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Mind Your Language! 
The Federal Open Market Committee is widely expected to 

take another trip to Taper Town on Wednesday, reducing the 
monthly pace of asset purchases by another $10 billion, one 
step closer to ending the program in late October.  The more 
interesting issue is whether we’ll see any change in the Fed’s 
forward guidance on short-term interest rates – specifically, 
whether the FOMC will jettison the “considerable time” 
language.  Probably not, but there will be plenty of other points 
of interest contained in Fed officials’ revised economic 
projections and in Janet Yellen’s post-meeting press conference. 
 

Two years ago, the FOMC began its current Large-Scale Asset 
Purchase program (LSAP, but more commonly referred to as 
“QE3”).  As it did, the FOMC said it expected that “a highly 
accommodative stance of monetary policy will remain 
appropriate for a considerable time after the economic recovery 
strengthens.”  In its forward guidance on short-term interest 
rates, the FOMC indicated that “exceptionally low levels for the 
federal funds rate are likely to be warranted at least through 
mid-2015.”  That time frame was pushed out from the previous 
policy statement (“at least through late 2014”).  At the 
December 2012 meeting, the FOMC shifted to economic 
thresholds for its forward guidance; short-term rates would 
remain exceptionally low as long as the unemployment rate was 
above 6.5%, the one-year-ahead inflation outlook was less than 
2.5%, and inflation expectations remained “well anchored.”  As 
the unemployment rate drifted toward 6.5%, the Fed had to 
rethink this guidance.  At the March 19 policy meeting this year, 
the FOMC indicated that “it likely will be appropriate to 
maintain the current target range for the federal funds rate for a 
considerable time after the asset purchase program ends, 
especially if projected inflation continues to run below the 
Committee's 2 percent longer-run goal, and provided that 
longer-term inflation expectations remain well anchored.”  That 
language was carried forward in the policy statements in April, 
June, and July.  Some Fed observers think it’s time for a change. 
 

The “considerable time” phrase echoes similar language used 
ahead of the previous tightening cycle in 2003, when the FOMC 
indicated that it expected to keep short-term rates low (the 
federal funds target was 1% at the time) for “a considerable 
period.”  That phrase was included in four policy statements in 
late 2003, but did not appear in the January 2004 statement.  
The Fed began raising the federal funds rate target in June (at 
which point, policymakers indicated that rate hikes were 
expected to come “at a measured pace”). 
 

At this week’s policy meeting, Fed officials will update their 
projections of growth, unemployment, and inflation.  These 
forecasts also include expectations of the federal funds target 

rate at the end of the next few years.  This week, the Fed’s 
Summary of Economic Projections (SEP) will extend these 
forecasts to 2017.  In her March 19 press conference, Chair 
Yellen cautioned against reading too much into the dots (“I 
would simply warn you that these dots are going to move up and 
down over time a little bit this way or that”).  That’s true, but 
there is important information in those projections.  
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In June, as in previous projections, the federal funds rate 

forecasts of the Fed governors and district bank presidents were 
all over the map.  All but one Fed official expected that the 
federal funds rate target would not be raised this year.  All but 
three expected rates to begin rising sometime in 2015.  
However, there was a wide range for where the target was 
expected to be at the end of 2015 and 2016.  If one assumes 
that rate hikes will be made in “measured steps” of 25 basis 
points, the individual year-end forecasts for 2015 would imply 
an equally wide range for the expected date of the first rate hike 
(three for July, three for September, one each for March, April, 
June, October, and December, with three for 2016).  One thing 
to watch for in the September SEP: will the individual federal 
funds rate forecasts bunch up a little more around specific year-
end targets (and implicitly, dates for the first rate hike)?  
 

Some Fed officials have suggested that it’s time to jettison the 
“considerable time” language and tie the rise in rates back to 
the economic data.  Fat chance.  Inflation hawks gotta squawk, 
but the inflationistas are a small minority at the Fed.  Still, it’s 
not unusual for the majority to tweak the language of the policy 
statement slightly to put the hawks a little more at ease. 
 

