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Fed Interest Rate Projections Increased 

 As expected the FOMC continued to taper its monthly asset purchases.  The final step down is anticipated in October.   

 The FOMC’s guidance that rates will remain on hold for a “considerable time” after asset purchases end was maintained.   

 The median projections for the Fed funds rate were lifted.  The median for 2015 is now 1.375% and for 2016 is 2.875%.    

Tapering to end soon.  Minor tweaks to the economic assessment.   

As widely expected the US FOMC tapered the pace of its monthly asset 
purchases by US$10bn to US$15bn per month.  According to the FOMC, 
should the economic outlook hold the current asset purchase program 
will end at the “next meeting” in late October.   

In terms of the economic assessment, there were modest changes made 
by the FOMC.  The US economy was described as “expanding at a 
moderate pace”, while labour market conditions were viewed as having 
“improved somewhat further”.  That said, the Fed reiterated that “there 
remains significant underutilization of labour resources”.  Post the softer 
August US CPI data, which showed annual inflation now running at 
1.7%pa, it was unsurprising that the FOMC tempered its language on 
inflation (chart 1).  The FOMC now views consumer price inflation as 
“running below the committee’s longer-run objective”.  This compares to 
“moved somewhat closer” at the July meeting.   

Forward guidance maintained.  But dissenting voice rising.   

Market interest leading into the FOMC meeting was squarely focused on 
whether the FOMC would alter its forward guidance on interest rates.  In 
the end the FOMC held firm and reiterated that it will “likely be 
appropriate to maintain” the current fed funds target rate for a 
“considerable time after the asset purchase program ends”.  In the follow 
up press conference Fed Chair Yellen stressed that “considerable time” 
wasn’t a form of calendar-based guidance and there was no mechanical 
interpretation, but rather it is “highly conditional and it is linked to the 
committee’s assessment of the economy”.   

Notably, the dissenting voice on the FOMC increased slightly in 
September.  Richard Fisher and Charles Plosser voted against the 
September monetary policy action.  In July, only Plosser had dissented.  
According to Fisher, the outlook for the US economy, and “continued 
signs of financial market excess” warranted an earlier reduction in 
monetary accommodation than suggested by the forward guidance.  
Plosser retained his view that the current forward guidance on interest 
rates was effectively time dependent and did not reflect the economic 
progress made in the US.   

Joining the dots 

The US FOMC updated its economic projections at the September 
meeting.  Interest remains on the “dot chart” of the FOMC’s projections 
for the fed funds rate.  In line with the trend over recent forecasting 
rounds, the median projections of the FOMC for the fed funds rate in 
2015 and 2016 were lifted (chart 2).  The median projection for 2015 is 
now 1.375% (previous 1.13%), for 2016 it is now 2.875% (previous 2.5%) 
and for 2017 it is 3.75%.  The 2017 median forecast is in line with the  

 

  

  

 

0.5

1.5

2.5

3.5

0.5

1.5

2.5

3.5

Jan-02 Jan-05 Jan-08 Jan-11 Jan-14

US CORE INFLATION
% %

Core CPI

Core PCE 

2% goal

QE Introduced
(Nov 2008)

0

1

2

3

4

5

2013 2014 2015 2016 2017 Longer run

FOMC'S FUNDS RATE PREDICTION
(prediction of the median FOMC, yr end)

%
Prediction from
Mar '14 meeting

Prediction from
June'14 meeting

Prediction from
Sep'14 meeting

0

1

2

3

4

5

0

1

2

3

4

5

Jan-15 Sep-15 May-16 Jan-17 Sep-17

30-DAY FED FUNDS FUTURES CURVE
% %

Market Pricing as 
at 17 Sep '14

Sep '14 Median 
FOMC Forecasts

Sep '14 High FOMC 
Forecasts

Sep '14 Low 
FOMC Forecasts



   

Global Markets Research | International Economics: Selected Issues 

 

 

2 
 

FOMC’s long run estimate.  Significantly, the FOMC’s median projections 
continue to run substantially above market expectations implied by the 
futures curve (charts 3 and 4).   

Nevertheless, as is normally the case Fed Chair Yellen looked to 
downplay the significance of the projections in the press conference by 
stating that the adjustments were “quite modest”.  And that the “dots” 
don’t show members “uncertainty on forecasts”.   

