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Page 1 - Speeches, Interviews & Reports
o FOMC - Generally, where Fed currently stands.
o FOMC — The possibility of overtightening.
o QT - Runoff increases in September.

Page 2 — Economic Indicators & Rate Trends

FOMC - The General Consensus

e High inflation needs to be addressed.

e Todo so, the policy rate needs to go into restrictive
territory, possibly between 3.75%-4.25% (currently
Fed Funds is at neutral, 2.50%).

e This “restrictive stance” could be held in place for a
year (through 2023) or, at the least until a peak in
inflation has been identified and there are several
months of declining readings (Mester).

e Rate cuts are unlikely in 2023 due to the Fed’s
universal worry about declaring victory on inflation
too soon, as was mistakenly done in the 1970s.

e Although a rate hike in Sept is a foregone
conclusion, this meeting could be the beginning of
a disagreement between FOMC members, w/ some
members worried about the lag of monetary policy
and the risk of “overtightening” while others prefer
front loading & “significant increases” (see below).

FOMC - The Potential for Disagreement Begins

e Brainard: “At some point in the tightening cycle, the
risks will become more two-sided. The rapidity of
the tightening cycle and its global nature, as well as
the uncertainty around the pace at which the
effects of tighter financial conditions are working
their way through aggregate demand, create risks
associated with overtightening.”

e George: “We will have to determine the course of
our policy through observation rather than
reference to theoretical models or pre-pandemic
trends. Given the likely lags in the passthrough of
tighter monetary policy to real economic
conditions, this argues for steadiness and
purposefulness over speed.”

e Bullard: “So, | am leaning more strongly toward 75
at this point ... ‘'The general strategy of trying to
front-load these rate increases is working well and
putting us in a position where we can have a level
of the policy rate that is putting downward pressure
on inflation very soon ... And sooner tends to be

better in my mind.”

Source: Lael Brainard, Speech: Bringing Inflation Down, 9/7/22; Esther
George, Speech: Constraints on the Economy and Policy, 9/9/22;
James Bullard, Interview: Bloomberg Print, 9/9/22

Taylor Rule — Ubiquitous in All the Work of the Fed
e “So more broadly on rules. Of course, Taylor rules
have become part of the fabric of economic
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analysis, particularly monetary policy analysis in
ways that must be far greater than John Taylor
could have hoped when he wrote his original article
in 1993. But we know central bank and the Fed has
never explicitly tied our monetary policy decisions
to any formula, including Taylor rules, but Taylor
rules, nonetheless, are ubiquitous in all of the work
that we do.”

Real Current GDP Output Inflation
Interest Rate Inflation above Potential Target
(R-star)m (Core PCE) (Out) 1z (1)

minus 144bps 4.60 0.30 2.00

Calc R-star + Core PCE +1/2 (Out) + 1/2 (T) = Taylor Rule's Fed Funds
(-1.45 +4.60) = 3.15 + (0.15) = 3.30 + (1.00) =4.30%
(1) R-Star - 5t. Louis Fed 1-Year Real Interest Rate
(2} Out - 12-month average of GDP (2.0%) minus Fed's June SEP GDF forecastfor YE22 (1.7%).

Quote Source: Jerome Powell, Interview: Cato Institute Monetary
Conference, 9/8/22; Table, Source: Fed Unfiltered’s Pete Sullivan.

QT - In Sept, Runoff Increases to $95BN (from $47.5BN)

e “The following chart shows projections of future
maturities of Treasury securities held by the Fed
along with the monthly cap ... Proceeds from
maturing Treasury securities (light blue and light red
bars) in excess of the cap will continue to be
reinvested into new securities at U.S. Treasury
auctions.”

