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Date Indicator For Estimate Consensus* Previous Period
24-Mar-2014 Chicago Fed National Activity Index FEB N/A N/A -0.39
25-Mar-2014 House Price Index MoM JAN 0.7% 0.9% 0.8%
25-Mar-2014 S&P/Case-Shiller 20-City Index JAN 0.60% 0.50% 0.76%
25-Mar-2014 Consumer Confidence Index MAR 77.8 78.6 78.1
25-Mar-2014 New Home Sales FEB 445K 445K 468K
25-Mar-2014 New Home Sales MoM FEB -4.9% -4.9% 9.6%
26-Mar-2014 Durable Goods Orders FEB 0.7% 0.5% -1.0%
26-Mar-2014 Durables Ex. Transportation FEB 0.2% 0.1% 1.1%
27-Mar-2014 GDP Annualized QoQ (final estimate) Q4 2.8% 2.7% 2.4%
27-Mar-2014 GDP Price Index (final estimate) Q4 1.6% 1.6% 1.6%
27-Mar-2014 Initial Jobless Claims 03/22 322K N/A 320K
27-Mar-2014 Pending Home Sales MoM FEB 0.3% 0.0% 0.1%
28-Mar-2014 Personal Income FEB 0.2% 0.3% 0.3%
28-Mar-2014 Personal Spending FEB 0.2% 0.3% 0.4%
28-Mar-2014 PCE Deflator MoM FEB 0.1% 0.1% 0.1%
28-Mar-2014 PCE Core MoM FEB 0.1% 0.1% 0.1%
28-Mar-2014 University of Michigan Confidence Final MAR 80.0 80.5 79.9

*Consensus from Bloomberg - - -
Fed Funds Rate Hike Expectations Jump After FOMC Meeting

Is the Yellen FOMC More Hawkish? Fed Fund Futures Curves

Despite a weak start to the year and financial volatility 2.2

in emerging markets, the FOMC appears to have 20 red Funds; 30 Day Yield 03/19/2014
doubled-down on its monetary exit strategy in March. L8 e Fed Funds, 30-Day Yield 03/18/2014
The FOMC statement released at the conclusion of the - 1'2 '

March meeting turned out to be a sideshow. The real T 1,

news came from the FOMC'’s updated interest rate hike > 10

expectations. Another $10-billion cut in monthly asset 08

purchases keeps the FOMC on track to end the QE3 0.6

asset purchase program in October. During the press 0.4

conference, Janet Yellen elaborated on what a 0.2

“considerable time” in the FOMC statement actually 0.0

Mar-14 Aug-14 Jan-15 Jun-15 Nov-15 Apr-16 Sep-16 Feb-17

meant, and she thought rate hikes could begin as soon Source: Chicago Board of Trade

as six months from the end of asset purchases.
Traders quickly did the math and realized the FOMC
could begin to hike rates as soon as the second quarter of
2015. The market consensus had been expecting rate
hikes to begin sometime in the third quarter.

The interest rate projections released along with the
FOMC statement provide a bit more context. A stronger
consensus is building on the FOMC for the first Fed fund
rate hike to occur in 2015. On the question of appropriate
timing of policy firming, only one FOMC member or Fed
President thought it should happen this year, 13 saw it
occurring in 2015, and two thought 2016. The projections
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made back in December showed two supported a
tightening in 2014, 12 in 2015, and three in 2016.

Consensus on FOMC Building For a 2015 Tightening

Appropriate Timing of Policy Firming
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Even more telling; the dots representing each individual’s
pace of appropriate policy firming was measurably more
hawkish. The median expectation of the Fed funds target
rate at the end of 2014 is now 1.0 percent, indicating
three quarter point rate hikes next year. That's a quarter
percentage point higher than the FOMC forecasted in
December. By the end of 2016, the median expectation of
the Fed funds target rate rises to 2.25 percentage points,
a full half a percentage point higher than projected in
December. So despite, Yellen's attempt during her press
conference to downplay the significance of the dots, we
see this shift in interest rate expectations as significant
new information.

FOMC Forecasting More Rate Hikes in 2015 & 2016

Appropriate Pace of Policy Firming
Target Federal Funds Rate at Year-end

2014 2015 2016 Longer Run

As expected the forward guidance in the FOMC statement
was changed to more qualitative guidance. The FOMC
got rid of the explicit threshold on unemployment, opting
instead for, “the Committee will assess progress--both
realized and expected--toward its objectives of maximum
employment and 2 percent inflation. This assessment will
take into account a wide range of information, including

measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and
readings on financial developments.”

Bottom-line: the FOMC has actually become more
committed over the past three months to wrapping up the
asset purchase program and getting on with the
normalization of short-term interest rates. This came as a
bit of a surprise to the markets. The Fed funds futures
market has already adjusted to the new rate path, short-
and long-term Treasury yields are on the rise and stocks
fell initially on the news of a more hawkish Fed. Is the
Fed’'s new tightening path too aggressive given the
continued downside risks to the outlook? The resilience
and improvement of recent economic indicators from
jobless claims, retail sales, and business investment
suggest the U.S. economy can weather a moderate
increase in interest rates, barring a major external shock
coming from Asia or Eastern Europe.

Business Spending On the Rise

The latest industrial production and commercial and
industrial loan growth data suggest a surge in business
spending is underway. These data solidify our
expectations for a sharp bounce in economic activity in
the second quarter. Industrial production of business
equipment jumped at 17.4 percent annualized pace in
February. Meanwhile, commercial and industrial loans
grew at a 32.5 percent annualized pace last month, the
largest monthly growth rate for commercial lending in this
expansion. As long as the U.S. economy can put
numbers on the board like this, the Federal Reserve will
not shy away from its timetable for removing monetary
accommodation.