In terms of the macroeconomic projections, there were no significant 
adjustments.  The central forecast for US GDP growth in 2014 and 2015 
is now 2.1 and 2.8% respectively.  This is down from 2.2% and 3.1%.  
Longer-term growth projections were left relatively unchanged, with the 
US economy expected to grow by 2.75% in 2016 and 2.4% in 2017.  The 
2017 forecast is slightly above the FOMC’s longer run estimate of 2.15%.   

The US unemployment rate projections were revised slightly lower.  The 
US unemployment rate, currently sitting at 6.1%, is forecast to ease down 
to 5.5% in 2015, and then onto 5.1% by 2017.  If realised, this would see 
the US unemployment rate dip below the FOMC’s longer run goal for the 
unemployment rate (5.2-5.5%) (chart 5).   

The normalisation road map  

With asset purchase tapering close to completion and the turning point in 
the Fed’s monetary policy cycle approaching, focus on the Fed’s 
monetary policy normalisation process is growing.  On this front, the 
FOMC released a supplementary document that outlined its “policy 
normalisation principles and plans”.   

The FOMC stipulated that the recent discussion on the topic of 
normalisation is part of its “prudent planning” and did not imply it “will 
necessarily begin soon”.  According to the FOMC, many of the 
normalisation principles adopted in mid-2011 remain applicable.  
However, in light of changes to the System Open Market Account 
(SOMC) portfolio in recent years and other enhancements in the tools 
available to the FOMC, some adjustment to the previous guide may be 
necessary.   

All but one member of the FOMC agreed on the following key elements 
of the approach intended to be taken when monetary policy normalisation 
was deemed appropriate:   

(a) When less policy accommodation is warranted, the FOMC will 
raise the “target range” for the funds rate.  During normalisation, 
the Fed intends to move the funds rate into the target range 
“primarily by adjusting the interest rate it pays on excess reserve 
balances” (IOER).   

(b) The Fed also intends to use an overnight reverse repurchase 
agreement facility and other supplementary tools to help control 
the federal funds rate.  In our view, this is designed to keep the 
effective fed funds rate from falling too far below the IOER rate.   

(c) The size of the Fed’s balance sheet will be reduced in a “gradual 
and predictable” manner, primarily by ceasing to reinvest 
repayments of principal on securities.  The FOMC expects to 
“cease or commence phasing out reinvestments” after it beings 
to raise the target range for the federal funds rate.  Selling of 
Mortgage Back-Securities is not anticipated to be part of the 
normalisation process.  But should limited sales be warranted in 
the longer run, such sales would be communicated in advance.   
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prospectus under section 2 and the Seventeenth Schedule of the Companies Ordinance (Cap. 32 of the Laws of Hong Kong) (“Companies Ordinance”) pursuant to the 
exemptions for offers in respect of which the minimum consideration payable by any person is not less than HK$500,000 or its equivalent in another currency.  Neither 
this document nor any part of it is, and under no circumstances are they to be construed as, a prospectus (as defined in the Companies Ordinance) or an advertisement 
of securities in Hong Kong.  The products have not been, nor will they be, qualified for sale to the public under applicable Hong Kong securities laws except on a basis 
that is exempt from the prospectus requirements of those securities laws. 

Minimum Investment Amount for Hong Kong Investors: HK$500,000 
 
In Hong Kong for Equities: This document is distributed in Hong Kong by, and is attributed to, Commonwealth Bank of Australia, Hong Kong Branch (“CBAHK”), which 
is a registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated activities 
under the Securities and Futures Ordinance. Investors should understand the risks in investments and that prices do go up as well as down, and in some cases may 
even become worthless. If you have any queries concerning this document, please contact CBAHK’s registered representative, James Barratt (T. +612 9117 0109 and 
E. james.barratt@cba.com.au). 
 
