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MNI Fed Preview: April 2021 (Update)* 
*Updated to reflect Deutsche Bank’s Fed funds rate call change post-March FOMC – see p.4 

 

Meeting Dates: Tue-Wed, 27-28 April 
Decision/Statement Wed 28 April at 1400ET / 1900BST 
Press Conference/Q&A: Wed 28 April at 1430ET / 1930BST 
Minutes: Wed 19 May 
 

Links (likely URLs based on previous meetings):  
Statement: https://www.federalreserve.gov/newsevents/pressreleases/monetary20210428a.htm 
Implementation: https://www.federalreserve.gov/newsevents/pressreleases/monetary20210428a1.htm 
Press Conference: https://www.federalreserve.gov/monetarypolicy/fomcpresconf20210428.htm 

 

MNI Review of Previous FOMC (Mar): https://roar-assets-auto.rbl.ms/documents/9232/FedRev-Mar2021.pdf 
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MNI POV (Point Of View): Through The “Inflection Point” 
 
By Tim Cooper 
 

• The U.S. economy has reached an “inflection point”, per Fed Chair Powell’s comments earlier this 
month – but a policy shift from the FOMC will still have to wait until later in the year. 

• For now, markets appear to be aligning with the Fed’s patient approach. 

• Focus at the April FOMC will be on any changes to the statement to reflect strong incoming economic 
activity data, and the degree to which (if any) Powell indicates that the upcoming meetings are ‘live’ with 
regards to discussions on tapering asset purchases. 

• Opinion is split on whether the Fed will deliver a technical change to its administered rates at this 
meeting, but it’s doubtful that short-end rates have fallen low enough to force the central bank’s hand. 

 

Data since the March 16-17 FOMC meeting have exceeded expectations, 
and the COVID vaccine rollout has largely been a success, bringing the 
economy to an “inflection point”, to use a phrase that Chair Powell has 
used in recent weeks. Or as Fed Gov Waller emphatically put it, “the U.S. 
economy is ready to let rip”. But this does not mean that action is 
imminent. Broad sell-side consensus is that asset purchase tapering will 
begin by early 2022, with Fed funds rate hikes coming in late 2023/early 
2024. And none of the 31 analysts whose previews MNI reviewed expect 
any substantial change in policy / forward guidance at the April FOMC.  
 

However, the accompanying statement and Chair Powell’s press 
conference always have the ability to surprise, and there is debate over 
whether the Fed will deliver an adjustment to its administered rates.  
 
Here are MNI’s expectations and risk scenarios for the meeting: 
 
Baseline scenario: No change to policy / forward guidance. Statement is updated to reflect positive developments 
in economic activity and employment since the March FOMC, but continues to emphasize that the economy 

…. 
 
 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20210428a.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20210428a1.htm
https://www.federalreserve.gov/monetarypolicy/fomcpresconf20210428.htm
https://roar-assets-auto.rbl.ms/documents/9232/FedRev-Mar2021.pdf
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remains a long way from the Fed’s goals. On inflation, the March statement read "Inflation continues to run below 2 
percent" - this could be revised to reflect March's CPI reading of 2.6%, but also likely to include the caveat that the 
FOMC considers such a rise transient/temporary (or they could wait until after Friday’s release of the Fed’s 
preferred PCE price indicator which is expected to rise above 2.0%). There may be a nod to progress on the fiscal 
and vaccination fronts as well. 
 
In the press conference, Powell repeats many of the same communications of the past 6 weeks: 

• That the trajectory of the economy depends heavily on the evolution of COVID / vaccinations 

• The economy remains far away from the FOMC’s objectives despite strong recent data 

• Rising inflation in coming months is to be considered transient 

• The Fed is placing increased emphasis on “broad-based and inclusive” employment metrics 

• It will be “some time” before clarity on “substantial further progress” to initiate tapering and that in any case, 
the Fed will communicate this “well in advance” 

• The Fed will react to actual data, and not forecasts 
 
Hawkish scenario: The statement changes the description of risks from “the ongoing public health crisis” from posing 
“considerable” risks to “some” – or even removing the word altogether. Perhaps this could come alongside a note 
acknowledging progress in the vaccine rollout. In the presser, Powell plays up the idea that the economy has hit an 
“inflection point”, suggesting a more optimistic outlook. In in his opening press conference statement, he could hint 
at nearing taper discussions by altering “it is likely to take some time for substantial further progress to be achieved” 
to change “some time” to e.g. “more time”. 
 
Dovish scenario: There are few scenarios where the Fed tips its hand in a more dovish direction. One could be, as 
Morgan Stanley suggests, if the statement / Powell incorporate global progress on vaccination into the risk outlook. 
 
Market Gives Fed Some Room: Market moves since the March FOMC have given the Fed room to be patient. 
While rate hike expectations and yields crescendoed in the two weeks following the March 17 decision, the end of 
March/first days of April appear to have marked a peak for now. The path of implied short-end rates is now lower / 
slower than it was following the March meeting, while long-end yields have likewise come off the boil (10-Yrs 
closed Mar 17 at 1.64%, rose to 1.77% at end-Mar, and have since fallen back to 1.56%).  
 
10-Yr US Breakevens/Tsy Yield Since March FOMC 
Sources: Bloomberg, MNI 

The Fed may be heartened by these developments: 
inflation expectations have remained steady over the 
past month, with a fall in real interest rates contributing 
most to the nominal fall. The most interesting part of this 
development is that it came despite significant upside 
surprises in economic activity data, with bonds rallying 
after blowout retail sales and employment numbers. In 
other words, the FOMC could make the argument that its 
forward guidance on monetary tightening is increasingly 
credible and that markets had gone a bit too far in testing 
the Fed's resolve. At the very least, it has significantly 
tamed any expectations that the Fed could move to 
cap yields / announce an Operation Twist any time 
soon. 
 

"Sufficient" Jobs Growth: A key question remains what the FOMC considers to be "substantial further progress", 
as a threshold to asset purchase tapering. The FOMC's language has not changed much in this regard for months, 
and it's unlikely we get any sort of definitive quantitiative metric out of the Powell press conference. Most focus has 
been on the employment component as inflation is seen as being too volatile/transient in the coming months to 
offer an accurate portrayal of underlying trend price pressures. Sell-side analysts’ taper timing appears largely 
dependent on their outlooks for payrolls growth. 
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Unemployment And Inflation Analyst Consensus Sources: Bloomberg, MNI 

 
 
Our Policy Team reports (see p 17) that "substantial further progress" on employment is likely to be defined by the 
Fed "as just over halfway between where the labor market stood in December and policymakers' judgement of full 
employment, former officials tell MNI." Sell-side notes suggest that - following March's +916k nonfarm payrolls 
figure - multiple analysts expect a pace of +1mn payrolls monthly to be achievable over the coming months. With 
the economy ~8.5mn short of pre-pandemic levels, it might be 4-5 months (i.e. Aug/Sep) before that’s achieved, 
putting the Fed on course to meet consensus estimates of a taper to be communicated around that time, and to 
begin at end-2021/early 2022. 
 
Administered Rates Adjustment: Arguably the most interesting comments of the inter-meeting period came from 
NY Fed’s SOMA Manager Lorie Logan, who noted that the Fed could adjust its asset purchase sectors (ie buying 
more 20Yr Tsys and fewer TIPS) to account for changing proportions of outstanding market securities. Such a 
change could be announced in coming months.  

 
But of interest for the April FOMC, she noted that the 
Fed could adjust the interest rate paid on excess 
reserves to address downward pressure from rising 
reserve levels. Potential timing was also noted in the 
March meeting minutes: “many market participants 
anticipated adjustments to the interest on excess 
reserves rate (IOER) and the ON RRP rate at or before 
the June meeting”. As such, several sell-side analysts 
expect an adjustment at the April meeting, of +5bps to 
both IOER and O/N RRP. 
 
With effective Fed funds trading consistently at 0.07%, 
downward pressure is probably not sufficient to force 
the Fed’s hand just yet. It could require a drop to 
0.06%, or even 0.05%, so April may prove slightly 

premature. And the magnitude of any adjustment in administered rates is not a certainty. While the vast majority of 
analysts expect a +5bps adjustment, we’ve seen expectations of +2 or +3bps (Wrightson ICAP) and +10bps (ING).  
 

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 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? 

• Does it modify: "The ongoing public health crisis … poses considerable risks to the economic outlook"? 

• Does the statement indicate progress in the economic recovery, or change “some time” to “more time”? 

• Any dissents to the decision? 
 
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 
• Consensus on the path of Fed policy has become marginally more hawkish since the March FOMC 

meeting, as incoming data (particularly on employment) has bolstered confidence in the economic recovery. 

• Prior to the March FOMC, some analysts had expected tapering starting only in 2023 and hikes in 2025, but 
such calls have mostly been brought forward (changes in expectations are bolded in the table below – 
BNP Paribas and TD have made the most significant changes; Deutsche has pushed back its hiking call). 

• Broad sell-side consensus is that asset purchase tapering will begin by early 2022 (beginning ranges 
from mid-2021/Q3 2021 though), with Fed funds rate hikes not before late 2023/early 2024 (though liftoff 
timing ranges from mid-2022, to late 2024). 

