
Household Debt-to-Income Ratios, 1980:Q1 – 2013:Q3 
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Source: Board of Governors. 

Estimates began in 1980:Q1 
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Financial Obligations Ratio Debt Service Ratio

Financial Obligations Ratio (FOR) =  
(debt service + rent + auto leases + others) / (after-tax income) 

Debt Service Ratio (DSR) =  
(minimum debt payments) / (after-tax income) 

2007:Q3 

2007-09 Peak All-Time Low Currently 

DSR 13.2 9.9 9.9 

FOR 18.1 15.1 15.4 
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Monetary Policy and the Federal Reserve System 

New Chair of the  
Board of Governors 

New (Nominated) Vice-Chair  
of the Board of Governors 

Janet Yellen Stanley Fischer 
Ph.D., Economics, Yale Ph.D., Economics, MIT 



• May 2013 

– Announced a “step down” in quantitative easing may occur soon 

 

• December 2013 

– QE purchases would slow from $85 to $75 billion per month 

 

• Quantitative easing (QE) 

– Purchases of mortgage-backed securities and other agency debt 

– MBS drop from $40 to $35B, Treasuries from $45 to $40B 

• QE1: 3/2009 – 3/2010 

• QE2: 11/2010 – 6/2011 

• QE3: 9/2012 - ? 
38 

What can we expect from “The FED” in the coming year? 



Federal Reserve Balance Sheet, January 2007 – January 2014 

Source: Board of Governors of the Federal Reserve. 
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Quantitative easing 



• It should lead to higher middle and longer term interest rates 

– Estimated increase: 80 to 100 basis points 

 

• The rate at which the FED will taper remains uncertain and will 
likely depend on inflation expectations 

 

• If inflation expectations remain anchored around 2%, then I 
suspect the FED will taper slowly 

 

• If inflation expectations rise sharply during the year, then 
tapering is likely to be more rapid 
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What can we expect from “tapering”? 



Expected Inflation Yield Curve 

41 

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

1 2 3 4 5 6 7 8 9 10 12 15 20 25 30

Jan 2013 Dec 2013 Jan 2014

Time Horizon (Years) 

Source: Federal Reserve Bank of Cleveland and Old Dominion University Economic Forecasting Project. 

Federal Reserve Bank of Cleveland Estimates 



FOMC Expectations of Policy Firming 
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Expected year of first increase in target federal funds rate 
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Mean Expected  
Target Rate (Dec. 2013) 

2013 0.25 

2014 0.34 

2015 1.09 

2016 2.28 



• Household deleveraging cycle appears to be over 

 

• Leading labor market indicators are all moving the right 
direction 

 

• The “energy boom” will continue to be a bright spot 

 

• Quantitative easing is winding down 
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Upside risks 



• No obvious significant headwinds 

 

• Political and regulatory uncertainty remains elevated 

– Financial regulations are way behind schedule 

– Affordable Care Act rollout may dent confidence 

 

• Fear that slowing growth in China will spread 

 

• Inflation expectations grow 

44 

Downside risks 





2014 National Forecast: Quarter-by-Quarter 
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2014:Q1 
Forecast 

2014:Q2 
Forecast 

 

2014:Q3 
Forecast 

 

2014:Q4 
Forecast 

2014 
Annual 

Nominal GDP (level) 17275.6 17452.5 17632.3 17814.7 17543.8 

Real GDP (level) 16072.7 16169.4 16262.8 16354.3 16214.8 

Real GDP growth  2.71% 2.43% 2.33% 2.27% 2.84% 

Employment growth 1.84% 1.77% 1.71% 1.66% 1.66% 

Unemployment rate (%) 6.6 6.4 6.2 6.1 6.3% 

Consumer price index (CPI) 1.27% 1.64% 1.88% 1.76% 1.64% 

CPI – Core  1.90% 1.72% 2.11% 2.02% 1.92% 

3-month Treasury bill 0.09% 0.12% 0.16% 0.22% 0.15% 

10-year Treasury bond 3.02% 3.16% 3.34% 3.53% 3.26% 

30-year conventional mortgage rate 4.47% 4.63% 4.82% 5.02% 4.74% 

* Annual growth in real GDP does not equal the average growth rate of the 4 quarters of 2014. It is the percentage change between the average level of real 
GDP in 2013 and the average level of real GDP in 2014. 