Figure 1: Projected SOMA Treasury Redemptions and Reinvestments
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Mote: The light red bars exceed the maturities of current Treasury bil holdings bacause the projection assumes that Treasury bills are
reinvested several times over the the chart

Source: Federal Reserve Bank of New York

e “The pace of the Fed’s agency MBS runoff going
forward is subject to significant uncertainty.
Prepayments of mortgages are likely to continue to
be driven primarily by the personal motivations of
mortgage holders, such as whether to move to a
new home, rather than by the ability to refinance at
a lower interest rate. New York Fed staff projections
indicate that agency MBS monthly principal
payments could range between $20 and $30 billion
over the next several months, and so would likely
not exceed the higher monthly cap that starts this
month. In this case, the Fed would cease
reinvestments and the reduction of SOMA agency

MBS holdings would be less than the $35BN cap.”
Source: NY Fed, Report: The “How and When” of the Fed’s Balance Sheet
Runoff, 9/8/22

“Quote of the Week
“I have been impressed with the urgency of doing.
Knowing is not enough; we must apply. Being willing
is not enough; we must do.
--- Leonardo da Vinci

e We are dedicated to reporting on the Federal Reserve Board and the 12 Districts.

e Instead of reading a third-party analysis, read exactly what the Fed says about rates and economic conditions.
e Search a growing database of Fed commentary and receive a Weekly Report outlining the week’s key info.
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Economic Indicators:
e GDP:-0.6% Q2 (2" Est.) (Fed’s Longer Run Rate 1.8%)

d Rk Core PCE Core PCE
o Q2 GDP (3" Estimate) to be released 9/29/22. 600 S EE— £eb 2022 S P
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o Q3 GDPNow estimate is +1.3% (posted 9/9/22). et ] 125 2o | 2o |2 Lﬁ"?i Lo 2.6%
500 [coreci 6.0% | 6.4% [ 6.5% | 6.2% | 6.0% | 5.9% | 5.9%
e CorePCE:4.6%July  (Fed's Avg. Inflation Target: 2.0%) v |son s oon [ 4 ot [

CPlis based on a survey of what households are buying.
PCE is based on surveys of what businesses are selling.

o Another great article about CPI/PCE: Cleveland 4.00
Fed, PCE and CPl Inflation: What's the

Bullard: "The PCE price index ... is derived from a broader index of prices than the

® 3.00 CPI's more narrow set of goods and services ... a more comprehensive index of
leference? 4/17/14' prices provides a better way to gauge underlying inflationary pressures. Because
the PCE includes mare goads and services, the index’s weights for particular items
o Da”as Fed's Trimmed Mean for July: 4.40%' 2.00 will differ from those in the CPI. For example, housing has a weight of about 16%
in the PCE price index versus 33% in CPL"
* Trims off the lower & upper data spikes. *another adantage ntracking the PCE i that the index’s weights ae updted
. meonthly, versus biennially for the current CPI. Thus, the PCE can quickly reflect the
(@] St LOU Fed 5yr Breakeven |nf|at|0n Rate: 2.52%. impact of new technology or an abrupt change in consumer spending patterns.”
. . . 0.00 James Bullard, Essay: Making Sense of Inflation Measures, 9/8/22
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o August’s Core PCE will be released 9/30/22. A G R S O A S
. ’ .
¢ Unemployment: 3.7% Aug (Fed’s Long Run Rate: 4.0%)
’ ’ .
o Sept’s unemployment #'s will be out 10/7/22.
Rates --- 2-Week Trends
10-Day 10-Day
Key Interest Rates 8/26/22 8/29/22 8f30/22  8f31/22 9/1/22 9f2/22 9/6/22 of7/22 of8f22 9f9/22 9/12/22 Average Change
Fed Funds Target Rate (FFTR) 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 2.50 0.00 0.00
Standing Repo Facility (SRF) 2.50 2.50 2.50 2.50 2.50 2,50 2.50 2.50 2.50 2.50 2.50 2.50 0.00 0.00
Interest on Reserve Balances (IORB) 2.40 2.40 2.40 2.40 2.40 2.40 2.40 2.40 2.40 2.40 2.40 2.40 0.00 0.00
Effective Fed Funds Rate (EFFR) 233 2.33 2.33 2.33 233 2.33 2.33 2.33 233 2.33 0.00 2.33 0.00 0.00
Overnight Reverse Repo Facility (ON RRP) 2.30 2,30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 2.30 0.00 0.00
Fed's Balance Sheet [Total Assets in Millions) B,851,436 8,851,436  B,851,436 8,826,093 8,826,093 8,826,093 8,826,093 8822401 BB22401 B.822401 8.B22401 2531882 2,261 | 29,035
BSBY - Overnight 2,339 2.341 2,336 2.337 2,340 2.341 2.341 2.345 2.348 2.346 2.345 2.342 ‘ 0.003 ‘ 0.003
BSBY - 1-month 2,396 2.406 2.403 2.433 2451 2.504 2.518 2.343 2.576 2.644 2.655 2.513 ‘ 0.141 ‘ 0.249
SOFR - Overnight 2.280 2.280 2.290 2.290 2.250 2.290 2.290 2.280 2.280 2.280 0.000 2.285 ‘ (0.005) 0.000
SOFR - 30-Day Average 2.258 2.283 2.284 2.284 2.285 2.284 2.285 2.285 2.285 2.285 2.285 2.285 0.000 ' 0.002
ISOFR - Term Rate - 1-Month {CME Term SOFR) 2.459 2.455 2.512 2.522 2.585 2.624 2.654 2.683 2.748 2.779 2.806 2.638 ' 0.168 ' 0.351
US Treasury - 3-Month 2.89 2.97 2.97 2.96 2,97 294 3.04 3.07 3.00 3.08 3.17 3.02 ‘ 0.15 ‘ 0.20
US Treasury - 2-Year 3.37 3.42 3.46 3.45 3.51 3.40 3.30 3.45 3.48 3.56 3.8 3.48 ‘ 0.10 ‘ 0.16
US Treasury - 10-Year 3.04 3.12 3.11 3.15 3.26 3.20 3.33 3.27 3.29 3.33 3.37 3.24 ‘ 0.13 ‘ 0.25
US Treasury - 20-Year 3.44 3.50 3.49 3.53 3.64 3.61 3.74 3.67 3.69 3.71 3.76 3.63 ‘ 0.13 ‘ 0.26
3-Month / 10-year Treasury Yield Curve Spread :
. N . 0.15 0.15 0.14 0.19 0.29 0.26 0.29 0.20 0.23 0.25 0.20 0.22 * (0.02) ‘ 0.05
{10yr minus 3mo Treasury) (30yr historical avg: 1.68)
2-Vear/ 10-year Treasury Yield Curve Spread 0.33 0.30 0.35 0.30 0.25 0.20 0.17, 0.18 0.19 0.23 0.21 0.24, ' 0.03 ' 0.09
(10yr minus 2yr Treasury) (30yr historical avg: 1.14) (0.32] (0-20] 10-35) 10-30) (0.25) (0.20] 10-17) 10-18) (0.15] 0.23) 0-21) 10-24) ) )

