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Gleanings from FOMC Press Conference   

 QE3 is sunk 
Asked about the possibility of QE3, Fed Chairman Bernanke said “Why not do
more?  The trade-offs are getting less attractive at this point.  Inflation has gotten 
higher.  Inflation expectations are a bit higher.  It's not clear that we can get
substantial improvements in payrolls without some additional inflation risk.  And
in my view, if we're going to have success in creating a long-run, sustainable 
recovery with lots of job growth, we've got to keep inflation under control.  So
we've got to look at both of those—both parts of the mandate as we—as we choose 
policy.” 

 Likely Q1 GDP slowdown “transitory”…guidance on “extended period” 
Chairman Bernanke described the expected slowdown in Q1 as largely due to
factors thought to be “transitory”. In other news, he argued that an “extended
period” was a “couple of meetings”, a phrase that could suggest a shorter time
frame than is generally expected.    

 Lower forecasts for growth and unemployment, higher inflation expected 
Updated central tendency projections show that the FOMC growth forecast was
lowered to 3.2% (q4/q4) in April from 3.65% in January. Despite the lowering of
the GDP estimate for 2011, the FOMC also lowered its unemployment rate outlook
for 2011 (to 8.55% from 8.90%) and increased its core PCE inflation forecast for
2011 to 1.45% from 1.15%. Somewhat oddly, the FOMC also lowered its estimate
of “longer run” unemployment, a proxy for the non-accelerating inflationary rate of 
unemployment (NAIRU), to 5.4% from 5.5%. 
 
The path of the employment forecasts suggests that the FOMC sees the recent drop
in the unemployment rate as something that temporarily lowers the unemployment 
rate but does not alter the trend. The unemployment rate forecast for Q4 2011 was
revised down by 35bp, 2012 by 10bp and 2013 was left unchanged at 7.0%. 
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Core PCE inflation forecast midpoint for 2011 at 1.45%, up from 
1.15% in January. 

 The Fed lowered their 2011 unemployment rate forecast to 
8.55% but also lowered their estimate of the natural rate, to 
5.4% from 5.5%.  

0.0

0.5

1.0

1.5

2.0

Ja
n-

09

Ap
r-0

9

Ju
n-

09

No
v-

09

Ja
n-

10

Ap
r-1

0

Ju
n-

10

No
v-

10

Ja
n-

11

Ap
r-1

1

%y /y   

2.0
2.2
2.4
2.6
2.8
3.0
3.2
3.4
3.6
3.8

Ja
n-

09

Ap
r-0

9

Ju
n-

09

No
v-

09

Ja
n-

10

Ap
r-1

0

Ju
n-

10

No
v-

10

Ja
n-

11

Ap
r-1

1

Forecasted unemploy ment gap for 2011 (pct. pt.)

Note: Vertical line represents range of forecasts; horizontal line represents the 
midpoint of the forecasts. Source: Federal Reserve and UBS.  

 Note: “Gap” represents difference between 2011 unemployment forecast and the 
“longer run” forecast.” Source: Federal Reserve and UBS.  
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Asked what happens when QE2 ends, Mr. Bernanke said “Our view is that … 
the end of the program is unlikely to have significant effects on financial 
markets or the economy”. That’s because the Fed has communicated the end 
date clearly, and financial markets have anticipated the end. He also said that he 
sees the stock of Fed holdings as driving the financial market effects rather than 
the flow of Fed holdings. So the amount of accommodation remains constant 
after QE2 ends. Stopping or slowing mortgage reinvestments would be a policy 
tightening. Mr. Bernanke gave no sense of timing. 

FOMC statement. There has been some question about how to interpret the 
new language on growth that appeared in the FOMC statement. We read the new 
language as a bit of an upgrade: the recovery is “proceeding at a moderate 
pace”—implying some momentum, rather than merely being “on a firmer 
footing”. That debate may continue, but Mr. Bernanke didn’t suggest any 
significant new worries about growth. The soft spot in Q1 was seen as transitory, 
and he sounded increasingly confident of labor market momentum. 
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FOMC Statements—April 27 versus March 15  
New language is marked in red; erasures from the March 15 statement are struck through. 
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Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report: (1) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers and were 
prepared in an independent manner, including with respect to UBS, and (2) no 
part of his or her compensation was, is, or will be, directly or indirectly, related 
to the specific recommendations or views expressed by that research analyst in 
the research report. 
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Required Disclosures 
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affiliates are referred to herein as UBS. 
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