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MNI POV (Point Of View): Gaining Optionality 
 
By Tim Cooper 
 

• With firm consensus for a 75bp Fed hike, focus at the July meeting will be on Powell and the Statement. 

• The key immediate question is the FOMC’s thinking on the magnitude of the next hike. 

• A reduction in the size of hikes is likely starting in September, especially given weakening economic data and the 
ongoing moderation in inflation expectations. 

• But for now the FOMC is likely to be non-committal, apart from saying it anticipates ongoing hikes are appropriate. 
 

 
A 75bp hike to a 2.25-2.50% target Fed funds range is the 
overwhelming consensus among both market participants and 
analysts for the July FOMC decision, and it seems a largely foregone 
conclusion given both guidance and economic data received prior to the 
blackout period. It’s true that memories of June’s unexpected last 
minute switch from 50bp to 75bp remain fresh in the mind, so we 
caveat the assumption: 75bp, notwithstanding any signals leaked to the 
media in the next 24 hours guiding to a 50 or 100bp hike.  
 
Unlike the last meeting, though, this time participants had plenty of 
opportunity after the June CPI report to declare they were looking 
seriously at supporting a 100bp hike. And while nobody completely 
discarded the 100bp option, even the most hawkish FOMC members – 
Bullard and Waller – signalled a preference for 75bp, with Waller even 
seeming to take umbrage with the idea that 75 wasn’t a sizeable 
tightening (“don’t say because you are not doing a 100 you are not 
doing your job”).  
 
It’s true that the June CPI report was basically the opposite of what Chair Powell has dubbed the “clear and 
convincing” evidence the FOMC would require to downshift in tightening and it would be tough to completely fault a 

…. 
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Committee decision to go a full percentage point. But overall, the June inflation numbers were probably most significant for 
cementing the choice of 75bp rather than 50bp (recall Chair Powell said at the June press conference that would be the choice 
at the July meeting). As for 50bp, no sell side bank analysts (either of the 30 preview notes we read, or in the Bloomberg 
survey) see a mere half point raise.  
 
Economic Weakness Becoming Evident 
 
As we detail in our economic developments section below, there is plenty of justification to hold off on a hike greater 
than 75bp pending further information on how the economy and inflation are developing. Even as inflationary pressures remain 
stubborn, economic activity has clearly hit an inflection point, highlighted most recently by the pullback in UMichigan consumer 
inflation expectations and real retail sales, a contractionary July services PMI, and to cap it off, a potential technical recession of 
two consecutive quarters of GDP set to be recorded 
in H1 (we’ll know when the data is released on 
Thursday). Inflation itself looks to have reached a 
peak by some metrics, and while that’s been said 
before, expectations have come off sharply and 
commodity prices are well off Ukraine/Russia war-
induced highs. For the time being, the FOMC 
appears to be starting to win the battle of inflation 
expectations if not hard data, but it has a long way 
to go before it can declare victory in the war. 
 
Weaker economic readings are pulling down the 
market-implied terminal Fed Funds rate, which 
soared to almost 4% amid the June press 
conference but trended down through June. The 
June CPI report saw prospects of a 100bp hike 
briefly entertained and a terminal rate seen rising 
closer to 3.75%, before Fed speakers and cooling 
activity/inflation expectations drag the terminal rate back into the 3.25-3.5% range, with the peak in rates being reached in 
December rather than Feb’23 as envisaged after the June FOMC. This is reached by broadly pricing a 75bp hike for 
Wednesday before being torn on a 50bp or third 75bp hike in September and then slowing back to 25bps by year-end. Beyond 
that, cuts start to be priced in quickly, cumulating with almost 60bp of cuts through 2023 to back under 3% and to a level closer 
to neutral.    
 
With that backdrop, July could be the meeting at which the Powell and the FOMC can begin to reveal a little more how 
it sees the rest of the year shaping up. By hiking by 75bp this week, the target range will reach 2.25-2.50%, which is just 
under the FOMC sees the long-run neutral rate (median 2.5%). Powell said last time out that “I said the next meeting could well 
be about a decision between 50 and 75. That would put us, at the end of the July meeting, in that range—in that more normal 
range, and that’s a desirable place to be, because you begin to have more optionality there about the speed with which you 
would proceed going forward.” The June Dot Plot signalled a 3.25-3.50% range by year-end, the most plausible path to which 
runs: 50bp September, 25bp November, 25bp December. 
 
That presents two key questions: is the Fed set to pivot to a slower pace of hikes now that rates have been brought near 
neutral and the economy is showing clear signs of slowing? And will Powell begin by guiding to a 50bp vs 75bp choice at the 
September meeting, or be less committal?  
 