• For a summary of analysts` individual notes, please see pages 10-15 
 

 
Correct to the best of MNI`s knowledge as of Apr 27. *Note change to Deutsche call vs previously published edition  
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Market-Implied Rate Outlook 
 

 

• Current market pricing is for hikes to start in the first half 
of 2023, with 40-50bps (ie almost 2 full hikes) a year 
thereafter until reaching a terminal Funds rate of ~1.75%.  
 

• Note that this represents a modest decrease in the pace 
of increases and in the terminal rate (by around 20-25bps) 
since immediately after the March FOMC. 
 

• By comparison, at the start of 2021, markets priced hikes 
beginning in early 2024, with ~30bps/yr (ie a little over 1 
hike annually) with a terminal rate of ~1.30%.  
 
(Updated Apr 26) 
 
 
 

Source: Bloomberg, MNI Market News 
 
 
 

 

 
• Most economic indicators show a strong recovery in economic activity in the early months of 2021 as pandemic 

lockdown restrictions have been eased and vaccines widely rolled out. Strong data for March (including retail 
sales, inflation, and employment) came in well above market expectations, and broad financial conditions 
remain loose. (Updated Apr 23) 
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Key Inter-Meeting FedSpeak – Apr 2021  
 
 Here are a few of the key FedSpeak developments since the March FOMC: 
 

• Powell’s Inflection Point: One of the key comments of the inter-meeting period was Powell’s comment 
that the economy “seems to be at an inflection point”. While Powell was merely recognizing the obvious in 
much stronger employment / activity readings and a thus-far successful vaccine rollout, some analysts 
interpreted this as the beginning of a slow shift in communications leading to a discussion on tapering. 

• Largely Unanimous on Transitory Inflation And Patience…: FOMC officials were unanimous in 
expecting strong economic growth this year and about willingness to tolerate inflation rising >2% in the 
coming months as it would be considered a transitory overshoot, and underlying pressures are contained. 

• …but Clarida Eyeing Expectations: Notably, though, VC Clarida said that if expectations were to “drift up 
persistently...that would indicate to me that policy would need to be adjusted.” 

• “For some time”: Fed officials emphasized that monetary policy will remain accommodative and asset 
purchases will continue at least at their current pace for “some time.” 

• Rising Yields Taken In Stride: FOMC members noted that the rise in long-term yields was not worrisome 
as it reflected market optimism on future growth/inflation amid broadly accommodative financial conditions 
(though Gov Brainard reiterated she would be concerned if disorderly conditions developed). 

• Dot Clues: We got some clues on which ‘dot’ was which in the March SEP. Dallas Pres Kaplan said he 
had placed a hiking ‘dot’ in 2022, while two implied that they might be 2023 dots: Atlanta’s Bostic said he 
expected rates to remain at zero until 2023 and Boston’s Rosengren said the FOMC was two years away 
from “seriously discussing” liftoff. That said, others (i.e. St Louis’s Bullard and Chicago’s Evans) said that 
they didn’t expect a hike until at least 2024, in line with the FOMC majority/median projection. 

 

 
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. 
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Member Role 

Voter 

Monetary Policy Commentary Since March FOMC 

‘20 ‘21 

J Powell 
BOG, 
Chair 

X X 

On tapering: “As we make substantial further progress toward our goals, we will gradually roll back the amount 
of Treasury and mortgage-backed securities we’re buying. And then in the longer run, we’ve set out a test that 
will enable us to raise interest rates. So we will very, very gradually over time and with great transparency, when 
the economy has all but fully recovered, we will be pulling back the support that we provided during emergency 
times.” – Mar 25 
 [Tapering] would in all likelihood be before -- well before -- the time we consider raising interest rates. We 
haven’t voted on that order but that is the sense of the guidance.” – Apr 14 
 [Re shrinking the balance sheet through active sales in future] “We haven’t decided whether to or not … I don’t 
think we would ever actually sell bonds into the marketplace.” – Apr 14 
On rate liftoff: That would be highly unlikely [rate hike before 2022]… There is a tendency of markets to focus 
too much on the dot plot.”– Apr 14 
On inflation: “We want to see inflation move up to 2%. And we mean that on a sustainable basis. We don’t 
mean just tap the base once. But then we’d also like to see it on track to move moderately above 2% for some 
time. And the reason for that is we want inflation to average 2% over time. And when we get that, that’s when 
we’ll raise interest rates.” -Apr 11 
On rising bond yields: “It seems that rates have responded to news about vaccination and ultimately about 
growth… and that has been an orderly process.” – Mar 24 
On the economic outlook: “What we’re seeing now is really an economy that seems to be at an inflection point. 
And that’s because of widespread vaccination and strong fiscal support, strong monetary policy support… We 
and a lot of private sector forecasters see strong growth and strong job creation starting right now. So really, the 
outlook has brightened substantially. And that’s the base case. I would say again though, there really are risks 
out there. And the principal one just is that we will reopen too quickly, people will too quickly return to their old 
practices, and we’ll see another spike in cases.” – Apr 11 

J Williams 
NY 
Fed, V 
Chair 

X X 

On tapering: "I don't know when that's going to be." – Apr 14 
On inflation: “We could see some period where prices kind of go up for a while. And then as the economy comes 
back to full strength, and people can get back to work and kind of get back to a more balanced economy, I expect 
some of those will settle down.” – Apr 14 
On the economic outlook: “I’m optimistic about the overall economy [...] I think we have a lot of positives going 
forward.” – Mar 30 “We’re on a good pace to get those jobs back over the next year or two, but we still have a long 
ways to go.” – Apr 14 

R Clarida BOG X X 

On tapering: “We’re going to reduce the pace of purchases at some point, and that would occur prior to any 
decision about lifting off.” -Apr 14 
On inflation: ““Any monetary policy that we are going to bless is never going to eliminate all inflation volatility. 
Inflation itself is always going to move around. The metric of success is longer run inflation expectations well 
anchored…[if a new Fed index of expectations were to] “drift up persistently...that would indicate to me that policy 
would need to be adjusted.” – Apr 14 
On rising bond yields: “Broadly, I interpret the rise in yields since last summer as reflecting several factors: 
optimism about recovery, about vaccines, about fiscal support, and about the Fed’s ability to get inflation to 2% 
and keep it there.” – Mar 25 

L Brainard BOG X X 

On tapering: “It will take some time to achieve substantial further progress.” – Mar 23 
On inflation: “There are some unique factors this year that could be expected to push inflation above 2%this 
year…those are transitory, and following those transitory pressures associated with reopening, it’s more likely that 
those entrenched inflation dynamics that we’ve seen for well over a decade will take over than that there will be a 
sustained surge in inflation for a persistent period.” – Apr 7 
On the economic outlook: “The outlook has brightened considerably on the back of the vaccinations and 
substantial fiscal support and additional savings that consumers have accumulated…we are still far from our 
maximum-employment goal.” – Apr 7 
On rising bond yields: “I would be concerned if I saw disorderly movements. I would be concerned if I saw 
movements in bond yields that threatened progress on our goals and would certainly take notice if those 
movements seemed to be inconsistent with our forward guidance.” – Mar 23 

R Quarles BOG X X 
On inflation: “I think it is very credible to expect the committee to be comfortable with inflation somewhat over 
our 2% target…over time we will look to average, and I think that is a very credible commitment from the 
committee and I am very supportive of it.” – Mar 30 

M Bowman BOG X X 

On rate liftoff: [The Fed is] ““likely to continue supporting the economy for some time through accommodative 
monetary policy.” – Mar 22 
On inflation: ““I do not expect pricing pressures to be excessive…[the outlook] “is fairly uncertain [given the] lack 
of historical experience with both this level of substantial fiscal stimulus and highly accommodative monetary 
policy.”– Mar 22 
On the economic outlook: “We are making progress [on dual mandate goals], but I think it will take some time 
for us to get there.” -Mar 22 

C Waller BOG X X 

On rate liftoff: “The Fed is a long way from raising interest rates at this point.” – Mar 29 
On inflation: “We are not seeing red signs flashing… I would be concerned if inflation expectations suddenly 
become unanchored to the upside.” – Mar 29 
On the economic outlook: “I think the economy is ready to rip… [but] there's no reason to be pulling the plug on 
our support until we’re really through this." -Apr 16 
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Member Role 

Voter 

Monetary Policy Commentary Since March FOMC 

‘20 ‘21 

C Evans 
Chic. 
Fed 

 X 

On rate liftoff: “I suspect that it might be 2024 until we actually raise our interest rate target.” -Mar 25 
On inflation: “2.5% inflation should not be seen as out of bounds in any way..even up to 3% for some period of 
time in a controlled fashion would be welcome actually.” – Apr 7 
“I think that we’re going to see some transitory increases in prices [in 2021] because of supply chain bottlenecks 
and things like that. But I think that’s going to be temporary. So, I think that by 2022 we’re still going to be struggling 
to get inflation to 2%.” – Mar 25 
On rising bond yields: “A sign that the economy is doing better.” – Apr 7 

