29 MNI Interview 
On tapering asset purchases: "I'm going to be very focused on how the economy is unfolding and I'm going to 
avoid being rigid or pre-determined about how the economy might unfold. I don't have any, and I won't have any, 
specific timeline in mind. I'm going to let events and the facts on the ground dictate how the economy is evolving 
this year and into next year.” – Jan 29 MNI Interview 

N Kashkari 
Minn. 
Fed 

X  

On rising Treasury yields: “If we were seeing a real uptick in real yields, that would give me pause. That would 
give me concern that the amount of accommodation we’re providing the economy is reducing, and that might 
warrant us considering a policy response… [but] the recent movements that we’ve seen in the Treasury market -- 
both the TIPS market and the nominal market -- suggest that our framework is delivering what we wanted it to 
deliver…we’re not seeing much movement in real yields. Most of the movement is in that inflation expectations, or 
inflation compensation.” -Mar 5 

L Mester 
Clev. 
Fed 

X  

On the economic outlook: [February’s] “employment report shows that things are still moving in the right 
direction…but that said we’re still very far from our goals.” – Mar 5 
On rising Treasury yields: “The bond market is reflecting, I think, the strength that we’ve seen in some of the 
recent data. They’re looking ahead and they’re positive…Both real rates are higher and inflation expectations in 
those bond yields are higher.” – Mar 5 
On monetary policy: “We’re going to be in there using our tools to support the economy and using progress on 
our dual mandate goals as our guide to when to back off from accommodation but that’s not going to be soon at 
all…we’re going to be accommodative for a very long time because the economy just needs it to get back on its 
feet”. – Feb 8 
On tapering asset purchases: “We want to avoid a taper tantrum. It’s going to be based on what’s the outcome 
in the economy.” – Feb 3 

E George 
K.C. 
Fed 

  

On the economic outlook: “"The economy has bounced back, supported by a tremendous amount of fiscal 
support and very accommodative monetary policy… [but] the recovery so far has been both incomplete and 
uneven." – Feb 16 
On rising Treasury yields: “The notable recent rise in longer-term interest rates does not in my view warrant a 
monetary policy response for several reasons… Most of the rise in the 10-year Treasury this year appears to 
reflect an increase in the real yield, that is the interest rate controlling for inflation compensation. Much of this 
increase likely reflects growing optimism in the strength of the recovery and could be viewed as an encouraging 
sign of increasing growth expectations…If this is indeed the reason that yields are increasing, they are unlikely to 
rise to the point of smothering the optimism that led to their increase in the first place, and measures of real 
yields remain deeply negative and only a touch off all-time lows.” -Feb 25 
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Member Role 

Voter 

Monetary Policy Commentary Since January FOMC 

‘20 ‘21 

On tapering asset purchases: “I continue to think it is too soon to try to speculate about that….we see the path 
to getting past this virus, it will be difficult to make any prognosis about when that time might come.” – Feb 4 

E Rosengren 
Bos. 
Fed 

  

On the economic outlook: "Successful vaccination rollout by the middle of the summer suggests that by the 
second half of this year a robust economic recovery should be under way, supported by the current 
accommodative stance of both monetary and fiscal policy." – Feb 19 
On inflation: “I would be very surprised if we see a sustained inflation rate at 2% in the next year or two with 
labor markets as disrupted as they have been.” – Feb 17 

J Bullard 
St. 
Louis 
Fed 

   

On the economic outlook: "The arrival of vaccines has meant that the probability of the health crisis ending in 
coming months is rising dramatically."– Feb 25 
On inflation: “[An inflation overshoot of 2%] would be a welcome development for the FOMC, as inflation has 
generally been below target for many years.” – Feb 3  
On rising Treasury yields: ““I am concerned if there is disorderly trading or something that looks panicky…we 
are not at that point… growth prospects picking up and the prospect of the pandemic ending is bringing real 
yields higher…[10Yr yields are] just now returning to levels consistence with 6 months before the pandemic hit”. -
Mar 5 
On monetary policy: “I don’t see [an Operation Twist type move] as an option right now.” -Mar 5 

  



 

10 
 

Previous Dot Plot/SEP (Dec FOMC) 
 
DECEMBER 2020 FOMC: Economic projections of Federal Reserve Board members and Federal Reserve Bank 
presidents, under their individual assumptions of projected appropriate monetary policy. Source: Federal Reserve 
 

 

 
 
 
FOMC participants’ assessments of appropriate monetary policy: Midpoint of target range or target level for the federal 
funds rate. Source: Federal Reserve 
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Analysts’ Key Comments 

 
Note summaries in alphabetical order of institution. All analysts expect no change in the Funds rate at the 
March FOMC, but opinion varies on changes to other policy tools, particularly on asset purchases. Key 
abbreviations: Fwd Guidance = Forward Guidance; SEP = Summary of Economic Projections; IOER = 
Interest On Excess Reserves  
 
ABNAmro: Market Inflation Fears Are Overblown 
 

• ABNAmro sees market inflation expectations as being too high, and if the new SEP eliminates “this 
overblown concern, the priced-in interest hikes will be factored out and the yield curve will flatten again. 

• They cite current inflation as being the same as in 2018 though against a worse macroeconomic backdrop, 
with substantial capacity even by end-2021, and any increases in inflation as being temporary. 

• “As long as it is inflation expectations, and not an actual increase in real interest rates, that cause the yield 
curve to rise, the Fed has no cause for concern.” 

• Future action: Rates held for “at least 2-3 years” as the Fed is ready to continue accommodating fiscal 
expansion, with first hike towards end-2023. 

 
ANZ: Fed To Be Patient 
 

• ANZ notes that although inflation is set to pick up soon, Fed officials are not concerned about a transitory 
burst, and rather are “are focused on the labour market, where Powell has said the central bank is far from 
achieving maximum employment. As a consequence, ultra accommodative policy is here to stay.” 

• That said, ANZ expects the FOMC to be concerned about fed funds hike pricing, and will discuss various 
policy choices to address rising yields should they become problematic. 

• Statement: More upbeat on current and expected growth vs January statement. 

• SEP/Dot Plot: Substantive upgrade to 2021 growth, though modest downgrades for 2022-23 due to fiscal 
drag. Unemp to nudge lower this year, w 2022-23 likely unchanged. 

• Inflation revised up for 2021, but to ease in 2022 on fiscal drag, and 2023 overshooting slightly. 

• “Could” see median dot for a 2023 hike. 

• Press conference: Powell to reiterate that the recent rise in long-term yields reflects better growth 
prospects, and to reinforce the view that maximum employment is far away so the Fed can be patient. 

• Powell to push back against market pricing for rate hikes.  

• Don’t expect Powell to shed any light on what “substantial further progress” consists of. 
 
Barclays: FOMC To Be More Patient In Raising Rates Than Is Priced In 

• Barclays doesn’t expect the Fed to show concern about the rise in long-end yields “yet”, but expect it to 
“communicate through the SEPs that it will be more patient in raising rates than is priced in.” With financial 
conditions not tight, Barclays doesn’t see the fed adopting any easing steps at this meeting. 

• SEP/Dot Plot: A rise in consensus forecasts leave significant room for upward GDP forecast revisions for 
2021, though the 3.2% consensus for 2022 is already in line with the Fed’s expectation. The Fed’s inflation 
forecasts “don’t look too low to begin with” so may only be moved up modestly. 

• It’s unlikely given the inflation/labor mkt outlooks that conditions for liftoff are met in early 2023. 

• If the dots move higher, they are likely to lag any upward revision in inflation forecasts, which Barclays 
would regard as dovish. Of the 11 participants who projected inflation of <=2% by 2023 and 12 who 
projected no hikes / 5 who projected hikes: if most of those 11 now forecast higher inflation, a “significant 
portion” would still not forecast hikes, which would be perceived as dovish. 

BMO: Fed Could Extend Weighted Avg Maturity  

• While BMO doesn’t expect any changes to policy or to fwd guidance, “there are risks that the Fed could lift 
the other policy rates or lengthen the weighted average maturity of purchases, both for technical reasons”. 

