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MNI Fed Review: May 2022 
MNI View: No 75s, But Not Dovish 

By Tim Cooper 
 

• May’s FOMC was hawkish, but not enough to meet heightened market rate hike expectations. 

• Near-term rate hikes repriced lower and risk assets rallied following Chair Powell’s explicit guidance for 50bp 
hikes at the next couple of meetings, while downplaying the possibility of 75bp increases. 

• The bar to non-50bp moves in June/July is high, but the path in 2H 2022 will be very much data-dependent. 
 
May’s FOMC meeting was undoubtedly the most 
hawkish in the current hiking cycle, in terms of both 
action and rhetoric. But as we’d pointed out in our 
preview, aggressive market rate hike pricing 
meant that a hawkish reaction would be hard to 
come by. Indeed, the FOMC decision release at 
1400ET saw a modestly dovish knee-jerk market 
reaction, merely due to being right in line with 
expectations with none of the main hawkish risks 
(75bp hike, altered statement forward rate guidance, 
hawkish dissents, more aggressive QT) materializing. 
 
Powell Provided Clear Rate Guidance: Chair 
Powell’s press conference took the meeting outcome 
in a relatively dovish direction, though. It was widely 
expected (including by MNI) that Powell would merely 
be non-committal on the possibility of a 75bp hike in future. Few expected that he would basically rule it out – but 
that’s what he did by saying: "75 basis point increase is not something the committee is actively considering. There 
is a broad sense on the committee that additional 50 basis point increases should be on the table for the next 
couple of meetings." 
 
This was not a slip of the tongue: Powell repeated almost identical language on both 50bp hikes at the upcoming 2 
meetings (even explicitly calling it “guidance”) and on the FOMC’s appetite for a 75bp raise. Contrast that with 
March when in response to the question of how high the bar was to a 50bp raise, he made it clear that they stood 
ready to hike more quickly / aggressively (ie by 50bp) if they concluded it appropriate. 
 
50bp Hikes Seen Through September: Guiding the market to 50bp hikes for 2 consecutive meetings after already 
delivering a 50bp hike would have been considered a very hawkish communication even as recently as the March 
meeting. But markets had been braced for an even more aggressive outlook, and we saw downward repricing in 
implied rates markets following the press conference (mostly incorporating reduced expectation of a 75bp raise at 
the June meeting). Fed funds futures put implied effective rates at 1.365% for the June FOMC (down ~8-9bp from 
before the May meeting, and suggesting just over a 50bp hike) and 2.79% by year-end (down 17bp). Market pricing 
post-meeting largely aligned with three further 50bp hikes (50bp Jun / Jul / Sep). The path ahead will remain very 
much data-dependent, as Powell emphasized primarily with reference to inflation, but the bar to a non-50bp move 
in June or July is high. Notably, we get two inflation reports between now and the June FOMC. 
 
Terminal Vision: Meanwhile, the many sell-side analysts that had the Fed downshifting to 25bp raises in July now 
see a 50bp at that meeting and, in some cases, 50bp in September as well (see our review of post-FOMC 
Analyst notes). What didn’t change in sell-side expectations was for the terminal rate in this cycle, which analysts 
see from anywhere between 2.50-4.00%. That reflects both varying views on where the neutral rate is, and how far 
the Fed will take rates above it to quell inflation. Powell’s comments suggested significant uncertainty over where 
the neutral rate is (somewhere between 2 and 3%), let alone whether the FOMC would eventually have to exceed it 
and bring rates into “restrictive” territory.  
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Guiding Too Easy? Powell mentioned the term “financial conditions” no fewer than 15 times in the press 
conference, mainly in the context of tightening them “adequately” to quell inflation. But going into the meeting, 
financial conditions remained relatively loose by many metrics, despite Fed tightening expectations. So, the post-
meeting reflationary moves (incl 3% jump in the S&P 500 and a 17bp increase in 5Y inflation breakevens) may not 
have been the reaction Powell was looking for.  
 