T Barkin 
Rich. 
Fed 

 X 

On tapering: "I certainly think it's possible [the economy hits the substantial progress threshold by year-
end]…we have to see what the outcomes are [before a broader discussion on tapering or rate hikes]… [returning 
the labor market half-way to pre-pandemic levels] would certainly be a point where I'd hope we would be having 
a broad based conversation." -Mar 31, MNI Interview 
On rising bond yields: “Yields are responding to the economy.” – Mar 21 
On the economic outlook: "The next couple quarters seem pretty robust to me and pretty clear and after that, 
it's a lot murkier…"I hesitate to give predictions on unemployment because it depends a lot on participation, and 
I'm hesitant to predict out-year GDP, because it depends on the virus and on the pace of deployment of excess 
savings into the economy." -Mar 31, MNI Interview 

R Bostic 
Atl. 
Fed 

 X 

On tapering: “Let me say unambiguously that I am not at the moment thinking we will need to remove policy 
accommodation soon. My view can change if conditions warrant. But I don’t think that’ll happen in 
the next few months.” – Mar 25 
On rate liftoff: “I still think that 2023 is the time we’re going to start to be in the liftoff range, and that really 
hasn’t changed for me, even from December.” – Mar 23 
On inflation: “I’m not sure we are staring down a fearsome inflation outbreak.” – Mar 25 
- “At 2.3%, 2.4%, maybe even 2.5%, those probably won’t in and of themselves, as point estimates, lead me to 
be overly concerned. If, however, the trajectory was that we started moving – it was clear that inflation was 
increasing above that in a persistent and sustained way, then I think I’d have to really think about our policy 
stance and whether we need to react.” -Mar 23 
On the economic outlook: “The last SEP was in December, and that was before we saw two rounds of fiscal 
stimulus. So we factored that into the forecast, and we’re expecting a pretty significant bump up in GDP for the 
year. We put it up to around 6%. And unemployment is going to drop close to around 4%.” -Mar 23 

M Daly 
S.F. 
Fed 

 X 

On tapering: “We are not there yet” [re “substantial further progress”]. -Apr 15 
On inflation: “We know there is an expected and importantly, underline, temporary rise in inflation that is coming 
this year.” – Apr 1 
On the economic outlook: “We're just in the beginning stages of seeing these good data. We're going to need 
repeated months of this before we can distinguish optimism about the future from the realization of the future." – 
Apr 15 

P Harker 
Phil 
Fed 

X  

On tapering: “While the economic situation is improving, the recovery is still in its early stages, and there’s no 
reason to withdraw support yet.” – Apr 13 
On the economic outlook: “I’m expecting GDP growth to come in around 5% to 6% in 2021. I would expect the 
labor market to parallel GDP growth and unemployment to fall throughout this year”. – Apr 13 

R Kaplan 
Dall. 
Fed 

X  

On tapering: “As we move beyond the pandemic and meet the first test of substantial further progress toward 
our goals, I’ll be an advocate of removing some of this extraordinary accommodation, starting with 
bond purchases. We’re just not there yet.” – Mar 23 
On rate liftoff: “There were some dots starting increases in 2022. And, you know, I’m one of those dots. Yes, 
absolutely.” – Mar 23 
“With the new framework we don’t want to be pre-emptive.. I’d say there’s a balance between not being pre-
emptive, but you also don’t want to become reactive and behind the curve... there’s a difference between being 
accommodative or even highly accommodative and keeping rates at 0. It is my view with our new framework where 
we are willing for the inflation to be running moderately above 2%, I think all things being equal I am going to be 
much more willing to be accommodative or highly accommodative in the months and years ahead in order to 
achieve our goals.” – Apr 7 
On inflation: “Inflation this year could run 2.25-2.5%, that would not surprise us. It’s maybe settled down to 2, 2.25 
percent, something in that range [in 2022] - it’ll be more muted.” – Mar 29 

N Kashkari 
Minn. 
Fed 

X  

On rate liftoff: "We have not said, 'We're never going to raise rates.' We've simply said we're actually going to 
allow the labor market to fully recover, we're actually going to allow ourselves to get to 2% inflation, and we're 
going to tolerate a modest inflation overshoot." – Apr 8 
On inflation: “Long run inflation expectations are still solidly anchored around our 2% target.” – Apr 8 

L Mester 
Clev. 
Fed 

X  
On inflation: “I think in the next couple months we’ll see some high [inflation data]… my guess is they’re not going 
to be sustained.” – Apr 5 
On the economic outlook: “I’m thinking that we’ll see a very strong second half of the year.” – Apr 5 

E George 
K.C. 
Fed 

  No relevant commentary on monetary policy since March FOMC 

E Rosengren 
Bos. 
Fed 

  

On rate liftoff: “I think we’re two years away from when that likely is going to become a much more important 
question.” – Apr 12 
On inflation: “As long as it is in the 2 to 2.5 percent range, which I think is highly likely over the next two 
years, I would not be particularly concerned.” – Apr 12 
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Member Role 

Voter 

Monetary Policy Commentary Since March FOMC 

‘20 ‘21 

On the economic outlook: “I expect a return of the economy to pre-pandemic levels will likely take longer than 
many private forecasters expect.” -Apr 12 

J Bullard 
St. 
Louis 
Fed 

   

On tapering:  “I don’t want to open that discussion prematurely… I think we have to get the pandemic more 
substantially behind us than where we are right now… It’s too early to talk about changing monetary policy… we 
want to stay with our very easy monetary policy while we are still in the pandemic.” – Apr 12 
On rate liftoff: “I’m continuing to see us at near zero through 2023…my main concern is that we not start to pull 
that forward before we see whether the data actually is consistent with the very strong forecast for 2021. I want 
to see those numbers before we contemplate any changes to monetary policy.” – Mar 23 
On the economic outlook: “I put down 6.5 percent growth for 2021.” – Apr 12 
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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: First Hike Not Until Late 2023 
 

• ABNAmro maintains its view that “it will take longer than markets currently expect for the Fed to hike rates.” 

• Future action: First hike in late 2023 (two more in each of 2024 and 2025). 
 
ANZ: Persistently Patient 
 

• ANZ expects Powell and co to stick to their patient message at the April FOMC. 

• Statement: To be more upbeat vs March given recent data / inflation readings. 

• Press conference: Powell to push back on any time commitment on policy adjustment – it’s too soon to talk 
taper and that will only happen upon “substantial progress” (criteria for which there will be no further 
elaboration at this meeting). 

• Future action: The Fed may consider a 5bps hike in IOER in April, likely followed up again by a similar 
sized tweak again in the coming months. 

 
Barclays: Fed To Stick To Its Message Of Patience 
 

• Barclays expects the Fed to "stick to its message of patience" at the April FOMC, and "suspect FOMC 
members will want to see six months of solid employment growth and inflation data before moving toward 
the tapering of asset purchases." 

• Statement: Minimal changes, mainly to reflect solid spending/employment data and firming inflation. 

• Press conference: Powell to reiterate his view of "transitory" inflation, while labor markets have a long way 
to go before reaching full employment. 

 
BMO: Liftoff A Little Earlier 

• BMO expects few changes at the April FOMC, but with its higher GDP growth forecasts for 2022-23, it has 
pulled forward its schedule for expected Fed liftoff. 

• Statement: To acknowledge that economic activity and employment continue to pick up, and that inflation 
has moved above 2% (on base effects). 

• Future action: Rate liftoff in Mar 2023 (previously said Jun 2023), with hikes every 6 months, and 2.00% 
terminal rate. Tapering announcement in Sep 2021 (previously said Dec 2021). “A six-quarter window 
between the start of tapering and rate hikes fits into the “well before” characterization Chair Powell gave on 
April 14”. 

• BMO sees ‘a chance’ we will get a 5bps rise in IOER and ON RRP at the April FOMC. 

BofA: Strong Data, But More Progress Needed 

• BofA sees the focus at the April FOMC on the language in the statement and in Powell’s presser. 

• Powell and the FOMC “to give a more positive view of the economy but reiterate that the economy needs 
to make further progress before signalling any policy change and risks remain from the virus.” 

• Statement: Changes to the assessment of the economy to reflect better growth data in COVID sensitive 
sectors while emphasizing the improvement is just beginning, and mentioning the recent but likely 
transitory strength in inflation. 

• Press conference: BofA looking to see if Powell reiterates "some time" before "substantial further 
progress" or changes the description of the path. BofA: “We believe ‘some time’ is still appropriate, but 
there is a risk that he shifts”. 

• Powell likely to explain difference between desired output level vs growth rate (esp on jobs). 
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• Robust discussion on the concern over shortages (both labor and for supply chain) – Powell to note these 
are temporary challenges and that capacity will return. 

• Future action: Powell may signal that discussions on defining “substantial further progress” planned at the 
June FOMC.  

• EFFR to have to drop to at least 0.06% before the Fed acts; odds of an IOER / RRP tweak at this meeting 
just 15-25%. 

 
CIBC: Fed Could Hike Earlier If Need Be 
 

• CIBC doesn’t expect any change in policy / language at the April FOMC. 

• But they will parse Powell’s comments carefully for reassurance “subtle though it will be” that if inflation 

doesn’t stay muted per the FOMC’s most recent projections, that it is willing to act earlier on rates. 

• “Recent Fed speakers, including Richard Clarida who we judge to be its thought leader, are trying to 

reassure markets that they will have their eye on the ball, hinting that they could hike earlier if need be.” 