On the first, the FOMC and Powell are likely to maintain their stance that they would like to see policy at a modestly 
restrictive level by year-end (“generally a 3 to 3.5%” range, per Powell in June). They will also remind that the path of hikes will 
remain data-dependent. At some point, the Fed will have to pause and take stock, especially given that policy tightening acts 
with a lag. But having been burned badly by the “transitory” narrative, it won’t do so as long as CPI readings keep coming in well 
above target. Recent FOMC participants’ commentary clearly points to a commitment to tackling inflation before worrying about 
growth, and it will be at least a few months before a “clear and convincing” case can be made. 
 
On the second, most likely, Powell will remain non-committal. He may not want to provide as explicit guidance on the 
upcoming meeting as he has for the last couple. If he does, he would be most likely to characterize the September decision as 
between 50 vs 75bp, which would again be data-dependent. There is some room to go to get to modestly restrictive rate 
territory, and there are another two CPI reports and two jobs reports between now and the mid-September meeting to assess 
the inflation vs growth tradeoff. The “optionality” implied by his quote above would be in play, with strong CPI data met with 
another 75bp raise, or a sequential moderation by 50bp.  
 
It’s unlikely Powell would rule out a 25bp or a 100bp hike (repeating some version of his congressional testimony re a July 
100bp hike: “I would never take something off the table for any and all purposes”). But likewise he is likely to repeat that there is 
a high bar to hurdle for either outcome – let alone a pause. That might be enough to steer markets to continue looking for 50bp 
or 75bp next time. 
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Statement: Eyeing The Guidance Line 

(Link to June FOMC statement) 
 
The Statement’s rate hike guidance will be closely watched for any alterations. We doubt there will be many major changes -  
certainly no signal the FOMC sees the end of the hiking cycle in sight, and probably not whether it intends to downshift from the 
75bp pace at the next meeting, but there are several areas of interest: 
 

• Characterization of growth: The description of “overall economic activity appears to have picked up after edging 
down in the first quarter” is due a downgrade given recent readings. 

• Eyeing weaker headline price pressures: Our Instant Answers ask whether the FOMC alters the use of “higher 
energy prices” in its list of factors underpinning elevated inflation. An acknowledgement of the fall in energy prices from 
the recent peak would be a potentially dovish development if it suggests the Fed is becoming less concerned about 
headline price pressures. However, they’d probably also caveat this by observing that overall price pressures remain 
elevated, which could mute the potential impact. 

• Forward rate guidance: Our Instant Answers ask whether the FOMC changes the forward rate guidance “anticipates 
that ongoing increases in the target range will be appropriate”. We don’t expect a change in the guidance at this time. 
There’s a fair number of sell-side analysts who see this changing in a few different ways, and most of those would 
probably be interpreted in a hawkish fashion: 

o Adding “until there is clear and convincing evidence that inflation pressures are moderating” would 
arguably raise the bar for slowing down hikes, but only modestly as this has been Powell’s mantra of late 
anyway. 

o Adding “until rates reach a modestly restrictive level”. This could be read both hawkish and dovish – it 
cements that the FOMC is set to hike above 3%, but we already knew this from the June Dot Plot and most 
participants’ communications. 

o More dovish could be adding “some”, as in “some ongoing/further increases”. 
 

• Dissent? Our Instant Answers will look for any dissenters to the rate decision, and if so, how many in either direction. 
The most likely dissent would be KC’s George in favour of a 50bp hike as opposed to 75bp, as she did at the June 
FOMC. Several sell-side analysts see her doing the same in July. While we don’t have any strong conviction on the 
subject, it’s probably more likely she will toe the line with 75bp this time – one of the reasons argued for 50bp in June 
was the start of balance sheet runoff, which has now run for nearly two months. 

 
Below is a general idea of how the statement could change. 
 
June FOMC:       July FOMC: 

 
 

 

https://www.federalreserve.gov/newsevents/pressreleases/monetary20220615a.htm
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Press Conference: Mind The Gap 
 
Assuming the decision goes as expected, the main immediate question to be raised for Powell is the FOMC’s current 
thinking on the September rate decision. Other areas of focus: 
 

• How to explain the gap between Fed expectations and market pricing? The June Dot Plot saw a 3.8% end-2023 
Fed funds median, which is now well above market pricing for a terminal rate to be reached in the 3.25-3.5% range in 
December. This might suggest that the path of market priced rates is too low for the FOMC’s comfort, and thus 
financial conditions are even more accommodative than the Fed would like. It would be interesting to hear what Powell 
has to say about the FOMC’s current expectations of the terminal rate in this context. 