• There’s a risk that IOER / ON RRP rates are hiked, but Fed may wait. 
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• It’s inevitable that WAM will be lengthened sometime this year – can’t be ruled out at this meeting as a 
measure to defend against a less efficient Treasury market. 

• Statement: To acknowledge recovery has picked up its stride, but the rest to be the same. 

• SEP/Dot Plot: Stronger growth, lower unemployment, higher inflation in 2021. 

• The new median dot is set to include at least one rate hike by end-2023, with the distribution suggesting 
that more moves could emerge in subsequent SEPs. 

BofA: No Pressure, Chair Powell 

• BoA looks for Powell to strike “the right balance between a more upbeat assessment of the outlook and the 
asymmetric FAIT reaction function”, acknowledging that “liftoff is earlier than believed back in mid-
December but that it is still later than markets currently believe”. 

• Based on Powell’s comments and FOMC communications, BofA thinks “it's clear that the Fed has a "prove-
it-to-me" attitude when it comes to adjusting its policy stance” which means that “the Fed will likely respond 
to actual data rather than adjustments to its forecasts.” History suggests the Fed will use the minutes to 
preview potential policy changes around the balance sheet. 

• SEP/Dot Plot: Large upward revision of 2021 growth, and to a lesser extent further out. Unemp to be 
revised down alongside, but relatively modest compared to the GDP upgrade. 

• Core inflation higher, with an overshoot of the target in 2023. 

• Dots to price a hike in 2023. If the consensus is for a hike in 2023, “we can assume that Powell is in the 
hike camp”, but “if it is a close call with only 10 hikes, it is likely the case that the Big Three [Powell, Clarida 
and Brainard] didn't shift.” 

• Press conference: Powell to do his best to play down the Dot Plot. 

• One Q for Powell will be, if unemp rate well below NAIRU by late 2022/2023 and inflation at/above target, 
why is the Fed only hiking once in 2023? He will stress the output gap, “broad” measures of employment, 
and lack of evidence of “troublesome” inflation. 

• Powell likely to be reluctant to offer specifics on what the Fed would do with the balance sheet if faced with 
a market functioning issue; likely to signal a comfort in “talking about talking about the path of asset 
purchases”, with details in the minutes. 

 
CIBC: Fed Should “Fess Up” That Economy Is Better Than Previously Thought 
 

• SEP/Dot Plot: The Fed’s outlook will show the economy making “substantial progress” towards maximal 

employment in 2021. 

• That said, the Fed’s “substantially improved forecast shouldn’t surprise the bond market”, esp if only a few 

more dots see 2023 hikes, and the “tame trend” in core PCE prices is emphasized. 

• “The conditions look to be ripe for at least a couple of hikes in the second half of 2022. But since Fed 

speakers see low inflation as more sticky than we do”, participants will still see zero rates until 2024. 

• IOER hike of 5bps expected, but that’s not a policy tightening.  

Citi: A Higher 2021 Core Inflation Projection Could Actually Be Dovish 

• Citi had been on the hawkish end of consensus (taper starting Q4 2021, first hike late 2022) and note that 
this has become closed to priced in. 

• Cannot rule out possibility that FOMC concludes that this meeting is the appropriate time to give guidance 
“well ahead” that “substantial further progress” may be reached at some point in the next 12 months. 

• SLR exemptions to be extended and Powell may address this in the press conference.  

• No IOER hike (as EFFR has remained >5bps), but likely in coming meetings. 

• Statement: Major re-write required in coming months, but only minor changes this week. 

• SEP/Dot Plot: Large upward revisions to growth f’casts (Citi expects 5.8% for 2021, could be 6+%) should 
not come as a surprise to markets, and hard to know whether 2022 to rise or fall. 

• Unemp f’cast for end-2021 could be ~4.5%, could fall to 3.4-3.5% end-2023. 

• 2021 inflation likely to be revised up, but FOMC to view this as transitory, with 2022 core subdued. “In 
some ways a higher 2021 core inflation forecast would actually be a dovish development as, together with 
still-low ‘dots,’ it would strongly signal officials’ commitment to “look-through” even a substantial ’21 
overshoot. 
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• As such, even probability that the median dot for 2023 will be either zero, one-half, or one full rate hike. 
Given that it takes 5 dots to get a full hike median, Citi sees zero as the most likely outcome. 2 hike median 
possible but unlikely. 

• More hawkish: if 4+ officials expect a 2022 liftoff, but this seems premature. 

• Press conference: Powell to emphasize Fed’s willingness to look through higher inflation. 

• Future action: Taper starting Q4 2021, first hike late 2022. 
 
Commerzbank: Powell To Keep A Low Profile On Taper Timing 
 

• With the Fed taking a “rather relaxed view” of the recent rise in yields, the FOMC is “therefore unlikely to 
lean against the market for the time being”, Commerzbank writes. 

• Monetary policy is likely to remain on a pre-set course, with no measures such as a ‘twist’ to be expected 
for the time being. 

• SEP/Dot Plot: Econ projections to reflect improve growth prospects, with higher Q4 2021 growth, and the 
unemployment rate lowered for end-2022 to reflect full employment (4.1%). 

• Press conference: Powell to keep a low profile on taper timing. 
 
Credit Agricole: Fed Could Extend SLR Exemption To Dampen Yield Pressure 
 

• Credit Agricole sees the FOMC maintaining a cautious inflation outlook despite upgraded economic 
projections. However, it may extend the SLR exemption “to help large US banks better absorb the UST 
supply and thus mute the recent rise in UST yields”. 

• SEP/Dot Plot: Dot plot to largely reaffirm that rates will remain at current levels in the coming years. 
 
Credit Suisse: More Hawkish Dot Curve 
 

• CS expects a more hawkish curve in the dot plot to be the highlight of the March FOMC, with no change in 
guidance or asset purchase policy. 

• Statement: Significant upgrade of economic conditions to reflect positive developments. 

• SEP/Dot Plot: Median dot to show one hike in 2023, and “several” to show a forecast in line with market 
pricing for 2 or 3 hikes in 2023. 

• Even a conservative update would see GDP returning to trend / unemp below NAIRU by 2022. 

• Fed likely to project inflation targets hit in 2022 and slight overshoot in 2023. 

• Press conference: Powell likely to sound more optimistic but that further progress will take some time. 

• Future action: Fed to hike twice in 2023. 
 
Danske: Focus On Real Yields 
 

• Danske does not expect any policy changes at the March FOMC. They expect the Fed to continue 
signalling no hikes through 2023. 

• Markets to be focused on any comments regarding rise in real yields. 
 
Deutsche: Hold, Hold, Hike? 
 

• While Deutsche sees a more robust econ outlook leading to a FOMC median dot hike in 2023, Powell is 
likely to emphasize that significant uncertainties remain and that labor market gaps remain wide. 

• Extension of SLR exclusion could be announced at this meeting. 

• IOER won’t be adjusted at this meeting. 

• Statement: To acknowledge positive developments since Dec, but that’s the only likely material change. 

• SEP/Dot Plot: 2021 GDP revised up to 6.2%, w unemp down to 4.6% and core PCE to 1.9%. 

• But that could mean pulling forward demand from future years, so 2022-23 GDP estimates likely pared by 
0.2pp each. 2022 unemp to 3.9%, 2023 3.5%. Core PCE up to 2.0% in 2022 and 2.1% in 2023. 

• No changes to longer-run forecasts given high uncertainty. 

• “A few” could see a hike in 2022, with median seeing liftoff in 2023 (“a close call”). 
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• Press conference: Powell likely to acknowledge positive developments have led to economic projections 
upgrades; could highlight that medium-term downside risks have been mitigated while avoiding presenting 
an overly positive picture. 

• On inflation, to highlight transient increases in coming months, and re-emphasize downside structural 
factors while noting that Fed has tools and ability to deal with any dramatic increase in inflation. 

• Powell to reiterate it’s premature to discuss a taper timeline; likewise that recent developments in yields do 
not warrant a response from the Fed. 

• Powell to tacitly push back against market rate hike pricing; likely to downplay signal from the dot plot three 
years out noting elevated uncertainty. 

• Future action: Taper announced around end-2021. 
 
