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US FOMC - No tapering yet 
The Fed delivered a positive surprise by keeping the status quo on its 
QE programme amid broad-based moderate economic improvement, 
in contrast to market expectations of a tapering announcement. While 
this move provides some temporary respite for the market, it will lead 
to prolonged market uncertainty as investors recalibrate expectations 
towards a tapering announcement during the next two FOMC 
meetings on 28-29 Oct and 16-17 Dec. Adding to the uncertainty are the 
upcoming budget and debt-ceiling battles in Oct.  
 

Fed needs more time to decide...  
Contrary to market expectations of a tapering announcement, the Fed has 
decided to keep its asset-purchase programme unchanged after the conclusion 
of a two-day meeting. The Fed decided to await more evidence that economic 
progress will be sustained before adjusting the pace of its purchases. Although 
this move provides some temporary respite for the market, it will cause 
prolonged market uncertainty as investors recalibrate expectations towards a 
tapering announcement during the next two FOMC meetings on 28-29 Oct and 
16-17 Dec. Adding to the uncertainty are the upcoming budget and debt-ceiling 
battles in Oct and the Fed chair selection process.    

...amid still-decent economic data flows  
The Fed sees continued moderate economic growth amid some improvement in 
the labour market. Household spending and business fixed investment 
advanced, while the housing sector has been strengthening. Nevertheless, the 
Fed downgraded this year's GDP growth estimate to 2.0-2.3% from 2.3-2.6%. 
Its unemployment rate projection was roughly maintained at 7.1-7.3%. For 
2014, the Fed also revised down its GDP growth to 2.9-3.1% (3.0-3.5% 
previously), while unemployment will be at 6.4-6.8% (6.5-6.8% previously). 

Focus on Fed's forward guidance  
Fed Chairman Ben Bernanke reiterated that the tapering plan was never a 
"preset course" and indicated that the Fed's plan to taper this year is still on 
track, contingent on its assessment of the economic outlook. In our view, the 
Fed's interest-rate normalisation will be a lengthy process that could last well 
into 2015, beginning with the tapering of the pace of QE3 and going on to 
ending QE3 (stop purchasing completely), shrinking its balance sheet (either by 
running off positions or selling) and finally, gradually raising the Fed funds rate. 
Currently, the Fed has linked its interest-rate normalisation to the 
unemployment rate (6.5%), a threshold it has conditionally set to begin raising 
interest rates.     

 

Figure 1: Economic projections of the Federal Reserve 

New Old (Jun est.) New Old (Jun est.) New Old (Jun est.) New Old (Jun est.)

Real GDP 2.0 - 2.3 2.3 - 2.6 2.9 - 3.1 3.0 - 3.5 3.0 - 3.5 2.9 - 3.6 2.2 - 2.5 2.3 - 2.5

Unemployment rate 7.1 - 7.3 7.2 - 7.3 6.4 - 6.8 6.5 - 6.8 5.9 - 6.2 5.8 - 6.2 5.2 - 5.8 5.2 - 6.0

PCE inflation 1.1 - 1.2 0.8 - 1.2 1.3 - 1.8 1.4 - 2.0 1.6 - 2.0 1.6 - 2.0 2.0 2.0

Core PCE inflation 1.2 - 1.3 1.2 - 1.3 1.5 - 1.7 1.5 - 1.8 1.7 - 2.0 1.7 - 2.0 - -

2013 2014 2015 Longer run
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‘‘‘‘  We could begin later 
this year. But even if we do that, 
the subsequent steps will be 
dependent on continued 
progress in the economy. So we 
are tied to the data. We don't 
have a fixed calendar schedule.  
 

–Ben Bernanke, Fed Chairman 
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Figure 2: Fed to keep rate at 0.0-0.25% for the foreseeable future 
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   SOURCES: BLOOMBERG, CIMB RESEARCH 

 

 

 

Figure 3: US Treasury yields rising 
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   SOURCES: BLOOMBERG, CIMB RESEARCH 

 

 

 

Figure 4: More FOMC participants think the first rate hike to come in 2015  
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Figure 5: Fed responses to financial market events and recessions 
Fed responses to financial market events and recessions

Year(s) Event
Fed funds target 

rate
Period

Quantum 

of rate 

cuts 

(bps)

Frequency 

of rate 

cuts

13.00% Jul-74 775 12

to

5.25% Apr-75

20.00% Mar-80 1,050 3

to

9.50% Jul-80

20.00% May-81 1,150 12

to

8.50% Dec-82

1987 Stock-market crash on 20 Oct 1987 No target rate from       

19 Oct to 3 Nov 1987

- - -

8.25% Jul-90 525 18

to

3.00% Dec-92

5.50% Aug-98 75 3

to

4.75% May-99

6.50% Dec-01 550 13

to

1.00% Jun-03

5.25% Sep-07 100 3

to

4.25% Dec-07

4.25% Jan-08 400-425 7

to

0.00% - 0.25% Oct-08

No change in rates; - - -

held at 0.00% - 0.25%

No change in rates; - - -

rates to stay at 0.00% 

- 0.25% for the 

foreseeable future

2010-13 Bumps in economic recovery, unemployment 

rate remains high, housing market still weak

2007 Subprime crisis fallout - housing recession

2008 Downside risks to growth, financial market 

stress

2009 Economy enters recovery, financial sector 

recovers but banking sector still weak and 

unemployment rate exceeds 10%

2001-03 Recession - Dot Com bubble burst, 11 Sep 

terrorist attacks, accounting scandals

1974-75 Recession - Oil crisis coupled with high 

government spending due to Vietnam war

1980 Recession - Oil crisis triggered by Iranian 

revolution

1981-82 Recession - Tight monetary policy to control 

high inflation

1990-91 Recession - Collapse of savings and loans 

and restrictive monetary policy

1998 Long-Term Capital Management crisis

 
   SOURCES: FEDERAL RESERVE, CIMB RESEARCH 

 