• Does the Fed see rising risks of recession? And does it matter? Powell could repeat the FOMC’s “unconditional” 
commitment to bringing inflation down to target, and the necessity to ensure price stability in order to have a healthy 
labor market. 

• Can Powell provide more specific guidance on the outlook beyond “neutral”? In particular, is the thinking on the 
terminal rate any different to what it was in June, given incoming data? 

• Is the FOMC encouraged by apparent progress on inflation expectations and / or ebbing commodity prices? 

• Any more QT Guidance? While nothing new on balance sheet policy is likely to develop at this meeting, Powell will 
probably be questioned about any potential new thinking about runoff, or how the September 1 acceleration in asset 
reduction could shape the September FOMC rate decision. Another interesting angle: TD analysts say that while 
Powell is unlikely to directly answer questions about future rate cuts, he could provide guidance on what would happen 
to QT policy upon an easing cycle. 

 
 
 
 
 
Macro and Financial Developments Since The June 14-15 FOMC 
 

By Chris Harrison 
 
There has only been one month’s worth of payrolls and CPI reports since the June FOMC, with their upside surprises treated 
with even more significance for market pricing ahead of July’s 
meeting. But various other indicators have also had notable 
impacts over the past six weeks with an increasing focus on 
downside growth risks. 
 
Payrolls hit first, quashing recession fears as jobs growth 
was once again stronger than expected with the rest of 
the report more broadly in line. Payrolls growth averaging 
circa 370k over the four months to June is a clear moderation 
from the 600k pace at the turn of the year but is surprisingly 
resilient at twice 2019 pace considering the gap to pre-
pandemic levels is almost closed. The composition of job 
growth was encouraging, with slowing but not negative growth 
in interest rate sensitive sectors such as construction, whilst 
discretionary-spending heavy sectors such as leisure 
continued to hire despite signs of consumption slowing. Elsewhere in the report, the unemployment rate held at 3.6% for the 
fourth month, just a tenth off historical lows, whilst the underemployment rate fell four tenths to a new series low of 6.7% in a 
further sign of labour market tightness as the number working part-time for economic reasons fell heavily. Adding to this 
tightness was a surprise decline in the participation rate, hitting a 
joint low for the year at 62.2% as it highlights the continued 
supply constraints facing the labor market, equally evident in 
only a modest rolling over in the ratio of job openings to 
unemployed to 1.9.   
 
CPI inflation then ripped higher from already rampant 
rates and saw consideration of a 100bp Fed hike, 
especially when followed quickly by the Bank of Canada 
surprising with just that.  Sequential core inflation of +0.7% 
M/M was the highest since Jun’21 at the height of auto sector  
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disruption, or joint highs for the cycle when looking beyond shelter and used cars. Broader measures of price dispersion such as 
the Cleveland Fed median CPI easily hit new multi- decade highs with medical care services rising +0.73% M/M. Surging 
energy prices saw headline inflation accelerate further to 1.3% M/M and in turn pushed the year-on-year rate to yet another 
multi-decade high of 9.1% Y/Y (cons 8.8% Y/Y). It was the exact opposite of the “clear and convincing” evidence of subsiding 
inflation Fed Chair Powell has said he is looking for, and initial FOMC member reactions helped drive a further increase in Fed 
hike pricing above 90bps for July with a few analysts calling for 100bp hikes. Much of the reason for heightened concern came 
from the fact that it was led by housing due to its well-known stickiness and outsized contribution to the CPI basket.  
 
Core PCE Y/Y inflation appears to have peaked, helped by 
CPI’s heavier weighting of shelter driving a wedge between 
the two, but it will be of little consolation. If consensus is 
correct for June, core PCE will have bucked the downward trend 
with a sideways 4.7% Y/Y whilst the median FOMC member in 
the June SEP only saw it slowing to 4.3% come year-end. Also of 
interest was Governor Waller keen to point out after the June CPI 
strength that he looks at core CPI closely for the additional 
reason that it better captures inflation that low and moderate 
income groups face.  
 
Where there has been grounds for Fed optimism is declining 
inflation expectations. U.Mich consumer inflation expectations 
for 5-10Y ahead dropped to 2.8% in the preliminary July print 
after what had looked like sustained stabilisation around the 3.0-
3.1% mark (via a highly surprising jump to 3.4% just before the 
June FOMC only for it to be revised away). A similar theme has 
been seen in the medium-term NY Fed consumer survey, lending support to the significant slide in market-based inflation 
expectations since the last FOMC.  