Fed officials know that short-term interest rates will have to 
be raised at some point, but they don’t want financial market 
participants to misinterpret their intentions.  The bottom line 
remains: monetary policy in 2015 will depend on the evolution 
of the economy in the second half of 2014. 
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Treasury Yields Dollar Equities 

 13-wk 26-wk 52-wk 2-yr 3-yr 5-yr 10-yr 30-yr $/Euro $/BP JY/$ CD/$ NASD SPX DJIA 

8/15/14 0.02 0.06 0.10 0.49 0.95 1.64 2.41 3.19 1.339 1.669 102.19 1.091 4464.93 1955.06 16662.91 
9/05/14 0.03 0.05 0.10 0.52 0.99 1.69 2.46 3.23 1.296 1.631 104.94 1.089 4582.90 2007.71 17137.36 
9/12/14 0.02 0.05 0.09 0.57 1.08 1.82 2.61 3.34 1.295 1.626 107.33 1.109 4567.60 1985.54 16987.51 

 

Recent Economic Data and Outlook 
The economic data calendar was thin.  The retail sales numbers 
for August were as expected, but figures for June and July were 
revised higher (not a “strong” trend, but not terribly weak either).  
Market participants fretted more about the upcoming FOMC 
meeting.  Anxiety about the Scottish Independence Referendum 
retreated as polls showed the “no” vote back on top. 
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Retail Sales rose 0.6% in the advance estimate for August 
(+5.0% y/y), while figures for June and July were revised higher.  
Ex-autos, sales rose 0.3% (also with an upward revision to June 
and July).  Auto sales rose 1.5% (+8.9% y/y).  Sales of building 
permits rose 1.4% (+6.7% y/y).  Sales of gasoline fell 0.8% (-2.0% 
before seasonal adjustment, also -0.8% y/y), reflecting lower 
prices.  Ex-autos, building materials, and gasoline, sales rose 
0.4%, with upward revisions to June and July. 
 
Business Inventories rose 0.4% in July (+5.9% y/y).  
Manufacturing inventories and wholesale inventories each rose 
0.1% (restrained partly by a drop in petroleum prices).  Retail 

inventories rose 1.0% in July (autos +2.3%, ex-autos +0.4%).  
Business sales rose 0.8% (+5.3% y/y). 
 
The Kansas City Fed’s Labor Market Conditions Index, a 
composite of 24 job measures, rose to -0.524 in August, vs.  
-0.597 in July, and -1.026 a year ago.  That’s consistent with a 
continued trend of improvement in the labor market, but the 
level still suggests a considerable amount of slack. 
 
The Job Opening and Labor Turnover Survey data showed little 
change in July.  The higher rate held steady at 3.5% (3.9% for the 
private sector), while the quit rate was unchanged at 1.8% (2.0% 
for the private sector).  These figures have been trending 
gradually higher, but remain well below normal levels. 
 
The Index of Small Business Optimism edged up to 96.1 in 
August, from 95.7 in August, and 95.0 in July (the headline figure 
is scaled so that 1986 = 100).   
 
Import Prices fell 0.9% in August (-0.4% y/y), reflecting a 4.6% 
drop in petroleum and an 11.6% decline in natural gas.  Ex-food 
& fuels, import prices were unchanged (+0.4% y/y).  Ex-fuels, 
prices of imported industrial supplies and materials rose 0.1% 
(+1.6% y/y).  Capital goods were flat (+0.0% y/y).  Autos rose 
0.1% (-0.7% y/y).  Consumer goods were unchanged (+0.8% y/y). 
 

Economic Outlook (3Q14):  2.5% to 3.0% (includes some 
restraint from slower inventories and a wider trade deficit) 
 
Employment:  Measures of short-term unemployment are at 
normal levels, but other gauges continue to suggest a large 
degree of slack in the labor market.  Job growth should remain 
relatively strong in the near term.  
Consumers:  Real average earnings are trending about flat, 
which will limit the pace of improvement in spending, but job 
growth is a key driver in the aggregate.  
Manufacturing:  Mixed results across industries, but mostly 
strengthening.  Weakness in Europe and a stronger dollar should 
have a negative impact on export growth.  
Housing/Construction:  Affordability issues have been a 
constraint at the middle level and below.  Supply constraints 
remain an issue for many builders, but should fade over time.  
Prices:  The PCE Price Index, the Fed’s chief inflation gauge, 
remains well below the Fed’s 2% target on a y/y basis.  Pipeline 
pressures appear mild.  Wage pressures are limited.  Inflation 
expectations remain well-anchored. 