 

 

Figure 6: The majority of Fed participants still expect the first rate hike to only 
happen in 2015, unchanged from the Jun meeting  

2013 2014 2015 2016 Longer run

0.25 17 (18) 14 (15) 2 (1)

0.50 - (1) 1 (2) 1 (-)

0.75 5 (3)

1.00 2 (3) 3 (4) 1 (-)

1.25 1 (-) 1 (2)

1.50 - (1) 2 (3) 1 (-)

1.75 5 (-)

2.00 - (1) 2 (-)

2.25

2.50 2 (-)

2.75 2 (-)

3.00 2 (3)

3.25 1 (-) 1 (1)

3.50 2 (2)

3.75 1 (1)

4.00 2 (-) 10 (9)

4.25 1 (-) 3 (3)

4.50 - (3)

Target Federal Funds Rate at Year-End 

(%) Number of FOMC participants

 
( ) previous projections in Jun   

 SOURCES: FEDERAL RESERVE, CIMB RESEARCH     
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Figure 7: Historical Fed actions and FOMC scheduled meetings in 2011-2015 

Year Rate change (bps) Fed funds rate (%)

2015 27-28 Jan - -

2014 16-17 Dec - -

28-29 Oct - -

16-17 Sep - -

29-30 Jul - -

17-18 Jun - -

29-30 Apr - -

18-19 Mar - -

28-29 Jan - -

2013 17-18 Dec - -

29-30 Oct - -

17-18 Sep No change 0.00 - 0.25

30-31 Jul No change 0.00 - 0.25

18-19 Jun No change 0.00 - 0.25

30 Apr-1 May No change 0.00 - 0.25

19-20 Mar No change 0.00 - 0.25

29-30 Jan No change 0.00 - 0.25

2012 11-12 Dec No change 0.00 - 0.25

23-24 Oct No change 0.00 - 0.25

12-13 Sep No change 0.00 - 0.25

31 Jul-1 Aug No change 0.00 - 0.25

19-20 Jun No change 0.00 - 0.25

24-25 Apr No change 0.00 - 0.25

13-Mar No change 0.00 - 0.25

24-25 Jan No change 0.00 - 0.25

2011 13-Dec No change 0.00 - 0.25

1-2 Nov No change 0.00 - 0.25

20-21 Sep No change 0.00 - 0.25

9-Aug No change 0.00 - 0.25

21-22 Jun No change 0.00 - 0.25

26-27 Apr No change 0.00 - 0.25

15-Mar No change 0.00 - 0.25

25-26 Jan No change 0.00 - 0.25

Policy meeting dates

 
   SOURCES: BLOOMBERG, FEDERAL RESERVE, CIMB RESEARCH 
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by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB. 
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of company(ies) will generally be based on published statements of the company(ies), information disseminated by regulatory information services, other publicly available information 
and information resulting from our research.   

Whilst every effort is made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective 
judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a 
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its related companies do and seek to do business with the company(ies) covered in this research report and may from time to time act as market maker or have assumed an underwriting 
commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and may also perform or seek to perform significant investment 
banking, advisory,  underwriting or placement services for or relating to such company(ies) as well as solicit such investment, advisory or other services from any entity mentioned in 
this report.  

CIMB or its affiliates may enter into an agreement with the company(ies) covered in this report relating to the production of research reports.  CIMB may disclose the contents of this 
report to the company(ies) covered by it and may have amended the contents of this report following such disclosure. 

The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his or her personal views and opinions about 
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directly or indirectly related to the inclusion of specific recommendations(s) or view(s) in this report. CIMB prohibits the analyst(s) who prepared this research report from receiving any 
compensation, incentive or bonus based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company.  Information 
barriers and other arrangements may be established where necessary to prevent conflicts of interests arising.  However, the analyst(s) may receive compensation that is based on 
his/their coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations and the research personnel involved in the preparation of this 
report may also participate in the solicitation of the businesses as described above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among 
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.  

Reports relating to a specific geographical area are produced by the corresponding CIMB entity as listed in the table below. The term “CIMB” shall denote, where appropriate, the 
relevant entity distributing or disseminating the report in the particular jurisdiction referenced below, or, in every other case, CIMB Group Holdings Berhad ("CIMBGH") and its affiliates, 
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Australia CIMB Securities (Australia) Limited Australian Securities & Investments Commission 

Hong Kong CIMB Securities Limited Securities and Futures Commission Hong Kong 

Indonesia PT CIMB Securities Indonesia Financial Services Authority of Indonesia 

India CIMB Securities (India) Private Limited Securities and Exchange Board of India (SEBI) 
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on the subject matter of this report at any frequency and may cease to do so or change the periodicity of reports at any time.  CIMB is under no obligation to update this report in the 
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its affiliates does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and 
opinion contained in this report.  Neither CIMB nor any of its affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited 
to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof. 
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Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial 
situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before participating in any transaction 
in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of 
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