 
 

 
 
 
Growth concerns have continued to come into play though with the Fed intent on tightening monetary policy until it 
sees inflation start to cool. The Atlanta Fed GDPNow points to a technical recession in 1H22, with data published the day 
after the FOMC, but the sizeable role in inventories and differences with stronger GDI accounts have seen the impact of a 
technical recession downplayed somewhat. Perhaps more importantly, the ISM manufacturing survey for June, released early 
July, gave an initial warning shot with its new orders component falling into contraction territory for the first time since May’20. 
This was quickly rebutted by the surprising strength in the ISM services survey though, given its much larger share in the overall 
economy.  
 
However, these concerns have very recently been reignited by a synchronised contractions implied by preliminary July PMI 
surveys in both the Eurozone and US hitting on Friday. The US PMI was particularly notable, with the service index sliding a 
huge 5.7pts to 47.0 (cons. 52.7) and a deceptively large dip in manufacturing output (not the overall manufacturing survey) 
seeing the composite PMI pointing to a contraction not seen since 2009 when looking past the depths of the pandemic. When 
combined with home sales and mortgage applications sliding and the recent drifting higher in initial jobless claims, it has lent 
support to the continued inversion in the Treasuries. Similarly, the terminal Fed Funds rate has been sharply lowered to what is 
currently seen at 3.36% in Dec’22, having hit 3.73% after the aforementioned US CPI beat, and is currently priced to be followed 
by more than 60bp of cuts to Dec’23.   
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Changes in financial markets 

 
 
 
 
 

 
 

 

MNI Instant Answers: 
 
The questions that we have selected for this meeting are: 

 

• Federal Funds Rate Range Maximum  

• Total Dissenters 

• Number of dissenters favoring a smaller rate hike 

• Number of dissenters favoring a larger rate hike 

• Interest Rate Paid on Reserve Balances (IORB)  

• Offering rate on reverse repurchase agreement operations (ON RRP) 

• Does the FOMC acknowledge that energy prices have eased since June, in the 1st paragraph?  

• Does the FOMC revise the guidance "anticipates that ongoing increases in the target range will be 
appropriate"?  
 

The markets team have selected a subsection of questions we think could be most market moving and will publish the answer to all of these questions within a 
few seconds of the Fed statement being released. These questions are subject to change; clients will be informed of any changes via our Edge and Bullets 
services.  

 

  

Levels Change since

Latest Jun 15 May 4

UST 2Y 2.97 % -22 33 bp

UST 10Y 2.75 % -53 -18 bp

2s10s -22 bp -30 -51 bp

Fed Funds Jul'22 77 bp 9 50 bp

Fed Funds Sep'22 137 bp 11 70 bp

Fed Funds Dec'22 179 bp -18 60 bp

5Y breakeven 2.58 % -41 -66 bp

5Y5Y infl swap 2.41 % -40 -30 bp

S&P500 3960 4 -8 %

DXY 106.6 1 4 %

WTI 102.3 $ -11 -5 %

VIX 23.1 -22 -9 %

FOMC-dated Fed Funds show implied change in effective rate

Source: Bloomberg, MNI - as of 22 Jul 2022, 1620ET
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Market-Implied Rate Outlook 
 

 
  
 Source: Bloomberg, MNI Market News. Updated Jul 25, 2022 

• Markets are pricing a 75bp hike at the July FOMC before being torn on a 50bp or third 75bp hike in September 
and then slowing back to a 25bps pace. Beyond year-end, cuts start to be priced in quickly, cumulating with 
almost 60bp of cuts through 2023 to back under 3%.    Updated Jul 25, 2022 

 
 
 

 

 
• Our Fed Data Watch is flashing up an increasing number of red arrows in the 3m change column for economic 

activity, consumer, labor, and market indicators. Inflation indicators are mixed, with incoming CPI rising but 
expectations moderating. Financial conditions continue to tighten. (Updated Jul 25, 2022) 
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Key Inter-Meeting FedSpeak – July 2022 
 

• The overall message from FOMC participants since the last meeting was that the July meeting would present a 
choice between hiking 50bp or hiking 75bp, with the latter clearly the preferred option. 

• Prospects of a 100bp hike were briefly entertained by the market following the June CPI report, but that was 
until pushback from various FOMC members, particularly a typically hawkish Governor Waller pouring cold 
water on an even larger hike by still seeing a 75bp hike as his base case. 

• We will get another two new members added to the voting ranks in July: the newly-installed Boston Fed 
President Susan Collins (in place of whom Philly’s Harker has been voting at the 2022 meetings), and Michael 
Barr, who was confirmed earlier this month as Vice Chair for Supervision on the Fed Board of Governors. 

