Fed Policy Monitor

NATIONAL BANK
OF CANADA
FINANCIAL MARKETS

June 18, 2025

Dots keep 2025 rate outlook intact (barely)

By Taylor Schleich & Ethan Currie

Decision Details & Rate Statement

The FOMC kept the target policy range unchanged at 4.25-4.50%,
in line with market pricing and a unanimous consensus. Balance
sheet policy was left unchanged.

»  There were no dissents on the rate decision.

> This is the 4™ consecutive ‘hold’, leaving the policy rate
100 bps below last year’s peak.

The statement suggests that uncertainty about the economic
outlook has “diminished but remains elevated”. Given the de-
escalation of trade tensions since last meeting, they naturally
removed the reference to growing risks of higher unemployment
and inflation. The statement’s economic assessment was little
changed other than some language clean-up.

There were no changes to the forward-looking segment of the rate
statement: “In considering the extent and timing of additional
adjustments to the [policy rate], the Committee will carefully
assess incoming data, the evolving outlook, and the balance of
risks.

Summary of Economic Projections

GDP growth: Real GDP projections took another hit in the near-term.
The committee now sees 2025 growth at 1.4% (down from 1.7% in
March), while 2026 was revised down by two ticks to 1.6%. 2027 and
the longer-run forecast remained unchanged from the last SEP.
Downside risks to the GDP outlook were deemed less prominent at
the time of this meeting, as uncertainty came down slightly from
March, but remained elevated.

Labour market: The committee now sees the jobless rate moving
higher in 2025, 2026, and 2027 relative to the March projections. The
2025 figure was revised up one tick to 4.5%, while the 2026 forecast
was 4.5% as well (up from 4.3% previously). The long-run projection
remained at 4.2%. Risks were more balanced at the time of these
projections, relative to prior guidance.

Inflation: For the third straight SEP, the inflation outlook shifted
materially higher. Headline PCE is seen at 3.0% in 2025 vs. 2.7% as
guided in March, while core PCE is expected to be 3.1% (from 2.8%).
Both inflation measures were revised higher in 2026 and 2027, while
headline remained unchanged at 2.0% in the long-run forecast.

Dot plot: Markets had their eyes peeled on updates to the dot plot,
though the median dot for 2025 remained, implying 50bps of rate relief
by year-end. Still, there was some upward drift to prior guidance (as
there was in March), as 9 of 19 members called for 1 or no rate cuts,
and 10 members saw two or more. The median projection for the policy
rate moved slightly higher in 2026 and 2027, though the longer-run
projection (a good proxy for the Fed’'s thinking on a neutral rate)
remained at 3.0%.

Yield reaction function mixed on June decision
Change in yields/differentials: Pre-decision to presser
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FOMC Summary of Economic Projections
Latest vs March SEP (median projections)

March

Latest Projections

Change in real GDP (%)
2025 1.4 1.7
2026 1.6 1.8
2027 1.8 1.8
Long run 1.8 1.8
Unemployment Rate (%)
2025 4.5 4.4
2026 4.5 4.3
2027 4.4 4.3
Long run 4.2 4.2
PCE Inflation (%)
2025 3.0 27
2026 24 2.2
2027 21 2.0
Long run 2.0 2.0
Core PCE inflation (%)
2025 31 28
2026 24 22
2027 21 2.0

Source: NBC, FOMC
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Press Conference Dots drift higher, 2025 median hangs on (just barely)

Below, we outline some of the highlights from the Q&A segment of ~ FOMC dot plot’— current & prior (March)

e Once again, the Fed thinks they are “well positioned to wait to
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learn more about the likely course of the economy before adjusting
policy”.
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e As outlined in the SEP, the collective expectation is for inflation to = Median Projection
move up and then come back down (in 2026). But “we can'tjust ~ "*°
assume that”. The Fed has to ensure a one-time increase doesn'’t
turn into an ongoing inflation problem.

2025 2026 2027 Longer Term
Sources: NBC, FOMC

e Discussing the labour market, Powell cited healthy levels of participation, job creation and wage growth. “You don’t see increased slack really”.
He did concede that “you can see perhaps a very, very slow continued cooling but nothing that’s troubling at this time”.