Citi: Small Chance Of More Decisive Taper Guidance 

• Citi sees a “small probability” the FOMC will give more decisive guidance on tapering at the April FOMC, 
but “the much more likely scenario” is a tweaked statement and little change in Powell’s tone. 

• “A hawkish surprise would be if the Fed acknowledged progress more prominently, paving the way to an 
advance warning of tapering asset purchases.” 

• Statement: To reflect a cautiously more optimistic outlook. 

• Press conference: Powell to reiterate that the FOMC awaits more evidence that rehiring is continuing.  

• Future action: More formal guidance “well ahead” of tapering may emerge at/before the June FOMC. 

• Technical changes to IOER / ON RRP possible at this meeting, but base case is delay. 
 
Commerzbank: Everything Depends On Inflation 
 

• Commerzbank expects the Fed to confirm its monetary policy course at the April meeting, but notes that in 
the longer term, “the success of Fed policy depends on inflation remaining relatively moderate – even 
though the economy is being allowed to run hot as planned.” 

• Future action: Fed can probably wait until mid-2022 before tapering, and hold off on hikes before 2024. 

• But this assumes that inflation does not actually break out to the upside. 
 
Credit Suisse: Powell Likely To Sound More Optimistic 
 

• Credit Suisse sees an optimistic Powell press conference as having more potential impact than any other 
aspect at the April FOMC. 

• Statement: To upgrade the description of current economic conditions and inflation outlook. 

• Press conference: Powell likely to sound more optimistic on the outlook; reiterate “substantial further 
progress” language and note that timing depends on actual economic outcomes. 

• Future action: Tapering announced by end-2021, with falling purchases by mid-2022, and 2 hikes in 2023. 
 
Danske: Too Early For Outcome-Based Fed To Change Rhetoric 
 

• Danske sees no changes in April, but see the FOMC moving in a more hawkish direction later this year. 

• Future action: Fed to turn more hawkish in June/July, or more likely September. Tapering to start in Jan 
2022 at $20bn/month and first rate hike in H1 2023. Risks tilted toward a more hawkish path. 

 
Deutsche: Spring Too Soon For “A String” 
 

• Because the FOMC will still want to see "a string" of robust data prior to signalling a tapering timeline, 
Deutsche sees April as too soon for such a signal. 

• Statement: Changes to reflect Powell’s view that the economy is at an “inflection point”, on both economic 
activity/employment and inflation. But will maintain note of caution re the pandemic. 

• Press conference: FOMC’s interpretation of recent data-and what it means for mon pol-to be a focus. 
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• Powell likely to continue his subtle shift into a more optimistic direction for the outlook, but to emphasize 
that the future trajectory relies heavily on the pandemic / vaccine, and that the economy is far from the 
Fed’s dual mandate objectives. 

• Powell to repeat recent language on inflation (transient/bottlenecks/global disinflationary pressures). He 
could refer to trend inflation metrics. 

• Could be asked re NY Fed Logan’s comments around tweaking asset purchases (fewer TIPS, more 20Yr 
Tsys) – Powell likely to downplay as technical. 

• Future action: Taper announcement in December; first hike in mid-2024 (previously said Q3 2023).  
 
Goldman Sachs: Too Soon for Taper Talk 
 

• Goldman expects the FOMC to acknowledge the recent increase in the pace of economic recovery at the 
April meeting, “but it is too early for any hints at tapering”. 

• Though Powell has recently begun using the term “inflection point” to describe the economy, Goldman 
does not think he means this as a policy signal. 

• Statement: Likely to include a more upbeat description of recent activity, might acknowledge progress on 
vaccination. 

• Press conference: 

• Future action: First tapering hints to come in 2H 2021, and actual taper to begin in early 2022 – though 
risks that “blowout” jobs reports could bring forward to Q4 2021. Taper pace of $15bn/meeting. 

• Rate liftoff mid-2023.  
 

HSBC: End-2021 Taper Start 
 

• Future action: Taper begins end-2021, but Fed funds rate unchanged through 2022 (end of HSBC’s 
forecast period).  

 
ING: Inching Toward Action 
 

• ING sees “a sense of anticipation starting to build” for Fed action, but no changes at the April FOMC. 

• Press conference: Powell to give usual script of cautious optimism while downplaying any talk of 
meaningful medium-term inflation pressures etc. 

• Future action: Rate liftoff in H1 2023, but odds moving toward earlier (Dec 2022) hike. 

• Eventual 10bps hike in IOER; but odds suggest nothing just yet though. 
 
JPMorgan: At Some Point The Outlook/Guidance Will Change, But Not Yet 
 

• JPMorgan expects an uneventful April FOMC, with Powell to continue to be patient. 

• No changes to administered rates/implementation issues. 

• Statement: Expected to observe the strengthening momentum in economic activity and employment.  

• On inflation, may note the increase in energy prices, but that overall price pressures remain subdued. 

• At some point the outlook and fwd guidance will change, but not at this meeting. 

• Press conference: The message from 6 weeks ago unlikely to be changed much – at that time, Powell 
repeated it would be “some time” before substantial further progress is achieved. 

 
Lloyds: Only Real Question Is Over Forward Guidance 
 

• Lloyds sees unchanged policy at the April FOMC as seemingly certain, with “the only real question” 
whether the Fed makes adjustments to fwd guidance given positive economic data – but this is unlikely. 

• Future action: Fed may start to prepare markets in June for a taper, which would begin end-2021. 
 
Morgan Stanley: No Action, But Both Dovish And Hawkish Language Risks 
 

• Morgan Stanley expects no change to policy at the April FOMC (including to administered rates), with 
Powell likely to repeat that “it is likely to take some time for substantial further progress to be achieved”. 

• Consensus expecting advance notice for tapering by June stands to be surprised by the Fed’s patience. 
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• Hawkish surprise: If the “some time” language changes, e.g. if statement/Powell presser acknowledges 
“some progress” in the recovery and/or change “some time” to “more time”. Overall, MS expects the 
language to evolve over time in that direction to provide a heads up that tapering is on the horizon. 

• Also hawkish if statement changes/removes the word “considerable” re risks from pandemic on outlook. 

• Dovish surprise: Broadening the gauge of risks from the pandemic to progress on vaccinations globally. 

• Future action: July FOMC/Jackson Hole to provide taper signal. Taper to begin in Jan 2022 (-
$10bn/meeting), but risk that it begins later. 

• First rate hike in Q3 2023 with pace of two 25bps hikes / year thereafter. 
 
NatWest: Routine Updating Of The Statement 
 

• NatWest expects little new from the April FOMC, apart from a possible tweak in the Statement language. 

• Statement: If the FOMC wants to make modest changes, they could make the description of current 
economic conditions slightly more positive than in March, consistent with recent data (e.g. changing 
“Following a moderation in the pace of the recovery, indicators of economic activity and employment have 
turned up recently” by adding “sharply”). 

• Could reword the reference to inflation by acknowledging a temporary move above 2% in inflation in 2021.  

• Seems premature to remove the reference that the pandemic “poses considerable risks”. 

• Press conference: Powell to reiterate comments in his recent 60 Minutes interview when he said the 
economy was at an “inflection point” with stronger growth and hiring ahead. 

• Future action: IOER and O/N RRP rate adjustment in June/July. 
 
Nomura: Too Early To Change Guidance 
 

• Nomura does not expect any major developments at the April FOMC. 

• Statement: To acknowledge better economic activity. No changes to forward guidance. 

• Future action: Discussions on tapering will “become more apparent in June”, with Sep FOMC statement 
acknowledging “substantial further progress” being made, an announcement in Dec and taper in January. 

Nordea: Too Early For The Tapering Big Bang 

• Nordea says that while the Fed is unlikely to "rock the tapering boat" at the April FOMC, it may provide an 
idea of the prerequisites for the Fed to begin debating a taper, and how tapering may look once it gets 
started. They also expect a 5bps technical hike to IOER ahead of a May liquidity influx. 

• "Expectations for any change in signals regarding the balance sheet policy are 100% muted, [so] Powell 
will struggle to surprise on the dovish side of expectations." 

• Nordea cites a few reasons why the taper debate might start earlier than expected: Bullard's hint that they 
could discuss when 75-80% of the population is vaccinated; and/or "inflation simply needs to print markedly 
above target 2-3 months in a row to spark such a debate within the Fed." 

• Future action: Decision on tapering taken in September 2021, rate liftoff in 1H 2022.The pace of tapering 
could be linked to targets on inflation and employment.  

 
Rabobank: The Fed Has Started To Ramble 
 

• With the Fed’s approach ruling out any benchmark rate hikes “in the next couple of years”, Rabobank sees 
more interest in potential for the Fed to hike IOER / ON RRP rates “at any time”. 

• “With little policy action and a lot of meetings to entertain the markets, the Fed is starting to ramble… The 
Fed’s claim that monetary policy now depends on actual progress, rather than forecasts, does not seem to 
make much sense if at the same time they assert that inflation is transient.” 

• Statement: May acknowledge that inflation is on the rise, but if so, will be accompanied by a claim that this 
is only temporary. Also likely to recognize improvements in econ activity /employment. 