Powell reminded that the FOMC would be fine with tighter financial conditions if it meant making progress on 
inflation. The press conference repeated references to the new “restore price stability” mantra (vs the old “maintain 
price stability”), mentioned 6x times. That was also the message at the March FOMC, which contributed to the 
ongoing correction in risk assets since then. The “Powell put”, if it ever existed, is likely to remain sidelined for the 
foreseeable future. Depending on the market’s follow-through in coming days/weeks, FOMC participants may be 
tempted to tweak the rhetoric in a more hawkish direction. 
 
Statement Didn’t Ratchet Up Hawkishness: The statement’s rhetoric didn’t get more hawkish vs March’s edition. 
The main area of focus was forward guidance on rates, which remained unchanged at "anticipates that ongoing 
increases in the target range will be appropriate" (some had seen this being altered to specify a more “expedient" 
or "front-loaded" pace). The opening paragraph acknowledged the weak Q1 GDP growth figure, but noted that 
household spending and business investment remained strong. It also noted job gains have been "robust" (rather 
than "strong" in previous statement). It added some discussion of risks posed by the COVID lockdown in China, 
and was mildly hawkish on this front, noting it was "likely to exacerbate supply chain disruptions" and that the 
FOMC "is highly attentive to inflation risks" - but these changes were not seen as significant. 
 
QT In Line: Almost all of the balance sheet runoff details were fully anticipated, as they were in line with the March 
FOMC minutes release a month ago. Powell didn’t field any questions on key issues such as possible MBS sales. 
There was only one real surprise which involved the ramp-up in purchases: the 3-month Tsy $30B cap moving up 
to $60B in month 4 (30/30/30/60 = $150B) is a smaller amount of purchases on aggregate in the first 4 months than 
the linear month-by-month ramp-up (e.g. 20/40/60/60 = $180B) that had been widely expected, but that’s not a 
huge difference in the grand scheme of things. 
 
 
 

FED: FOMC Instant Answers 
 
50bp And QT As Expected 

• Federal Funds Rate Range Maximum: 50bp hike to 0.75-1.00% 

• Total Dissenters / Number favoring a smaller hike / Number favoring a larger hike: NO Dissenters 
 
If the FOMC announces QT: (Yes it does): 

• Initial Treasury caps? $30B per month 

• Final Treasury caps? $60B per month 

• Initial MBS caps? $17.5B per month 

• Final MBS caps? $35B per month 

• Length of ramp-up period? 3 months (Caps start on Jun 1, 3 months later will rise to final cap levels) 

• Does the FOMC discuss tweaking the weighted average maturity of its portfolio at some point? No 

 
FOMC Links: 

• Statement: https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504a.htm 

• Implementation note: https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504a1.htm 

• Plans for Reducing the Size of the Federal Reserve's Balance Sheet: 
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504b.htm 

• NY Fed Statement Regarding Plans for Reducing SOMA Holdings of Treasury Securities, Agency Debt, and Agency 
Mortgage-Backed Securities: https://www.newyorkfed.org/markets/opolicy/operating_policy_220504 

• Press Conference: https://www.federalreserve.gov/newsevents.htm 

 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504a1.htm
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220504b.htm
https://www.federalreserve.gov/newsevents.htm
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MNI POLICY TEAM STATE OF PLAY 
 
Fed Pledges More 50BP Moves To Tame Prices 
By Pedro Nicolaci da Costa 

MNI (Washington) - Federal Reserve Chair Jerome Powell took the unusual step of addressing his post-meeting 
remarks directly to the American people, declaring inflation is far too high and officials may keep hiking by 50bps to 
bring it down. 

“The labor market is extremely tight and inflation is much too high,” Powell said at a press conference Wednesday 
after lifting the upper bound of the Fed funds rate to 1%. “We are on a path to move our policy rate expeditiously to 
more normal levels,” he said, echoing committee language that signals the prospect of multiple 50 basis point rate 
hikes. 

Powell downplayed the prospect of a 75bp move that became fodder for market speculation after St. Louis Fed 
President James Bullard mentioned it as a possibility. “A 75 basis point increase is not something the committee is 
actively considering,” Powell said. 

The FOMC will keep 50 basis point hikes “on the table over the next few meetings,” he said. Powell didn't specify 
what economic shifts might warrant a stepping down of rate rises to quarter point moves. 

“The test is really just economic and financial conditions evolving broadly in line with expectations. And the 
expectation is that we’ll start to see inflation flattening out,” he said. 

