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US FED: “NOISY” INFLATION AND DOVISH DOTS 

Berenberg Macro Flash 

 

The Federal Reserve continued to gradually withdraw stimulus at its meeting today by “tapering” monthly asset 

purchases of treasury bonds by another $5bn to $20bn and purchases of mortgage-backed securities by another 

$5bn to $15bn. If the reduction pace by a total of $10bn per FOMC meeting continues, purchases would proba-

bly cease after the October meeting. The decision to reduce the purchases and keep interest rates unchanged at 0 

to 0.25% was taken unanimously. The guidance that there would be considerable time between the end of asset 

purchases and the first rate hike was unchanged. 

 

UNDERLYING MODERATE RECOVERY CONTINUES 

The Fed continues to see a recovery with moderate momentum, sufficiently strong to gradually erode slack in the 

economy. Private sector strength, paired with much less fiscal drag than the 2% of GDP due to the fiscal cliff 

last year, should support quarterly annualised growth rates around 3% on average. With unemployment at 6.3% 

in May, only 0.8pcp above its assumed longer run or neutral rate, and CPI inflation at 2.1% in May, the Fed can 

gradually reduce the extraordinary stimulus of rates near zero and asset purchases. 

 

2014 GROWTH DOWNGRADE 

The Fed cut its GDP growth forecast for 2014 from 2.9% to 2.2%, now in line with Bloomberg consensus. The 

downrevision is mostly due to the effect of the very harsh winter on output in Q1. Most economic data since the 

end of the winter points to a rebound, but not a fully V-shaped one that could make up entirely for the loss of 

1.0% qoq annualised in Q1. On the positive side, the Fed revised unemployment down slightly for all three years 

of the forecast period and left inflation forecasts largely unchanged.  

 

“NOISY” INFLATION AND DOVISH DOTS 

Staying true to her dovish credentials, Fed chairman Janet Yellen dismissed the latest higher CPI inflation data 

(2.1% in May) as “noisy” in the press conference. And despite the sharp decline in unemployment, Yellen noted 

a range of indicators that still suggested plenty of slack in the labour market, not least the low participation rate. 

Furthermore, there was a distinctly more dovish note than in March in the “dot plot” which depicts participants’ 

rate projections for the coming years. The distribution of policymakers’ expectations for the first rate hike be-

came slightly more dovish from 1/13/2 in March for the years 2014/2015/2016, respectively, to 1/12/3 (similar 

to December 2013). Also, the individual views seemed to be for slightly lower rates at year-end 2015 than in 

March which could mean either a later start into the hiking cycle or a more gradual approach. 

 

We continue expect the US economy to do well enough for the Fed to end the asset purchases in October and 

start gradually hiking rates in Q2 2015. However, today’s slightly more dovish tone was a reminder that the Fed 

would react if growth disappointed or inflation failed to follow the projected gradual upward path. Therefore, 

the Fed’s gradual shift away from monetary stimulus is no real risk to our broader global growth calls, as the Fed 

would do everything necessary not to spoil the recovery. 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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