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Abstract: 
The Federal Reserve System plays a pivotal role in the U.S 

economy through its ability to control the Federal Funds 

Rate and thus indirectly influence longer-term interest 

rates and asset prices.  In recent years, however, the 

Federal Funds Rate has been pegged to the Zero Lower 

Bound and the Fed’s ability to manipulate longer-term 

asset prices has been hindered.  The communication of 

future policy intention to the public, known as forward 

guidance, has become an increasingly more important tool 

as it allows the Fed to influence the expected path of 

shorter-term interest rates and thus bolster control over 

longer-term rates and asset prices.  It does this 

qualitatively through the use of carefully worded oral and 

written “language” and quantitatively through the 

publishing of the Summary of Economic Projections which 

contains the FOMC’s GDP, unemployment rate, inflation 

and Federal Funds Rate expectations over the next one, 

two and three years, as well as over the “longer run”.  This 

paper aims to shed light on the effectiveness of the data 

contained in the SEP by examining the correlation between 

revisions in economic projections and changes in interest 

rates at the time SEP releases.  

Introduction: 
• Under traditional tools, Monetary Policy has 

become significantly constrained by the ZLB 
• Fed Introduced two new tools: 

• LSAP’s: the buying and selling of longer 
term securities which directly influence 
longer term market rates 

• Forward Guidance: the Fed’s policy of 
communication future policy intentions 
to the public 

• Research Question:  
• Does the data in the SEP contain 

additional information that other forms 
of forward guidance do not? 

• Hypothesis: 
• Yes – gives pertinent information as to 

the size of policy changes and not just 
the direction 

 

The SEP 
Summary of Economic Projections (SEP):  
contains individual FOMC participant projections 
for real GDP, unemployment rate, PCE inflation 
and Core PCE inflation for the fourth quarter of 
the current year, the two following years and the 
“Longer Run” in addition to Federal Funds Rate 
projections over the same time horizons 

Data and Methodology 

Preliminary Results: 
 

 
Dependent 
Variable 

DTB3 DTB6 DTB1YR DGS2 DGS3 DGS5 DGS7 DGS10 DGS30 DBAA 

Constant -0.0005 -0.0010 -0.0056 0.0274** 0.0448** 0.0697** 0.0770** 0.0662** 0.0518*** 0.0540*** 

  (-0.8380) (0.8890) (0.2900) (0.0430) (0.0390) (0.0340) (0.0210) (0.0120) (0.0040) (0.0010) 

FFR1 -0.0498 -0.1835** -0.1014 -0.3906* -0.1995 0.1396 0.3502 0.2940 0.1937 0.3839** 

  (0.1080) (0.0260) (0.2890) (0.0910) (0.5810) (0.7980) (0.5140) (0.4180) (0.2660) (0.0340) 

FFR2 -0.0041 0.0557 -0.0557 0.0197 -0.1996 -0.4337 -0.5053 -0.3760 -0.2379* -0.3365** 

  (0.7770) (0.1230) (0.3570) (0.9010) (0.4770) (0.3160) (0.2340) (0.1930) (0.0810) (0.0230) 

FFR3 0.0094 0.0048 0.0488 0.0597 0.1691 0.2532 0.2148 0.1047 0.0155 0.0638 

  (0.5350) (0.9050) (0.1550) (0.5310) (0.3030) (0.3020) (0.3590) (0.5120) (0.8350) (0.3800) 

FFRLR 0.0303 -0.0235 -0.0895 0.5165* 0.8050 1.2634 1.4263 1.2936* 0.8825* 0.9308** 

  (0.6270) (0.8790) (0.5280) (0.0770) (0.1270) (0.1580) (0.1470) (0.0990) (0.0850) (0.0350) 

Prob > F 0.0001 0.0010 0.0079 0.0005 0.0029 0.0061 0.0034 0.0004 0.0000 0.0000 

Results show that revisions to Long Run Federal 
Funds Rate projections impact longer-term asset 
prices in a significant way which may suggest that 
data contained in the SEP contains more 
information regarding the long run path of 
Monetary Policy than does the language 
contained in the minutes  

Future Work: 
• Further hypothesis 

testing 
• Analyzing affects of 

macro projections on 
market rates 
 

Table1: Response of Market Rates to Changes in FFR Projections 


