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+3130 712 1437 * The FOMC kept monetary policy unchanged, even the statement regarding monetary policy

was identical to last time.
* During his press conference, Powell noted that in recent months the pace of recovery has
moderated and that it may take continued support from monetary and fiscal policy.
 Although votes are still being counted, it appears that we should not count on fiscal policy to
provide much support to the economic recovery in the next two years. The FOMC are on their
own at a time when monetary policy options are almost depleted.

No change in policy

The FOMC kept monetary policy unchanged. The FOMC statement repeated that the path of the
economy will depend significantly on the course of the virus and made some minor adjustments’
to a few sentences on the economy. The FOMC statement remained unchanged regarding
monetary policy. The decision to keep policy unchanged and release this statement was
unanimous. Daly voted as an alternate member at this meeting instead of Kashkari who was
absent because of paternity leave (at least this was something new at the Fed). During his press
conference, Powell - who had a recurring throat problem — noted that in recent months the pace
of recovery has moderated and that it may take continued support from monetary and fiscal
policy. He also announced that going forward, i.e. starting in December, the full details of the
FOMC projections will be released simultaneously with the FOMC statement. What's more, two
new charts will be added showing how risk assessments have changed over time.

Don’t move

In this Election Week the Fed would have come into action only if there was some kind of market
panic. However, as markets have behaved in an orderly manner the best thing for the Fed was to
stay on the sidelines in this politically sensitive period. During his press conference, Powell also
said he was reluctant to get into the elections. He was also careful when he talked about fiscal
policy, not wanting to prescribe Congress what to do. However, he made clear that the support
provided by the CARES Act to the economy was substantial and that the recovery would be
stronger if we get more fiscal support when Congress finds that appropriate.

T Economic activity and employment have continued to recover (September: picked up in recent months). Weaker
demand and earlier declines in (Sept: significantly lower) oil prices have been (Sept: are) holding down consumer
price inflation. Overall financial conditions remain accommodative (Sept: have improved in recent months).
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On their own

While the votes are still being counted, it looks like we are heading for two years of gridlock on
Capitol Hill. The Democrats are holding on to their majority in the House of Representatives, but
the Republicans appear to maintain their majority in the Senate (although we may not be sure
until early January). This means that we should not expect major fiscal policy measures, at least
until the 2022 midterms. Only in case of major economic downturns are we going to see the two
parties come together and repeat the joint effort that we saw with the CARES Act. This means that
as long as there is no emergency the Fed will be on its own supporting the economic recovery
from the Covid-19 crisis. This comes at a time that the Fed’s monetary policy arsenal is close to
depleted.

Out of ammo

Powell denied that the Fed had run out of ammunition and said that the parameters of the asset
purchase program could be changed. In fact, one of the discussions during this FOMC meeting
was about these parameters. Moreover, the Fed could also make changes to its special lending
facilities or come up with new facilities. No mention of yield curve control here, but if asset
purchases and special lending facilities fail to do the trick if the economy falls back again
substantially that would be the Fed's only option, given their unwillingness to consider negative
policy rates. However, given how low longer-term rates are already, this will provide only modest
support to the recovery. So yes, the Fed has almost run out of ammunition.

Table 1: Rabobank forecast of federal funds rate path

FOMC meeting Decision Target range for the federal
funds rate (%)

29 Jan 2020 1.50-1.75
3 Mar 2020 (Emergency meeting) 50 bps cut 1.00-1.25
15 Mar 2020 (Emergency meeting) 100 bps cut 0.00-0.25
19 Mar 2020 (Notation vote) 0.00-0.25
23 Mar 2020 (Notation vote) 0.00-0.25
31 Mar 2020 (Notation vote) 0.00-0.25
29 Apr 2020 0.00-0.25
10 Jun 2020 0.00-0.25
29 Jul 2020 0.00-0.25
27 Aug (Notation vote) 0.00-0.25
16 Sept 2020 0.00-0.25
5 Nov 2020 0.00-0.25
16 Dec 2020 0.00-0.25

Source: Rabobank
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as Rabobank
(Rabobank) a cooperative with excluded liability. The liability of its members is limited. Rabobank is authorised by
De Nederlandsche Bank (DNB) and the Netherlands Authority for the Financial Markets (AFM). Rabobank London
Branch (RL) is authorised by the Prudential Regulation Authority (PRA) and subject to limited regulation by the
Financial Conduct Authority (FCA) and PRA. Details about the extent of our authorisation and regulation by the PRA,
and regulation by the FCA are available from us on request. RL is registered in England and Wales under Company
no. FC 11780 and under Branch No. BR002630. This document is directed exclusively to Eligible Counterparties and
Professional Clients. It is not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any prohibition
on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial
assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an
impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on
any representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment
advice and nor is any information provided intended to offer sufficient information such that is should be relied
upon for the purposes of making a decision in relation to whether to acquire any financial products. The
information and opinions contained in this document have been compiled or arrived at from sources believed to be
reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or
correctness.

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a
judgement of RL as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice.

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs,
their directors, officers and/or employees may have had or have a long or short position or act as a market maker
and may have traded or acted as principal in the securities described within this document (or related investments)
or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal
entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate
finance or other services to companies whose securities (or related investments) are described in this document.
Further, internal and external publications may have been issued prior to this publication where strategies may
conflict according to market conditions at the time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.

Please email fm.global.unsubscribe@rabobank.com to be removed from this mailing list

A summary of the methodology can be found on our website www.rabobank.com
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