Interest Rates:  The tapering of the Fed’s monthly pace of asset 
purchases should be completed at the end of October.  Short-
term interest rates are expected to remain exceptionally low 
“for a considerable period” after the asset purchase program 
ends.  The Fed’s policy moves in 2015 will be dictated by the 
evolution of the economic outlook in the second half of 2014. 
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This Week:     forecast last last –1 comments 
         Monday 9/15 8:30 Empire St. Manf. Index Sep 13.5 14.7 25.6 choppy, but generally strong 
  9:15 Industrial Production Aug -0.2% +0.4% +0.4% cooler temps in July and August 
     manufacturing output  -0.2% +1.1% +0.3% unwinding seasonal quirk in autos 
   Capacity Utilization  78.9% 79.2% 79.1% no threat to the inflation outlook 
         Tuesday 9/16 8:30 Producer Price Index Aug +0.1% +0.1% +0.4% some decrease in energy 
     ex-food & energy  +0.1% +0.2% +0.2% mild core inflation 
         Wednesday 9/17 8:30 Consumer Price Index Aug +0.1% +0.1% +0.3% lower gasoline prices 
        year-over-year  +2.0% +2.0% +2.1% little changed 
     ex-food & energy  +0.1% +0.1% +0.1% mild core inflation 
        year-over-year  +1.9% +1.9% +1.9% little changed 
  8:30 Real Weekly Earnings Aug +0.1% 0.0% 0.0% nominal earnings rose 0.2% 
  8:30 Current Account, $bln 2Q14 -118.0 -111.2 -87.3 should be wider 
  10:00 Homebuilder Sentiment Sep 57 55 53 an improving trend 
  2:00 FOMC Policy Statement     another $10 billion taper in QE3 
  2:00 Fed Economic Projections     watch closely for change in rate outlook 
  2:30 Yellen Press Conference     any hints about timing of first rate hike? 
         Thursday 9/18  Scottish Independence Ref.     important for the UK markets 
  8:30 Jobless Claims, th. 9/13 302 315 304 subject to some distortions 
  8:30 Building Permits, th. Aug 1055 1057 973 single-family strength, multi-family noise 
      % change  -0.2 +8.6 -3.2 an improving near-term trend 
   Housing Starts  1060 1093 945 single-family strength, multi-family noise 
      % change  -3.0 +15.7 -4.0 watch for revisions 
  8:45 Yellen Speaks Mar    asset building for low income households 
  10:00 Payroll Preliminary Revision Mar    benchmark revision to be applied in Feb. 
  10:00 Philadelphia Fed Index Sep 18.2 28.0 23.9 very strong in August 
  1:00 TIPS Auction     re-opened 10-year TIPS 
         Friday 9/19 10:00 Leading Econ Indicators Aug +0.5% +0.9% +0.6% mixed components, but mostly higher 
         Next Week:         
         Monday 9/22 10:00 Existing Home Sales, mln. Aug 5.20 5.15 5.03 seen slightly higher 
      % change  +1.0 +2.4 +2.4 a moderately strong pace 
         Tuesday 9/23 9:45 Markit US Manf PMI (flash) Sep NF 57.9 55.8 not market-moving 
  1:00 Treasury Note Auction     2-year notes 
         Wednesday 9/24 10:00 New Home Sales, th. Aug 425 412 422 these data are very noisy 
      % change  +3.2 -2.4 -7.0 watch for revisions 
  1:00 Treasury Note Auction     5-year notes 
         Thursday 9/25 8:30 Jobless Claims, th. 9/20 297 302 315 a low trend 
  8:30 Durable Goods Orders Aug -19.4% +22.6% +2.7% aircraft orders come back to earth 
     ex-transportation  +0.5% -0.7% +3.0% seen somewhat higher 
     nondef cap gds ex-aircraft  +0.4% -0.7% +5.4% choppy 
  1:00 Treasury Note Auction     7-year notes 
         Friday 9/26 8:30 Real GDP (3rd estimate) 2Q14 +4.6% -2.1% +3.5% +4.2% in the 2nd estimate, seen higher 
  9:55 UM Consumer Sentiment Sep 84.0 82.5 81.2 84.6 at mid-month 

 
This Week… 
The focus will be on the wording of the Fed policy statement 
and Chair Yellen’s press conference, but investors may be 
disappointed if they are expecting big changes to the forward 
guidance on short-term interest rates.  The “no” votes should 
win the Scottish Independence vote. 

Monday 
Empire State Manufacturing Index (September) – These data tend 
to be erratic, but should continue to signal relative strength. 
 
Industrial Production (August) – The July auto plant retooling 
shutdowns were more mild this year, resulting a seasonally-
adjusted pop in auto production.  With a smaller July drop, 
there’s less to come back from in August.  Hence, we should see 
a seasonally-adjusted decline in auto output in this report, 
which will dominate the headline figure (mixed, but moderate 

otherwise).  Temperatures remained generally cooler than usual 
as well, reducing the output of utilities.  
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Tuesday 
Producer Price Index (August) – Lower gasoline prices should 
help reduce the headline figure.  The core PPI should have risen 
slightly.  Pipeline pressures have been relatively mild. 

