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FOMC: "Progress" Made but Is It Enough to Taper?
 
Summary
• As widely expected, the FOMC did not make any major policy changes at today's

meeting. The decisions to keep the target range for the fed funds rate unchanged
as well as the pace of asset purchases was unanimously supported by all 11 voting
members of the Committee.

• The FOMC acknowledged that "progress" has been made toward reaching the
Committee's goals of maximum employment and price stability. But probably not
enough progress yet to warrant a near-term commencement of tapering asset
purchases.

• We continue to forecast that the FOMC will keep its target range for the fed funds
rate unchanged through at least the end of next year.

• We look for Fed ocials to begin dropping hints in the next month or two about
an eventual tapering of asset purchases. We look for a formal announcement to be
made at the December FOMC meeting, with the actual process of winding down the
purchases to begin early next year.
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The FOMC Made No Major Policy Changes at Today's Meeting
As widely expected, the Federal Open Market Committee (FOMC) announced no major policy changes
at the conclusion of its two-day meeting today. The FOMC left its target range for the federal funds
rate at 0.00% to 0.25%, where it has been maintained since March 2020. The Committee also decided
to maintain its monthly purchase rate of Treasury securities and mortgage-backed securities (MBS) at
$80 billion and $40 billion, respectively. Both decisions were unanimously supported by all 11 voting
members of the Committee.

As is typical for the fth FOMC meeting of the year, the Committee did not release its quarterly
Summary of Economic Projections (SEP), which contains the FOMC's macroeconomic forecasts. So
there is no way of knowing how the Committee's outlook has evolved since its June 16 meeting, when
the last SEP was published. The June SEP showed that all 18 committee members thought the target
range for the fed funds rate would remain unchanged through the end of the year, and that a majority
of members (11) thought that it would remain unchanged through the end of 2022. These projections
are similar to our own forecast of an unchanged fed funds rate through at least the end of next year.

The statement that was released at the conclusion of today's meeting gives us no reason to change
that forecast. The Committee stated that "indicators of economic activity and employment have
continued to strengthen." The statement went on to say that "the sectors most adversely aected
by the pandemic have shown improvement," but it also noted that they "have not fully recovered."
Furthermore, the FOMC continued to note that "risks to the economic outlook remain," due largely
to the lingering pandemic. A rate hike simply does not seem likely as long as the economic outlook
remains clouded by uncertainty.

No change in target ranges for
fed funds rate or pace of asset
purchases.

When Will Tapering Begin?
The FOMC has been stating that "substantial further progress" needs to be made toward the
Committee's twin goals of maximum employment and price stability before a tapering of asset
purchases would be warranted. The statement that was released today said that "the economy has
made progress toward these goals," and that the FOMC "will continue to assess progress in coming
months." In other words, progress has been made, but not quite enough yet to warrant a near-term
commencement of "tapering." Note the reference to "coming months." It does not seem that the
FOMC is in any hurry to taper, although the Committee does seem to acknowledge that the time is
drawing nearer.

As we discussed in our recent July Flashlight for the FOMC Blackout Period, we look for the FOMC to
make a formal announcement regarding the tapering of its asset purchases at the December 14-15
meeting, and we expect that the Fed will begin the process of winding down its purchases early next
year. But before that formal announcement is made, we expect that Fed ocials will hint that tapering
will be forthcoming. Today's statement suggests that Chair Powell could potentially drop an explicit
hint in his speech at the Jackson Hole Symposium at the end of August, or at the conclusion of the
September 22 FOMC meeting.

But as we also acknowledged in our Flashlight report, the commencement of any tapering of asset
purchases will depend crucially on the evolution of the economy in coming weeks and months.
Stronger-than-expected economic growth and/or higher-than-expected ination could induce the
Committee to begin the process of dialing back the Fed's purchases of Treasury securities and MBS
earlier than we currently anticipate. Conversely, marked deceleration in economic activity and/or
signicant easing of inationary pressures could lead the FOMC to conclude that continued asset
purchases are warranted. In that regard, the recent resurgence in COVID cases represents a notable
downside risk to the economic outlook.

The minutes of today's meeting are scheduled to be published on August 18. We will be reading those
minutes closely for any explicit references to the timing of tapering.

"Progress" made, but probably
not enough to warrant a
near-term tapering of asset
purchases.
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