Goldman Sachs: Revealing The Reaction Function 
 

• Goldman believes that the March FOMC “will be the most important for a long time”, and that investors who 
are looking for any pushback by Powell on rising rates/yields will be disappointed, with the FOMC “unlikely 
to see much of a problem at a time when financial conditions remain easy, activity is picking up, and 
powerful growth impulses are set to support the economy all year”. 

• The nearly 3 hikes priced in by end-2023 are not obviously at odds with any explicit calendar guidance the 
FOMC has provided yet and therefore does not necessarily require pushback. 

• SEP/Dot Plot: 2021 GDP growth to be revised up to 6.2%, unemp from 2021-23 from 4.4%/3.7%/3.3%; 
core PCE up to 1.9%/2.0%/2.1% over those years. 

• Median dot to show one hike in 2023. No changes to long-run dot. 

• Goldman: “Our expectation that the median will show 2.1% inflation and one hike would probably constitute 
a mild hawkish surprise to some investors, either because they do not expect the FOMC to show a hike or 
because they expect a hike but alongside 2.2% core inflation. If Fed officials wanted to send a dovish 
message, showing either no hikes at all alongside a core PCE forecast of 2.1% or one hike alongside a 
core PCE forecast of 2.2% or higher would be the most effective way to do it, assuming this is the reaction 
function they wish to convey.” 

• Future action: Taper to start Q1 2022, run $15bn per meeting, so 8 tapers to phase out $120bn in monthly 
purchases. Rate hikes not on the table until around mid-2023; liftoff in H2 2023. 
 

HSBC: Economic Shifts, Steady Policy 
 

• Though HSBC does not expect policy changes, markets will be on alert for any shift in messaging, 

particularly in the press conference – notably any sign that the FOMC intends to push back against the 

recent increase in yields. 

• SEP/Dot Plot: GDP revised up to ~6% in 2021. Median core inflation could rise just above 2% by 2023. 

• Unchanged median Funds dot through 2023. Longer-run dot unchanged. 

• Future action: Taper to begin at end-2021 (if strong econ growth continues this year). 

ING: June FOMC Is When The Real Action Starts 
 

• While ING expects the June FOMC to be when “the fireworks happen”, with no policy changes in March, 
there will be attention on the updated SEP / Dot Plot, and Powell’s press conference. 

• Fed to bat away comments on tapering and bringing forward of rate hike expectations. 

• However, they “may well have something to say” on SLR adjustment. ING expects an extension. 

• SEP/Dot Plot: GDP likely revised higher / unemp a little lower, but little else likely to change. 

• At least a couple more officials to see 2023 hike, but “doubtful” that 4 switch (and thus 2023 will still not see 
median for a hike). 

• Press Conference: Powell undoubtedly asked about his comment on March 4: “today we’re still a long 
way from our goals of maximum employment and inflation averaging 2% over time”. 

• Future action: By the June FOMC, “we believe they will indicate a slow and steady tapering of asset 
purchases before the end of the year, possibly involving a twist to focus more of the remaining 
purchases towards the longer end of the curve. We also expect the majority of FOMC members to 
predict a 2023 rate hike with possibly a quarter opting for 2022. 
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JPMorgan: Dots Are The Main Event 
 

• JPM doesn’t expect any news about the path toward tapering, but there might be something in the minutes. 

• Also doesn’t expect an IOER adjustment. Wouldn’t rule out learning about the SLR, but “much more likely” 
that an announcement is made on a non-FOMC day. 

• Statement: To be revised to reflect better employment/spending data, but to retain overall cautious posture 
toward the outlook (i.e. “considerable risks” in 2nd para).  

• SEP/Dot Plot: In a “close call”, 2023 median dot to show 1 hike. 

• This will be accompanied by a “material upward revision” to the growth outlook - GDP growth 6+% in 2021 
with unemp rate <5% by year-end. But this will generate only a modest upward revision to core PCE 
inflation, with the median for reaching the 2% target brought forward a year to 2022 and 2023 up to 2.1%. 

• No changes to longer-run dot. 

• Press Conference: “If the median dot moves up, we expect Chair Powell will describe the dots as one of 
many inputs that go into the Committee’s decisions. If it is unchanged, we expect he will point to that as 
evidence of the Committee’s patience. We expect the press corps will try and fail to get Powell to opine on 
fiscal policy, just like Congress did last month.” 

 
Lloyds: On Hold As Economic Conditions Improve 
 

• For Lloyds, the Fed “seems certain to maintain its ‘status quo’ stance next week and reiterate that it is still 
too early to even start talking about cutting back its asset purchases and that a rise in policy interest rates 
is unlikely for a number of years. It is less clear however, that there will be a consensus amongst Fed 
policymakers whether to react to the rise in bond yields.” 

• SEP/Dot Plot: Potential for big upward revision to 2021 GDP forecast with downward revision to 
unemployment rate forecasts, which may lead to rise in number of participants seeing hikes by end-2023. 

 
Morgan Stanley: Doubling Down On Dovish Guidance 
 

• Morgan Stanley sees the combination of Gov Brainard and Powell’s recent comments to set the tone for 
the March FOMC. 

• MS points out that FOMC members’ “comfort with the rise in interest rates has derived from the fact that 
they feel that market participants broadly understand the Fed’s policy reaction function. But the March SEP 
provides another opportunity for policymakers to reassert where things stand.” 

• No IOER / RRP adjustments made at this meeting. 

• Fed to address SLR exemption extension, but if not, Powell to be asked. Will ultimately be extended. 

• Statement: Assessment of current conditions to reflect faster pace of recovery. 

• SEP/Dot Plot: 2021 estimates to reflect improved growth picture, but 2022 and 2023 little changed. 

• 2023 median dot to show no change; one/two who previously saw hikes in 2023 may shift into 2022. 

• Press conference: Powell to reiterate recent message that concern about the recent rise in rates is about 
disorderly nature and speed, not the direction – should there be a material market functioning issue, or a 
material tightening of financial conditions, the Fed would be prepared to act. 

• Future action: Message delivered at June FOMC that tapering is on the horizon; to start in Jan 2022 by 
reducing pace of purchases by $15bn per meeting. Rate liftoff in Q3 2023. 

 
NatWest: FOMC To Hold Off On 2023 Dot Plot Hike 
 

• Statement: Some refinements on economic assessment, but main themes likely intact. 

• SEP/Dot Plot: Base case is no median hike in 2023. There is more uncertainty than usual about how the 
market will read the dot plot, given markets now pricing in hikes in 2023. 

• Significantly stronger growth in 2021-22, with unemp rate lowered, and slightly higher inflation profile. 

• Participants’ assessments of risks charts are likely to show more balance than was indicated in Dec. 

• Press Conference: Powell to sound a bit more balanced when discussing risks to outlook given the better 
tone of data lately, vaccinations etc.  

• Will reiterate that the Fed expects inflation trends to remain modest, w near-term strength temporary. 
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Nomura: Powell To Push Back On Current Market Hike Pricing 
 

• Nomura does not expect any substantive policy changes at the March meeting, with no policy reaction with 
respect to recent Treasury market volatility. 

• Statement: No major changes aside from acknowledging recent stronger economic activity data. 

• SEP/Dot Plot: Median 2023 Dot to show one hike.  

• Press Conference: Powell likely to push back on current market liftoff pricing, highlighting forward 
guidance and FAIT. Will also reiterate that recent long-end rate increases reflect econ optimism, but that 
persistent signs of market illiquidity bear monitoring. 

• Future action: Taper to begin early 2022, rate liftoff in Q3 2023. 
 
Nordea: The Biggest Test For Powell So Far 
 

• Nordea finds the discussion on technical elements much more relevant for markets than the updated 
projections and dot plot, and doubts Powell will “be able to address the SLR-relief discussion and the latent 
inflation pressure without causing a move higher in USD rates”.  

• Extension of SLR relief isn’t a home-safe bet. 

• IOER hike only likely if EFFR approaches 3-4bps. 

• SEP/Dot Plot: Unlikely the dot plot will look more hawkish than the market pricing of ~1 hike in 2022. 