SOFT LANDING NOT EASY 

Powell isn't overly concerned about consumers’ inflation expectations becoming unanchored but he’s paying close 
attention to the risk. “We don’t really see strong evidence of that yet.” 

The Fed can pull off a reduction in inflation without pushing the economy into recession, Powell said, but admitted 
the path isn't easy. 

“We’re raising rates expeditiously to what we see as plausible levels as neutral," he said. "We’re going to be 
looking at financial conditions. And then we’re going to be looking at the effects on the economy. And we’re going 
to make a judgment.” 

MNI reported last week the Fed was set to embark on a series of rate increases that will bring borrowing costs to 
levels more consistent with what it sees as neutral. 

  

https://enews.marketnews.com/ct/uz9783810Biz51933479
https://enews.marketnews.com/ct/uz9783810Biz51933480
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Analysts’ Key Comments 
 
BofA: Fed Is Done Pivoting For Now 
 
BofA saw its base case reaffirmed of 50bp hikes in June and July, with 25bp hikes thereafter to 3.25-3.50% by May 
2023. “At this stage, we believe the Fed has pivoted to an appropriately hawkish stance and is likely done 
surprising markets for a while. We recommend focusing more on the data flow going forward, especially around 
labor and inflation.” 
 
BNP Paribas: Fed Shows Measured Albeit Resolute Hawkishness 
 
BNP pulled forward their Fed near-term hiking view to incorporate Powell’s guidance for 50bp raises at the next two 
meetings, and now expect four consecutive 50bp hikes through September before falling back to a 25bp hiking 
pace. Their terminal rate view of 3.00-3.25% is unchanged. 

• Of the meeting as a whole, BNP is “wary of categorizing as dovish a meeting which began with a special 
address to the American people on the Fed’s commitment to bring down inflation. Instead, we interpret this 
as measured, albeit resolute, hawkishness.” 

• BNP doesn’t see the loosening in financial conditions following Powell’s comments was his intention, and 
warns coming Fedspeak could retighten financial conditions. 

• It would take a “material coiling” of inflation to push the Fed off 50bp hikes; but once at neutral the Fed will 
become more focused on not overdoing it. 

 
Citi: Dovish Surprise 

Citi saw Powell delivering a dovish surprise “contrary to our expectations”, but the guidance is consistent with their 
view for three further consecutive 50bp hikes. “We were surprised to see Chair Powell remove a potential hawkish 
option from the table when core inflation is running too-high with risks of further acceleration.” 

Danske: Risks Still Skewed Toward A 75bp Hike Or More 50s 

Danske still expects 50bp hikes in June and July, with 25bp in Sep, Nov and Dec for 250bp total in 2022. 2 more 
25bp hikes in early 2023, to 300bp total. Risks still skewed toward faster hikes. And “Despite Powell’s comments 
on 75bp, we still believe risks are skewed towards either the Fed hiking by 75bp at some point or hiking by 50bp on 
more meetings than we are pencilling in at the moment.” 

Deutsche: Powell Sets Summer Speed Limit For Tightening 
 
Deutsche continues to expect 50bp hikes at the June and July meetings, with 2.6% and 3.6% rates at end-2022 / 
2023, respectively. They still believe “that moving monetary policy to a restrictive stance and at least a mild 
recession are needed to return to price stability”. 

• On Powell’s rate guidance, specifically downplaying a 75bp hike: “we expected the Chair to more 
generically commit to do whatever is needed to bring inflation down, without taking options off of the table. 
The fact that Powell immediately handled this critical question for the meeting, suggests that the 
Committee wanted to send a clear signal about its near-term hiking plans, removing some uncertainty 
about the next few meetings and avoiding losing control of market expectations for the policy path.” 

 
Goldman Sachs: 50bp July Hike Looks Likely Following Powell 
 
Goldman Sachs has revised up its July FOMC forecast to see a 50bp hike, vs 25bp expected previously. But 
they’re not making further changes beyond July, though another 50bp in September looks possible. They have not 
changed their terminal rate forecast of 3.00-3.25%, but we now see that by 2023Q2 (vs. 2023Q3 previously). 
 
