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Overview 

PCE & Nonresidential Investment 
YoY SAAR % Change 

Real GDP & Monthly Activity Index 
4Q % Change 

Better-than-expected short-term data suggest a pickup in growth, but 
major contributors remain below historical expansionary trends 
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GDP 

Risks to GDP Growth in 2014  
Annual % Change 

Budget deal: 

+0.2% 

Confidence boost/ 

NRI rebound:  

+0.5% 

Stronger global 

demand:  

+0.2% 

Slower global 

demand:  

-0.2% 
Fed/financial 

volatility:  

-0.3% 

Baseline 

Oct ‘13 

Baseline 

Jan ‘14 
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Monetary Policy 

 
 

Finally, the Tapering Announcement 

 FOMC decision to reduce QE3 based on: 

 Lower risk of “disruptive political 
impasse” 

 Declining marginal efficacy of QE3 

 Data driven, and no “preset course” 

Misaligned Forward Guidance? 

 FOMC expects UR to hit 6.5% in 2014, 
but pushed back the expected path of the 
fed funds rate 

 No change in thresholds, though a few 
favored drop to 6.0% UR 

 Most members prefer a later rate hike to 
avoid premature policy tightening 

FOMC Minutes: December 17th -18th Meeting 
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Monetary Policy 

Federal Funds Rate, Baseline 
% 

FOMC LSAP Scale-Down Announcements 
US$ bn & FOMC Meeting Dates 
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Monetary Policy 
Expectations for Monetary Policy Accommodation

Balance Sheet 

Measured steps of 
$10bn reduction 
of LSAP until 
4Q14 

Adjust reinvestment 
policy 

Holding to maturity 
No reinvestment 

Return to around 8% of 
GDP 

Fed Funds Rate No change No change 
First rate hike in 
3Q15 

Round 4.0% by 2019 

Communication 

Underplay 
importance of 
thresholds and 
gain flexibility on 
forward guidance 

Discuss timing of 
policy firming and 
adjust thresholds  

Eliminate thresholds 
Focus on pace of 
tightening 

Focus on pace of 
tightening 
 

Additional Tools 
Continue testing 
and adjusting size 
of tools 

Design road map  Leverage on IOER Full use of tools 



Baseline Scenario 
Upward bias to 2014 growth 

2011 2012 2013 2014 2015 2016 2017 2018 

GDP new 1.8 2.8 1.8 2.5 2.5 2.8 2.8 2.9 

old 1.8 2.8 1.6 2.3 2.5 2.8 2.8 -- 

CPI new 3.1 2.1 1.5 2.3 2.4 2.4 2.5 2.5 

old 3.1 2.1 1.7 2.2 2.4 2.4 2.6 -- 

Core new 1.7 2.1 1.8 2.0 2.3 2.4 2.5 2.5 

old 1.7 2.1 1.8 2.0 2.1 2.3 2.6 -- 

Fed new 0.25 0.25 0.25 0.25 0.50 1.50 2.50 3.25 

 [eop]     
old 

0.25 0.25 0.25 0.25 0.50 1.50 2.50 -- 

* Old as presented in 4Q13 MC Quarterly Revision 



Downside Risk 
Diminishing risks to growth 

2011 2012 2013 2014 2015 2016 2017 2018 

GDP new 1.8 2.8 1.6 1.8 1.9 2.5 2.5 2.6 

old 1.8 2.8 1.4 1.2 1.4 2.2 2.4 -- 

CPI new 3.1 2.1 1.4 1.5 1.9 2.2 2.4 2.5 

old 3.1 2.1 1.2 0.3 0.9 1.7 2.2 -- 

Core new 1.7 2.1 1.7 1.5 1.8 2.1 2.4 2.5 

old 1.7 2.1 1.6 0.6 1.1 1.8 2.2 -- 

Fed new 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.50 

 [eop]     
old 

0.25 0.25 0.25 0.25 0.25 0.25 0.25 -- 

* Old as presented in 4Q13 MC Quarterly Revision 



Upside Risk 

Accounting for potential positive surprises 

2011 2012 2013 2014 2015 2016 2017 2018 

GDP new 1.8 2.8 2.0 3.2 3.4 3.4 3.4 3.7 

old 1.8 2.8 1.9 2.8 3.2 3.4 3.4 -- 

CPI new 3.1 2.1 1.7 2.5 2.5 2.6 2.7 2.7 

old 3.1 2.1 2.0 2.6 2.8 2.8 2.7 -- 

Core new 1.7 2.1 2.0 2.3 2.5 2.6 2.7 2.7 

old 1.7 2.1 2.1 2.3 2.5 2.6 2.7 -- 

Fed new 0.25 0.25 0.25 0.75 1.75 2.75 3.75 4.50 

 [eop]     
old 

0.25 0.25 0.25 0.75 1.75 2.75 3.75 -- 

* Old as presented in 4Q13 MC Quarterly Revision 
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