• Press Conference: Powell will be faced with a “truck-load” of inflation questions, “and if he keeps referring 
to inflation being allowed to “moderately overshoot”, then we should expect long bond yields to continue up 
since inflation expectations will likely follow.” 

• Future action: Doubt that the Fed will try to contain long bond yields “as inflation pressures will generally 
be too big for the Fed to move towards YCC or an Operation Twist during Q2”. 

 
RBC: Fed Won’t Do Anything Until Incoming Data Forces A Shift 
 

• RBC expects both the Statement and press conference to reflect Powell’s Mar 4 comments, namely that 
“substantial further progress” remains distant, inflation in 2021 likely to be transient, rates have been rising 
for “good” reasons, and financial conditions continue to ease. 

• Future action: Fed to do nothing until incoming data causes a significant adjustment, starting in Q2 2021. 
Stronger growth an inflation will lead to “a significant shift in tone” – with a lag. 

 
Scotiabank: Numbers Versus Regs 
 

• Scotia sees attention at the March FOMC as being on the need to “seriously refresh forecasts in a more 
bullish manner”, and on SLR exemption extensions. 

• On SLR, assuming the Fed doesn’t announce something beforehand, Powell to be asked about it. If they 
don’t extend, and the FOMC upgrades its forecasts, then the curve could steepen further. 

• SEP/Dot Plot: Likely to revise up growth facts materially; 2021 upgrade to pull forward growth and tamp 
down 2022 somewhat.  

• On dot plot, watch for 2023 hike dots. Unlikely median will be a hike, but a few may move that way. 
 
SEB: Powell Could Disappoint By Repeating Relaxed Messaging 
  

• SEB believes that while the Fed will not change policy or guidance, technical adjustments to administered 
rates “could ease downward pressure on money market rates”. 

• SEP/Dot Plot: Higher GDP forecasts and a faster decline in unemployment. But medians to continue to 
signal inflation at 2% and funds rate near 0 until 2023. 

• Press conference: Powell “likely to repeat recent relaxed messaging on rising yields with no hints of 
changes in asset purchases. This creates risks for new market disappointments.” 

 
Societe Generale: Lead Or Follow? 
 

• SocGen sees the focus on the 2023 Fed funds dots “to see if committee members adjust their rate 
projections to reflect expectations in the futures market or if the market needs to price out hike expectations 
to meet the Fed if 2023 median dots in the SEP show policy rates unchanged at zero”. 
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• As such, SocGen sees the market getting a “reality check” when the Fed reiterates its commitment to keep 
rates at the zero lower bound until 2023. 

• SLR exemption extension likely (though unclear if SocGen sees it as possible at this meeting). 

• IOER hike is “unlikely” at this meeting. 

• SEP/Dot Plot: Likely to upgrade growth forecast, but most focus on inflation. 

• Press conference/statement: Likely to lean on the dovish side as employment and inflation are far from 
what the committee gauges as “substantial further progress”. 

 
Swedbank: Patience For Now 
 

• While the Fed will leave policy unchanged at the March meeting, the risk going forward is tilted toward 
purchasing longer-dated Tsys (i.e. dovish). 

• SEP/Dot Plot: GDP for 2021 will be revised up and possibly PCE also, but no changes in median fed 
funds projections despite some individual dots shifting higher for 2022-23. 

• Press Conference: The rise in yields is likely to be a hot topic. 
 
TD: Counting Dots 
 

• The SEP/Dot Plot will be in focus, with TD seeing “the extent to which optimism on growth is reflected in 
upward revisions to projections for inflation and the funds rate” as the critical factor for markets. 

• Fed to keep IOER and RRP on hold, but hike IOER in coming months. 

• Statement: Tweaked to highlight some improvement in the outlook, but no major changes. 

• SEP/Dot Plot: Median projections for core inflation +0.1-0.2pp per year, a little over 2% by 2023.  

• Median dot to show no tightening through 2023, though mean dot probably up slightly. 

• Most officials will ultimately need to see a 2.4-2.5% core inflation pace before actually raising rates. 

• Press Conference: Powell to probably reiterate recent comments on being patient on inflation, as well as 
structural disinflation dynamics. 

• To re-emphasize that plenty of advance notice will precede asset purchase tapering, and that bond market 
action to date has not been very concerning given accommodative financial conditions. 

• Powell likely asked about SLR (if the Fed hasn’t acted by then). 
 
UBS: Still “Some Time” 
 

• SEP/Dot Plot: GDP median up to 6.2% in 2021, but much lower at 2.9% in 2022. Lower unemployment 
rates as well, with 4.2% in 2021, and smaller downward revisions in further years. 

• Around 25% probability that the median shows a hike in 2023. An inflation overshoot in the median forecast 
is likely a necessary condition for a hike. 

• Press Conference: Expect "some time" to return ("it is likely to take some time for substantial progress to 
be achieved”). When that phrase is removed from communications, it will signal strongly that tapering is 
coming soon. 

• If asked about the recent rise in long-term rates, Powell will still characterize financial conditions as "highly 
accommodative" and that this is appropriate given the state of the labor market. 
 

Unicredit: Dot Plot To Signal To Markets They’ve Gone Too Far In Hike Expectations 
 

• Unicredit sees any major policy changes as unlikely at this meeting, as “officials appear happy with the 
current level of monetary accommodation.” 

• Fed “could” raise IOER. 

• SEP/Dot Plot: Median GDP growth for Q421 up from 4.2% to >6.0%.  

• Inflation to be revised up but “unlikely to be large or persistent”.  

• Dot Plot to show a couple more participants expect a hike by end-2023, but unlikely that a majority will do 
so. This will signal to markets they’ve gone too far in expecting at least 2 25bps hikes by end-2023. 

• Press Conference: Powell likely to be asked about the rise in longer-term yields. 

• Future action: No taper in 2021, probably discussed around September w formal announcement in 
December, and commencing in Q1 2022 upon “substantial progress”. 
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• The tapering process will take around a year, with net purchases ending in early 2023, with rates on hold 
through 2023 (risks skewed toward an earlier hike).  

 
Wells Fargo: No Major Changes, Perhaps Some Technical Tweaks 
 

• The Fed won’t make any major changes at the March FOMC, Wells Fargo writes, “we expect the 
Committee to clearly articulate that it has no intention of raising rates or otherwise removing policy 
accommodation anytime soon.” 

• Fed to hike IOER and ON RRP rates, and boost $30bn/day counterparty limit on ON RRP. 

• SEP/Dot Plot: Notable upward revisions for GDP estimates this year; inflation 2%+. 

• Any increases in core inflation estimates to be modes, and any pickup likely to be orderly. 

• Dot plot may show one or two members shifting hiking expectations into 2023, but no median hike. 
 
Wrightson ICAP: Fed May Conclude Extending SLR Relief Not Worth Political Costs 
 

• Powell and the Fed won’t make waves this week, says Wrightson ICAP. Little chance the Fed pushes back 
against rising yields via its balance sheet as the ECB did. 

• No adjustments in ON RRP / IOER. But minutes might indicate that they discussed the possibility of an 
intermeeting adjustment between now and the April 28 FOMC. 

• The Fed may not take up the SLR exemption issue until the BoG’s meeting on March 22. 

• It would be “ironic” if the Fed allowed the SLR exemption to expire “just when Fed balance sheet growth 
was about to make it relevant – but that doesn’t mean it won’t happen.” A temporary exemption doesn’t 
make much sense as the supply of reserves won’t start to shrink a year from now. 

• “The Fed might conclude that the actual financial efficiency benefits of another temporary extension would 
not be worth the political costs of ignoring the strenuous opposition of the heads of both the Senate 
Banking and the House Financial Services committees.” 

• SEP/Dot Plot: More optimistic than in December, though 2021 core PCE may not rise much. 

• Dot plot to drift up a little but not a lot; 6 or 7 hike dots in 2023, median unchanged. 

• Future action: Rate liftoff at some point in 2023. 
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MNI Policy Team Insights 
 
MNI STATE OF PLAY: Fed Stays Patient as Outlook Improves  
(Pub. Mar 15, 2021) 
 
By Jean Yung  
 
WASHINGTON (MNI) - The Federal Reserve on Wednesday will reiterate that it remains far from hitting its 
employment and inflation objectives and that it will be some time before it starts winding down QE, even as 
upgraded forecasts are likely to show officials moving forward the timing for pulling back policy support. 
 
