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Federal Reserve Meeting Preview

Interest Rate Products Sector

On Wednesday, January 27, 2021, in the first meeting on the FOMC calendar for 

the year, Federal Reserve Chairman Powell will be speaking with regard to Fed 

actions, as well as the previously released Beige Book. Wednesday’s meeting will 

provide investors with a view into the Federal Reserve and its viewpoint on key 

economic indicators and situations. While watching the meeting and subsequent 

press conference the Sector urges you to look for the following potential points 

made by Chair Powell. In particular, the references made in Powell’s agenda 

regarding the 10-year Treasury yields as well as any notion of asset purchase 

tampering in the future. No large price action movements are expected to be 

announced at the meeting, and traders are projected to use the meeting as a 

smokescreen to “unwind excessive positions” according to Yoshifumi Takechi of 

Money Partners in Tokyo. Chair Powell will also reiterate the tapering of purchases 

will come in due time and reemphasize the Fed’s objective of not creating a second 

“taper tantrum” as seen last in 2013.

The Sector will be looking at two economic indicators and the Fed’s concurrent 

response in particular during this meeting: the labor market concerning jobless 

claims growth and continuing unemployment, and CPI inflation expectations. With a 

multitude of lackluster indicators in the previous two months, the Fed is expected to 

address the data to help ease market worry. After last week's weekly jobless claims 

surge to 965,000.00, the highest level in five months, and continuing unemployment 

claims up to 5.27 MM, Powell will have to confront the issue of a weak labor 

market. Chairman Powell has reiterated several times the importance of additional 

fiscal stimulus to support the labor market as the primary monetary policy tools 

have already been implemented. The most recent election results revealed that the 

Democratic party would hold a majority at both the Senate and the House of 

Representatives, along with a democratic president in Joe Biden. This sweeping 

Democratic majority will likely result in additional fiscal stimulus, aiding the Sector in 

its view of a future stimulus package north of $1.00 T, but not the initial $1.90 T plan 

due to concerns over excessive spending from moderate democrats and others 

who propose alternative actions be taken. The Sector is hopeful that the Fed will 

shed some light on the inflationary environment by addressing the current state of 

inflation and their respective policy decisions. 

The CPI increased by 0.40% in December after increasing by 0.20% in November, 

and 0.00% in October. Last month's data reflects a shift in the inflation trend after 

seeing the inflation growth subside following the consecutive 0.60% increases in 

June and July. The pickup in inflation is some indication that inflation growth in the 

U.S. could continue to grow, although recent employment numbers, as stated 

above, suggest that the economic recovery may be starting to cool. If the additional 

stimulus is forthcoming, it will help to propel inflation growth in the U.S. Jerome 

Powell has recognized the possibility for a “post-pandemic” boom in consumer 

spending which could lead to a surge in the prices of goods, although he does not 

believe that a surge would lead to sustainably high inflation rates. As per their 

inflation mandate, the Fed will continue to support sustained inflation growth 

through their policy decisions as they target a consistent 2.00% growth rate.
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Interest Rate Products Sector

Concerning the current Treasury market, the Sector suggests keeping an eye on 

how the Fed handles the 10-year Treasury yield rising from 0.52% on August 4 to 

1.15% on January 14. Data from every meeting since April has provided the 10-

year Treasury yield with an average move of 1.80 bps, and overall yields 1.90 bps. 

However, as previously stated, few surprises are expected, and any Treasury 

movement should be contained. Yield increases over a long period as seen now 

can threaten a possible sell-off in financial markets if there are misunderstood 

comments regarding inflation, interest rates, and tapering bond-buying at the 

FOMC meeting. This Sector will be diligently watching how the Fed language 

changes when mentioning the Treasury market as not to spark tension and volatility 

in the market. Since the last FOMC meeting, Congress has passed a $900.00 bn 

fiscal stimulus package. On top of the latest package, President Biden has 

announced his new program aimed at aiding in unemployment recovery and 

vaccine rollouts. Yet, the Fed has feared that the increase in fiscal spending poses 

a threat to inflation numbers. If the Treasury yield curve continues to steepen, it 

becomes a danger to financial stability and limited deficit financing. Hence, with the 

10-year yield continuing to rise, this Sector will be watching the yield movement 

during Powell’s press conference as well as any possible language changes 

concerning bond-buying. 