ING: Risks Skew Toward More Aggressive Tightening 
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ING still sees 50bp hikes in June and July, back to 25bp pace afterwards with funds rate peaking at 3% in early 
2023. Risks are skewed toward more aggressive tightening, however, easing could come in 2023: “We are not in 
the recession camp, but if we see the Fed move interest rates quickly into restrictive territory and growth slow 
markedly and inflation heads towards target, the Fed could quickly reverse course.” 

JPM: Doubtful Whether Powell Hoped 75bp Comments Would Be Big Takeaway 
 
JPM now expects a 50bp hike in July (as well as June) following Powell’s comments, with a terminal rate of 3.00-
3.25% early next year. 

• On Powell’s 75bp comments: “It’s doubtful whether the Chair went into today hoping that this would be the 
big takeaway.” On going neutral: “Powell expressed ambivalent attitudes toward neutral: saying there is a 
lot of “false precision” in estimates of neutral, and at the same time that the Fed will move expeditiously 
toward neutral.” 

• On QT ramp-up: “it’s unclear why they chose that calendar instead of three evenly spaced monthly 
increases.” 

 
Morgan Stanley: First Of A Few 50s 
 
Morgan Stanley sees the Fed on course for 50bp hikes at the next 2 meetings, vs a previous expectation that July 
and beyond would only see 25bp raises. They expect end-2022 rates of 2.625%. 
 
NatWest: Powell Press Conference More Hawkish Than Statement 
 
NatWest saw Powell’s press conference leaning more hawkish than the statement to some extent, but his clarity on 
50bp hikes at the next two meetings and pushback against a 75bp hike were less so. NatWest continues to look for 
50bp hikes in June and July before 25s in Sep/Nov/Dec and two more in H1 2023 to 3.00-3.25%. 
 
Nordea: Reassessing Hike Forecasts 

Nordea “will have another look at our forecast for 2022 rate hike in light of the chairman’s message at the press 
conference”: they had seen 50bp hikes in May and June, and 25bp at the remaining 4 2022 meetings. 

Rabobank: Hiking Cycle Will End In Recession 
 
Rabobank raised their July rate hike forecast to 50bp from 25bp after Powell’s press conference, but are “still 
hesitant about doing the same for September, given our downbeat outlook” for growth. But their 25bp hike view for 
September has risks to the upside, and they still see rate cuts by the end of 2023.  

• “The Fed is taking these big steps because it is so far behind the curve…[the] hiking cycle will have to end 
in a recession, either by accident or by design.” 

 
Scotia: Plenty Of Uncertainty 
 
Scotia saw “the guidance on recession risk, the neutral rate range, a possible terminal rate overshoot and wage-
price effects leav[ing] plenty of uncertainty hanging in the air following the suite of communications.” 

• On neutral rate guidance: “the Fed does not think an equilibrium policy rate is higher than 2–3%, or is not 
ready to communicate such a shift at this point.” 

 
Swedbank: Front-Loading Is Here 
 
Swedbank now sees 50bp hikes in June and July, whereas it had seen 25bp at those meetings previously. It still 
sees 25bp raises thereafter, but with a higher terminal rate (3.00-3.25%, vs 2.50-2.75% previously) in March 2023. 
 
TD: Killing Me Softish-ly 
 
Powell’s guidance of 50bp hikes at the next couple of meetings, then slow to a 25bp pace, was in line with TD’s 
pre-FOMC view. They see the FOMC as broadly committed to reaching neutral this year, but less certain of what 
path to take afterward, as that will be inflation/labor market dependent once policy reaches neutral. 
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• “Today's move in front-end rates may appear overdone given that Powell was not dovish per se, but we 
would argue that the selloff in front-end rates in recent days was overdone as the market was pricing in a 
decent chance of multiple 75bp hikes in the near term and was likely positioned short.” 

• Future action: 25bp hikes starting at the Sep FOMC until a 3.00-3.25% range reached by Mar 2023. MBS 
sales unlikely to be necessary. 

 
UBS: Highly Volatile Reaction Function 
 
UBS expects a 3rd 50bp hike in July following Powell’s guidance, vs their pre-meeting expectation of a 25bp hike: 
“The information likely to be in hand headed into the July meeting seems unlikely to deter the momentum to front 
load normalization.” After that, they stick to their view of 25bp raises in Sep/Nov/Dec to a terminal 2.50-2.75% rate. 

