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THOUGHTS FROM OUR EcONOMIcS TEAM

The Minutiae of the Minutes
We do not always write about the FOMC minutes but given the heightened 
market focus on “QE3” we dutifully pulled up the minutes from the June 
19-20th FOMC meeting just after 11am yesterday, gathered around a 
table and read them over.

Bottom line: it is not clear from our reading of the minutes that “QE3” 
(defined as additional large scale Treasury/MBS purchases) is imminent. 
That disappointed the equity market. What is clear is the diversity of 
opinions on a) whether additional easing is warranted at this time and 
b) its effectiveness in healing the economy. Policymakers now explicitly 
wonder if QE “works”. Since this is a key part of our “structural, not 
cyclical” theme, we are glad to see the skepticism.

FOMC thoughts on the US economy:

•	 Some participants view the recent slowdown as “transitory.”

•	 “One participant” thinks inflation of “modestly higher than 2 
percent for a time” would bring the unemployment rate down. (We 
think this is Charles Evans of the Chicago Fed who advocates a 
“7-3” policy, where the Fed would tolerate up to 3% inflation until 
the goal of 7% unemployment is achieved.)

•	 A few participants “judged that the highly accommodative stance 
of monetary policy posed upside risks to medium-term inflation.” 
(Inflation hawks, Lacker and Fisher)

•	 “Some participants judged that the unemployment rate was 
being substantially boosted by structural factors,”  such as skill 
mismatches. (Bullard?)

•	 “Some other participants acknowledged that structural factors 
were contributing to unemployment, but said that, in their view, 
slack remained high and weak aggregate demand was the major 
reason that the unemployment rate was still elevated.” (Bernanke, 
Dudley, Yellen?)

On additional easing:

•	 “Several participants commented that it would be desirable to 
explore the possibility of developing new tools to promote 
more accommodative financial conditions and thereby support 
a stronger economic recovery.” (Coordinate with Treasury and 
circumvent the banking system to provide credit to households?)

•	 “Members again noted that the forward rate guidance (the 
“2014” language in policy statement) is conditional on economic 
developments and that the date given in the statement would 
be subject to revision should there be a significant change in the 
outlook.” [Emphasis ours]

•	 “If the recovery were to lose momentum, if the downside risks to 
the forecast became sufficiently pronounced, or if inflation seemed 
likely to run persistently below the Committee’s longer-term 
objective,” several participants noted additional policy action could 
be warranted. [Emphasis ours]

•	 “Some members noted the risk that continued purchases of longer-
term Treasury securities could, at some point, lead to deterioration 
in the functioning of the Treasury securities market that could 
undermine the intended effects of the policy.” (Concerns about the 
market impact of large-scale asset purchases suggests Committee 
could tread lightly in launching new, large program)

While the minutes are important, keep in mind, they are somewhat stale 
(the meeting happened 3 weeks ago).  The comments we found in the 
minutes could not account for myriad data released de facto: the June 
jobs report, manufacturing ISM, and other central banks’ actions due to 
a global activity slowdown. In our view, these intervening factors pose 
downside risks to the Committee’s growth and unemployment forecasts-
-this lowers the bar for additional easing.

 


