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As expected, the Fed opened a new chapter in 
communications with the release of the March 
Federal Open Market Committee (FOMC) statement, 
which contained many changes from their January 
release. We have highlighted the most important 
alterations below. 

The Fed: 
g Eliminated the formulaic guidance of a 6.5% 

unemployment rate plus inflation and inflation 
expectations to start tightening. Today’s FOMC 
statement reverts to more vague guidance 
centered on the Fed’s “dual mandate.”

g Categorized risks to the economy (growth vs. 
inflation) as “nearly balanced.” As such, there 
is little reason for the Fed to hold its bloated 
balance sheet. We should expect continued 
tapering through October, followed by a move 
to let holdings mature without replacement. The 
latter will start a gradual shrinkage of the Fed 
balance sheet.  

g Announced that it will stay at a zero percent 
federal funds rate for a “considerable” time after 
asset purchases end. When pressed at the news 
conference, Federal Reserve Chair Janet Yellen 
defined “considerable” as only six months. That 
would imply a first rate hike about one year 
from now. However, our impression is that this 
appears to be a rookie error on her part rather 
than an intentional effort to define a specific 
date. We would expect this guidance to get 
softened and modified in the future.  

g Added key language that even after they achieve 
mandate levels for employment and inflation, 
they may need to keep the federal funds rate at 
levels below normal. Yellen later explained that 
this was intended to signal a “shallow glide path” 
for rate hikes. This is potentially a challenging 
addition and Yellen struggled to explain its 
purpose at the press conference. It easily could 
be interpreted as setting a higher inflation target 
than 2%. She tried to downplay that interpretation 
in her comments, but we suspect this language 
to be altered in the future. 
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Expectations 
At a high level, none of this radically changes 
monetary policy expectations. However, it serves 
as a reminder that monetary policy is shifting. The 
Fed is gradually reducing its stimulus in the context 
of a narrowing output gap. In particular, today’s 
statement underscores the following:
g The taper continues, and a cautious unwind of 

the Fed balance sheet is coming;
g Gradual tightening seems likely to start sometime 

next year;
g Uncertainty about policy has increased with rate 

hikes near and policy drivers less well-defined;
g The Fed still seems comfortable erring on the 

side of higher inflation than slower growth.

The 10-year Treasury yield jumped higher as  
markets priced in about 15-20 basis points of 
additional Fed tightening in 2015. Even still, at  
2.77% the 10-year yield remains below its recent 
high water mark. It also seemingly offers little 
compensation for the uncertainties surrounding 
the changing direction of monetary policy in the 
coming years.  

If you have questions about the March FOMC 
statement, or how this information may affect your 
financial plans, please contact your CTC Consulting | 
Harris myCFO advisor.
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