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Summary 

 The minutes of the FOMC meeting on June 15-16 show that participants admitted that the 

actual rise in inflation was larger than anticipated. Looking ahead, they generally expected 

inflation to ease. However, a substantial majority of participants thinks that the risks to their 

inflation projections are tilted to the upside. 

 There is disagreement within the FOMC about tapering agency MBS earlier or quicker than 

treasuries in light of the overheated housing market. Various participants mentioned that they 

expected the conditions for beginning to reduce the pace of asset purchases to be met 

somewhat earlier than they had anticipated at previous meetings in light of incoming data. 

However, some participants saw the incoming data as providing a less clear signal about the 

underlying momentum. 

 The Fed is still working on the designs of a domestic standing repo facility and a standing 

FIMA repo facility. 

 While the change in the projections between March and June provides little clarity about the 

number of years of inflation undershoot (1-4 years) that the FOMC wants to offset by 

subsequent inflation overshoots, it is clear that the Committee has abandoned the idea of 

using the room that FAIT provides to reduce unemployment rates for minority groups. 

Introduction 

The release of the minutes of the FOMC meeting of June 15-16 did not have a major impact on 

markets. EUR/USD jumped a little, but a reversal followed within an hour. The 10y US treasury 

yield moved sideways, while the 2y yield saw a modest decline. The minutes did not materially 

change what we saw on June 16 with the release of the new projections and the upward shift in 

the dot plot. The upside surprise in inflation data has reduced the Committee’s confidence that it 

can afford to wait for years before starting the hiking cycle. The Fed’s claim that the flexible 

average inflation targeting (FAIT) strategy can be used to reduce unemployment rates for Black 

Americans and Hispanic Americans, which tend to get last hired first fired, has been abandoned 

quietly. The upside risks to inflation have been a wake-up call for the Fed from its wokeness. 

Indeed, FAIT is crumbling, as we explained in our FOMC-Post-Meeting Comment.  

Inflation 

According to the minutes, participants remarked that the actual rise in inflation was larger than 

anticipated. They attributed the upside surprise to more widespread supply constraints in product 

and labor markets than they had anticipated and to a larger-than-expected surge in consumer 

demand as the economy reopened. Looking ahead, participants generally expected inflation to 

ease as the effects of these transitory factors dissipated. However, several participants remarked 

that they anticipated that supply chain limitations and input shortages would put upward pressure 

on prices into next year. A substantial majority of participants judged that the risks to their 

inflation projections were tilted to the upside because of concerns that supply disruptions and 
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labor shortages might linger for longer and might have larger or more persistent effects on prices 

and wages than currently assumed. Several participants expressed concern that longer-term 

inflation expectations might rise to inappropriate levels if elevated inflation readings persisted. 

Adjusting rates 

A few participants mentioned that they expected the conditions set out in the Committee’s 

forward guidance for the federal funds rate to be met somewhat earlier than they had projected in 

March. In fact, the dot plot released on June 16 showed that the median FOMC participant now 

expects two hikes of 25 bps each in 2023, instead of zero back in March. Some thoughts about 

this in the final section of this comment. While the target range for the federal funds rate 

remained unchanged at the June meeting, FOMC participants noted that an adjustment to the 

administered rates would help keep the federal funds rate well within the target range and 

support smooth market functioning of short-term money markets. The FOMC raised the ON RRP 

rate to 0.05% from 0.00%. The Board of Governors raised the IORR and IOER rates to 0.15% from 

0.10%. Note that the federal funds rate is currently 0.09%, against 0.06% before this adjustment. 

SOFR is now 0.05%, against 0.01% prior to the tweaks. Participants agreed that this technical 

adjustment had no bearing on the appropriate path for the federal funds rate or the stance of 

monetary policy. 

Facility design 

Meanwhile, Chair Powell provided approval to extend the expiration of the temporary USD 

liquidity swap lines through December 31, 2021. The Fed staff also presented potential designs of 

a domestic SRF (Standing Repo Facility) and a standing FIMA repo facility. The FOMC participants 

agreed that they would continue their discussion of design parameters for both a domestic SRF 

and a standing FIMA repo facility. The Chair asked the staff to work on a specific proposal that 

reflected the views expressed by participants at this meeting. 