Rates — The 2yr is up 35bps over the Last 30-Days — Highest Since Jan 2008 — What will the Future Bring?

10-year Treasury, 2-year Treasury, Fed Funds Fed Funds / 2yr T
Fed Funds Target Rate  ===Treasury 2-year ~====Core PCE
Treasury 2yr Treasury 10yr Fed Fund Target [, Core PCE
2.00 2y - Quick Facts: 9/12/22 6.00 . . . Feb 2022 || Core PCE
" 3) Over the last 30-days, the 2yr is up 35bps. 3.58% John Williams, Interview: W) Live Q8A, 8/30/22 5.3% || july 2022
350 ) Thelast time the 2yr was in the 3,58% neighborhood - January 2008, Begarding the Neutral Rate: "A typical estimate of 4.6%

5.0 thatis say something like is a half a percent. And
so if you add 2% inflation, that would be the two
and half that you see discussed as a longer run

4.00 neutral nominal interest rate because the Fed's
target is 2% inflation.”

) If the 2yr continues to respond to the Fed's "forward guidance”,
3.00 the 2yr could reach 4.00% or 4.25% by YE.
: 4.00% - Fed Funds Restrictive Stance
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2.5% - Neutral Rate
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Inflation Target - 2.0%

Sept SEP will be out Next Week

1.00 "
Next Up: Loo In the Fed's June SEP, the Fed was expecting 2yr Treasury
050 1) CPI Report - Tuesday Morning. 3 Core PCErto decrease to 4.3% by YE and Fed 9/12/22
. 2) FOMC - Sept 215t. Funds to increase to 3.4% by YE. ppay
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Interesting Reads that didn’t make the Report:
e St. Louis Fed: Demand-Supply imbalance during the COVID-19 pandemic, The role of fiscal policy, 9/2/22
e James Bullard, Essay: Making Sense of Inflation Measures, 9/8/22
e Christopher Waller, Speech: The Economic Outlook: Time to Let the Data Do the Talking, 9/9/22
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