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FED MINUTES FROM MARCH 19-20 MEETING
LEAVE MONETARY POLICY OPTIONS OPEN

The minutes to the March 19-20 FOMC meeting shed more light on the Fed’s dovish
policy intentions to leave the Fed funds rate unchanged this year, slow its balance sheet
unwind next month, and revise down its forecasts for real GDP growth and inflation
from its December 2018 updates. But the minutes convey an even-handedness that
suggests that the Fed’s intentions implied by the March meeting’s Policy Statement,
forecast revisions, and Chairman Powell’s press conference were not as dovish as
perceived by markets.

Based on the minutes, the Fed’s dovish shift reflects the moderation of economic
growth since 2018, continued signs of muted inflation pressures, and increased
uncertainties surrounding domestic and global economies. The Fed seems much
more comfortable with its policy projections than it was in December 2018. A
majority of the Fed members expected that it would be appropriate to leave the policy
rate unchanged in 2019. Several of these members note that the current rate was
“close to their estimates of its longer-run neutral level and foresaw economic growth
continuing near its longer-run trend rate over the forecast period.” The Fed’s
decision to slow the balance sheet unwind starting in May was seen as possibly
reducing the “the risk that market volatility would arise in connection with the
conclusion of the runoff of securities holdings.” This suggests that the Fed’s
deliberations involved concerns about market sensitivities and how markets may
respond to any shift in policies.

Fed members generally expect U.S. economic growth to improve from its Q1 soft patch,
but they acknowledge significant uncertainties surrounding their outlooks. The
downside risks cited in the minutes include: 1) trade talks, 2) Brexit, 3) growth
slowdown in Europe and China, 4) continued weak spending, and 5) sharp drop-off in
fiscal stimulus. There was an increase in the number of upside risks cited in the March
minutes: 1) diminishing of uncertainties, 2) bounce-back in consumer and business
sentiment, and 3) improved productivity growth indicating a pickup in the underlying
trend.

The Fed has not included its typical assessment of the balance of risks to the economic
outlook in its last two official Policy Statements, seemingly unwilling to officially state
that risks are skewed to the downside. But the minutes revealed that the number of Fed
members perceiving risks to their real GDP growth forecasts as tilted to the downside
increased only slightly to 4 from 3 in December.

The minutes also indicate that the Committee had extensive discussions about subdued
inflationary pressures and fewer Fed members seemed to fear inflation exceeding 2%
due to tightening resource utilization. A couple Fed members stressed that survey-
based measures of inflation expectations remained at low levels. Still, the number of
Fed members viewing risks to their inflation forecasts as tilted to the downside
increased only slightly to 3 from 1. The reasons for subdued inflationary pressures
included: 1) low inflation expectations, and 2) looser labor markets than commonly
assumed.

The persistent subdued inflation since the Fed set its 2% target in 2012 has sparked a
bigger rethink and discussion of the Fed’s inflation target and analytical framework.
Under current benign inflationary conditions, new Fed guidelines for its inflation
target that would include averaging or outright allowing inflation to rise temporarily
above 2% would imply more dovish monetary policy.
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The minutes revealed that the discussion around the policy rate was less dovish than
assumed by market participants immediately following the release of the March official
Policy Statement and SEPs, with Fed members stressing that their expectations for the
appropriate policy rate could shift either up or down based on incoming data. Some
members indicated that if the economy grew above its longer-run potential rate as they
expect, they would deem it appropriate to raise rates this year.

All of this adds up to the Fed’s characterization of “patience” as a policy guideline — but
even that could shift.

We believe that subdued inflation makes a rate hike unlikely this year — the March CPI
suggests that the Fed’s preferred measures of inflation, the headline and core PCE price
indexes, both remain below the Fed’s 2% inflation target, and although economic data have
improved in March, growth is likely to remain near potential. The bar to cut its policy rate
would have to involve a combination of a further receding of inflation and drop in inflation
expectations, further declines in long-run bond yields, and decelerating real GDP growth
below potential that would be reflected in softer labor markets.

Note that financial conditions have eased significantly this year following the Q4
deterioration - particularly conventional mortgage rates have fallen and the stock
market has rebounded - and this should provide a tailwind for confidence and
economic growth, reducing the chances of the Fed cutting rates. But the flat yield curve
will factor into the Fed’s decisions, clearly mitigating against any rate hike. According
to the minutes, while several participants expressed worry about the flat yield curve that
has historically preceded economic softness, they noted that very low term premiums
make this historical relationship less reliable.

As reflected in its updated balance sheet plans following the March meeting, the
Committee continued to have detailed discussions about the final composition and
optimal size of its balance sheet. Some members prefer the average level of reserves to
remain stable, while others expect it to decline after the end of the runoff. Some
participants also suggested a look at tools that might reduce reserve demand at coming
meetings.

Interestingly, the minutes indicate that several Fed members expressed concerns that
the public had at times misinterpreted the median projections of the FOMC members in
the quarterly SEPs, and that the Fed Chair asked the Communications Subcommittee to
look at ways to improve the SEPs, especially the projections for the Federal funds rate.
Note that Mickey Levy made explicit suggestions here: The Fed’s communications:
suggestions for improvement.
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Berenberg Capital Markets
LLC (hereinafter also referred to as “BCM™). BCM has made any effort to carefully research and process all information.
The information has been obtained from sources which we believe to be reliable such as, for example, Thomson Reuters,
Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and completeness
of all information given. The provided information has not been checked by a third party, especially an independent
auditing firm. We explicitly point to the stated date of preparation. The information given can become incorrect due to
passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The forecasts contained in this document or other statements on
rates of return, capital gains or other accession are the personal opinion of the author and we do not assume liability for
the realisation of these.

This document is only for information purposes. It does not constitute a financial analysis, investment advice or
recommendation to buy financial instruments. It does not replace the recipient’s procurement of independent legal, tax or
financial advice.

This document has been classified as fair and balanced for the purposes of FINRA rules. Please contact Berenberg Capital
Markets LLC (+1 646.949.9000), if you require additional information.

Remarks regarding foreign investors

The preparation of this document is subject to regulation by US law. The distribution of this document in other jurisdictions
may be restricted by law, and persons, into whose possession this document comes, should inform themselves about, and
observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It
is not for distribution to or the use of private investors or private customers.

Copyright

BCM is a wholly owned subsidiary of Joh. Berenberg, Gossler & Co. KG (“Berenberg Bank”). BCM reserves all the rights in
this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by
any means or redistributed without the BCM’s prior written consent. Berenberg Bank may distribute this commentary on
a third party basis to its customers.

© 2019 Berenberg Capital Markets, LLC, Member FINRA and SPIC.
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