Asset Allocation Bi-Weekly

By the Confluence Asset Allocation Committee

(o

INVESTM

T MANAGEMENT

Confluence Investment Management offers various asset allocation products which are managed using “top
down,” or macro, analysis. \We publish asset allocation thoughts on a bi-weekly basis, updating the report
every other Monday, along with an accompanying podcast.

The FOMC in 2024
October 9, 2023

The Federal Reserve’s Federal Open Market Committee (FOMC) votes on monetary policy. The
FOMC consists of seven governors, the New York FRB president, and a rotating roster of four
regional presidents who serve a one-year term on the committee. This rotation feature means
that the policy leanings of the FOMC could change each year. In our observations, though, the
changes from year to year are not typically monumental, but at the margin, the composition of
the committee might trigger more rapid policy shifts or changes in the number of dissents to
policy decisions.

This table shows the breakdown of the FOMC:

All 2023 2024 Stance Term All 2023 2024

Powell 4 4 4 2028 UBER DOVE - 1 2 2 1

Jefferson 3 3 3 2022 DOVE - 2 5 2 4
2038 MODERATE - 3 4 3 3

Bowman 5 5 5 - 2034 HAWK - 4 5 3 3

Barr 2 2 2 2032 3 2 1

Waller 4 4 4 2030 19 12 12

Kugler 1 1 1 2026

Williams NY 3 3 3 2026

Goolsbee CHI 1 2034

Vacant STL 5 B 026

Schmid KC 4 2033

Barkin RICH 3 3 2028

Bostic ATL 2 2 2031

Daly SF 2 2 2026

Mester CLEV 4 4 2024

Collins BOS 2 2032

Kashkari MINN 5 5 B o038

Logan DAL 4 4 2035

Harker PHI 3 3 2025

Overall 3.11 3.08 2.92

Governors 3.00 3.00 3.00

Presidents 3.17 3.20 2.80

(Sources: Federal Reserve, Bloomberg, Confluence)
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Using Bloomberg’s assessment of policy leanings,® there are five categories of voters, ranging
from Uber Hawk to Uber Dove. We then assign numbers, ranging from one to five, with higher
numbers signaling hawkishness. Overall, the average is moderate, with presidents being slightly
more hawkish than governors. This year, the FOMC was a bit more dovish than the average of
all potential voters. However, note that in 2023, hawks outnumbered doves five to four. Next
year, the serving presidents are much more dovish. The average falls from 3.2 to 2.8, with doves
outnumbering hawks five to four. The higher number of doves may make the “higher for
longer” story harder to maintain.

One of the unusual characteristics of the Powell Fed has been the low number of dissents.

Dissents/
Chair Meetings
MARTIN 50.9%
BURNS 62.4%
MILLER 142.1%
VOLCKER 122.7%

GREENSPAN 53.6%
BERNANKE 72.7%
YELLEN 66.7%

POWELL 23.9%
(Sources: Federal Reserve, Confluence)

This table measures the number of dissents relative to the number of meetings that a Fed chair
has presided over. Clearly, Chair Powell has had the most unified FOMC in history. However,
this upcoming year might be a challenge for Powell as his stated goal of keeping policy tight will
be coming up against an FOMC that is more dovish than usual. If he maintains his dissent
record, it will suggest his powers of persuasion are strong. It’s important to note that there is an
unofficial rule that four governors dissenting at a meeting should trigger the resignation of the
chair.?2 There are three dovish governors, so a moderate would have to vote against the chair in
order to hit the critical fourth vote. We note that the last governor dissent was in 2005, so they
have become rare. Thus, even one dissent would likely be newsworthy.

Overall, the composition of the FOMC in 2024 will lean dovish, while Chair Powell appears to
be holding a hawkish line. At the last meeting, the FOMC dots plot took away two rate cuts
from the 2024 projection. It remains to be seen whether those dots signaling a retreat from rate
cuts are going to be voters next year. We may have a Fed that turns out to be more dovish than
currently expected.

! Note that Governor Cook, who has recently been appointed, is colored in blue. This is because
Bloomberg hasn’t given her an assessment yet.

2 This is not a hard and fast rule, but a chair that is in the minority of the governors has probably lost the
mandate to govern. For background, see Mallaby, Sebastian. (2016). The Man Who Knew: The Life and
Times of Alan Greenspan. New York, NY: Penguin Books, pp. 311-315.
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Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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