Investors betting on an "Operation Twist"-style switch from shorter-dated to longer-dated bond buying to cap a 
spike in Treasury yields  are likely to be disappointed, former officials told MNI, although the FOMC could raise the 
rates it pays on excess reserves and overnight repurchase agreements to support short-end rates as the Treasury 
releases over a trillion dollars in reserves into the financial system. 
 
Fed Chair Jay Powell will likely stick to his message that higher yields reflect an improving economic outlook. With 
rates already effectively at zero and the Fed purchasing USD120 billion per month, the central bank is loath to 
intervene further in bond markets, former officials said. 
 
Last week's passage of President Joe Biden's USD1.9 trillion coronavirus relief package and progress on 
vaccinations are set to lift FOMC estimates for GDP growth and employment over the medium term. The median 
forecast for raising rates could shift forward to 2023, with potentially more than one official penciling in a hike as 
soon as next year, former Fed officials told MNI. 
 
--EARLIER TAPER 
 
Treasury Secretary Janet Yellen has projected the stimulus will allow the economy to hit full employment in 2022, 
making it plausible the labor market could make "substantial further progress" by year-end -- the bar set by the 
FOMC for winding down asset purchases. Former officials told MNI the Fed could signal the start of a debate over 
QE taper as soon as this summer. 
 
In the meantime, former Fed officials told MNI the central bank will likely bump up both the IOER and ON RRP 
rates in the next few months to keep its benchmark fed funds rate trading comfortably above zero as the Treasury 
releases over a trillion dollars in reserves into the financial system. 
 
Raising the Fed's administered rates is viewed as a technical adjustment and some officials may prefer to wait until 
the effective fed funds rate sinks to 5 bps from 7 bps currently. 
 
Regulators could also extend a temporary exclusion of reserves and Treasuries from banks' calculations of the 
Supplementary Leverage Ratio for several months, amid recent turmoil in Treasuries trading, but the decision is 
one for the Fed Board in conjunction with other bank regulators and may not come at Wednesday's meeting. 

 
 

MNI EXCLUSIVE: Fed 'Dots' To Shift Into 2022 and 2023 
 (Pub. Mar 11, 2021) 
 

By Jean Yung, Pedro Nicolaci da Costa and Evan Ryser 
 
WASHINGTON (MNI) - More Fed officials next week are set to forecast interest rates lifting away from zero by 
2023, sooner than they expected in December and potentially complicating Fed Chair Jay Powell's message that 
policy will stay ultra accommodative until the economy is far along the road to recovery, former officials told MNI. 
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The FOMC's December forecasts featured only one official penciling in a rate rise next year while five saw hikes in 
2023. But they factored in very little of the impact of the USD1.9 trillion spending bill just approved, adding to the 
USD900 billion relief delivered late December, or of the accelerating vaccine rollout. Analysts now expect 
potentially record-shattering growth and higher inflation in 2021. 
 
"It would be very surprising if there weren't at least some more dots in 2023. There may not be any more in 2022. 
The question is whether it would be enough to move the median," former Fed vice chair Donald Kohn told MNI. 
Five more projections for above-0.25% rates in 2023 are needed to shift the Fed's dot plot median. 
 
"The last time they still didn't have the December stimulus, there was no sense of what might be coming this year," 
Kohn said. "Also the vaccine rollout. Now with the extra doses and all that it looks a lot better." 
 
The economic outlook is "considerably better" compared to December, said William English, former director of the 
division of monetary affairs at the Fed Board, adding that some officials might now revise their previous 
expectations of the central bank's asset purchases continuing well into 2022. "Now they may see the purchases 
being wound down earlier next year." 
 
REALIZED PROGRESS 
 
"I wouldn't be at all surprised if they've worked out their outlook enough to get the majority of them to lift off in 
2023," English added. "I expect there will be a few more people who certainly see lift off in 2022 but my guess is it 
won't be all that many because they've emphasized that they're going to be patient," he added. 
 
Powell has made clear the Fed will need to see actual improvement in employment and inflation data before 
slowing bond purchases and raising rates, and the FOMC is aware that inflation will ramp up temporarily on base 
effects and a surge of pent-up demand. 
 
The former officials said the Fed will be measured in its reaction to more optimistic forecasts, especially given their 
recent shift to a 2% average inflation objective and broader definition of full employment. 
 
NO UPSIDE 
 
"They are absolutely dedicated to both of their statutory objectives, and they believe they have to be patient to see 
those realized," former Atlanta Fed President Dennis Lockhart told MNI. "They will restrain themselves more about 
reacting to overheating than many commentators believe." 
 
"You may have some more dots showing a rate move in 2022 and a few more prepared to reflect an earlier liftoff in 
their forecasts" he said, but officials will, on the whole, be "patient and cautious about making any move until 
they're convinced that they're on track to achieving those two objectives." 
 
Officials have been similarly reticent to discuss the timing of a tapering of QE, saying only that they will signal 
changes to asset purchases far in advance. 
 
"There's just no upside to talking about anything suggesting an end to purchases," said Bill Nelson, former deputy 
director of the monetary affairs division at the Fed Board. "They want to continue to provide stimulus. It's not helpful 
for their purposes if they say something that causes rates to go up." 

 

 
MNI EXCLUSIVE: Fed To Extend Capital Relief, Eyes Permanent Fix  
(Pub Mar 4, 2021) 
 

By Jean Yung, Evan Ryser and Pedro Nicolaci da Costa 
 
WASHINGTON (MNI) - U.S. regulators including the Federal Reserve are likely to extend a temporary rule easing 
banks' supplementary leverage ratios for several months more amid concerns that a return to higher capital 
standards would crimp the flow of credit to a still-convalescent economy, an industry source and former regulatory 
officials told MNI. 
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Officials will also debate permanent concessions to banks at a time of unprecedented expansion of reserves from 
QE, despite objections from Democratic lawmakers that easier SLR rules weaken the post-crisis financial stability 
framework, sources said. 
 
Last week's bond sell-off serves as a fresh reminder of the fragility of the Treasury market despite massive 
interventions since last spring, and the Fed would not want to allow SLR relief to lapse this month only to be forced 
to resurrect it soon after, sources said. 
 
"It is extremely likely that the SLR exemption will be extended, but for how long the reprieve will go might depend 
on what we see in Treasuries, liquidity funding, repos, and how the United States fares more broadly in the 
economy in the next two calendar quarters after the March 31 deadline," John Popeo, a consultant who spent a 
decade in various roles at the Federal Deposit Insurance Corporation and the Boston Fed, told MNI. "I would 
expect a two-quarter delay at least." 
 
--LOANS DIP 
 
Under the temporary reprieve last year, lenders were allowed to exclude cash and Treasuries from their assets to 
meet the capital-to-assets ratio, set at 3% or 5% for the largest systematically important institutions. This came as 
reserves more than doubled to USD3.4 trillion since the start of the pandemic, leaving lenders with stockpiles of 
cash, Treasuries and other assets that put downward pressure on SLR. 
 
The change was also meant to free up capital for lending to businesses and consumers, but banks have reduced 
the portion of their balance sheets dedicated to loans to a multi-decade low in recent months -- another reason 
some lawmakers oppose the extension of relief. 
 
"It was supposed to be temporary and it was controversial when they did it. It was aimed at expanding banks' 
capacity to lend and that hasn't happened," Sheila Bair, former chair of the Federal Deposit Insurance Corporation, 
told MNI. Banks have argued that loan demand has been extraordinarily weak during the pandemic and lenders are 
hesitant to go down the credit spectrum. 
 
"There's a fair argument that banks need to expand their capacity as dealers to absorb Treasury debt," Bair added, 
but the Fed could limit SLR relief to elevated Treasury balances rather than extend the exemptions wholesale. 
 
--PERMANENT SOLUTION 
 
But that proposal and other ideas for modifications may not meet Basel requirements in a way that they can made 
permanent after the Covid crisis passes, former regulators said. 
 