I K

e Regarding the near-term rate path, Powell explained it's “hard to say” when cuts will come. As long as the economy is solid, they feel the right
thing to do is leave policy unchanged and gather more information. Powell said that they should learn a lot more over the summer. He stressed
that they didn’t expect to see much tariff impact by this point, so the coming months will be informative. The Fed Chair was also pressed on the
dot plot’s gradual upward shift in outer years over time (i.e., 2027). Powell said we shouldn’t be focusing on these later years given minimal
economic clarity that far out.

e The dot plot divergence (i.e., between those who see no cuts and those who see multiple cuts) is attributable to a very foggy economic outlook.
Moreover, different people can look at the same data and have different risk assessments. At the same time, “nobody holds these rate paths with
a lot of conviction”.

e  Overall, Powell judges that policy is “modestly” not “moderately” restrictive. To him, the economy is not performing as though it were under very
restrictive monetary policy.

Bottom Line

The FOMC held its policy rate steady as widely expected but the headline rate decision was never going to draw the most attention. Rather,
updated qualitative guidance via the rate statement/press conference and quantitative guidance via the dot plot were markets’ main focus.
Ultimately, the full suite of communications leans slightly less hawkish than feared as policymakers continued guiding towards 50 basis points of
easing this year. Clearly, the slower growth profile and higher unemployment rate acts as a counterweight to the additional inflation that's now
expected. But while the median dot remained unchanged, we’d note there was still some upward dot drift. 9 of 19 FOMC participants expect fewer
than 2 cuts (up from 8) while 7 participants are now in the ‘no cut’ camp (up from 4). Overall, it's a razor thin margin that leaves the 2025 rate
outlook unchanged but still sees the balance of risks skewed to less easing rather than more. That's basically where the market was already
positioned and helps explain the relatively muted rate reaction. The press conference certainly didn’t build confidence in a 2-rate-cut outlook.
Powell maintained a very patient stance and was adamant that they’d be seeing some tariff impacts in the coming months. We’d generally agree
that there’s a path to two cuts this year but perhaps starting a bit later than markets are currently discounting (i.e., September). Late this year, we
see the economy emerging from modest inflation pressures with some degree of economic slack. That could lead to a relatively quick pace of cuts
at the very end of 2025 and into 2026. See our recently released_Fixed Income Monitor for more details.

The Fed’s next decision will take place on July 30th. The minutes for this meeting will be published on July 9th.
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Here is the interest rate statement:

Federal Reserve issues FOMC statement

Although swings in net exports have affected the data, recent indicators suggest that economic activity has continued to expand at a solid
pace. The unemployment rate remains low, and labor market conditions remain solid. Inflation remains somewhat elevated.

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over the longer run. Uncertainty about the
economic outlook has diminished but remains elevated. The Committee is attentive to the risks to both sides of its dual mandate.

In support of its goals, the Committee decided to maintain the target range for the federal funds rate at 4-1/4 to 4-1/2 percent. In considering
the extent and timing of additional adjustments to the target range for the federal funds rate, the Committee will carefully assess incoming data,
the evolving outlook, and the balance of risks. The Committee will continue reducing its holdings of Treasury securities and agency debt and
agency mortgage-backed securities. The Committee is strongly committed to supporting maximum employment and returning inflation to its 2
percent objective.

In assessing the appropriate stance of monetary policy, the Committee will continue to monitor the implications of incoming information for the
economic outlook. The Committee would be prepared to adjust the stance of monetary policy as appropriate if risks emerge that could impede
the attainment of the Committee's goals. The Committee's assessments will take into account a wide range of information, including readings
on labor market conditions, inflation pressures and inflation expectations, and financial and international developments.

Voting for the monetary policy action were Jerome H. Powell, Chair; John C. Williams, Vice Chair; Michael S. Barr; Michelle W. Bowman;
Susan M. Collins; Lisa D. Cook; Austan D. Goolsbee; Philip N. Jefferson; Adriana D. Kugler; Alberto G. Musalem; Jeffrey R. Schmid; and
Christopher J. Waller.
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