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December 14, 2022 

PENULTIMATE? 

• Fed policymakers raised overnight interest rates 50 basis points to a range of 4.25–4.50%, a slowdown after four 75bps hikes 
• The statement accompanying today’s release noted further hikes are forthcoming, but it is hard to square with the Fed’s economic projections 
• Today’s increase is, in our view, the penultimate hike of this cycle, though it could even be the last if the next batch of CPI data are soft  
• The dot plot noted a median expectation for peak fed funds at 5.125%, 75bps higher than today’s level, which is more than markets expect 

The Federal Reserve Open Market Committee raised their target for overnight interest rates 
0.50%, as widely expected and as telegraphed by Fed Chair Jay Powell in a recent speech. The 
rate hike, while still above the “normal” 0.25% move, represents a reduction in the breakneck 
pace of policy tightening in 2022 that included four consecutive 0.75% rate increases beginning 
in June. Today, overnight policy rates are in a range of 4.25–4.50%, which the majority of 
economists and Fed participants consider firmly in restrictive territory, meaning that interest rates 
are actively reducing economic growth even if they do not increase further. Today could 
represent the penultimate rate hike of the current cycle, depending on the evolution of inflation 
before the Fed next meets in February. 

Economic data since the FOMC met in early-November has been surprisingly upbeat in terms 
of growth and surprisingly cool in terms of inflation—a rare combination for an otherwise 
troubled year. Job gains continued apace, with continued increase in employment in the mid-
200K range for three months now. While retail sales are looking a little soft into the critical holiday 
season and retailers are clearly over-inventoried, consumer spending on services remains 
healthy. Perhaps that health stems from aggregate savings levels that, while depleting to the 

tune of $100 billion per month (according to BofA data) is still above pre-pandemic levels, at least for middle- to higher-income 
consumers. But the real sea change of late has been October and November inflation readings. In the last two months, the core CPI 
has been running at a +2.8% annual pace, which is easily within a comfortable range. Moreover, there are severe lags in housing 
inflation, which suggest that the hottest component of the CPI—shelter—is likely to decelerate into 2023. There remains room to 
be wrong on inflation here, but the risks are at the very least balanced and perhaps even skewing to disinflation going forward.  

The FOMC statement stands in contrast to our perception of balanced risks and was essentially unchanged from the prior meeting.  
Unemployment “remains low,” and “inflation remains elevated,” with no reference to the last two months of slow inflation. Instead, 
the statement retained language noting that “ongoing increases in the target range will be appropriate,” which strikes a clearly 
hawkish note. Once again, the statement retained warnings (presumably from Brainard) about the effects of “cumulative tightening” 
weighing on both growth and inflation. 

The Fed also published its updated participant economic and rate forecasts, as they do quarterly. Fed participants reduced (median) 
expectations of GDP growth in 2023 to just 0.5%, tantamount to conceding a recession will indeed happen. The same participants 
upped core inflation forecasts, and put in a median 5.125% policy rate at year end, which is 0.75% above current levels. Maybe we 
in the financial industry suffer from insufficient imagination, but it seems impossible to push through the cognitive dissonance of 
sticky inflation alongside a highly restrictive policy and a significant economic slowdown. 

Immediate market response to the FOMC statement had yields higher across the front end of the curve, reflecting mainly the higher 
peak fed funds rates embedded in the Fed’s dots. In addition, the curve flattened significantly in the 2s10s space, equities moved 
lower by more than 1% from pre-release levels, and the U.S. dollar moved moderately higher. In sum, risk-off. 
  

 

Treas. Now 1.45PM Chg.

3mo 4.34       4.34       +0.00
2yr 4.26       4.17       +0.09
5yr 3.70       3.63       +0.07
10yr 3.54       3.51       +0.03
30yr 3.55       3.57       -(0.02)

3m/2s (8)          (17)        +9
2s/10s (72)        (66)        -(6)
2s/30s (71)        (60)        -(11)

Source: Bloomberg
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• No changes in 
economic 
commentary; no 
reference to recent 
move in CPI/PCE 
inflation 

 

• Ongoing 
increases still likely, 
but hard to take 
that at face value 
with inflation down 

 

 

 

 

 

 

 

 

• Voting was again 
unanimous  

 

 

 

 

Recent indicators point to modest growth in spending and production. Job gains have been robust in 
recent months, and the unemployment rate has remained low. Inflation remains elevated, reflecting supply 
and demand imbalances related to the pandemic, higher food and energy prices, and broader price 
pressures. 

Russia's war against Ukraine is causing tremendous human and economic hardship. The war and related 
events are contributing to upward pressure on inflation and are weighing on global economic activity. The 
Committee is highly attentive to inflation risks. 

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over the 
longer run. In support of these goals, the Committee decided to raise the target range for the federal 
funds rate to 4-1/4 to 4-1/2 percent. The Committee anticipates that ongoing increases in the target range 
will be appropriate in order to attain a stance of monetary policy that is sufficiently restrictive to return 
inflation to 2 percent over time. In determining the pace of future increases in the target range, the 
Committee will take into account the cumulative tightening of monetary policy, the lags with which 
monetary policy affects economic activity and inflation, and economic and financial developments. In 
addition, the Committee will continue reducing its holdings of Treasury securities and agency debt and 
agency mortgage-backed securities, as described in the Plans for Reducing the Size of the Federal 
Reserve's Balance Sheet that were issued in May. The Committee is strongly committed to returning 
inflation to its 2 percent objective. 

In assessing the appropriate stance of monetary policy, the Committee will continue to monitor the 
implications of incoming information for the economic outlook. The Committee would be prepared to 
adjust the stance of monetary policy as appropriate if risks emerge that could impede the attainment of 
the Committee's goals. The Committee's assessments will take into account a wide range of information, 
including readings on public health, labor market conditions, inflation pressures and inflation expectations, 
and financial and international developments. 

 

Voting for the monetary policy action were Jerome H. Powell, Chair; John C. Williams, Vice Chair; Michael 
S. Barr; Michelle W. Bowman; Lael Brainard; James Bullard; Susan M. Collins; Lisa D. Cook; Esther L. George; 
Philip N. Jefferson; Loretta J. Mester; and Christopher J. Waller. 
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• Sharp downgrade 
in 2023 GDP 
expectations to 
+0.5% YoY median 
growth 

 

• Core inflation 
expectations still 
high for 2023 
+3.5% median 

 

• Updated dots 
have a median 
2023 policy rate of 
5.125% which 
suggests 75bps 
more hikes; we’d 
expect 25bp, but 
no cuts 
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