The Fed and the Office of the Comptroller of the Currency in 2018 approved a proposal to loosen the SLR for the 
biggest banks by replacing their 2% add-on with a lower surcharge tied to a measure of riskiness. But Fed 
Governor Lael Brainard voted against the move and the FDIC did not join the proposal, which was never finalized. 
It would likely face blowback again in the current political climate. 
 
Fed Board General Counsel Mark Van Der Weide told a bankers conference Tuesday that the central bank is "in 
the process now of figuring out what to do next" on SLR and also "thinking through" the best design for a 
"permanent SLR." "We are going to be doing a lot of work on the leverage ratio" this year, he said, "and making 
sure we have the leverage ratio in the right place." 

 
 

MNI EXCLUSIVE: Fed to Hike Reverse Repo, IOER Rates  
(Pub Feb 16, 2021) 
 

By Evan Ryser 
 
WASHINGTON (MNI) - The Federal Reserve will likely hike the interest rates it pays on both overnight reverse 
repos and excess bank reserves in the next few months to keep its benchmark fed funds rate trading 
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comfortably above zero as the Treasury releases over a trillion dollars in reserves into the financial system, 
former Fed officials told MNI. 
 
With repo rates hovering near zero in recent weeks and downward pressure building, sources said the Fed will 
likely increase both the ON RRP and IOER rate by 3 to 5 bps to keep market rates in line with the central bank's 
target interest rate range of 0% to 0.25%. Such an adjustment would keep the spread between ON RRP and 
IOER at 10 bps. 
 
"What they will do is try and figure out how to stuff reserves into ON RRPs," said Stephen Cecchetti, former 
director of research at the New York Fed, adding the Fed could further boost take up of the reverse repo 
program by raising per-counterparty limits, now set at USD30 billion. "As long as the Fed increases ON RRP 
[rate], that could suck some reserves back out" out of the banking system. 
 
Treasury Secretary Janet Yellen caught markets by surprise earlier this month when she announced the 
Treasury would run down the USD1.6 trillion in cash stockpiled during the pandemic at a faster clip than 
expected. Treasury said it anticipates reducing the size of the Treasury General Account at the Fed to USD500 
billion by June, effectively returning as much as USD1.1 trillion to the financial system as bank reserves. 
 
Fed research shows an additional trillion in reserves can cause the fed funds rate to decline by 8 bps relative 
to IOER, MNI earlier reported. The effective fed funds rate is currently trading at 8 bps while SOFR, a benchmark 
repo rate, is at 5 bps after trading as low as 2 bps earlier this month. 
 
--DOWNWARD PRESSURE 
 
There will be downward pressure on the "fed funds rate, repo rates, and other short-term money market rates 
relative to IOER in the near term and likely for some months out," said David Skeie, a former senior economist 
at the New York Fed. 
 
The Fed has signaled its plans to continue the USD120 billion a month QE program through year-end at the 
same time that Treasury has cuts bill issuance and begins to draw down its cash balance to comply with a 
summer debt limit deadline. 
 
The Fed has tweaked IOER several times in recent years and in January 2020 adjusted both IOER and ON 
RRP rates. The former officials argue that revising the Fed's reverse repo program may be more effective at a 
time when the fed funds rate has remained firm relative to IOER. 
 
"In an idealized floor system the IOER is the tool that matters," said Christopher Russo, formerly of the New 
York Fed's open market trading desk. "But in the real world with imperfect markets, the bifurcation of the funds 
market, and constraints on bank balance sheets, the ON RRP is available to use." 
 
Inducing greater take up of ON RRP "would be a benefit not just for maintaining overnight rates above zero, 
but also for decreasing the inefficient balance sheet costs that arise for banks that in aggregate have to hold 
such an abundance of reserves," Skeie said. 
 
--AS SOON AS MARCH 
 
"Raising IOER as well as the ON RRP by 5 bps as a technical adjustment at the upcoming March FOMC 
meeting would have the benefit of not needing to keep the markets guessing about how soon the next slight 
technical adjustment might be required," he added. "A 5-bp increase of both would benefit communicating that 
the economy doesn't hinge on an individual basis point or two but rather that simple rounded policy rate 
adjustments are adequate." 
 
However, some sources said the Fed may decide to wait a bit beyond the March meeting before acting to make 
the technical changes, wanting to see the effective fed funds rate trading more consistently below its current 
level. 
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In addition to raising the ON RRP rate, one source said, the Fed could also raise the rate on its foreign reverse 
repo pool that serves about 250 foreign central banks and foreign institutions, to broadly match the rates on the 
two programs. 
 
 

MNI INTERVIEW: Kaplan Urges Easy Fed Policy Despite Market Bets  
(Pub Jan 29, 2021) 
 

By Evan Ryser 
 
WASHINGTON (MNI) - Dallas Fed President Robert Kaplan said in an interview Friday it might be more difficult 
to predict the path of inflation after the Covid-19 pandemic but stressed that the Federal Reserve should take 
aggressive actions to promote a swift recovery despite potentially feeding market imbalances. 
 
He expects headline inflation to end the year around 1.8% as the economy gets back on its feet with the help 
of strong monetary and fiscal support, and noted that supply constraints will play a role in firming prices for a 
while until they resolve themselves. Yet, technological disruption, which has only accelerated in the pandemic, 
is likely to sap firms' power to raise prices, he said. 
 
"How those cyclical and structural forces play out, the jury is out on that," he said. "As opposed to say 20 years 
ago when you'd be confident that cyclical forces would dominate, today I think it's hard for us to predict how 
those two forces will play out, other than to say those structural forces are having and will continue to have 
some muting effect on inflation." 
 
For now the Fed needs to keep its eye on the prize. "While we are in the teeth of the pandemic, we need to be 
aggressive," he said. 
 
"As the events unfold in 2021 and 2022 and beyond, I have in the back of my mind that monetary 
accommodation is not free and there are tradeoffs that come with it," namely the "potential excesses and 
imbalances that could be created," he said. But that debate should be left until well after the pandemic when 
"we're actually approaching achievement of our dual mandate goals down the road." 
 
--OUTLOOK IMPROVING 
 
The economic outlook has already improved over the past month and could "firm more" if fiscal support and 
vaccinations stay on pace, Kaplan said, adding "we have a chance at a very strong year." 
 
New variants of the virus and a fumbled vaccine rollout present "considerable risks to the outlook," but if those 
are off the table, consumer mobility and engagement could come in the second half of the year and much earlier 
than the achievement of herd immunity, Kaplan said. 
 
His improved base case since the start of the year sees GDP growth of approximately 5% in 2021, with the 
unemployment rate in December near 4.5%. Whether that will constitute "substantial further progress" toward 
the Fed's goals of full employment and stable prices, the FOMC's bar for tapering asset purchases, Kaplan 
declined to opine. 
 
"I'm going to be very focused on how the economy is unfolding and I'm going to avoid being rigid or pre-
determined about how the economy might unfold. I don't have any, and I won't have any, specific timeline in 
mind. I'm going to let events and the facts on the ground dictate how the economy is evolving this year and into 
next year," he said. 
 
The Fed's September commitment to keep rates near zero until inflation has reached 2% and is on course to 
moderately exceed it, a decision to which Kaplan dissented, remains concerning, he said. "As we approach full 
employment and meeting our inflation goals, the neutral rate is likely to be moving up. As we keep rates at zero, 
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we're actually increasing accommodation," he said. "I'm sure we'll have lots of deliberations when the time is 
appropriate, but I do have that concern." 
 
--INFLATION BETS 
 
Market expectations about inflation rightly reflect anticipation about a rollout of vaccinations and additional fiscal 
support from the Biden administration, but that "doesn't mean that's how things are going to turn out," Kaplan 
said. 
 
Conversations with businesses in the Dallas Fed district have proven to be as important as data and surveys 
in assessing the recovery during the pandemic, Kaplan noted. A number of businesses that did not have pricing 
power a year ago are reporting having some now, he said, but "they're also skeptical how persistent that's going 
to be when we get back to normal." 
 