Taper talk in a data fog 

Various participants mentioned that they expected the conditions for beginning to reduce the 

pace of asset purchases to be met somewhat earlier than they had anticipated at previous 

meetings in light of incoming data. However, some participants saw the incoming data as 

providing a less clear signal about the underlying momentum. This is the “data fog” that we 

discussed in our FOMC Preview, caused by the reopening of the economy and fiscal policy, which 

is distorting the current economic data. Consequently, several of these participants emphasized 

that the Committee should be patient in assessing progress and in announcing changes to its 

plans for asset purchases. 

Meanwhile, there is a debate within the FOMC about tapering treasuries versus tapering agency 

MBS. Several participants saw benefits to reducing the pace of agency MBS purchases more 

quickly or earlier than Treasury purchases in light of valuation pressures in housing markets. 

Several other participants, however, commented that reducing the pace of Treasury and MBS 

purchases commensurately was preferable because this approach would be well aligned with the 

Committee’s previous communications or because both types of purchases provide 

accommodation through their influence on broader financial conditions. 

In coming meetings, participants agreed to continue assessing progress and to begin discuss their 

plans for adjusting the path and composition of asset purchases. In addition, participants 

reiterated their intention to provide notice well in advance of an announcement to reduce the 

pace of purchases. 
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Table 1: Median projections of FOMC participants 

Variable 2021 2022 2023 Longer run 

GDP growth 7.0 

(6.5) 

3.3 

(3.3) 

2.4 

(2.2) 

1.8 

(1.8) 

Unemployment 4.5 

(4.5) 

3.8 

(3.9) 

3.5 

(3.5) 

4.0 

(4.0) 

PCE inflation 3.4 

(2.4) 

2.1 

(2.0) 

2.2 

(2.1) 

2.0 

(2.0) 

Core PCE inflation 3.0 

(2.2) 

2.1 

(2.0) 

2.1 

(2.1) 

 

Federal funds rate 0.1 

(0.1) 

0.1 

(0.1) 

0.6 

(0.1) 

2.5 

(2.5) 

Source: FOMC, June 16, 2021 (March 17, 2021) 

 

 

Final thoughts on FAIT 

The shift in the FOMC projections between March an June taught us something about FAIT. In 

March 2021, the projected inflation overshoots in 2021, 2022 and 2023 were not enough to 

warrant a rate hike in 2023 because the projected average inflation rate from 2023Q4 back to at 

least 2020Q4 remained below 2.0%. In June 2021, the projected inflation overshoots in 2021 and 

2022 were sufficient to warrant two rate hikes in 2023 because the projected average inflation rate 

from 2022Q4 back to 2017Q4 was 2.0%. This implies that the projected overshoot in 2021-2022 is 

deemed sufficient by the median FOMC participant to offset the undershoot in the n preceding 

years, with n ranging from 1 to 4. Whether n =1, 2, 3, or 4 cannot be identified from the shift 

between March and June. In this sense the shift did not bring much clarity to the Fed’s exact 

reaction function. 

However, it did confirm our suspicion that the earlier promises by the Fed about social justice 

were just lip service. Note that if we take the average of the projected inflation rates from 2023Q4 

back to 2015Q4 or earlier it remains below 2.0%. In other words, the FOMC does have the room 

within FAIT to fight for social justice by abstaining from rate hikes before 2024 and reduce 

unemployment rates for Black Americans and Hispanic Americans. If the current rise in inflation is 

indeed transitory, this would cause no problem further down the road. However, the upward shift 

in the dot plot shows that the FOMC is not as confident in the transitory nature of inflation as it 

says it is. The FAIT framework is based on the flatness of the Phillips curve. However, as we 

explained in Is the Fed going to be blindsided by inflation? the rate trajectory of the March 

projections would put the Fed far behind the curve if inflation was going to be more permanent. 

Therefore in June, in order to hedge the risk that inflation could prove more permanent, social 

justice was thrown overboard in a heartbeat. This is the only preference that was revealed clearly 

in the June projections. 
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Disclaimer 

Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 

(“Rabobank”) a cooperative with excluded liability.  The liability of its members is limited.  Authorised by De 

Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by the Prudential Regulation Authority and with deemed variation of permission. Subject 

to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. 

Details of the Temporary Permissions Regime, which allows EEA-based firms to operate in the UK for a limited 

period while seeking full authorisation, are available on the Financial Conduct Authority’s website. 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.  

A summary of the methodology can be found on our website 
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