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The Fed’s ‘Learning Mode’ Leaves the Door Open 

to a Policy Pivot  

 FOMC signals no hikes for at least 30 months... 

 ...but holds off putting that in writing...  

 ...while taking asset purchases a month at a time... 

 ...instead of committing to QE parameters 

 Risk is amplified around Sept–Dec meetings  
 

Broad communications met our expectations while nevertheless amplifying 

question marks that are hanging over next steps in subsequent meetings such as 

in September and December. For now, nothing really changed in terms of the 

policy stance or guidance other than to update forecasts that are taken with a 

grain of salt. A volatile market reaction ended with stocks a touch lower, the 

Treasury curve flatter and the USD little changed. Whatever the immediate 

reaction, the risk trade did not get incremental support from the Fed today and it 

may be worth monitoring how markets further assess the communications. 

The broad suite of communications indicates that the Fed is saying to markets 

that before it does anything else, it wants to see developments over the next few 

months. For now, they won’t commit to strengthened forward rate guidance or 

yield curve controls or strengthened asset purchase parameters that will continue 

to be assessed on a rolling month-by-month basis. Indeed, Powell explained that 

"The next few months will be very important to understand what we'll see" and 

went on to note that if the COVID-19 disease remains under control, then the 

expansion will build over time, presumably sans additional Fed supports.  

The only form of guidance that was provided came through forecasts—that Powell 

always tends to downplay—and a revised dot plot—that is also usually 

downplayed by Powell and that has not tended to perform terribly well over time. 

The FOMC is demonstrating a lack of conviction toward its forecasts by stopping 

short of translating them into incremental codified action now. 

As a result, a noncommittal FOMC may be setting us up for a potential policy pivot 

in either direction into the September or December meetings. The overall 

guidance—or more appropriately, lack of guidance—that was provided today 

leaves the door wide open for incoming data, COVID-19 and market 

developments to either drive strengthened rate and purchase guidance this Fall or 

to potentially begin the process of stepping back from market supports if an 

improving economy takes over from the Fed.  

FORECASTS SAY ACT, BUT POWELL’S LIPS DID NOT 

I thought the best line of questioning in the press conference was focused upon 

why the FOMC is not prepared to do anything more concrete at this point if it 

really projects a large and persistent output gap over the years ahead with high 

unemployment and sub-target inflation. Powell’s answers revealed a bias as 

follows: 

 that policy is well positioned to support the economy at this point in time and 

that all of the Fed’s tools are in use in a strong way.  
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 The Fed is in watch mode as he stated bluntly that “Now we're waiting. Nonfarm was a big surprise and is a good example of 

the uncertainty.”  

 The FOMC will learn more 'over the coming months' and is generally ‘in learning mode’ which matches to his purchase 

guidance.  

 Powell also downplayed the Fed's ability to move inflation up which may further inform an unwillingness to go further.  

 Powell revealed his bias is that “ultimately we do see a full recovery over time” and that “we could see significant job growth 

over coming months.” 

 This could help to alleviate concern about long-term damage from through extended periods of unemployment and business 

bankruptcies. Powell noted that with efforts to “keep people in their homes and keep them supported while out of work” it was 

“way too early to change longer run forecasts.” 

POLICY RATE GUIDANCE 

In terms of policy rate guidance, markets are left to rely upon the shaky dot plot that has not tended to perform well over time and 

that has been repeatedly downplayed by the Fed chair. The statement itself left rate guidance unchanged by noting that the 0–

0.25% target range will be maintained by the FOMC “until it is confident that the economy has weathered recent events and is on 

track to achieve its maximum employment and price stability goals.”  

The ‘dot plot’ of committee expectations showed a unanimous hold this year and next year followed by only two FOMC members 

showing at least one hike in 2022 and an unchanged long-run neutral rate of 2.5%. Chart 1 compares this new plot to market 

expectations and our forecast for no rate changes. That said, five FOMC members wanted to lower the neutral rate, three wanted 

to raise it and the balance was carried by the eight who preferred to leave it alone. 

Perhaps the best one-line in the presser may have come when Powell stated “We’re not even thinking about thinking about raising 

rates.”  

YIELD CURVE CONTROL 

Chair Powell appeared to downplay yield curve targeting in the press conference. He indicated that they have reviewed the 

international experience but they are unsure about “whether these tools would complement our existing ones.” During the press 

conference, Powell emphasized the high degree of uncertainty surrounding projections which may help to explain the FOMC’s 

hesitation to embrace stronger rate guidance and yield curve controls. 

ASSET PURCHASE GUIDANCE 

Asset purchase guidance was mildly strengthened to how “over coming months, the Federal Reserve will increase its holdings of 

Treasury securities and agency residential and commercial mortgage-backed securities at least at the current pace to sustain 

smooth market functioning, thereby fostering the effective transmission of monetary policy to broader financial conditions.” The 

strengthening comes in terms of “coming months” and “at least”. 

