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 As universally expected, the Federal Open Market Committee (FOMC) announced an increase in the 
federal funds target rate of 0.25 percentage points to a range between 1/2 percent to 3/4 percent. 

 The statement's economic discussion affirmed the solid pace of employment growth, decline in the 
unemployment rate, and the move higher in inflation. It removed the adjective "somewhat" from its 
characterization of inflation's increase and noted that "market-based measures of inflation compensation 
have moved up considerably." 

 The summary of economic projections (SEP) released with the statement saw modest upward revisions 
to economic growth (0.1 percentage points in 2016, 2017, and 2018) and downward revisions to the 
unemployment rate (0.1 percentage points lower in the same years). PCE inflation was marked higher in 
2016, but otherwise unchanged. Core PCE inflation was also unchanged. 

 The median "dot" projection of FOMC members for the end of 2017 rose 25 basis points, suggesting fed 
members anticipate three hikes over the course of next year (up from two previously). The median 
projection for 2018 for 2018 also rose 25 basis points, implying three additional hikes that year (the same 
number as previously). There is a notable dispersion in expectations for 2019, with one dot as high as 
3.875% and one dot as low as 0.875% (the same as last meeting). 

Key Implications 

 In the most expected policy decision in recent memory, the only real surprise was the move up in the 
FOMC members' expectations for future policy. The move up is a signal that the Fed has become more 
confident in the economic outlook and that inflation will increasingly track closer to the 2% target, 
motivating the Committee to step up its efforts to normalize monetary policy.  

 The message to fiscal authorities is that "what fiscal policy gives, monetary policy will take away." Given 
the proximity of the labor market to full employment, any additional upward pressure on economic growth 
from fiscal stimulus will be met with a faster pace of rate hikes. As such, the Fed appears to be of the 
view that employment gains will slow considerably in the coming years. 

 Market pricing for Fed hikes has moved higher, but not as high as the Fed. Prior to the  announcement, 
futures were in line with Fed dots, pricing roughly two rate hikes. In the wake of the Fed's announcement, 
futures are now pricing in roughly two and a half hikes, with the announcement leading markets to price in 
an additional 10 basis points by the end of next year – roughly half the movement in the dots. 
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