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“The Future Ain’t What It Used to Be” 

Just as with Federal Reserve officials, Yogi Berra’s words tend to be 

incredibly insightful. Expectations for long-term economic growth and the 

interest rate environment over the long term have been consistently scaled 

back in recent years. One easy way to see this view is the Federal Reserve’s 

expectations for the long-term federal funds rate, which is published  

four times a year as part of the forecast summary package following every 

other Federal Open Market Committee (FOMC) meeting. Expectations for 

the long-term federal funds rate have been steadily scaled back since the 

FOMC began regularly publishing forecasts for the fed funds rate in 2012. 

In the January 2012 forecast, just one FOMC participant put the long-run 

federal funds rate below 4 percent. The most recent report puts the central 

tendency of the FOMC’s long-run federal funds rate forecasts at  

3.75 percent (top chart), and more Fed participants had the long-run funds 

rate at 3.50 percent than at any other level. 

Reductions in the Fed’s expectations for the long-run federal funds rate 

mirror the pullback in their expectations for long-term real GDP growth. 

Back in January 2012, the central tendency for the FOMC’s long-run real 

GDP forecast was 2.3 to 2.6 percent. Today the central tendency is 2.0 to 

2.3 percent. Long-run real GDP forecasts from the Congressional Budget 

Office and the Office of Management and Budget have also been steadily 

scaled back over this same time period. Expectations for long-run inflation, 

however, have remained firmly anchored at two percent. 

The drop in long-run growth expectations is tied to both cyclical and 

structural factors. The unusual depth of the Great Recession led to 

significant labor market distortions that have produced a lasting drag on 

labor force growth. Productivity growth (middle chart) has also slowed in a 

meaningful way, as the deep recession has slowed capital formation. While 

conditions have improved slightly over the past few years, there is no quick 

way to reverse the slowdown in both labor force and productivity growth. 

Long-run economic forecasts do not typically incorporate the business 

cycle. Our long-run forecast builds on our May GDP forecast, which runs 

through the fourth quarter of 2016. We feel that the potential growth rate of 

the economy has decreased. That said, economic growth from 2015 to 2018 

is expected to be above its long-run trend, leading to a reduction in the 

output gap (red area in bottom chart). Our forecast is consistent with the 

view that the federal funds rate will not return to its normal, long-run level 

for at least several years. We have the federal funds rate coming back to 

3.50 percent near the end of the decade. Long-term interest rates are also 

expected to rise gradually, although there will undoubtedly be a great deal 

of volatility along the way. Moreover, the yield curve is expected to flatten 

considerably, as short-term interest rates rise more than long-term rates. 

 

 

 

Source: Federal Reserve Board, U.S. Dept. of Commerce, Congressional Budget Office and Wells Fargo Securities, LLC 
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Forecast

The Long Road Back to A Different Normal 
Each generation seeks its truth, so do economic benchmarks. Our long-term outlook is consistent with the 
view that it will be several years before the fed funds rate will be back to its longer-run level.  
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Wells Fargo U.S. Economic Long-Term Forecast

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022-2026

Real Gross Domestic Product (a) 2.3 2.2 2.4 2.2 2.9 2.8 2.6 2.4 2.2 2.2 2.2

Blue Chip Consensus N/A N/A N/A 2.5 2.8 2.6 2.5 2.4 2.4 2.4 2.3

CBO Forecast N/A N/A N/A 2.8 3.0 2.7 2.2 2.1 2.2 2.2 2.1

Nominal GDP 4.2 3.7 3.9 3.3 4.9 5.0 5.0 4.7 4.4 4.3 4.2

Inflation Indicators (a)

GDP Deflator 1.8 1.5 1.5 1.1 2.0 2.3 2.4 2.3 2.2 2.1 2.0

Consumer Price Index 2.1 1.5 1.6 0.1 2.2 2.5 2.6 2.5 2.4 2.3 2.1

Unemployment Rate 8.1 7.4 6.2 5.4 5.0 4.8 4.4 4.2 4.0 4.2 4.8

Quarter-End Interest Rates (b)

Federal Funds Target Rate 0.25 0.25 0.25 0.44 1.56 2.50 2.90 3.30 3.50 3.40 3.30

3 Month LIBOR 0.43 0.27 0.23 0.56 1.76 2.60 3.00 3.40 3.60 3.50 3.40

Prime Rate 3.25 3.25 3.25 3.44 4.56 5.50 5.90 6.30 6.50 6.40 6.30

Conventional Mortgage Rate 3.66 3.98 4.17 4.05 4.51 5.30 5.50 5.70 5.90 5.80 5.70

