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As expected, the Federal Open Market
Commi ee (FOMC) kept monetary policy
unchanged this week with the fed funds
target rate in a range of 0.0% to 0.25%.
Monetary
policy
remains
highly
accommoda ve and Fed Chair Powell
maintained a dovish tone during his press
conference. The Fed will con nue to use its
balance sheet to support smooth ﬁnancial
market func oning by purchasing Treasury
and agency mortgage-backed securi es and
will con nue to use its lending facili es to
support the ﬂow of credit to businesses and municipali es, as needed. However, the Fed
has not provided any guidance about how large it would allow its balance sheet to grow
or what triggers would cause the Fed to start unwinding its balance sheet at some point
in the future. Since February, the Fed’s balance sheet has increased from about $4.2
trillion to over $7.0 trillion. The Fed’s asset purchases increased rapidly in March, April,
and May but have since stabilized. In the policy statement this week, the FOMC noted
that inﬂa on con nues to run below its 2.0% target, as weaker demand and lower oil
prices are holding down consumer prices. Longer-term, the FOMC will allow inﬂa on to
run above 2.0% for some period of me before it looks to ghten policy, which implies
the fed funds target rate will remain anchored near zero for years. The Fed’s updated
summary of economic projec ons signals that the target fed funds rate will remain
unchanged through at least 2023, as policymakers do not expect inﬂa on to exceed 2.0%
during that meframe. Notably, the Fed’s forecasts suggest increased op mism about
employment with policymakers projecting a decline in the unemployment rate to 7.6% by
year-end 2020. Furthermore, the Fed expects the unemployment rate will con nue to
steadily decline over the next few years to 4.0% by the end of 2023. While the Fed’s dot
plot indicates there is a solid consensus among policymakers about the current stance of
monetary policy, there were two FOMC members that voted against the policy ac on
this week (Robert Kaplan and Neel Kashkari) who preferred a slightly diﬀerent way of
articulating longer-term guidance.
The Fed’s highly accommoda ve monetary policy framework, along will a swi and
robust ﬁscal policy response from the government earlier this year, has provided support
for the economy and ﬁnancial markets during the pandemic. However, recent economic
data suggests that the economic recovery is losing steam. The pace of labor market
improvement has slowed, retail sales were weaker than expected in August, housing
starts slowed in August, and the index of leading economic indicators (LEI) remains in
recession territory. According to the Conference Board, the LEI suggests that the US
economy will head into 2021 under substan ally weakened economic condi ons. In our
view, un l there is a widely available COVID-19 vaccine, a more robust economic
recovery may hinge on addi onal ﬁscal support by the government, but at this point
Congress remains at an impasse over another ﬁscal relief package. We s ll think a deal is
possible in the next two weeks, but the absence of addi onal ﬁscal relief in the nearterm and the poten al for chaos regarding elec on results, could fuel ﬁnancial market
vola lity over the next few months. In our view, expecta ons for a widely available
vaccine by mid-2021 are largely priced into the financial markets, and any news headlines
to the contrary would have an impact on market volatility as well.
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