Shortages in semiconductors, wood products, packaging product and metals are just some examples of the 
kinds of supply constraints that are likely to plague the economy this year, he said. At the same time, "we're still 
under capacity, and technology and technology-enabled disruption are accelerating, and may limit prices." 
 
Investors are positioning for higher inflation as a possible outcome, he said. "I note it, am cognizant of it, but I 
also know how things unfold may not happen the way markets are suggesting." 
 

 
 

MNI SOURCES: Fed To Refine Inflation Overshoot Parameters  
(Pub Feb 11, 2021) 
 

By Jean Yung and Pedro Nicolaci da Costa 
 
WASHINGTON (MNI) - Federal Reserve officials are coming under pressure to define their tolerance for higher 
inflation much sooner than expected, as fears build of a possible short-term surge in price expectations which 
could test the credibility of the FOMC's newly-installed inflation make-up strategy, Fed sources told MNI. 
 
With vaccine breakthroughs, excess savings and another trillion or more in potential fiscal relief expected to 
stoke demand and price pressures, the much-feared deflation threat from the Covid-19 economic crisis has 
receded, sources said. 
 
That indicates a stronger likelihood of inflation returning to the Fed's 2% target more quickly than policymakers 
expected -- and sets up a test of the Fed's commitment to its new flexible average inflation targeting regime at 
a time when the FOMC is still hashing out the specific parameters of a desired overshoot, sources said. 
 
Opinions differ among FOMC members on a ceiling for inflation, a suitable averaging period, or when to allow 
exceptions to the rule should the trajectory of prices prove too swift. Reaching consensus may be a challenge, 
Fed sources said. But policymakers broadly agree that being more explicit about the parameters of the new 
framework will help clarify uncertainty related to the inflation outlook. 
 
--WARY FED 
 
Fed officials are understood to be wary of a scenario in which a short-run pop in prices sparks a fire under 
inflation expectations, seen as closely tied to actual inflation, compelling the Fed to either move to a more 
neutral stance sooner than expected or more forcefully defend its inflation make-up strategy. 
 
The FOMC is keen to avoid tightening too preemptively as it has done in the past, and it would take a 
significant escalation of inflation risk to divert it from its current policy path, sources said. But, while 
policymakers see that outcome as unlikely, they are also less confident in their ability to judge where inflation 
is headed in a post-pandemic economy. 
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Inflation expectations have headed steadily upward since late last year. Firms' price growth expectations for the 
year ahead have climbed to 2.2% on average from a low of 1.4% in April, according to the Atlanta Fed's survey of 
businesses in its district. A weekly survey of consumers conducted by the Cleveland Fed also finds inflation 
expectations rising since late fall to a range of 5% to 10% from 3% to 5% earlier in the year. 
 
TIPS breakevens have hit multiyear highs, although once liquidity effects and risk premia are accounted for, 
market-based measures of inflation expectations look stable relative to the pre-crisis period. 
 
The data reassure policymakers that a Covid demand-shock-led deflationary spiral won't materialize -- but also beg 
the question of when inflation will be deemed unacceptably high, sources said. 
 
Fed Chair Jay Powell has signaled the central bank will wait to dial back monetary support until the economy has 
reached a broad and inclusive full employment goal and 2% inflation on a sustained basis. 
 
--SHORT-TERM LOOK THROUGH 
 
Policymakers are prepared to look through above-2% inflation for a few months this spring, as base effects distort 
calculations, sources said. A surge in demand for services as vaccinated consumers start spending cash cushions 
could see businesses charging higher prices, but that is also viewed as temporary. 
 
Officials are looking to generational trends like deglobalization, reshoring and deficit spending for indications that 
conditions are developing that would sustain higher inflation over the long run. 
 
More immediately, a boost in prices would be welcome for an economy still suffering from not enough inflation, 
especially in the service sectors. 
 
The Dallas Fed Trimmed Mean PCE inflation rate, a favored internal Fed indicator of underlying price pressures, 
has decelerated to 1.7% from 2.1% a year earlier. It is behaving as Phillips curve models would expect given the 
roughly 2 pp increase in the number of permanent unemployed over the same period. 
 
A San Francisco Fed analysis shows contributions from supply-sensitive categories of core PCE inflation are still 
small while the drag from demand-sensitive categories is dissipating. Categories that don't fall neatly into either 
category also show gradual disinflation, albeit the trend is decelerating. 

 
 

MNI EXCLUSIVE: Fed SEP Must Show Sustained Inflation For Hikes  
(Pub Jan 29, 2021) 
 

By Pedro Nicolaci da Costa 
 
WASHINGTON (MNI) - The Federal Reserve will require a sustained rise above 2% inflation in its quarterly 
forecasts before considering hiking interest rates, former top central bank officials told MNI, pointing to 
communications challenges ahead if growth accelerates as the Covid pandemic eases. 
 
The Fed's quarterly three-year forecasts include outlooks for inflation, growth and employment, and this Summary 
of Economic Projections would need to point to consistently above-target inflation as the committee seeks to solidly 
anchor inflation expectations around 2%, they said. 
 
Investors betting on the Fed to blink at early signs of price increases are underestimating the shift in thinking at the 
central bank with regards to economic slack in the wake of a decade in which inflation fell repeatedly short of 
target, ex-Fed officials with knowledge of the forecasting process said. 
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--CALLS FOR PATIENCE 
 
The SEP inflation requirement goes beyond Fed Chair Jerome Powell's broad calls for patience during his press 
conference this week, or Vice Chair Richard Clarida's recent comment that "we are not going to lift off" until annual 
inflation reaches 2% for a full year. 
 
"They're not going to raise interest rates until you have a modal forecast around most of the committee where 
everyone sees inflation steadily above 2%," said Jeff Fuhrer, former Boston Fed executive vice president and 
senior policy advisor. "They at least need to have a strong prospect of inflation above 2% consistently." 
 
The central bank is trying to stabilize inflation expectations at 2% and wants to signal this commitment with a 
sustained overshoot, Dennis Lockhart, former president of the Atlanta Fed, told MNI, noting that the framework shift 
also places renewed emphasis on a more inclusive definition of full employment. The personal consumption 
expenditures index has registered annual growth just above 1%. 
 
"They're looking at several months, as much as a year, of PCE inflation both headline and core, ideally both 
running above 2% and they're going to use the 12-month measure as a key indicator among the inflation data," he 
said. "Then they are going to look for supporting evidence in an array of other inflation readings-- CPI, trimmed 
mean, sectoral price changes. Headline PCE is their official benchmark but in fact they look at a real dashboard of 
inflation indicators." 
 
Speculation about a possible rise in inflation picked up steam after Joe Biden's election win and Democratic Senate 
victories in Georgia raised chances of more aggressive fiscal policy, with the new president proposing a USD1.9 
trillion package. Five-year TIPS breakevens, a measure of inflation expectations, recently rose to 2.18%, their 
highest since 2013. 
 
--COMMUNICATION CHALLENGES 
 
Fed communication aimed at avoiding unwanted tightening of market conditions will have to be sustained when the 
recovery picks up steam in the second half of the year. Some regional Fed presidents may also fret that any 
stronger-than expected growth might be inflationary. 
 
"They are trying to say they will let inflation rise above 2% for a while but they will start getting worried about the 
dynamics if inflation starts to rise," said Dean Cruoshore, a former executive vice president and economist at the 
Philadelphia Fed, told MNI. 
 
Ex-Boston Fed economist Fuhrer agreed: "There are still some presidents who will be nervous as the economy 
gets to their estimate of full employment." 
 
Ex-Richmond Fed President Jeffrey Lacker told MNI recent experience of low inflation gives the Fed reason to be 
skeptical of price spikes expected as base effects feed through from last year's slump. But he also pointed to a lack 
of clarity from policy makers as to how exactly they see QE and low rates working to support the economy--and 
how the withdrawal of such assistance might be engineered in an orderly fashion. 
 
"I worry that without a firm handle on the transmission mechanism they're not going to see inflation coming and it's 
going to break out," said Lacker. 
 
--TAPER TANTRUM 
 
Markets are most immediately focused on the Fed's QE program, which policy makers are likely to reduce well in 
advance of rate increases. 
 
