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 During the FOMC's June deliberations, the Committee noted that the pace of labor market improvement 

slowed recently while economic growth appeared to have picked up, led by growth in household spending 
and improvement in the housing sector. Moreover, the drag from net exports appeared to have lessened, 
but weak business fixed investment remained a concern, as did the decline in measures of inflation 
compensation. Lastly, while global worries subsided from earlier in the year, Brexit anxiety appeared to 
have weighted on the Fed's decision-making body. 

 

 Participants expected continued progress toward the Committee's 2 percent inflation objective, 
supported by wage growth picking up, ongoing tightening in resource utilization, the recent firming in oil 
prices, and the stabilization of the foreign exchange value of the dollar. Still, other participants felt the 
progress towards target could be very slow, and instead highlighted downside risks including: persistent 
disinflationary pressures, weak economic growth abroad, and softening in some survey-based measures 
of longer-term inflation expectations and market-based measures of inflation compensation. 
 

 Many participants viewed the May employment report as indicative of a slowing pace of labor market 
activity that's consistent with the current cyclical factors in light of the proximity to full-employment. Many 
believed that the payroll headline understated the underlying pace of hiring in the economy – chalking 
much up of the weakness to statistical noise and a telecom strike. Furthermore, a few suggested the 
weakness was due to supply constraints stemming from a tightening labor market, as evidenced by rising 
wages, reduced worker availability, and a high rate of job openings. Having said that, nearly all 
participants felt the report increased their labor market outlook uncertainty. 

 

 Participants discussed the apparent broader weakness in investment spending, aside from the mining 
sector, suggesting that it could be weighed upon by "a slowdown in corporate profits, concern about 
prospects for economic growth, heightened uncertainty regarding the future course of domestic regulatory 
and fiscal policies, and a persistent reluctance on the part of firms to undertake new projects in the wake 
of the financial crisis." Some viewed the broader sluggishness as a harbinger of a potential slowdown with 
concern also expressed due to elevated inventory levels.  
 

 The Brexit-referendum definitely weighted on the Committee's decision with many noting considerable 
uncertainty about the outcome and the potential for economic and financial market consequences. As 
such, the FOMC decided that they would prefer to wait for information that would enable them to better 
assess any consequences of the Brexit vote on the global economy as well as on the U.S. economic 
outlook. 
 

 The Committee was rather split on how much the increase in uncertainty would delay the Fed's plans, 
with some emphasizing that with both the labor market and inflation objectives nearly satisfied, an 
absence of financial or economic shocks globally and robust data at home augurs that another rate hike 
should not be "delayed too long." On the other hand, some participants were unsure whether conditions 
would "soon warrant an increase" with downside global risks, falling inflation expectations, and the 
possibility that the recent domestic weakness in job growth and investment "signaled a downshift in 
economic growth." 

 
 
 
 



Key Implications 

 
 The Committee appeared comfortable during the June meeting with the progress made by the U.S. 

economy to date, encouraged by strengthening consumer spending and housing activity, and a reduction 
in uncertainty in financial markets from earlier in the year, but appeared cognizant that uncertainty may 
once again reassert itself over the second half of the year.  

 

 While the Committee appeared to be taking the May employment report with a grain of salt, it nonetheless 
unequivocally increased the uncertainty of most members' outlooks for both employment and economic 
growth. Taken together with rising concern about still-weak fixed business investment and falling inflation 
compensation metrics, it suggests that more policy members are willing to become even more patient 
when calling for any removal of accommodation.  

 

 Importantly, the Committee was right to be concerned about any potential negative implications from the 
Brexit referendum on the global economy even before the vote was decided. We expect the outcome to 
restrain U.S. (and global) growth in the coming quarters, which together with the lift to the dollar will make 
the return to the Fed's 2% inflation target all the more protracted. As such, while we don't rule out a 
scenario whereby the Fed raises rates once this year, we ultimately expect them to sit tight until mid-2017. 
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