The June Rate Hike
The Federal Reserve takes the key interest rate north by another quarter point.
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On Wednesday morning, futures markets put the odds at 99.6% of a June interest rate increase by the Federal
Reserve. Sure enough, the central bank made a move. It raised the key interest rate by 0.25%, taking the
target range for the federal funds rate to the 1.00-1.25% range. The Federal Open Market Committee voted 81 to hike the rate, with Minneapolis Fed President Neel Kashkari being the lone dissenter. 1,2

What were the key takeaways from the latest Fed policy statement? A few are worth noting. First of all, the
central bank did not change its dot-plot forecast for the rest of 2017. It still projects just one more interest
rate hike before 2018 arrives. (After the rate move Wednesday, the CME Group's FedWatch Tool put the odds
of a September rate increase at 19% and the odds of a December rate increase at 45%.) 2,3

Second, the Fed announced it would begin to slowly reduce its $4.5 billion holdings of Treasuries and
mortgage-linked securities "this year." Third, it lowered its inflation projection for the balance of 2017 to 1.6%
from the prior 1.9%. Fourth, it projected the unemployment rate to decline to 4.3% by December. 2

How did the market take all this? Largely in stride. The only eye-opener was the Fed declaring a start date (of
sorts) to trim its huge securities stockpile. Just how does the Fed plan to unwind its balance sheet? It will start
by letting about $6 billion of maturing principal in Treasuries and $4 billion of maturing mortgage-backed
securities and agency debt to run off per month. Those respective limits will rise by $6 billion and $4 billion
each quarter over a year, until they reach a respective $30 billion and $20 billion per month. 4

Investors and traders can now begin to speculate when the central bank might make its next monetary policy
move.
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