• Future action: “If the reflation trade makes a comeback,” Rabobank sees the Fed potentially delaying the 
tapering process, or starting an operation twist – and if this is not enough, step up asset purchases. After 
this, YCC would be the next logical step.  
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RBC: Powell’s Rate Hiking View Likely To Be Challenged 
 

• RBC sees this meeting as likely to come and go with little material change, though “some alternations 
seem in order”. 

• Statement: With the backdrop clearly strengthening over the intermeeting period, saying something more 
than indicators “have turned up recently” would be a reasonable marking-to-market. 

• Press conference: Powell’s tone unlikely to change much, though RBC thinks his view that the Fed is 
unlikely to start hiking rates before 2022 will be challenged over the coming year. 

 
Scotiabank: Hiking To Begin Early 2023 
 

• Scotiabank sees little at this meeting, but “watch for continued reference to the need for substantial further 
progress before courting a tapering dialogue that is expected to occur over 2021H2”. 

• Press conference/statement: Might sound a bit more encouraged based on developments since March. 

• Future action: Fed “will need” to begin hiking rates in early 2023. 
 
SEB: Wait-And-See Mode 
  

• SEB sees the Fed as being in “wait-and-see mode” given its “”backward-looking” framework and guidance, 
and believes Powell’s main task this month is to “avoid rocking the boat”. 

• The FOMC is likely to interpret recent market moves as proof that its backward-looking policy framework 
has been understood by the markets 

• Statement: To upgrade assessment of the economy further but otherwise unchanged. 

• Press conference: Powell to continue to refer to the outcome-based policy; repeat language re transitory 
acceleration of inflation this year / temporary burst of spending.  

• To reiterate the Fed has the tools and willingness to act if necessary. 

• Future action: Fed to start to prepare markets for tapering at June/July meeting, with decision at 
September 2021 meeting, w purchases reduced $10bn/month starting Oct/ending Sep 2022. 

• Rate liftoff not until 1H 2023. 

• IOER / RRP rates likely changed but not necessarily at the April meeting. 
 
Societe Generale: Baby Steps To A Taper 
 

• SocGen sees the Fed taking “baby steps” toward preparing the market for a taper announcement later this 
year, amid strong economic data. 

• Future action: Taper announcement could come as soon as June, with tapering in 2022 before rate liftoff 
in 2H 2023. 

• Fed could make a technical adjustment to ON RRP / IOER at any time, even if EFFR is not within 5bp of 
the ON RRP / IOER. 

 
Swedbank: Too Early For Policy Change 
 

• Swedbank sees a policy shift in April as “too early”, “but the tone in the statement may be a bit more 
optimistic.” 

• Statement: While more optimistic, “will continue to stress high uncertainty and that future development 
hinges on the pandemic.” 

• Future action: Given the Bank of Canada’s recent tapering announcement / Fed communication / desire 
to avoid a 2013-style Taper Tantrum, Fed to change rhetoric possibly already by June (if not Jul or Sep). 

• Taper to start in Dec 2021, with Fed funds unch until 2022 (end of Swedbank’s forecast horizon). 
 
TD: Too Soon For T Word 
 

• TD doesn’t expect Chair Powell to balk at using the word “taper” in the April press conference, “but we 
certainly don’t expect any signal that tapering is imminent”. 

• Statement: Likely to change to note some strengthening in inflation / growth / labor market. 

• Press conference: Powell to once again make clear that he and FOMC want to see evidence of more than 
just a temporary bounce due to base / reopening effects. 
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• Powell’s tone should be a bit more positive than in March (cf economy at an “inflection point”), but 
strengthening will have to continue for a while to and convincingly imply a pickup in the trend in inflation to 
lead to tapering. Progress on the labor market is already starting to look substantial. 

• Future action: Tapering formally announced in Mar 2022 (TD previously saw Sep 2022, and before that, 
Jan 2023). “Countdown to tapering” to begin around the September FOMC. 

• TD sees September 2024 for rates liftoff (had been 2025). 

• IOER hike in the coming months. 
 
UBS: June Taper Signal 
 

• While the April meeting is too early for a change in Fed policy, UBS believes that by the June FOMC, data 
will be on track for “substantial progress”, and Powell will likely acknowledge that then. 

• Future action: Tapering in October, ending a year later. Early 2023 Fed hike pricing looks too early. 
 

Unicredit: On Hold, Still Far From Its Goals 
 

• Unicredit see few signals/changes at the April FOMC, as it’s too soon to discuss tapering, but see potential 
for a technical adjustment to support short-term rates. 

• Press conference: Powell likely to be asked again what constitutes “substantial further progress”. 

• Future action: While timing is hard to predict, Fed may raise ON RRP / IOER by 5bps at this meeting. 

• Fed to discuss tapering around Aug/Sep 2021, with formal announcement in Q1 2022, taking a year. 

• Rate liftoff at end-2023, with risks tilted toward an earlier hike. 
 
Wells Fargo: Rapidly Strengthening Data, But Is It “Substantial”? 
 

• Wells Fargo sees no significant policy changes in April, “or even a hint that changes may occur soon”. 

• Statement: To upgrade the assessment of the current state of the economy. 

• Press conference: Focus on what might constitute “substantial” improvement for tapering. 

• Future action: Any hint on tapering remains months away. Even under expectations of a fast recovery, 
with 2013 as the template, payrolls don’t meet the criteria for an announcement until May 2022. 

• Fed could adjust IOER by 5bps. 
 
Westpac: Focus On Powell’s View Of Taper Criteria 
 

• Westpac sees few material changes at the April FOMC, with focus on the press conference. 

• Press conference: Focus on Powell’s view of the progress necessary for a taper to be considered. 

• Future action: Taper most likely in H2 2022, with hikes “well after that”.  
 
Wrightson ICAP: Tweak Prospects 
 

• Wrightson ICAP’s focus at April’s FOMC is on the possibility of an administered rate tweak, but they say 
the possibility “has faded considerably over the past week” as EFFR has been entrenched at 0.07%. 

• They write “they would be very surprised if the next adjustment were larger than 0.02% or (at most) 
0.03%”, citing the need to communicate to the market that any adjustment is not a change in policy. 

• They see both the ON RRP and IOER rates rising in tandem, despite some arguing for increasing the RRP 
rate by itself and leaving IOER at 0.10% (i.e. the RRP “floor” is more dependable than the “gravitational 
pull” of the IOER”). 

• The Fed will probably wait until EFFR falls to 0.06% before acting at an FOMC meeting, and 0.05% to 
prompt an inter-meeting tweak (and/or if negative bill and repo rates become more prevalent).  

• “Our guess– and it really is no more than a guess – is that we will see some additional downward pressure 
on unsecured rates as we move into the first half of May.” 
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MNI Policy Team Insights 
 
MNI STATE OF PLAY: Fed To Stay Course Even As Jobs Gap Narrows  
(Pub. Apr 26, 2021) 
 
By Jean Yung  
 
WASHINGTON (MNI) - The Federal Reserve on Wednesday is expected to stay its course on near-zero interest 
rates and steady QE despite data showing hiring and spending are gathering momentum now that 42% of U.S. 
adults have received at least one dose of a Covid-19 vaccine. 
 
While Fed Chair Jay Powell will note a more upbeat outlook and encouraging data, he will emphasize the FOMC's 
resolve to see the recovery through without wavering in its aggressive efforts to encourage growth. 
 
"It's too early for the Fed to back away in any shape or form to their commitment to providing accommodation until 
the dual objectives have been met," former Fed Board Research Director David Wilcox told MNI. 
 
"My guess is Powell's primary objective is to reinforce the committee's commitment to see the job through to the 
end. They will damage their credibility if they back away from that commitment." 
 
Powell will likely reiterate it is too early to speak in concrete terms about when the Fed might begin to pull back its 
asset purchases, which officials say they will do after the economy has made "substantial further progress" toward 
full employment and price stability. 
 
MORE PROGRESS NEEDED 
 
Despite a surprisingly strong March jobs report and significant declines in initial jobless claims in recent weeks, 
employment is still down by more than 8 million compared to Feb 2020. "We want to see a string of months like that 
so we can really begin to show progress toward our goals," Powell said shortly after the March report. 
 
Former Fed officials told MNI the Fed is likely to define "substantial further progress" toward its maximum 
employment goal as just over halfway between where the labor market stood in December and policymakers' 
judgement of full employment, opening the door to a QE exit. 
 
The Fed is also worried an eventual move to pare back its hefty bond-buying program could disrupt financial 
markets, fueling tighter conditions that hamper the recovery, former staffers told MNI. 
 
Meanwhile, inflation has increased on base effects and supply bottlenecks. The Cleveland Fed Inflation Nowcast 
expects PCE inflation to accelerate to 2.3% in March and 2.9% in April. Most Fed officials believe a rise in inflation 
will prove temporary, but some say it will take some time to get clarity. Powell will also be sure to note that inflation 
expectations remain well anchored. The Fed has been clear it welcomes inflation moving above 2% by a modest 
amount and for a limited period of time and officials will judge progress after allowing real data to accumulate. 
 