The NY Fed statement said that purchase amounts would be announced each month around the 9th business day of each month 

and a tentative schedule of purchase operations will be announced twice a month.  

The accompanying statement from the NY Fed simply spelled out that the goal of maintaining the 'current pace' of buying is the 

equivalent of $80B per month for Treasuries while the FOMC statement did not add any guidance on program size or the duration 

of purchases. That doesn’t really build on previous purchase guidance. 

The same is true for MBS purchases as the NY Fed statement simply spelled out that the ‘current pace’ is US$40B per month and 

the FOMC statement did not spell out duration or size. Again, don’t mistake spelling out the recent purchase size as overall QE 

program guidance. 
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MACRO FORECASTS 

The median economic projections from Federal Reserve Board members and Fed presidents are summarized alongside our 

estimates and consensus forecasts in the table on page 4. 

 GDP growth: GDP estimates were fairly narrow in range considering the uncertainty within the H2 recovery period. 

Yet the median estimated drop of 6.5% y/y in 2020 on the standard q4/q4 basis is considerably larger than the 2.5% y/y drop 

we have forecasted. The majority see a continued recovery moving forward, with 5% growth in 2021 and 3.5% in 2022. Long 

term growth was knocked down a tenth from December’s projection to 1.8%.  

 Unemployment rate: The median unemployment estimate by the end of 2020 is 9.5%. This is expected to improve to 

6.5% and 5.5% over the following two years. The longer-term unemployment rate was unchanged from 4.1%.  

 Inflation: Inflation does not return to target over 2020–22 on either a PCE or core PCE basis. Both headline and core PCE 

were revised down considerably across the 2020 to 2022 forecast horizon. Core PCE estimate trending closer but persistently 

under the 2% target is consistent with federal funds estimates remaining at the effective lower bound through to the end of 

2022.  

POWELL DOWNPLAYED THE SURPRISE GAIN IN NONFARM PAYROLLS  

When asked whether the recent nonfarm payrolls surprise changed anything, Chair Powell downplayed its significance by saying it 

was welcome, but that the magnitude of losses still represents a steep hill to climb. Powell also referenced measurement problems 

in that the actual unemployment rate is likely three percentage points higher than reported. He went on to emphasize how the U-6 

measure of unemployment is the widest measure of labour slack and noted that it has tripled to 21% or 22 million additional people 

who've lost work (job or hours etc). Onto this, Powell observed that millions more could be added for miscoding (recall BLS 

warning on data quality) such that in all 22–24 million people need to get back to work. Powell’s message was that the latest jobs 

report is nice to see, but questions surround the reading and it is a small gain against the magnitude of the losses. 

STOCK MARKET BUBBLE? 

When asked about whether a stock market bubble exists, Chair Powell emphasized that the Fed targets broad financial conditions 

and wanted to restore broad market functioning. He reverted to emphasizing how the Fed’s principal focus is on the state of the 

economy, the labour market and inflation as per their legal mandate. He also noted that the banking sector is better capitalized and 

more liquid and well positioned to manage spillovers. 

The statement was unanimous. 

The statement is available here, the forecasts including dot plot are available here, the Federal Reserve’s implementation note is 

here and the New York Fed’s accompanying note is here.  

See the final page for a comparison of today’s statement with the last statement in April.   
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  Table 1 

Key US Macroeconomic Forecasts

Real GDP Forecasts — Q4 y/y % change

2020f 2021f 2022f Longer Run

June FOMC Projections -6.5 5.0 3.5 1.8

December FOMC Projections 2.0 1.9 1.8 1.9

May Bloomberg Survey Consensus -5.2

June Scotia Economics Forecast -2.5 4.9

Unemployment Rate Forecasts — Q4 EoP %

2020f 2021f 2022f Longer Run

June FOMC Projections 9.3 6.5 5.5 4.1

December FOMC Projections 3.5 3.6 3.7 4.1

May Bloomberg Survey 10.3

June Scotia Economics Forecast 10.2 5.4

Personal Consumption Expenditure (PCE) Forecasts — Q4 y/y % change

2020f 2021f 2022f Longer Run

June FOMC Projections 0.8 1.6 1.7 2.0

December FOMC Projections 1.9 2.0 2.0 2.0

May Bloomberg Survey Consensus 0.5

June Scotia Economics Forecast 0.5 2.4

Core PCE Forecasts — Q4 y/y % change

2020f 2021f 2022f

June FOMC Projections 1.0 1.5 1.7

December FOMC Projections 1.9 2.0 2.0

May Bloomberg Survey Consensus 1.0

June Scotia Economics Forecast 1.0 2.1

Federal Funds Mid-Point Forecast — Q4 EoP %

2020f 2021f 2022f Longer Run

June FOMC Projections 0.1 0.1 0.1 2.5

December FOMC Projections 1.6 1.9 2.1 2.5

May Bloomberg Survey Consensus 0.125

June Scotia Economics Forecast 0.125 0.125

Sources: Scotiabank Economics, Bloomberg, US Federal Reserve.
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RELEASE DATE: JUNE 10, 2020 

The Federal Reserve is committed to using its full range of tools 

to support the U.S. economy in this challenging time, thereby 

promoting its maximum employment and price stability goals. 

