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A s this issue goes to press, the 
Federal Open Market Commit-
tee (FOMC) has just announced a 

“tapering” of the Fed’s program of asset 
purchases, or QE (quantitative easing). 
The Fed’s bond purchases, which had 
been running at $85 billion per month, 
will be reduced to $75 billion per month 
beginning in January 2014. In making 
this move, the FOMC cited “…cumulative 
progress toward maximum employment 
and improvement in the outlook for labor 
market conditions.”
 Although I can’t speak for any Fed 
official other than myself, I do think 
that the outlook for the economy justi-
fies the beginning of QE tapering.  My 
baseline outlook calls for an improved 
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economy in 2014—growing a bit faster 
than it has been. One important driver of 
GDP growth is consumer spending, and 
there is reason to hope for strengthening 
in that sector as real personal income 
growth and household balance sheets 
improve. I also expect labor markets to 
continue their gradual recovery.  And I 
think that inflation will move from its 
currently low level in the direction of the 
FOMC’s 2 percent target.
 But that may not happen. There is a 
reasonable chance that 2014 will not dif-
fer much from 2013. Next year’s economic 
outcomes will be significantly affected 
by fiscal outcomes, including the ongoing 
effects of the tax increases in early 2013,  
the effects of the sequester, any lingering 
effects of the government shutdown this 
past fall, and the effects of fiscal policy 
uncertainty on business investment and 
consumer spending. 

Inflation and employment
Two keys to next year’s performance 
will be inflation and employment. In 
January 2012, the FOMC established 
an official inflation target of 2 percent 
as measured by the personal consump-
tion expenditures, or PCE, price index. 
While inflation has been reasonably 
stable, it’s averaged about 1 percent this 
past year, well under the FOMC’s longer-
term objective. Some of that shortfall 
has come from falling energy prices.  
But even if we look through the behav-
ior of energy prices, inflation readings 
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macroblog

In less time than it takes to eat 
lunch, the Atlanta Fed’s macroblog 
will keep you well informed about 
today’s economic developments, 
monetary policy, and much more. 
You’ll find commentary directly from 
our economists, who also invite you 
to share your insights.

Go To macroBloG.TyPEPad.com 
and subscribe to receive macroblog e-mail 
alerts or rSS feeds.

have been exceptionally soft, and this 
trend bears careful watching.
 Employment is growing at a pretty 
steady, if unspectacular, pace. The 
October and November jobs reports were 
encouraging, and in November, the un-
employment rate fell to 7 percent, down 
from 7.7 percent a year earlier. Monthly 
job gains over the past three months have 
averaged a bit over 190,000. In that sense, 
there has been substantial improvement 
in labor markets over the past year.

 Offsetting the job gains are other 
factors that are less encouraging. Long-
term unemployment is at historically high 
levels. And the number of people work-
ing part time while looking for full-time 
work remains elevated. There are about 
4 million more people unemployed today 
than before the recession. And there are 
significant numbers of discouraged work-
ers who are not counted in the labor force 
who would return if conditions were 
more encouraging.
 Overall, I am fairly confident of the 
economy’s progress, but it’s possible that 
at year-end 2014, inflation will still be too 
low and employment levels will be well 
short of the goal. Therefore, monetary 
policy should remain very accommo-
dative for quite some time. The mix of 
tools the FOMC uses to provide ongoing 
monetary stimulus may change, but any 
changes will not represent a fundamental 
shift of policy.

Monetary policy
The FOMC is currently using two tools to 
maintain the desired degree of monetary 
accommodation—the policy interest rate 
and bond purchases. Importantly, the 
FOMC has enhanced its “forward guid-

ance,” which indicates how long short-
term interest rates will stay close to zero. 
In the December statement, the Commit-
tee indicated that it will likely keep the 
short-term policy rate low “well past the 
time” that the unemployment rate falls 
below 6.5 percent, especially if projected 
inflation continues to run below the 2 
percent longer-run goal.
 The FOMC has two tools at its 
disposal, asset purchases and low policy 
rates. Asset purchases and forward guid-
ance on interest rates are both designed 
to put downward pressure on longer-term 
interest rates. Asset purchases exert 
downward pressure through the act of 
buying in specific maturity sectors of the 
Treasury and mortgage-backed securities 
market. Forward guidance on the short-
term policy rate (the fed funds rate) influ-
ences market beliefs about the path of 
policy, and that too influences longer rates. 
Lower long-term rates encourage spending 
on business investment and consumer 
activity in interest rate–sensitive sectors 
like autos and housing. Going forward, it 
may be appropriate to adjust the policy 
tool mix. That will depend on circum-
stances and the economic diagnosis of 
the moment.
 I remain cautiously optimistic that 
growth will pick up next year. This is my 
baseline outlook. But, at this juncture, I 
can’t fully discount the possibility that 
the expected economic improvement 
won’t materialize and that we’ll see a re-
play of the weak growth of the past three 
years. Regardless of what happens, we 
will need to be ready to adjust the policy 
tool mix when appropriate.   z
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My baseline outlook calls 
for an improved economy in 
2014—growing a bit faster 
than it has been.
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