In the USA for products other than Equities:   
 
The Bank is authorized to maintain a Federal branch by the Office of the Comptroller of the Currency.  
This document is made available for informational purposes only.  The products described herein are not available to retail investors. NONE OF THE PRODUCTS 
DESCRIBED ARE  DEPOSITS THAT ARE COVERED BY FDIC INSURANCE.  
This product is not suitable for investment by counterparties that are not “eligible contract participants” as defined in the U.S. Commodity Exchange Act (“CEA”) and the 
regulations adopted thereunder; or (ii) entities that have any investors who are not “eligible contract participants.”  Each hedge fund or other investment vehicle that 
purchases the products must be operated by a registered commodity pool operator as defined under the CEA and the regulations adopted thereunder or a person who 
has qualified as being exempt from such registration requirement. CBA cannot execute swaps with any US person unless our counterparty has adhered to the ISDA 
Dodd Frank protocol.  
 
This report was prepared, approved and published by Global Markets Research, a division of Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (the 
“Bank”) and is distributed in the United States by the Bank’s New York Branch and its Houston Loan Production Office.  If you would like to speak to someone regarding 
securities related products, please contact Commonwealth Australia Securities LLC (the “U.S. Broker–Dealer”), a broker–dealer registered under the U.S. Securities 
Exchange Act of 1934 (the “Exchange Act”) and a member of the Financial Industry Regulatory Authority (“FINRA”) at 1 (212) 336-7737. The information contained 
herein is not intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Investments and strategies are discussed in 
this report only in general terms and not with respect to any particular security or securities transaction, and any specific investments may entail significant risks 
including exchange rate risk, interest rate risk, credit risk and prepayment risk among others. There also may be risks relating to lack of liquidity, volatility of returns and 
lack of certain valuation and pricing information. International investing entails risks that may be presented by economic uncertainties of foreign countries as well as the 
risk of currency fluctuations. Investors interested in the strategies or concepts described in this report should consult their tax, legal or other adviser, as appropriate. This 
report is not intended to provide information on specific securities. The Bank’s New York Branch and its Houston Loan Production Office provides its clients access to 
various products and services available through the Bank and its affiliates.  
 
In the United States, U.S. brokerage products and services are provided solely by or through the U.S. Broker-Dealer.  The U.S. Broker-Dealer is a wholly-owned, but 
non-guaranteed, subsidiary of the Bank, organized under the laws of the State of Delaware, U.S., with limited liability. The U.S. Broker-Dealer is not authorized to 
engage in the underwriting of securities and does not make markets or otherwise engage in any trading in the securities of the subject companies described in our 
research reports.  
 
All Investors:  
 
All investors: Analyst Certification and Disclaimer: Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that 
with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those 
securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by 
that research analyst in the report. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 

http://www.research.commbank.com.au/


   

Global Markets Research | International Economics: Selected Issues 

 

 

4 
 

constituencies for the purpose of gathering, synthesizing, and interpreting market information. Directors or employees of the Group may serve or may have served as 
officers or directors of the subject company of this report. The compensation of analysts who prepared this report is determined exclusively by research management 
and senior management (not including investment banking). 
 
Unless agreed separately, we do not charge any fees for any information provided in this presentation. You may be charged fees in relation to the financial products or 
other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS). Our employees 
receive a salary and do not receive any commissions or fees. However, they may be eligible for a bonus payment from us based on a number of factors relating to their 
overall performance during the year. These factors include the level of revenue they generate, meeting client service standards and reaching individual sales portfolio 
targets. Our employees may also receive benefits such as tickets to sporting and cultural events, corporate promotional merchandise and other similar benefits. If you 
have a complaint, the Bank’s dispute resolution process can be accessed in Australia on phone number 132221 or internationally 61 2 98417000. 
 
Unless otherwise noted, all data is sourced from Australian Bureau of Statistics material (www.abs.gov.au). 



   

Global Markets Research | International Economics: Selected Issues 

 

 

5 
 

Research 

Commodities Telephone Email Address 

Lachlan Shaw 

Vivek Dhar 

Mining & Energy Commodities 

Mining & Energy Commodities 

 

+613 9675 8618 

+613 9675 6183 

 

lachlan.shaw@cba.com.au 

vivek.dhar@cba.com.au 

 

Economics Telephone Email Address 

Michael Blythe  

Michael Workman 

John Peters 

Gareth Aird 

Diana Mousina 

Chief Economist 

Senior Economist 

Senior Economist 

Economist 

Economist 

+612 9118 1101 

+612 9118 1019 

+612 9117 0112 

+612 9118 1100 

+612 9118 6394 

michael.blythe@cba.com.au 

michael.workman@cba.com.au 

john.peters@cba.com.au 

gareth.aird@cba.com.au  

diana.mousina@cba.com.au 

 

