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FOMC Press Conference, September 2018 — Brief Thoughts

Last Wednesday, the Federal Open Market Committee (FOMC) raised the target federal funds
rate by 0.25% to 2-2.25% by unanimous vote. In the FOMC's press conference, Fed Chair Jerome Powell
said that even with this hike (the third this year), rates remain lower than “normal” and the gradual
nature of the rate increases will help to sustain the economy without causing a shock that damages
growth prospects.

According to Powell, the FOMC identified many positive economic signals in the U.S. economy
that led to the consensus vote to raise rates, from low and stable inflation and healthy GDP growth, to
low unemployment and higher wages. Furthermore, household spending and business investment are
“expanding briskly”, and the projections for 2018 GDP growth by Federal Reserve Board members and
Federal Reserve Bank presidents are grouped around 3%. Projections for the unemployment rate are
even stronger, coming in at 3.7% for the end of 2018 and 3.5% for 2019, falling from the current 3.9%
level.

Powell briefly discussed the banking system as well, noting that considerable measures have
been taken to hold banks to higher standards after the 2008 crisis — particularly with regards to the
amount of capital and liquidity they have, and in their analysis and management of risk. This, he says,
will reduce the risk of another system-wide catastrophe in the financial sector that dominoes
throughout the entire economy.

Many great questions were asked in the Q&A session with the media, but I'll focus on a few that
stood out to me. The entire press conference and transcript can be found on the Federal Reserve’s
website.

In response to WSJ’s Nick Timiraos’ question about when the Fed will stop raising rates and if
they will keep tightening until something in the economy breaks, Powell emphasized the very gradual
nature of this cycle of rate increases. Timiraos raised an important point about something the Fed seems
to have had trouble managing in the past: raising rates too fast and too far. For example, we saw the
FOMC constantly raising rates leading up to the Great Recession (17 increases from June 2004 to June
2006"). Contrasting that with the slow and cautious approach to increasing rates (only eight times since
December 2015) under former Fed Chair Janet Yellen and now Powell, the Fed appears to have learned
from past rushes to normalize rates. Of course, the Fed does have a dual mandate of maximizing
employment and stabilizing prices; maintaining both solely through monetary policy without
destabilizing the economy could prove at times to be simply impossible.

Continuing along that line of thought, Bloomberg’s Craig Torres asked Powell what factors
would cause the Fed to raise rates faster, slower, or even reverse course and start lowering rates. Powell
replied that sustained inflation above the 2% target would be the main reason to increase rates faster,
and either an economic slowdown or a significant and sustained financial markets correction would be
factors leading to slower increases or a reduction in rates. Although not directly tied to the Fed’s
mandates, financial market health is an important economic indicator, and one that affects investors
daily, so it’s nice to hear the Fed is keeping an eye out on it to some degree.

Powell brushed off questions about new tariffs and the potential for trade wars by
acknowledging the risks to the economy but noting that we haven’t yet seen those risks materialize in a
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meaningful way. The Fed is designed to be an independent, non-partisan organization, and it was clear
that Powell did not want to speculate on ongoing and future foreign policy or risk making any comments
that could appear partisan.

Finally, Bankrate’s Mark Hamrick noted that the majority of mortgages issued last year came
from non-bank lenders, as traditional banks scaled back mortgage lending. In response to Hamrick’s
guestion about Powell’s confidence of supervision and regulation of these non-bank lenders, Powell said
that he’s not worried about it at this time, and that regardless of where lending is coming from, it
appears that high-credit / low-risk borrowers have significant access to credit, while low-credit / high-
risk borrowers have much less access compared to before the crisis. Subprime mortgages are coming
back (now commonly called nonprime), but the hope is that increased supervision and risk controls
across all lenders will prevent another subprime catastrophe. That being said, other areas of subprime
lending are seeing large increases: auto and student loans in particular (but that’s a discussion for
another time).

Overall, Powell’s comments during the press conference indicate bullishness on the U.S.
economy and a prediction of continued strength, and the Fed expects to raise rates to 3% by the end of
2019 barring any hiccups along the way. This leaves the door open for a final rate hike in 2018, which, if
it happens, would likely occur in December since it would be accompanied by a press conference.

If you have any questions or would like to consult with us around your personal financial
situation, please don’t hesitate to reach out.
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