• They see the FOMC being more data dependent than any committee “any of us can remember”: “A central 
bank that is highly data dependent, relying on data which now has historically elevated volatility, implies the 
outcome of the central bank reaction function will be highly volatile.” 

 
Wrightson ICAP: FOMC Put Some Guardrails On Hawkishness 
 
A 50bp hike in June “looks like a virtual lock… and the bar for doing anything more or less than a half point in July 
is very high” writes Wrightson ICAP following Wednesday’s FOMC. They think the Committee “appears to have 
decided that it was time to put some guardrails on market expectations about the limits of Fed hawkishness.” 

• The minor surprise of QT ramping up in 2 rather than 3 increments “won’t alter the medium-term scale of 
the Fed’s portfolio reduction, though it will result in a slightly larger cash drain for the Treasury in June.  
(That’s not a bad thing – the additional $10 billion of scheduled Fed runoffs will reduce the Treasury’s need 
to pay bills at the margin down this quarter.)” 
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Statement Changes (Vs March FOMC) 
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Press Conference Highlights 
 
As live-reported by MNI Analysts and Policy Reporters on our MainWire, Edge and Bullets services 
(transcript may not exactly match what what said).  
 
On a 75bp hike: "A 75 basis point increase is not something the committee is actively considering. What we are 
doing is, we raised 50 basis points today. We have said that, assuming that economic and financial conditions 
evolve in ways that are consistent with our expectations, there is a broad sense on the committee that additional 50 
basis increases should be on the table for the next couple meetings. We will make the decisions at the meetings of 
course. We will be paying close attention to the incoming data and evolving outlook, as well as financial conditions, 
and finally of course we will be communicating to the public about what our expectations will be as they evolve." 
 
On inflation peaking: "It may be that the actual peak was in March, but we don’t know that, and so we’re not going 
to count on it...one month's reading would not, doesn't tell us much. We want to see evidence that inflation is 
moving in a direction that gives us more comfort. We have got two months now, where core inflation is a little lower 
but we are not looking at that as a reason to take some comfort. We need to really see that our expectation is being 
fulfilled, that inflation in fact is under control, and starting to come down." 
 
On forward guidance and data dependence: "It is a very difficult environment to try to give forward guidance 60, 
90 days in advance, there are so many things that can happen in the economy and around the world. We are 
leaving ourselves room to look at the data and make a decision as we get there." 
 
On financial conditions: "We are going to look at the effect of our policy moves on financial conditions, are they 
tightening appropriately. We are going to be looking at the effects on the economy. We are going to be making a 
judgment about whether we have done enough to get us on a path to restore price stability.” 
 
On neutral rates: "It is not something we can identify with precision. We estimate it with broad bands of 
uncertainty. The current estimates on the committee are two to three percent. That is a longer run estimate…We 
are going to be making a judgment about whether we have done enough to get us on a path to restore price 
stability… if that path happens to involve levels that are higher than estimates of neutral, we will not hesitate to go 
to those levels.” 
 
On response to China / Ukraine impact on inflation: "Our tools don't work on supply shocks, our tools work on 
demand. To the extent we can't affect oil prices or other commodity prices or food prices, things like that. We can't 
affect those. But there is a job to do on demand. You can see that in the labor market where demand is 
substantially in excess of supply of workers. You see it in the product markets as well." 
 
On changes to inflationary psychology: “We don't really see strong evidence of that yet but that does not in any 
way make us comfortable.” 
 
On achieving a soft landing: “We have a good chance to restore price stability without a recession...it won't be 
easy and it could be subject to events outside of our control.” 
 
 
 

• MNI Press Conference Transcript (PDF): 
https://roar-assets-auto.rbl.ms/documents/15769/Powell.May4.pdf 
 

• Official Press Conference Transcript PDF (when available): 
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20220504.pdf 
 

 

https://roar-assets-auto.rbl.ms/documents/15769/Powell.May4.pdf
https://www.federalreserve.gov/mediacenter/files/FOMCpresconf20220504.pdf