Fixed Income Telephone Email Address 

Adam Donaldson 

Scott Rundell 

Philip Brown 

Alex Stanley 

Tariq Chotani 

Tally Dewan 

Kevin Ward 

Head of Fixed Income Strategy 

Chief Credit Strategist 

Senior Fixed Income Strategist 

Fixed Income Strategist 

Credit Strategist 

Securitisation Analyst 

Quantitative Analyst 

+612 9118 1095 

+612 9303 1577 

+612 9118 1090 

+44 20 7710 6994 

+612 9280 8058 

+612 9118 1105 

+612 9118 1960 

adam.donaldson@cba.com.au 

scott.rundell@cba.com.au 

philip.brown@cba.com.au 

alex.stanley@cba.com.au 

tariq.chotani@cba.com.au 

tally.dewan@cba.com.au 

kevin.ward@cba.com.au 

 

Foreign Exchange, Interest Rates and International Economics Telephone Email Address 

Richard Grace 

Jarrod Kerr 

Elias Haddad 

Joseph Capurso 

Peter Dragicevich 

Andy Ji 

 

Chief Currency & Rates Strategist, Head of International Economics 

Senior Interest Rate Strategist 

Senior Currency Strategist 

Senior Currency Strategist 

Senior Currency & Rates Strategist 

Asian Currency Strategist 

 

+612 9117 0080 

+612 9303 1766 

+612 9118 1107 

+612 9118 1106 

+44 20 7710 5603 

+65 6349 7056 

 

richard.grace@cba.com.au 

jarrod.kerr@cba.com.au 

elias.haddad@cba.com.au 

joseph.capurso@cba.com.au 

peter.dragicevich@cba.com.au 

andy.ji@cba.com.au 

 

Delivery Channels & Publications Telephone Email Address 

Monica Eley 

Ai-Quynh Mac 

Internet/Intranet 

Information Services 

+612 9118 1097 

+612 9118 1102 

monica.eley@cba.com.au  

maca@cba.com.au 

 

New Zealand Telephone Email Address 

Nick Tuffley 

Nathan Penny 

Christina Leung 

Chris Tennent-Brown 

 

ASB Chief Economist 

Rural Economist 

Economist 

Economist 

 

+649 301 5659 

+649 448 8778 

+649 301 5661 

+649 301 5660 

 

nick.tuffley@asb.co.nz  

nathan.penny@asb.co.nz 

christina.leung@asb.co.nz 

chris.tennent-brown@asb.co.nz 

 

Sales 

Institutional Telephone Equities Telephone 

Syd FX 

 

 Fixed Income 

 Japan Desk 

Melb 

 

 

 

Lon FX 

 Debt & Derivatives 

 Credit 

HK 

Sing 

NY 

+612 9117 0190 

+612 9117 0341 

+612 9117 0020 

+612 9117 0025 

+613 9675 6815 

+613 9675 7495 

+613 9675 6618 

+613 9675 7757 

+44 20 7329 6266 

+44 20 7329 6444 

+44 20 7329 6609 

+852 2844 7539 

+65 6349 7074 

+1212 336 7750 

Syd 

Asia 

Lon/Eu 

NY 

+612 9118 1446 

+613 9675 6967 

+44 20 7710 3573 

+1212 336 7749 

 

Corporate Telephone 

NSW 

VIC 

SA/NT 

WA 

QLD 

NZ 

Metals Desk 

Agri Desk 

+612 9117 0377 

+612 9675 7737 

+618 8463 9011 

+618 9215 8201 

+617 3015 4525 

+64 9375 5738 

+612 9117 0069 

+612 9117 0145 
  

 

 

mailto:vivek.dhar@cba.com.au
mailto:john.peters@cba.com.au
mailto:adam.donaldson@cba.com.au
mailto:philip.brown@cba.com.au
mailto:richard.grace@cba.com.au
mailto:andy.ji@cba.com.au
mailto:monica.eley@cba.com.au
mailto:nick.tuffley@asb.co.nz
mailto:christina.leung@asb.co.nz