IOER, ON RRP HIKE 
 
Some analysts expect the Fed to hike its administered rates this week, including the interest rate on excess 
reserves and overnight reverse repo rate, as front-end rates have been under pressure and use of the overnight 
reverse repo facility has increased. 
 
However, the effective fed funds rate has thus far remained steady at 7 bps. Former New York Fed officials and 
market sources have indicated to MNI the Fed will be patient on making another technical tweak to these rates 
after upsizing its ON RRP per counterparty limit in March. 
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MNI EXCLUSIVE: Fed Edges Closer to 'Substantial Progress' Mark 
 (Pub. Apr 20, 2021) 
 

By Pedro Nicolaci da Costa and Jean Yung 
 
WASHINGTON (MNI) - The Federal Reserve is likely to define "substantial further progress" toward its maximum 
employment goal, part of its criteria for tapering QE, as just over halfway between where the labor market stood in 
December and policymakers' judgement of full employment, former officials tell MNI. 
 
"The implicit (jobless rate) target is under 4% so you judge it accordingly -- if Powell's adjusted unemployment rate 
makes up half of that, I think he's entitled to say substantial progress," former Richmond Fed President Jeffrey 
Lacker said in an interview. 
 
How quickly the central bank is able to claim it has crossed the threshold depends on forecasts for how fast the job 
market will rebound, and these have become increasingly bullish, both former and current officials acknowledged. 
 
Seth Carpenter, who spent 15 years as an economist at the Fed Board, told MNI he thinks the economy will 
generate 1 million jobs or more a month consistently in coming months, allowing policymakers to claim at least a 
partial mission accomplished by fall. March saw an increase of 916,000 jobs that many believe is the start of a 
spring and summer surge. 
 
Powell will use his prominent Jackson Hole speech in August "to separate out hiking from tapering" in order to ease 
markets into the idea of a shift in QE policy, Carpenter said. 
 
Fed Chair Jerome Powell and other policymakers have thus far been reluctant to flesh out the verbal forward 
guidance on asset buys, in part for fear of a repeat of the 2013 "taper tantrum" where a mere mention of possible 
QE reduction led to a sharp tightening of financial conditions. Still, Powell recently told 60 Minutes the economy 
was now at an "inflection point." 
 
"I don't think enough people in markets have caught on to the change in tone," Carpenter said. 
 
Powell has emphasized that a sharp drop in the official jobless rate to a still-elevated 6% masks a decline in 
participation during the pandemic which brings the actual rate closer to double digits. 
 
--HOT SUMMER 
 
Carpenter is not alone in thinking March's pace of job creation could be repeated several times over the summer. 
 
Kevin Kliesen, an economist at the St. Louis Fed, told MNI last week it would take about a year of monthly job 
gains circa 700,000 in order to make up for the 8.4 million jobs deficit caused by the pandemic recession. He thinks 
this is within reach just based on current forecasts for GDP to return to pre-pandemic levels this quarter or next. 
 
In particular, Kliesen will be tracking hard-hit sectors such as leisure and hospitality, which would need to add 
around 260,000 jobs per month to regain its pre-pandemic level of employment over the next year. Leisure and 
hospitality added 280,000 jobs in March. 
 
"At some point you just have to say the data are coming in strong, our forecasts look really good, we know there 
are risks out there, but our baseline forecast which we hang our hat on is a pretty strong economy this year," he 
said. 
 
Rapid vaccinations and a robust fiscal policy, coupled with the Fed's ongoing support for the economy in the form 
of near-zero interest rates and USD120 billion in monthly QE, have sharply boosted optimism about how quickly 
the economy can return to normal -- and how soon the Fed's twin goals of stable prices and full employment might 
be met. 
 
--INFLATION STRIDES 
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Strides in employment may be more relevant for tapering than inflation at this point, Fed sources say, because 
inflation and inflation expectations have already ticked perceptibly higher since December, in accordance with the 
Fed's desire to engineer an overshoot of its 2% inflation target in order to lift long-run expectations back to that 
target. 
 
The Fed's preferred inflation measure, the personal consumption expenditures index, stood at 1.2% in December, 
and has since climbed to 1.6%. The Cleveland Fed Inflation Nowcast expects PCE inflation to accelerate to 2.3% in 
March and 2.9% in April. The Treasury market's five-year breakeven rate has jumped a full percentage point since 
the start of the year to around 2.55%. 
 
Importantly, Fed officials are no longer expressing major concerns about long-term scarring effects on the job 
market or troubles boosting the participation rate again once the Covid cloud has lifted. 
 
Eric Swanson, a former senior advisor to the San Francisco Fed and ex-Fed board senior economist, told MNI the 
Fed's framework shift toward a more inclusive definition of full employment means it will be paying a lot more 
attention to the black and Hispanic jobless rates. 
 
But that may apply more to eventual interest rate hikes than tapering. "They're probably just going to hang out until 
the official unemployment rate is closer to 5%," said Swanson referring to QE. 

 
MNI INTERVIEW:Fed's Barkin Sees 'Powerful' Disinflation Forces  
(Pub Mar 31, 2021) 
 

By Jean Yung 
 
WASHINGTON (MNI) - Richmond Fed President Tom Barkin said in an interview Wednesday that long-term 
inflation expectations have remained stable through the start of an economic boom triggered by Covid-19 vaccines, 
and there's still lots of slack in the economy to hold down prices overall. 
 
"What I'm hearing is a real reluctance to use short-term supply chain issues to change the long-term price 
structure," said Barkin, a voter on the FOMC this year. "Part of that is firms haven't changed their expectations, and 
part of that is some of the disinflationary forces that are out there are still very powerful," such as online price 
transparency, he said. 
 
Firms in the mid-Atlantic district are wary of hiking prices or wages despite surging demand, order backlogs and 
labor shortages, he told MNI. Survey-based and market-based and indicators of inflation expectations have "firmed 
toward our target but they don't seem to be running out of control," Barkin said. 
 
Wage inflation is also being held down by high unemployment, even as some service companies have "genuine 
concern" over their ability to get back to full staffing, he said. "You still have 9.5 million extra people unemployed. 
While you see a little wage pressure in some industries you really don't see broad-based wage pressures." 
 
Bond yields have jumped this year on concern about how policy makers will handle any burst of inflation, and some 
officials see overheating from fiscal stimulus that could force the Fed to tighten policy too quickly. 
 
--STRONG NEXT FEW QUARTERS 
 
A full economic recovery requires workers to be coaxed off the sidelines and in some cases matched to new 
employers or new industries, and that needs bigger changes like re-opening of schools, child care support and 
fewer health concerns for those 55 and over, Barkin said. 
 
"The next couple quarters seem pretty robust to me and pretty clear and after that, it's a lot murkier," Barkin said. "I 
hesitate to give predictions on unemployment because it depends a lot on participation, and I'm hesitant to predict 
out-year GDP, because it depends on the virus and on the pace of deployment of excess savings into the 
economy." 
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Barkin pointed to the employment-to-population ratio at 57.6% last month, far below the 61.1% pre-pandemic, as 
evidence the economy has yet to make "substantial further progress" toward full employment and price stability, the 
Fed's bar for beginning to wind down its USD120 billion a month in asset purchases. 
 
"I certainly think it's possible" the economy hits that substantial progress threshold by year-end, Barkin said. "We 
have to see what the outcomes are" before a broader discussion on tapering or rate hikes, he said. 
 
Asked whether returning the labor market half-way to pre-pandemic levels would constitute significant progress, 
Barkin replied, "That would certainly be a point where I'd hope we would be having a broad based conversation." 
He declined to say whether he was one of the FOMC officials who advanced his timing for a rate increase in the 
"dot plot" the Fed published earlier this month. 
 
--FISCAL STIMULUS IS HELPING 
 
"What we've tried to do is to be as specific as possible while preserving the flexibility to manage the many many 
scenarios that could happen here, including an accelerated rollout of vaccines and elimination of virus, all the way 
to re-emergences like happened 1919," Barkin said. 
 
"I'm pretty optimistic overall, but I have to make sure I'm thinking about the race between vaccine-enabled immunity 
and the next version of spread driven by increased interaction," he said. 
 
As hundreds of millions of Americans become vaccinated, hospitalizations decline, and warmer weather takes hold, 
"you're seeing the first signs of the pent-up demand and excess savings impact that many of us have been 
forecasting," Barkin said. 
 
Direct checks from the federal government had an immediate impact on spending by low and moderate income 
households in January and the effect this month was "more pronounced," he said. "Retailers selling to people who 
have gotten the checks have been blown away at the strength of their sales, and you hear that in spades." 

 
 

MNI EXCLUSIVE: Fed Signals Patience on IOER After Repo Move  
(Pub Mar 25, 2021) 
 

By Evan Ryser and Jean Yung 
 
WASHINGTON (MNI) - The Federal Reserve will wait to hike the rates it pays on bank reserves and reverse 
repos after upsizing its overnight reverse repo facility per counterparty limit last week, former New York Fed 
officials and market sources told MNI. 
 
The benchmark fed funds rate is holding steady at 7bps, well within the target range of 0% to 0.25%, and an 
increase in the per-institution limit on participation in overnight reverse repos is buying the Fed some time before 
it must raise its administered rates, sources said. 
 