3 Month Bill 0.09 0.06 0.03 0.39 1.67 2.60 3.00 3.30 3.50 3.40 3.30

6 Month Bill 0.13 0.09 0.06 0.49 1.73 2.70 3.10 3.40 3.60 3.50 3.40

1 Year Bill 0.17 0.13 0.12 0.56 1.78 2.80 3.20 3.50 3.70 3.60 3.50

2 Year Note 0.28 0.31 0.46 0.80 1.86 3.00 3.40 3.70 3.90 3.80 3.70

5 Year Note 0.76 1.17 1.64 1.68 2.27 3.40 3.80 4.00 4.20 4.10 4.00

10 Year Note 1.80 2.35 2.54 2.24 2.66 3.70 4.00 4.20 4.40 4.30 4.20

Blue Chip Consensus N/A N/A N/A 2.20 3.00 3.70 4.20 4.40 4.60 4.60 4.50

CBO Forecast N/A N/A N/A 2.80 3.40 3.90 4.20 4.50 4.60 4.60 4.60

30 Year Bond 2.92 3.45 3.34 2.93 3.42 4.00 4.30 4.40 4.60 4.50 4.40

Forecast through 2016 as of May 22, 2015

Long-term finanical forecast as of June 01, 2015 as submitted to Blue Chip

There are no assumptions of recessions in long-term forecasts

Notes: (a) Year-over-Year Percent Change

 (b) Annual Averages

Actual Forecast



 

 

Wells Fargo Securities, LLC Economics Group 

 

Diane Schumaker-Krieg Global Head of Research, 
Economics & Strategy 

(704) 410-1801 
(212) 214-5070 

diane.schumaker@wellsfargo.com 

John E. Silvia, Ph.D. Chief Economist (704) 410-3275 john.silvia@wellsfargo.com  

Mark Vitner Senior Economist (704) 410-3277 mark.vitner@wellsfargo.com 

Jay H. Bryson, Ph.D. Global Economist (704) 410-3274 jay.bryson@wellsfargo.com 

Sam Bullard Senior Economist (704) 410-3280 sam.bullard@wellsfargo.com 

Nick Bennenbroek Currency Strategist (212) 214-5636 nicholas.bennenbroek@wellsfargo.com 

Eugenio J. Alemán, Ph.D. Senior Economist (704) 410-3273 eugenio.j.aleman@wellsfargo.com 

Anika R. Khan Senior Economist (704) 410-3271 anika.khan@wellsfargo.com 

Azhar Iqbal Econometrician (704) 410-3270 azhar.iqbal@wellsfargo.com 

Tim Quinlan Economist (704) 410-3283 tim.quinlan@wellsfargo.com 

Eric Viloria, CFA Currency Strategist (212) 214-5637 eric.viloria@wellsfargo.com 

Sarah House Economist (704) 410-3282 sarah.house@wellsfargo.com 

Michael A. Brown Economist (704) 410-3278 michael.a.brown@wellsfargo.com 

Michael T. Wolf Economist (704) 410-3286 michael.t.wolf@wellsfargo.com 

Mackenzie Miller Economic Analyst (704) 410-3358 mackenzie.miller@wellsfargo.com 

Erik Nelson Economic Analyst (704) 410-3267 erik.f.nelson@wellsfargo.com 

Alex Moehring Economic Analyst (704) 410-3247 alex.v.moehring@wellsfargo.com 

Donna LaFleur Executive Assistant (704) 410-3279 donna.lafleur@wellsfargo.com 

Cyndi Burris Senior Admin. Assistant (704) 410-3272 cyndi.burris@wellsfargo.com 

 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer registered with the U.S. Securities and 
Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp. Wells Fargo Securities, LLC, distributes these 
publications directly and through subsidiaries including, but not limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC, Wells 
Fargo Securities International Limited, Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. Wells Fargo Securities, LLC. 
("WFS") is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a member in good standing of the National 
Futures Association. Wells Fargo Bank, N.A. ("WFBNA") is registered with the Commodities Futures Trading Commission as a swap dealer and is a member in 
good standing of the National Futures Association. WFS and WFBNA are generally engaged in the trading of futures and derivative products, any of which may 
be discussed within this publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions. 
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and revenue of the firm 
which includes, but is not limited to investment banking revenue. The information and opinions herein are for general information use only. Wells Fargo 
Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC assume any liability for any loss that may result from 
the reliance by any person upon any such information or opinions. Such information and opinions are subject to change without notice, are for general 
information only and are not intended as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. 
Wells Fargo Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2015 
Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment firm 
authorized and regulated by the Financial Conduct Authority. The content of this report has been approved by WFSIL a regulated person under the Act. For 
purposes of the U.K. Financial Conduct Authority’s rules, this report constitutes impartial investment research. WFSIL does not deal with retail clients as 
defined in the Markets in Financial Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of 
retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be available. This report is not intended for, and should not be 
relied upon by, retail clients. This document and any other materials accompanying this document (collectively, the "Materials") are provided for general 
informational purposes only. 

 
SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


