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“We don’t see a strong case for a rate move in either direction” 

As expected, members of the Federal Open Market Committee (FOMC) 

unanimously voted to keep the target range of the fed funds rate unchanged 

at 2.25-2.50%. While today’s statement was not accompanied by an update 

to the Committee’s economic projections and expectations for the fed funds 

target range, there were a number of changes to the statement worth noting.  

For starters, the Committee appeared somewhat more constructive on recent 

growth. Economic activity expanded at a “solid” rate since March, although 

it did make note of the slowdown in household spending and business fixed 

investment during the first quarter.  

We, as well as the FOMC, look for topline GDP growth to slow from the first 

quarter’s 3.2% rate, but for underlying domestic demand to bounce back. 

Overall growth for the year is still likely to come in around 2.5%—a slowdown 

from 2018, but still above the economy’s potential rate of growth, which 

FOMC members estimated to be a little under 2% as recently as March.    

Inflation Requiring the FOMC to Remain “Patient” 

Although growth has picked up over the past month, inflation has not 

followed. The Committee downgraded its read on inflation, noting that it is 

running below its 2% target. The core PCE deflator stalled in March and 

slipped to a 15-month low of 1.6% on a year-ago basis.  

Inflation expectations also remain low. The FOMC noted both market and 

survey-based measures of inflation expectations have been little changed, 

but the characterization is somewhat understated in our view, as both short- 

and long-term measures from the Consumer Sentiment survey have slipped 

back near the lows of the current cycle. 

We expect core inflation to edge up over the course of the year as recent 

figures were held down by a few technical factors, but core inflation looks 

unlikely to re-visit 2.0% this year. The dogged shortfall of inflation from the 

FOMC’s target is a major reason the FOMC has maintained its “patient” 

stance on future policy adjustments.  

The interest rate the Fed pays on excess reserves was reduced 5 bps, but that 

was only a technical adjustment to keep the effective funds rate within the 

targeted range. We do not view it as a signaling device for an upcoming 

change in the fed funds target. With U.S. growth already slowing back toward 

its potential trend and core inflation remaining stubbornly low, we do not 

expect the FOMC to tighten policy anytime soon. That said, policy easing also 

looks premature. While slowing, growth remains above potential. Financial 

conditions are more supportive of growth than at the start of the year, and 

the labor market remains tight. We maintain the view that the FOMC will 

likely be on hold through the remainder of this year, and possibly a good 

portion of 2020.  

 

Technical tweak? 

 

 

 

Source: Bloomberg LP, Federal Reserve Board, U.S. Department of Commerce and Wells Fargo Securities 
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FOMC Leaves Rates Unchanged and Nods to Softer Inflation 
The FOMC made no changes to the fed funds rate at today’s meeting. The Committee continued to pledge 
patience on future rate adjustments, as inflation continues to fall short of its 2% target. 
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