Flows into the ON RRP facility have risen by tens of billions per day from near-zero since last week's move, a 
modest increase but close to a one-year high. Sources said markets' willingness to use the facility could alleviate 
pressure on money market rates such as SOFR, which is trading at just 1bp, by siphoning reserves out of the 
system. 
 
While an intermeeting move to hike IOER and ON RRP by a few basis points is "conceivable," the central bank 
will be "very patient," James McAndrews, former research director at the New York Fed, told MNI. "If the fed 
funds rate were soft for a few days or weeks, I don't think it's that significant of an issue, so I would expect the 
Fed to act deliberately and probably wait until an FOMC meeting." 
 
MNI previously reported that Fed could increase both the ON RRP and IOER rate by 3 to 5 bps if the fed funds 
rate fell a couple bps below its current level. 
 



 

20 
 

--MONEY MARKET DISRUPTION 
 
A flood of cash reserves from QE and the Treasury as well as money fund inflows have sent money market 
rates sharply lower this year, with the first and 25th percentiles of SOFR transactions hitting record lows of -
5bps and 0bp, respectively, this week. 
 
Some of the recent softness in repo rates may be traced to the mortgage GSE float period, when they invest 
more in the repo market, one source said. But short-term interest rates will see additional downward pressure 
-- from a drawdown of the Treasury cash balance to meet a summer debt limit deadline, additional Fed bond 
purchases and increased GSE lending in the interbank market, said Christopher Russo, a former staffer on the 
New York Fed's open market trading desk. 
 
Negative money market rates have the potential to wreak havoc on all financial markets, but there are signs 
that the precautionary increase in the ON RRP facility's counterparty cap has helped, sources said. Since the 
move, rates in triparty repo, where U.S. dealers obtain a large part of their secured funding, have stayed above 
the ON RRP rate. 
 
Raising the ON RRP cap "signals that the [New York Fed's trading] desk is paying close attention, and that 
they're standing ready and monitoring market events to ensure that repo and reverse repo are available as the 
market requires," said Russo. 
 
--RRP INFLOWS 
 
The size of daily RRP auctions is likely to rise considerably in the weeks ahead, in part as globally systemically-
important banks could park cash in money funds as they see additional constraints on reserves due to SLR 
relief ending as scheduled  March 31, sources said. The Fed has signaled concern over the leverage ratios 
becoming a binding constraint on GSIBs but is comfortable with the size of the existing buffer while it mulls 
longer term adjustments on SLR. 
 
"They're obviously trying to figure out a way to make it so that people can hold all those reserves," said Stephen 
Cecchetti, another former director of research at the New York Fed. 
 
Upsizing the ON RRP facility will ensure capacity to handle inflows well above the previous all-time high of 
roughly USD650 billion, given that aggregate assets under money markets have increased and become more 
concentrated since the last increase in 2014 and that total bank reserves could jump by another USD1.5 trillion 
between now and August, sources said. 
 
"If Treasury bill rates go below zero, then one could expect the ON RRP facility to receive significant inflows, 
and the Fed wants to accommodate those," said McAndrews. "As the balance sheet grows, all else equal, one 
might expect the size of the overnight reverse repo facility would grow as well." 
 
 

MNI EXCLUSIVE: Americans To Cling to Savings Pile-Fed Advisers  
(Pub Apr 1, 2021) 
 

By Evan Ryser 
 
WASHINGTON (MNI) - U.S. households will likely draw on savings built up during the Covid pandemic for years 
to come rather than spend them in a short-term burst as the economy re-opens, current Fed officials and outside 
advisors told MNI. 
 
Households will receive USD700 billion over the next six months from President Joe Biden's coronavirus relief, 
sending "excess" personal savings currently at USD1.8 trillion even higher after earlier rounds of handouts last 
March and December. In March alone, the Biden administration sent out USD276 billion in USD1,400 direct 
checks, according to Treasury data. 
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But economic uncertainty and a skew of the excess cash holdings toward higher-income households suggest 
that while the marginal propensity to consume could increase in the next six months, it might only rise to about 
35%, sources said. This should reduce the risk that an inflationary spike could pressure the Fed to scale back 
stimulus before it reaches its recently-redefined dual mandate goal of inclusive full employment. 
 
--LABOR MARKET UNCERTAINTY 
 
"It's not obvious at all that people will just start sending like crazy as soon as the pandemic is over," said Giorgio 
Primiceri, a Northwestern University professor and consultant to the Chicago Fed. "These accumulated savings 
will not be spent in very large amounts as soon as the situation improves with the coronavirus." 
 
One reason people will keep much of the government money in their pockets is concern over jobs, said Michael 
Weber, a University of Chicago professor and outside advisor to the Cleveland Fed. 
 
"At least in the short-run, I would expect a lower marginal propensity to consume, compared to previous 
episodes from March and December," he said, "We have to distinguish between the short-run, and the 
intermediate marginal propensity to consume." 
 
Previous New York Fed estimates put consumers' marginal propensity to consume at 29 for the cash sent out 
in March 2020, and that dipped to 24% as confidence fell in the Winter. 
 
"I have limited optimism that pent-up demand will just simply power us through, rather than having it be a more 
sustained, solid drip to keep us rolling," said Kartik Athreya, Richmond Fed research director, at an MNI webcast  
Tuesday. "There is good news there for sure, but I don't think it's one and done." 
 
Other officials have told MNI that the Fed is likely to become more bullish about the economy when it releases 
its June projections, and that it is even possible that the Fed's dots might begin to show a median forecast for 
a rate hike in 2023. 
 
John Leer, an economist for Morning Consult, which conducts daily polls, told MNI gains in consumer 
confidence this year have been strong relative to past fiscal relief packages and despite upticks in coronavirus 
cases, and accelerated after Biden's USD1.9 trillion relief package became law. Leer added there are signs 
consumers are making plans to eat out, travel abroad and go on vacation. 
 
But most confidence gains have been concentrated in low- and middle-income consumers, he said. "Confidence 
is increasing for upper-income consumers but not at a higher rate and the rate change over time is what is 
important because it tends to be a great predictor of consumer spending." 
 
--LONGER-TERM BENEFIT 
 
The savings pile may not provide immediate rocket fuel to consumer spending, but government transfers have 
provided a base from which households can boost the rebound. 
 
Household balance sheets appear strong in aggregate and, in contrast to aftermath of the 2008 financial crisis 
households will not need to keep saving rates high to pay off debts. Consumer credit data  from the Fed shows 
Americans shed USD120 billion in revolving debt last year and credit scores improved throughout the pandemic. 
 
Some have suggested that the post-Covid period could include a slow normalization of saving rates. That would 
run against the historical norm where savings rates stay elevated after recessions. 
 
"I'm a little more optimistic that savings rates will settle back to its pre-Covid levels," said Andrew Lee Smith, a 
research and policy advisor at the Kansas City Fed, who nonetheless shared the other sources' caution about 
the likely pace at which excess savings will be spent. "That's kind of driven by what we see across household 
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balance sheets, because some don't have to go through that period of deleveraging and balance sheet repair 
that they went through after the last recession." 

 
 

MNI EXCLUSIVE: Fed's Lack of QE Exit Plan a Looming Challenge 
(Pub Apr 12, 2021) 
 

By Pedro Nicolaci da Costa 
 
WASHINGTON (MNI) - The Federal Reserve is worried an eventual move to pare back its hefty bond-buying 
program could disrupt financial markets that are priced for perfection, fueling tighter conditions that hamper the 
recovery, former staffers tell MNI. 
 
"No one at the Fed is really sure how, or if, QE works," Rick Roberts, a former long-time staffer at the Federal 
Reserve banks of New York and Kansas City, told MNI. "I remain very concerned with the implications of our 
ongoing asset purchases and eventual taper." 
 
Market disruptions from an eventual tapering could force the Fed to suspend the process, damaging the 
credibility of its entire exit strategy from extraordinary monetary policies deployed in response to the Covid 
slump. The Fed is now buying USD120 billion a month of debt. 
 
"I cannot envision a situation where the Fed would continue to taper in the face of adverse market reaction," 
said Roberts. 
 
Unlike the response to the Great Recession, when QE was first deployed in force, the latest round of purchases 
has not been accompanied by extensive studies on the nature and transmission of its effects -- despite taking 
the balance sheet to a record and still-rising USD7.7 trillion. 
 
--NO GOOD MODEL 
 
"They don't really have a good model of how QE and forward guidance can deal with the transition" towards a 
tighter policy environment, said Michael Bordo, a former Fed advisor who was a visiting scholar at the Fed 
board and three regional Fed banks. 
 
The core of the Federal Open Market Committee including Chair Jerome Powell has been open about the 
reduced effectiveness of monetary policy with interest rates around extremely low levels. 
 
Powell has not entertained any talk of a QE taper for fear of triggering another "tantrum" like the credit-tightening 
episode that took place in 2013. Over the weekend Powell told "60 Minutes" the economy is now at an inflection 
point, suggesting the time for a debate on slowing QE may not be so very distant. 
 
Officials hope the economy will be humming along later this year so that bond investors take any slowdown of 
Fed purchases in stride. 
 
--WAITING TOO LONG? 
 
However, a recent spike in the 10-year Treasury yield to 1.7% certainly caught the central bank's eye, 
particularly with stock markets reacting negatively. 
 