Wednesday 
Consumer Price Index (August) – The seasonal adjustment 
assumes a 12% decline in gasoline prices between May and 
December, but it takes a pause in August (assuming no change).  
Hence, the drop in retail gasoline prices (about 2.7%) should 
push the headline figure a bit lower.  Core inflation is expected 
to remain mild.  A continued low trend in inflation could lead 
the Fed to delay the eventual increase in short-term rates.  
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Real Weekly Earnings (August) – Nominal earnings rose 0.2% last 
month, which ought to edge out the rise in the CPI.  Still, the 
trend has been relatively low. 
 
Homebuilder Sentiment (September) – Attitudes should continue 
to improve this month. 
 
Federal Open Market Committee Policy Decision – Fed 
policymakers are widely expected to taper another $10 billion 
from the monthly pace of asset purchases (to $15 billion 
beginning in October).  The key question is what the FOMC will 
do with the forward guidance, and whether it will continue with 
the “considerable time” language.  Some are expecting the 
FOMC to tie the first increase in short-term rates to a specific 
economic goal, but that doesn’t seem very likely.  Note that 
officials are likely to make further progress on ironing out policy 
“normalization” plans, but we’re unlikely to hear about those 
until the minutes of the meeting are released on October 8. 
 
Fed Summary of Economic Projections – At every other Fed policy 
meeting, Fed officials (five governors and 12 district bank 
presidents) put forth forecasts of growth, unemployment, and 
inflation.  The three highest and three lowest forecasts are 
thrown out to create “central tendency” forecasts ranges.  Fed 
officials also submit their forecasts of where the federal funds 
target rate will be at yearend for each of the next few years. 
 
Yellen Press Conference – The Fed Chair will provide color on the 
FOMC’s decision and take questions from the press.  In her 
Jackson Hole speech, Yellen left the policy outlook open-ended, 

repeating that the Fed expects conditions to warrant keeping 
the federal funds target rate as “exceptionally low” levels for “a 
considerable period” after the asset purchase program ends, 
but could move a little earlier (if the economy is stronger than 
anticipated) or a little later (if the economy disappoints). 

Thursday 
Scottish Independence Referendum – After a couple of polls 
showing a slight lead for the “yes” vote, the tide has since gone 
out.  The “no” votes are likely to carry the day.  It still may be 
close.  Expect some market reaction either way. 
 
Jobless Claims (week ending September 13) – There’s often a bit 
of noise around holidays (such as Labor Day), but the underlying 
trend is expected to remain low in the near term. 
 
Building Permits, Housing Starts (August) – Forget the headline 
figures and focus on the details, which should reflect a high 
degree of volatility in the multi-family sector and a continued 
strengthening in the single-family sector (and remember, 
permits are reported much more accurately than starts). 
 
Estimate of Payroll Benchmark Revision (March 2014) – Once a 
year, the Bureau of Labor Statistics ties the nonfarm payroll 
figures back to actual payroll tax receipts.  The annual 
benchmark revision will be included in the employment report 
in early February.  However, the BLS will provide us with an 
initial estimate of the revision to the March 2014 payroll level.  
The financial markets are unlikely to react unless that revision is 
substantially higher or lower than the current estimate. 
 
Philadelphia Fed Index (September) – Ridiculously strong in 
August, expect a more moderate read (still strong) this month. 

Friday 
Leading Economic Indicators (August) – Components were mixed, 
but mostly higher, led by ISM new orders and the yield curve. 
 

Next Week … 
The “goofy” reports roll in.  Durable goods orders should plunge 
in August (following a temporary aircraft spike in July).  The 
estimate of 2Q14 GDP growth is likely to be revised higher. 
 

Coming Events and Data Releases 

September 22 Existing Home Sales (August) 

September 24 New Home Sales (August) 

September 25 Durable Goods Orders (August) 

October 3 Employment Report (September) 

October 13 Columbus Day (bond market closed) 

October 29 FOMC Policy Decision (no press conference) 

December 17 FOMC Policy Decision, Yellen press conference 

January 28 FOMC Policy Decision (no press conference) 

March 18 FOMC Policy Decision, Yellen press conference 

April 29 FOMC Policy Decision (no press conference) 

June 17 FOMC Policy Decision, Yellen press conference 
 