The coronavirus outbreak is causing tremendous human and 

economic hardship across the United States and around the world. 

The virus and the measures taken to protect public health have 

induced sharp declines in economic activity and a surge in job 

losses. Weaker demand and significantly lower oil prices are holding 

down consumer price inflation. Financial conditions have improved, 

in part reflecting policy measures to support the economy and 

the flow of credit to U.S. households and businesses. 

The ongoing public health crisis will weigh heavily on economic 

activity, employment, and inflation in the near term, and poses 

considerable risks to the economic outlook over the medium term. In 

light of these developments, the Committee decided to maintain the 

target range for the federal funds rate at 0 to 1/4 percent. The 

Committee expects to maintain this target range until it is confident 

that the economy has weathered recent events and is on track to 

achieve its maximum employment and price stability goals. 

The Committee will continue to monitor the implications of 

incoming information for the economic outlook, including information 

related to public health, as well as global developments and muted 

inflation pressures, and will use its tools and act as appropriate to 

support the economy. In determining the timing and size of future 

adjustments to the stance of monetary policy, the Committee will 

assess realized and expected economic conditions relative to its 

maximum employment objective and its symmetric 2 percent inflation 

objective. This assessment will take into account a wide range of 

information, including measures of labor market conditions, 

indicators of inflation pressures and inflation expectations, and 

readings on financial and international developments. 

To support the flow of credit to households and businesses, 

over coming months the Federal Reserve will increase its 

holdings of Treasury securities and agency residential and 

commercial mortgage-backed securities at least at the current 

pace to sustain smooth market functioning, thereby fostering 

effective transmission of monetary policy to broader financial 

conditions. In addition, the Open Market Desk will continue to offer 

large-scale overnight and term repurchase agreement operations. 

The Committee will closely monitor developments and is prepared to 

adjust its plans as appropriate. 

Voting for the monetary policy action were Jerome H. Powell, 

Chair; John C. Williams, Vice Chair; Michelle W. Bowman; Lael 

Brainard; Richard H. Clarida; Patrick Harker; Robert S. Kaplan; Neel 

Kashkari; Loretta J. Mester; and Randal K. Quarles. 

 

RELEASE DATE: APRIL 29, 2020 

The Federal Reserve is committed to using its full range of tools 

to support the U.S. economy in this challenging time, thereby 

promoting its maximum employment and price stability goals.  

The coronavirus outbreak is causing tremendous human and 

economic hardship across the United States and around the world. 

The virus and the measures taken to protect public health are 

inducing sharp declines in economic activity and a surge in job 

losses. Weaker demand and significantly lower oil prices are holding 

down consumer price inflation. The disruptions to economic activity 

here and abroad have significantly affected financial conditions 

and have impaired the flow of credit to U.S. households and 

businesses.  

The ongoing public health crisis will weigh heavily on economic 

activity, employment, and inflation in the near term, and poses 

considerable risks to the economic outlook over the medium term. In 

light of these developments, the Committee decided to maintain the 

target range for the federal funds rate at 0 to 1/4 percent.  

The Committee expects to maintain this target range until it is 

confident that the economy has weathered recent events and is on 

track to achieve its maximum employment and price stability goals. 

The Committee will continue to monitor the implications of incoming 

information for the economic outlook, including information related to 

public health, as well as global developments and muted inflation 

pressures, and will use its tools and act as appropriate to support the 

economy. In determining the timing and size of future adjustments to 

the stance of monetary policy, the Committee will assess realized 

and expected economic conditions relative to its maximum 

employment objective and its symmetric 2 percent inflation objective. 

This assessment will take into account a wide range of information, 

including measures of labor market conditions, indicators of inflation 

pressures and inflation expectations, and readings on financial and 

international developments.  

To support the flow of credit to households and businesses, the 

Federal Reserve will continue to purchase Treasury securities and 

agency residential and commercial mortgage-backed securities 

in the amounts needed to support smooth market functioning, 

thereby fostering effective transmission of monetary policy to 

broader financial conditions. In addition, the Open Market Desk 

will continue to offer large-scale overnight and term repurchase 

agreement operations. The Committee will closely monitor market 

conditions and is prepared to adjust its plans as appropriate.  

Voting for the monetary policy action were Jerome H. Powell, 

Chair; John C. Williams, Vice Chair; Michelle W. Bowman; Lael 

Brainard; Richard H. Clarida; Patrick Harker; Robert S. Kaplan; Neel 

Kashkari; Loretta J. Mester; and Randal K. Quarles.  
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