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 Sequester approved through FY2013, 

still a chance to change the automatic 

spending cuts set for the next decade 

 Budget negotiations in the works, with a 

September 30th deadline 

 Debt ceiling suspension expires May 

19th, but Treasury can manage to pay off 

debts until September 

What comes next? Another summer of 

increasing policy uncertainty and no 

“grand bargain” deal 

 



 Fed remains committed to current pace 

of asset purchase ($85bn) with strong 

emphasis on clear communication 

guidance and transparency of policy 

 “The Committee is prepared to increase 

or reduce the pace of its purchases to 

maintain appropriate policy 

accommodation as the outlook for the 

labor market or inflation changes” 

 Fed funds will remain near-zero until 

after the unemployment rate hits 6.5%, 

assuming that inflation is also under 

control 

 Jeffrey Lacker, May 3rd: 

 “The benefit-cost trade-off associated with further monetary 

stimulus does not look promising.” 

 Growth “appears as if it’s limited, in large part, by structural factors 

that monetary policy is not capable of offsetting. This is why I 

do not support the current asset-purchase program.” 

 Charles Plosser, May 14th:  

 “I believe that labor market conditions warrant scaling back the 

pace of purchases as soon as our next meeting. Moreover, 

unless we see a significant reversal in current trends that 

jeopardizes my forecast of near 7 percent unemployment rate by 

the end of this year, then I anticipate that we could end the 

program before year-end.” 

 “Should inflation expectations begin to fall, we might need to take 

action to defend our inflation goal, but at this point, I do not see 

inflation or deflation as a serious threat in the near term. However, I 

do believe that our extraordinary level of monetary 

accommodation will have to be scaled back, perhaps more 

aggressively than some think, to ensure that inflation over the 

medium term remains consistent with our target.” 

  



• Current data supports a healthy credit market. 

There are no data points that underlie 

overheating given below historical average loan 

growth, strong diversification, and underlying 

consumer credit trends such as higher net worth 

and lower leverage ratios. 

• Over the medium-run, it is less clear how the 

Fed will proceed. 

• Still, our QE3 expectations remain unchanged: 

May  

2013 

Current pace: 

$40bn MBS 

$45 Treasuries 

1Q14 

End QE3 

September/October 

2013 

Scale back 

purchases: 

$20bn MBS 

$25 Treasuries 
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