"I can't see them pushing the panic button now because rates are up to 1.7%," Bordo said. "I don't know what 
number would get them to really pay attention. If they go above 2% that imposes a threat to the Treasury's 
issuance plans -- that is an issue." 
 
Bordo said the Fed's efforts at forward guidance after the Great Recession were unsuccessful because they 
required ongoing updates that damaged Fed credibility. 
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"The worry some of us have is that if the Fed continues to be sanguine in the next year and they do follow 
through on their plan of not doing anything until 2023 -- that could be the trigger for an overshoot in inflation 
which could trigger an un-anchoring of inflation expectations," said Bordo. 
 
--STOCK VS. FLOW 
 
Joshua Downey, a member of the Fed's Community Advisory Council, will keep stressing the economy remains 
well short of full employment despite last month's gain of almost 1 million jobs. 
 
Even another two or three reports of job strength won't be enough to merit "putting on the brakes," Downey said 
in an interview. "We'll be there to tell them that now is not the time." 
 
Richmond Fed Research Director Kartik Athreya told MNI during a webinar this month that any reduction in the 
pace of bond buying won't constitute monetary tightening, but instead simply a slower pace of easing. 
 
The exit strategy is even trickier because of the lack of consensus on whether QE works as effectively when a 
central bank targets a total stock of debt or when it's actively setting a pace for new purchases, sources told 
MNI. 
 
"While the Fed professes the importance of QE flows, it concurrently clings to the importance of QE stock as a 
potential market-calming wildcard," said Roberts. 
 

MNI EXCLUSIVE: Next Fed SEP Set to Show Growing Optimism  
(Pub Mar 30, 2021) 
 

By Pedro Nicolaci da Costa 
 
WASHINGTON (MNI) - The Federal Reserve could become more bullish about the economy's prospects by the 
time it issues the next round of forecasts in June, complicating the central bank's message that it is in no hurry to 
tighten monetary policy, current and former Fed officials told MNI. 
 
"Fast forward to June, if all goes well, they're going to have to mark up their forecast," said Joseph Gagnon, a 
former Fed board economist, in an interview. He noted first quarter data were already coming in stronger-than-
expected despite a Covid surge. 
 
At the same time, however, "they may not be ready yet to talk about tapering or raising rates. It's going to be a 
tougher conversation in June than it was in March." 
 
Gagnon said he sees further room for upward revisions to the Fed's growth outlook, which now foresees a 6.5% 
expansion this year. 
 
There's even a chance the Fed's dots might begin to show a median forecast for a rate hike in 2023. That would 
nudge it toward -- but still a ways from -- Wall Street's more aggressive estimate for rate increases as early as 
2022. 
 
"We could get a virtuous cycle where we really take off on a real growth spurt for more than just the balance of this 
year -- I hope for it," said Jeff Fuhrer, former senior economist and policy advisor at the Boston Fed. 
 
"It's a forecast and things can change. The Fed will, if it sees good reason, revise its forecast," Fuhrer said. 
"Treasury and the TIPS and implied breakevens are showing some concern that growth will be stronger and some 
concern that the Fed will be slow to react." 
 
--FISCAL CURVE BALL 
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The Fed's increasing willingness to acknowledge progress on the Covid front in coming months, as well as the data 
boost from the Biden administration's historic USD1.9 trillion stimulus package, may bring it more in line with 
increasingly bullish Wall Street estimates. 
 
"I actually think there is an upside risk we could end up with even stronger growth," than the 6.5% he is currently 
forecasting for 2021, St. Louis Fed President James Bullard told reporters Tuesday in response to a question from 
MNI. 
 
That sense of deep uncertainty about just how strong the emergence from this recovery might be now that the 
fiscal wild card has been introduced is shared fairly broadly within the Fed system, current and former officials say. 
 
"Medium-term inflation outcomes have become substantially more uncertain --even though many measures of 
expected inflation have remained relatively stable," said Christian Matthes, senior economist at the Richmond Fed 
until 2020. 
 
"Many economic theories would predict more inflationary pressure coming from recent changes to fiscal policy. I do 
not think those predictions are unreasonable." 
 
Another thing that might be holding Fed forecasters back is lingering caution about predicting an end to the 
pandemic despite the faster-than-expected vaccination schedule. 
 
"My feeling is that the Fed and other forecasters are still factoring in some probability that the pandemic recovery 
will not be as successful as we hope," Gagnon said. 
 
"If that risk fell away and we know that by the end of summer everything will be wide open -- I think you'd have to 
raise the forecast, just because of the size of the fiscal spending." 
 
--DRAMATIC EXPERIMENT 
 
Gagnon noted the U.S. has never approved a relief package of that magnitude outside of wartime. 
 
"This stimulus is just so big that you have to assume very unusually high savings rates to keep it from stimulating 
the economy," he said. "I get that there's a lot of uncertainty about how much excess capacity there is in the 
economy -- but there's not that much uncertainty.” 
 
Ex-Fed Governor Jeremy Stein agrees. "We don't have a great understanding of inflation dynamics and now we're 
conducting a pretty dramatic experiment." 
 
If bond markets become fixated on inflation risks -- there are already signs of this -- then they could start to move in 
tandem rather than inversely to stock prices, Stein said. That would trap the Fed because responding to inflation 
fears with even more easing or reassurances about easy policy might be self-defeating under such a scenario. 
 
"I wouldn't necessarily worry that we are going to see a sustained increase in inflation-it's the interaction of a 
potential temporary spike with financial markets that are priced aggressively that strikes me as the more relevant 
concern." 
 
MNI exclusively reported the Fed's "dot plot" of rate forecasts would shift in a more hawkish direction ahead of the 
March meeting. The new SEP showed four officials predicting a rate hike in 2022, up from one in December, and 
seven seeing one in 2023, versus just five in December. 
 

 

MNI INTERVIEW: Fed Focused on Jobs Recovery, Not Yield Rise  
(Pub. Mar 19, 2021) 
 

By Greg Quinn 
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 (MNI) - Bond markets are coming more in line with the Federal Reserve's goals and the central bank needs 
to keep policy easy to rebuild employment and tackle a longer trend of sluggish price gains, Minneapolis Fed 
research director Mark Wright told MNI. 
 
"Our job is not done," Wright said. "We're very, very far away from where we want to be, and that just 
overwhelms everything else." 
 
Bond breakeven rates around 2.5% over five years and slightly lower over ten years signal investors see the 
Fed reaching its goal of a modest inflation overshoot, Wright said in a phone interview on Friday. Other 
measures of consumer expectations remain modest and market rates also signal long-term expectations for 
PCE inflation are about 1.7%, he said. 
 
"If anything, we would like to see longer run inflation expectations just being a touch higher," Wright said. 
 
Treasury yields have surged in recent months on optimism that vaccine breakthroughs and massive policy 
stimulus will jolt the economy out of its pandemic slump and potentially bring a burst of inflation. Fed Chair 
Jerome Powell on Wednesday affirmed near-zero interest rates into 2023 and downplayed the idea the 
central bank is anywhere near pulling back on quantitative easing to prevent a big price overshoot. 
 
Reasons for caution include signs of a new Covid-19 variant and rising caseloads across about two dozen 
states, Wright said. "The possibility of that getting worse as more and more states opened up is part of those 
considerable risks. So we aren't going to want to react until some of that risk clears." 
 
--REBOUND NEEDS CLEAR PROOF 
 
"It's not enough that we forecast an improvement of the economy, we need to actually see an improvement," 
he said. "We are actually going to need the data to come in, and to show we are in position." 
 
Inflation will see a temporary acceleration against last year's drop in gasoline prices, but slack in the economy 
and the potential for supply to ramp up suggest that price gains and expectations will remain manageable, he 
said. 
 
"The problem has been we can't get inflation up, and so I think that just tells us that we don't want to react too 
soon or overreact to a temporary increase in prices, as long as we are away from our maximum employment 
goal," Wright said. 
 
Truly restoring the job market likely means not just making up the deficit of 9.5 million positions from a year 
ago, but also the labor market growth that would have normally been recorded in the period since the 
pandemic began, he said. 
 
--GETTING BACK TO NORMAL 
 
In that light, much of the fiscal expansion so far has been more in the relief category of sustaining people 
thrown out of work than stimulus that will heat up the economy, Wright said. Even another infrastructure 
package this year likely wouldn't get the bulk of the money into approved projects right away and would also 
tend to boost the economy's output rather than just boosting prices. 
 
"For the most part, these kinds of changes, this kind of spending, should serve to get us back to something 
approximating a normal labor market, getting back closer to maximum employment, and that's a good thing," 
he said on fiscal expansion. 
 
There is some hope in the idea that major companies have avoided a wave of bankruptcies while smaller 
firms hit the hardest have shown in the past they can rebuild fairly quickly, Wright suggested. "Because this 
recession was short and very sharp and much shorter than a lot of recessions are, that's a sign for optimism, 
but we won't know until we see it come in." 
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The pandemic remains an overwhelming consideration, he said. "The job of a central banker is to lie awake at 
night worrying about all other the things that could go wrong. But until we recover from the current recession, 
the deepest on record, that will be at the front of our minds." 
 