With the 2013 "taper-tantrum" a painful memory, Fed Chair Powell emphasized his desire for patience before any 
talk of policy tighten or reducing USD120 billion in bond buys: https://marketnews.com/mni-exclusive-fed-still-
biased-toward-more-bond-buys. "The whole focus on exit is premature," Powell said. "It's just too early to be talking 
about dates." 
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MNI EXCLUSIVE: Fed Could Signal QE Debate By Summer -Ex-Offls  
(Pub. Feb 25, 2021) 
 

By Evan Ryser 
 
WASHINGTON (MNI) - The Federal Reserve could signal that it intends to begin debating changes to its 
bond-buying program by summer time, although an announcement on tapering would not come until at least 
several months later, former Fed officials told MNI. 
 
While Fed Chair Jay Powell has resisted talk about exiting from its accommodative stance, massive fiscal 
programs coupled with declining virus cases and an improved rollout of vaccines has boosted the outlook and 
pulled forward the timeline for winding down QE, the former officials said. 
 
A message could be sent in the summer, possibly at the annual Jackson Hole conference in August, to 
"signal that discussions are starting" in the Fed system about how it would want to dial down its asset 
purchase program, said Steven Kamin, a former director of the division of international finance at the Fed 
Board. 
 
Fed officials have maintained the need to keep bond purchases going until "substantial further progress" is 
seen in the labor market and on inflation and have said it could be "some time" before that progress is made. 
Powell has pointed to a deep job market hole of 10 million or more relative to pre-pandemic times, but others 
on the FOMC have indicated an interest in seeing the QE debate begin this year out of concerns that asset 
purchases create market imbalances. 
 
Markets largely expect QE taper to begin in the first quarter of next year, and the Fed has signaled the 
tapering process could take nearly a year. 
 
HOTTER LABOR MARKET 
 
"Employment would need to be a few million higher than it is today," said Jonathan Wright, a former Fed 
Board economist. But with the Biden fiscal package and in an "optimistic" scenario, QE taper could be 
announced as early as the summer with the taper itself beginning by the end of the year, he said. 
 
"The Committee won't announce tapering until we are just about there" on inflation and employment, added 
Wright, pointing to Fed desires to pull those who have given up job searches off the sidelines. 
 
The Fed may be a little more conflicted as the year progresses, Kamin added. "On the one hand they want to 
signal confidence in the recovery, and on the second hand they would want to signal a debate on purchases 
to show they are not behind the curve as the recovery moves forward" and rates rise. 
 
Others told MNI they expect Fed to continue purchasing at least USD120 billion a month into early 2022, as 
memories of the slow recovery after the financial crisis stay top of mind. 
 
"I anticipate we will hear in the fall how the Committee is discussing how to slow asset purchases," said 
Vincent Reinhart, former director of the division of monetary affairs at the Fed Board. The Fed may be behind 
the curve and adjust a bit late, "leaning in one direction" toward dovish policy, he said. 
 
Adding to the pressure is the fear of repeating the taper tantrum of 2013 and the recognition that markets and 
the Fed could see taper moves from different perspectives. "Markets often see tapering as tightening 
monetary policy, but for Fed economists it means adding stimulus less quickly," said Kamin. 
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SEPs TO GUIDE 
 
The former officials interpreted the ongoing rise in Treasuries as a direct consequence of sharply higher near-
term growth expectations. Current yields are in the ballpark of fair value and there is no reason to worry that it 
chokes off green shoots in the economy, they said. 
 
With Biden's additional fiscal relief, the 10-year yield could be pushed up to 2% this year, which would be 
welcome, Wright said. 
 
Still, the former officials said refocusing the Fed's bond buys on the long end of the curve, while unlikely in the 
near-term, is not off the table entirely as an option later if long-end yields surge and don't accurately reflect 
growth prospects. 
 
The Fed's quarterly Summary of Economic Projections (SEP) will also guide markets, as MNI earlier reported, 
and March's projections will show in more detail how the central bank has seen Biden's USD1.9 trillion fiscal 
proposal. 
 
"If you were looking for signs that the Committee was highly surprised by the Biden plan and how it would 
respond, the place to look down the line would be to look at the SEP's 2021 and 2022 GDP and inflation 
projections and whether liftoff in the Dot Plot has been moved," said Kamin, who is now at the think tank 
American Enterprise Institute. 
 
 

MNI EXCLUSIVE: Fed Targets EPOP Rebound, Sees Little Scarring  
(Pub.  Mar 3, 2021) 
 

By Jean Yung  
 
WASHINGTON (MNI) - Federal Reserve officials are determined to regain pre-Covid levels of labor force 
participation despite concerns pandemic disruption has reduced the ability of the economy to create jobs, likely 
extending the period needed for interest rates to stay ultra-low to reach employment goals, current and former Fed 
economists told MNI. 
 
Policymakers remain optimistic most of the millions who have exited the workforce during Covid will be pulled back 
once life returns to normal later this year, with easy monetary policy generating opportunities for those hit hardest, 
in particular women, blacks and Hispanics, sources said. 
 
The employment-to-population ratio, or EPOP, has become a top indicator for the U.S. central bank since its 
definition of maximum employment was modified to a "broad-based and inclusive goal" last year, sources said. Fed 
Chair Jay Powell and others cite 10% as a better estimate of the unemployment rate, a figure that counts those 
who left the workforce last year as unemployed. Labor force participation rebounded to 61.4% in January but was 
still at the lowest since 1976, and headline unemployment was 6.3%. 
 
"There's been no compelling argument why February 2020 shouldn't be the benchmark," former Fed Board 
research director David Wilcox told MNI. "The burden of proof will be for those to argue that it's not attainable, and 
that would have to involve sustained upward pressure in inflation beyond the 2% objective. And Fed officials have 
made clear they'll tolerate a modest overshoot for a period of time." 
 
WANTING A JOB 
 
Most workers who dropped out of the labor market in the past year did so for reasons closely tied to the pandemic -
- lockdowns, weak demand for travel and in-restaurant dining and child care responsibilities due to school closings, 
Fed economists said in interviews. While many older workers may now opt for retirement, those who are younger 
may want to return quickly. 
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Prime age female workers, aged 25 to 54, saw a 2pp drop in their participation rate over 2020, reversing a decade 
of gains. Nearly all of the women who left the labor force reported either wanting a job but not actively looking or 
not working because of family responsibilities, according to the Atlanta Fed Labor Force Participation Dynamics 
Tool. 
 
Over two-thirds of the 3pp decline in black prime-age participation last year is attributed to a rise in the share of 
those wanting a job but not currently searching. Of Hispanic women, whose participation rate declined just over 
2pps during 2020 and who tend to have more children, half said they were not seeking work due to family 
responsibilities. Black and Hispanic workers are also overrepresented in pandemic-hit industries, such as hotels 
and restaurants. 
 
"We can anticipate participation to come back reasonably quickly because the demand is there, because the 
infrastructure is there, hotels and restaurants are still there," Atlanta Fed economist John Robertson told MNI. "It 
won't be as fast as the downshift. It's going to take some time for businesses to ramp up, but it could be reasonably 
quickly." 
 
--SCARRING 
 
"Once normality has returned, I would expect LFPR would shoot up pretty quickly to where we were before the 
Covid shock," Richmond Fed senior adviser Thomas Lubik told MNI. "A very optimistic scenario is by the end of 
this year. By the end of next year, I would expect pretty much normality." 
 
Labor market scarring is "less of a concern this time around," he said, because the Covid shock differs from the 
Great Recession in that it is concentrated in the services sector. "We still see a lot of churning in the labor market," 
Lubik added. The share of people unemployed for longer than six months, at 40%, remains below the Great 
Recession's peak, and job openings have been healthy after a brief dip last year, with job-finding and quitting rates 
holding up well. 
 
Other Fed economists are more cautious. Fatih Karahan and Laura Pilossoph of the New York Fed cited 
HomeBase payrolls data showing businesses are less likely to reopen if they closed for more than three months 
during the pandemic, and have a harder time hiring workers if they do reopen. 

 
 
 


