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More hawkish Fed signals 2 more rate hike in 2018
The U.S. Federal Reserve hiked its benchmark short-term interest rate a
quarter percentage point to 1.75% to 2% in its June policy meeting which was
in expected line. However, change in the quantum of rate hikes was more
hawkish than anticipated. June’s dot plot showed eight Fed policy makers
expected four or more quarter-point rate increases for the full year, compared
with seven officials during the previous forecast round in March. So two more
hikes are expected in 2018.
Federal Reserve hiked its
benchmark short-term interest
rate a quarter percentage point,
saying that the labor market has
continued to strengthen and that
economic activity has been rising
at a solid rate

According to the statement, the fed expected that further gradual increases in
the target range for the federal funds rate will be consistent with sustained
expansion of economic activity, strong labor market conditions, and inflation
near the Committee's symmetric 2% objective over the medium term. That
sentence itself featured multiple instances of more hawkish language. The
committee previously had characterized rate hikes as "gradual adjustments"
rather than "increases," and the "sustained expansion" portion was completely
new.

Key Highlights:

June’s dot plot showed eight Fed
policy makers expected four or
more quarter-point rate increases
for the full year, compared with
seven officials during the previous
forecast round in March.



As expected, the FOMC raised interest rates for the second time this year
but the changes in the dot plot was more hawkish than anticipated.



June’s dot plot showed eight Fed policy makers expected four or more
quarter-point rate increases for the full year, compared with seven officials
during the previous forecast round in March. So two more hikes are
expected in 2018.



Median forecast signaled three rate hikes next year.



The Fed said in a statement that economic growth has been "rising at a
solid rate," an upgrade from "moderate" in previous meeting.

Updating their quarterly forecasts, fed projected the policy rate at 3.1% at the
end of 2019, according to their median estimate compared with 2.9% seen in
March and 3.4% in 2020, unchanged from the prior forecast. Despite the
added hike, officials still see the long-run funds rate at 2.9% after peaking at
3.4% in 2020.
Fed lowered their jobless-rate estimates after unemployment fell to 3.8% as of
May, matching April 2000 as the lowest reading since 1969. Fed now see U.S.
unemployment at 3.6% in the fourth quarter, followed by 3.5% in 2019 and
2020, based on median projections. That compares with March’s forecasts for
3.8% this year and 3.6% in the following two years. Estimates of the long-run
sustainable unemployment rate were unchanged at 4.5%.
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On inflation, the core PCE index, which excludes food and energy and is seen
by officials as a better gauge of underlying price pressures, is forecasted to
reach 2% this year and 2.1% in 2019 and 2020. The index rose 1.8% in April
from a year earlier. Headline inflation projected at 2.1% for 2019 and 2020.
Moreover, the median estimate for economic growth this year rose to 2.8%
from 2.7% in March, with projections unchanged for 2.4% in 2019, 2% in 2020
and 1.8% for long run.

Exhibit 1: FOMC Economic Projections
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Source: FOMC Statement

While the rate hike was in line, the surprise came in the more hawkish
projections and language of FOMC statement. After this June meeting, we are
now expecting one hike in September and another hike in December.
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