Business Lending Takes-Off

Commercial & Industrial Loans at Commercial Banks
40 Compounded Annual % Change
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Source: Federal Reserve System
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Major Economic Indicators

History Forecast Yr/Yr % chg or Annual Avg.
Economic Data 2013.1 2013.2 2013.3 20134 |2014.1 20142 2014.3 2014.4 |2015.1 2015.2 2015.3 20154 2012 2013 2014 2015
Real GDP* 11 25 4.1 2.6 15 3.0 3.1 3.3 3.0 31 2.8 2.6 2.8 19 2.7 3.1
Personal Consumption Expenditures* 2.3 1.8 2.0 2.9 2.6 3.0 3.0 3.1 2.7 2.8 2.6 2.6 2.2 2.0 2.7 2.9
Non-residential Fixed Investment* -4.6 4.7 4.8 3.8 4.4 4.7 4.5 4.4 4.6 4.8 4.7 4.6 7.3 2.6 4.5 4.7
Private Housing Starts (000s units) 957 869 882 1,016 943 1,025 1,030 1,050 1,126 1,191 1,193 1,198 783 931 1,012 1,177
Vehicle Sales (mill. Units, annualized) 15.3 15.5 15.7 15.6 15.7 16.0 16.1 16.2 16.3 16.4 16.5 16.6 14.4 15.5 16.0 16.5
Industrial Production* 4.1 1.2 2.5 55 3.0 4.0 4.1 4.3 4.0 4.1 4.1 4.0 3.6 2.6 3.7 4.2
Nonfarm Payroll Employment (mil.) 135.5 136.1 136.6 137.2 137.8 138.4 139.1 139.8 140.5 141.2 141.9 142.7 134.1 136.4 138.8 141.6
Unemployment rate 7.7 7.5 7.2 7.0 6.6 6.5 6.4 6.3 6.2 6.1 59 5.8 8.1 7.4 6.5 6.0
Consumer Price Index* (percent) 1.2 0.4 2.2 11 15 15 1.6 1.7 1.7 1.7 1.8 1.8 2.1 15 15 1.7
"Core" CPI* (percent) 2.0 14 18 1.6 16 16 1.7 1.8 1.8 1.8 1.8 1.8 21 1.8 1.7 18
PPI (finished goods)* (percent) 0.8 -1.0 2.3 0.8 4.7 1.7 1.7 1.8 15 13 1.2 1.3 2.0 1.2 2.2 15
Trade Weighted Dollar (Fed BOG, major) 74.8 76.6 76.8 76.0 77.2 77.6 77.9 78.5 79.5 80.0 80.7 81.3 73.6 76.1 77.8 80.4
Crude Qil Prices -WTI ($ per barrel) 94 94 106 98 98 100 99 99 97 97 97 96 94 98 99 97

*Quarterly Data Percent Change At Annual Rate; Annual Data Year-on-Year % Chg, or Annual Average.

History Forecast Annual Average

Financial Data 2013.1 2013.2 2013.3 2013.4 |2014.1 20142 2014.3 2014.4 |2015.1 2015.2 2015.3 20154 2012 2013 2014 2015
S & P 500 1,514 1,610 1,675 1,767 1,379 1,643

Dow Jones Industrial Average 13,994 14,959 15,286 15,722 12,965 15,003

Federal Funds Rate (effective) 0.15 0.12 0.09 0.09 0.09 0.09 0.09 0.09 0.15 0.25 0.38 0.87 0.14 0.11 0.09 0.41
Treasury-3 Month Bills (yield) 0.09 0.05 0.03 0.06 0.05 0.05 0.05 0.06 0.10 0.20 0.33 0.83 0.09 0.06 0.05 0.37
Treasury-2 Year Notes (yield) 0.26 0.27 0.37 0.33 0.35 0.39 0.54 0.67 1.05 1.12 1.34 1.64 0.28 0.31 0.49 1.29
Treasury-5 Year Notes (yield) 0.82 0.91 1.50 1.44 1.59 1.66 1.75 1.79 2.03 2.24 2.45 2.73 0.76 1.17 1.70 2.36
Treasury-10 Year Notes (yield) 1.95 1.99 2.71 2.74 2.80 3.01 3.16 3.20 3.25 3.43 3.66 3.81 1.80 2.35 3.04 3.54
Treasury-30 Year Notes (yield) 3.13 3.14 3.71 3.79 3.75 3.90 4.05 4.10 4.29 4.46 4.56 4.66 2.92 3.44 3.95 4.49
Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.38 3.87 3.25 3.25 3.25 3.44
Libor 3-Mo. U.S. Dollar 0.29 0.28 0.28 0.28 0.24 0.25 0.25 0.26 0.27 0.36 0.60 0.97 0.42 0.28 0.25 0.55
Mortgage-30 Year (yield) 3.50 3.67 4.44 4.29 4.50 4.67 4.82 4.85 4.90 5.08 5.31 5.46 3.66 3.98 4.71 5.19
BAA Corporate (yield) 4.81 4.82 5.40 5.36 5.22 5.35 5.52 5.64 5.65 5.83 6.06 6.21 4.94 5.10 5.43 5.94

Source: Bank of the West Economics, Bloomberg, Federal Reserve



