Economic and Financial Markets Research December 13, 2023
Quantitative Research

Fed’s monetary policy: Rates unchanged in the first Alejandro Padilla Santana

Chief Economist and Head of

half Of 2024 Research

alejandro.padilla@banorte.com
= Despite the Committee decided to maintain the reference rate’s upper range at 5.5%
and a marginally less hawkish bias in its communication, our NLP model continued to Alejandro Cervantes Llamas
rank the semantics of today’s statement with the central topic congruent with a Executive Director of Quantitative

terminal rate of 5.25% Research
Alejandro.cervantes@banorte.com

= The model anticipated a terminal rate of 5.25% since July 2022

= The Fed's written communication was consistent during the current tightening cycle. José Luis Garcia Casales
However, the congruence between the language used and the monetary policy Director of Quantitative Research
. . . jose.garcia.casales@banorte.com
decisions has been lost since July 2023

=  We expect that the officials will make the first rate cut in the second half of the next

year Daniel Sebastian Sosa Aguilar
Senior Analyst, Quantitative
Fed’s topics classification using NLP and ML techniques. In July 2022 we published a Research

. ) . daniel.sosa@banorte.
research note where we described a model using natural language processing (NLP) aniel sosa@banorte.com

techniques that classify and interpret the FOMC statements. In addition, it also provides a
methodology to confirm whether the communication made by the Central Bank is
consistent with the monetary policy implemented (refer to: Welcome to the Machine
(Learning): An NLP framework for analyzing the Fed’s monetary policy statements).

The relationship between the Fed funds rate and the semantic classification obtained was
also analyzed. In this regard, the most important finding in our research note was the
degree of strength in the relationship between the Fed funds rate and the semantic
classification obtained, given that the latter can explain 9 out of 10 rate movements. The
model also defines the range of variation of the terminal reference rate (refer to Chart 1).

The Fed's semantics continues indicating a terminal rate of 5.25%. Despite the Fed
decided to maintain the reference rate’s upper range at 5.5% and a less hawkish bias in its
communication, our NLP model continued to rank the semantics of today’s statement with o i
. . X K . www.banorte.com/analisiseconomico
the central topic congruent with a terminal rate of 5.25% (upper range; Topic 8 in Chart 2). @analisis_fundam
It is worth noting that this topic has been the dominant one since the Fed began its hiking

cycle in March 2022. In this context, our model continues to exhibit strength in the

classification of statements by anticipating the terminal rate at 5.25% since July 2022. Winners of the 2023 award for
best Mexico economic
We highlight that our model only considers the semantic within the FOMC statements and forecasters Focus Economics

it does not take account the economic projections. Given that the Fed's written
communication has been consistent since the beginning of the current tightening cycle.
However, the congruence between the language used and the monetary policy decisions
has been lost since July’s statement.

Document for distribution among the general public



https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220727_NLP_Statements_Research_Note_Final.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20220727_NLP_Statements_Research_Note_Final.pdf

We expect that the officials will make the first rate cut in the second half of the next
year. Although the Fed’s written communication has been hawkish, we consider that the
current rate hiking cycle is over. Therefore, we estimate that the Fed will make the first cut
at summer meetings in 2024. However, it is worth noting that the tone of the press
conference was more hawkish than the statement, and that reduction will be subject to
the inflation and employment reports that will be released during the first half of the next
year.

Chart 1: Banorte’s Fed Topic Index vs Fed Funds (upper range)
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