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Article What to expect from this week’s Fed meeting 
The May jobs report and a rebound in both car sales and mortgage 
applications suggests the economy is experiencing a more vigorous 
rebound than anticipated. However, we suspect the Fed will give a more 
nuanced assessment, warning of many potential potholes in the road 
ahead. More stimulus, not less, remains our expectation for the months 
ahead 
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The return of the V? 
There has been a real disconnect between equities (and risk markets in general) relative to 

interest rates over the past couple of months. The former is seeing only the positives while the 

later was far more cautious about the prospects for recovery. Last week that changed with some 

good car sales numbers followed up by another remarkably strong set of mortgage approvals for 

home purchase, rounded out by an astonishingly strong jobs report, which has caused extreme 

embarrassment to anyone who calls themselves an economist (myself included). 
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Talk of potential negative interest rates in the US has evaporated with the potential for a 

vigorous V-shaped recovery pushing the S&P 500 to within touching distance of its all-time highs. 

Even longer-dated Treasury yields couldn’t ignore the story and moved towards three-month 

highs. The key question now is, what does the Federal Reserve make of it all? 

 
But there are potholes in the road ahead 
Officials have in general chosen to take a very cautious tone regarding the economic outlook 

and we believe that will continue. They will no doubt be wary that getting too enthusiastic risks 

inflating asset prices even more at a time when there are still huge economic and health 

uncertainties. 

Yes, Covid-19 cases are falling, but in states that have reopened there has been some evidence 

of a renewed pick-up in transmission of the virus which, if it continues, could potentially see 

lockdowns reinstated. Moreover, as we head towards winter there are worries about a second 

spike as Covid-19 has a more amenable environment in which to spread. 

Then there is the economy, which is expected to contract at around a 40% annualised rate in 

2Q20 and then, even after last Friday’s jobs numbers, we have to remember that employment 

remains 19.6 million below February’s level. While the US is on the reopening path there is clearly 

the potential that as companies bring their staff back, there isn’t enough work for them to do – 

e.g. a restaurant limited to 30% maximum capacity or a retail outlet in a major city that has no 

footfall because all the offices are closed. Staff could see themselves laid off for a second time. 

Moreover, given the downturn in global economic activity, many manufacturing and professional 

service firms may not need as many workers as they face up to the new economic environment 

of weaker corporate profits and higher debt levels. As such, unemployment is likely to fall slowly 

with an 8-10% figure for the end of this year our central forecast. This should contribute to 

keeping inflation pressures muted. 

 
Fed to leave to door open for more stimulus 
Given this backdrop, the Fed will leave the Fed funds target rate unchanged at 0-0.25% and we 

suspect they will refrain from offering much new forward guidance. Their Mainstream Lending 

Program is finally coming on stream and that will reinforce the view that Fed action will continue 

to support the economy in addition to numerous other lending facilities that are already 

operational. 

Their quantitative easing has been tapered significantly with just $4 billion per day of Treasury 

purchases scheduled for the coming week versus $75bn at the peak. We suspect they will retain 

the language that they will continue the purchases “in the amounts needed to support smooth 

market functioning, thereby fostering effective transmission of monetary policy to broader 

financial conditions”. 
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In terms of the outlook for policy, the new forecast summary of projections – the first published 

since December – will provide an insight into how the range of views within the committee is 

shaping up. We suspect that there is a decent chance they will pencil in one rate rise before the 

end of 2022, which may help to dispel some talk of the potential for negative rates. Fed officials 

have been dismissive of this as a tool and we do not expect it to be implemented. 

One future option that is gaining traction is yield curve control – using QE to target specific yields 

to prevent borrowing costs rising too much too quickly. However, given the latest rise in yields is 

driven more by optimism in the recovery rather than excess supply related to ballooning 

issuance, the Fed will hold off for now. However, if the initial reopening bounce in activity wanes 

and the US economy hits one of the many potholes we foresee, this policy option will come up 

for active Fed discussion. 
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Disclaimer 

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank 

N.V. ("ING") solely for information purposes without regard to any particular user's investment 

objectives, financial situation, or means. ING forms part of ING Group (being for this purpose ING 

Group NV and its subsidiary and affiliated companies). The information in the publication is not an 

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation 

to purchase or sell any financial instrument. Reasonable care has been taken to ensure that this 

publication is not untrue or misleading when published, but ING does not represent that it is 

accurate or complete. ING does not accept any liability for any direct, indirect or consequential 

loss arising from any use of this publication. Unless otherwise stated, any views, forecasts, or 

estimates are solely those of the author(s), as of the date of the publication and are subject to 

change without notice. The distribution of this publication may be restricted by law or regulation 

in different jurisdictions and persons into whose possession this publication comes should inform 

themselves about, and observe, such restrictions. Copyright and database rights protection exists 

in this report and it may not be reproduced, distributed or published by any person for any 

purpose without the prior express consent of ING. All rights are reserved. The producing legal 

entity ING Bank N.V. is authorised by the Dutch Central Bank and supervised by the European 

Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial 

Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 

Amsterdam). In the United Kingdom this information is approved and/or communicated by ING 

Bank N.V., London Branch. ING Bank N.V., London Branch is subject to limited regulation by the 

Financial Conduct Authority (FCA). ING Bank N.V., London branch is registered in England 

(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person 

wishing to discuss this report or effect transactions in any security discussed herein should 

contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of 

ING, and which has accepted responsibility for the distribution of this report in the United States 

under applicable requirements. 
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