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Following the Federal Reserve’s much-anticipated March
meeting, we view the Fed’s overall status as remaining
accommodative and data driven amid a new investor
environment now focusing more intently on inflation,
longer-term interest rates, and faster than previously
expected economic growth.

We believe the Fed will maintain the Fed Funds rate and open-market activity in line with existing expectations.
While there was some movement within the anonymous dot-plot member survey, we believe the Fed will likely
maintain the Fed Funds rate at its current target range of 0–0.25% through 2023 and continue monthly open-market
Treasury bond and mortgage-backed securities purchases of $120 billion through the remainder of the year.
The dot plot saw some movement toward potentially higher rates before 2023 but, in our opinion, not enough to
change existing expectations. The dot plot is an anonymous survey of Federal Open Market Committee members
as to where they believe the Fed Funds rate will be in future years. At the March meeting, four of the 18 committee
members believed the Fed Funds rate will be higher in 2022, up from just one member in December. We do not see
this as a meaningful shift and caution against paying too much attention to the dot plot, which we view more as a
snapshot in time than a leading indicator.
Rising inflation in the year ahead is unlikely to spur policy action from the Fed in the form of higher rates. In
his post-meeting press conference, Fed Chairman Jay Powell acknowledged expectations that inflation in the
following year could exceed the Fed’s long-term target of 2%. However, he also commented it would need to be for
a sustained period to warrant action in the form of higher rates. This is consistent with Chairman Powell’s recent
commentary — that inflation in the upcoming year would likely be transitory and driven mostly by “base effects” off
last year’s depressed economic levels. Last August, the Fed announced its revised “Statement on Longer-Run Goals
and Monetary Policy Strategy,” outlining a longer-term approach to its price-stability mandate and focusing on its
inflation target as being one that “averages 2% over time.”
The Fed has upgraded its view of the economy and, when combined with continued dovish policy, we consider
this mix to be favorable for the markets. In his post-meeting commentary, Chairman Powell referenced the Fed’s
improving assessment of the U.S. economy as displayed in its revised forecast of 6.5% gross domestic product
(GDP) growth in 2021 versus its previous estimate of 4.2%. The Fed also sees unemployment falling to 4.5% rather
than its earlier forecast of 5.0%. This infers markets could soon be experiencing double tailwinds of faster economic
growth and accommodative monetary policy.

We expect the atypical conditions of this post-COVID-19 economic recovery will keep the Fed data dependent
in regard to any changes from its existing policy. Simply put, this economic recovery is historically much different
than others of the past. Even though GDP, consumer spending, and corporate earnings appear poised to accelerate
at a seemingly blistering pace, more than 10 million Americans remain displaced from the workforce due to the
pandemic. As a result, we believe Chairman Powell and his colleagues will be highly reluctant to raise rates based on
improving forecasts alone and will need to see real-time data that conditions have experienced, as the Chairman has
said, “substantial further progress” toward a better environment for those directly impacted by the virus.
However, we do believe longer-term interest rates are likely to continue rising throughout the year with the 10year Treasury yield challenging 2% in the months ahead. The Fed’s ability to mitigate moves higher at the longer
end of the yield curve is much more challenging and would be at least somewhat dependent on policy changes along
the lines of “operation twist,” a seldom-used shift in its bond-buying program from early to latter maturities. At the
current time, we see no signals the Fed would employ such a change. We believe the recent and likely continuing rise
in longer-term yields is occurring for good reasons, namely a strongly improving economy, the recently passed $1.9
trillion COVID-19 relief fiscal stimulus package, and more widespread vaccine distribution.
In summary, we continue to see the Fed staying the course on its previous guidance pertaining to expectations of
maintaining the Fed Funds rate at its current target range and its existing schedule of open-market, large-scale bond
purchases. As we have stated in earlier commentaries, we view this accommodative policy by the Fed as an ongoing
catalyst for the equity and credit markets. While longer-term rates have gone higher at a fast pace since the year
began, we feel this is being driven mostly for favorable reasons and that a steepening yield curve could also prove
beneficial for the financial sector of the economy. All considered, we continue to view the Fed’s policy stance and the
improving economy as a net favorable mix for investors.
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Investments are subject to market risk, including the loss of principal. Asset classes or investment strategies described may not be suitable for
all investors.
Past performance does not guarantee future results.
Fixed income investing is subject to credit rate risk, interest rate risk, and inflation risk. Credit risk is the risk that the issuer of a bond won’t meet their payments. Inflation risk is
the risk that inflation could outpace a bond’s interest income. Interest rate risk is the risk that fluctuations in interest rates will affect the price of a bond. Investing in floating rate
loans may be subject to greater volatility and increased risks.
Equities are subject to market risk meaning that stock prices in general may decline over short or extended periods of time.
Investments in global/international markets involve risks not associated with U.S. markets, such as currency fluctuations, adverse social and political developments, and the
relatively small size and lesser liquidity of some markets. These risks may be greater in emerging markets.
The COVID-19 pandemic has caused substantial market disruption and dislocation around the world including the U.S. Economies and financial markets throughout the world are
increasingly interconnected. Economic, financial or political events, trading and tariff arrangements, terrorism, technology and data interruptions, natural disasters, and other
circumstances in one or more countries or regions could be highly disruptive to, and have profound impacts on, global economies or markets.
The information included in this document should not be construed as investment advice or a recommendation for the purchase or sale of any security. This material contains
general information only on investment matters; it should not be considered as a comprehensive statement on any matter and should not be relied upon as such. The
information does not take into account any investor’s investment objectives, particular needs, or financial situation. The value of any investment may fluctuate. This information
has been developed by Transamerica Asset Management, Inc. and may incorporate third-party data, text, images, and other content to be deemed reliable.
Comments and general market-related projections are based on information available at the time of writing and believed to be accurate; are for informational purposes only, are
not intended as individual or specific advice, may not represent the opinions of the entire firm, and may not be relied upon for future investing. Investors are advised to consult
with their investment professional about their specific financial needs and goals before making any investment decisions.
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