• Until we get substantive commentary on current monetary policy from them (and indeed the other recent 
additions Governors Cook and Jefferson), we maintain them at “neutral” in our hawk-dove spectrum. 

 

 
 
Our matrix uses the following methodology based on the MNI Markets Team`s subjective analysis. Hawkish/Dovish 
scores indicate MNI`s subjective assessment of each member`s stance on monetary policy. -10 implies member 
believes aggressive easing warranted; +10 is most hawkish, implies member believes aggressive tightening 
warranted. Scores around -2 to +2 considered relatively neutral.  On Influence, the x-axis runs from 0 ('least 
influential') to 10 ('most influential'). Voters in the current year receive a minimum score of 6; the Chair receives a 10 
and Board of Governors members receive at least 7. Those who are not voters in the current year are limited to a 
score of 4; among them, those due to vote next year receive higher influence scores (rising towards end of current 
year), and vice-versa. Recent appointees’ monetary policy bias assumed for now to be neutral.  

 
 

Member Role 

Voter 

Monetary Policy Commentary Since June FOMC 

‘22 ‘23 

J Powell 
BOG, 
Chair 

X X 

On the economic outlook: “We have a labor market that is sort of unsustainably hot and we’re very far from our 
inflation target…We really need to restore price stability, get inflation back down to 2%, because without that 
we’re not going to be able to have a sustained period of maximum employment.” -Jun 23 
On 50 vs 75bp rate hike in July: “The next meeting could well be about a decision between 50 and 75. That 
would put us at the end of the July meeting, you know, in that range of -- in that more normal range. And that's a 
desirable place to be, because you begin to have more optionality there about the speed with which you would 
proceed going forward." – June FOMC press conference 
On 75 vs 100bp rate hike in July: “I would never take something off the table for any and all purposes.” – Jun 
22 
On inflation vs growth: “There’s a clock running here. The risk is that because of the multiplicity of shocks, you 
start to transition into a higher-inflation regime. Our job is literally to prevent that from happening, and we will 
prevent that from happening. Is there a risk we would go too far? Certainly there’s a risk. The bigger mistake to 
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Member Role 

Voter 

Monetary Policy Commentary Since June FOMC 

‘22 ‘23 

make—let’s put it that way—would be to fail to restore price stability.” – Jun 29 
On recession risks: “Not a top-line worry right now…we hope that growth will remain positive…overall the US 
economy is well positioned to withstand tighter monetary policy…[taming inflation without a recession” is our aim 
and we believe there are pathways to achieve that.” – Jun 29 

J Williams 
NY 
Fed, V 
Chair 

X X 

On rate hikes: “Getting to something like 3 to 3.5 [percent] by the end of the year seems pretty clear to me that 
that's what we are going to need to do. In determining how quickly and how high to raise the rates in the future, 
we’ll watch closely to see how the economy responds to tightening financial conditions and how inflation, inflation 
expectations, and the economic outlook evolve. We will be data dependent and nimble in our approach.” – Jul 8 
On recession risks: “I currently expect real GDP growth in the United States to be below 1% this year, and then 
to rebound slightly to around 1.5% next year. With overall growth slowing to below its trend level, I expect the 
unemployment rate to move up from its very low current level, reaching somewhat above 4% next year.” – Jul 8 

L Brainard 
BOG, 
V 
Chair 

X X No commentary on current monetary policy since June meeting  

M Barr 
BOG, 
V 
Chair  

X X No commentary on current monetary policy since June meeting (was sworn in to BoG on Jul 19) 

M Bowman BOG X X 

On rate hikes, and on 75 vs 100bp rate hike in July: “Based on current inflation readings, I expect that an 
additional rate increase of 75 basis points will be appropriate at our next meeting as well as increases of at least 
50 basis points in the next few subsequent meetings, as long as the incoming data support them. Depending on 
how the economy evolves, further increases in the target range for the federal funds rate may be needed after 
that.” – Jun 23 

L Cook BOG X X No commentary on current monetary policy since June meeting (was sworn in to BoG on May 23) 

P Jefferson BOG X X No commentary on current monetary policy since June meeting (was sworn in to BoG on May 23) 

C Waller BOG X X 

On 75 vs 100bp rate hike in July: “With the [June] CPI data in hand, I support another 75 basis-point 
increase… Don’t say because you are not doing a 100 you are not doing your job…you don’t want to really 
overdo the rate hikes.” -Jul 14 “If [retail sales and housing data] come in materially stronger than expected it 
would make me lean towards a larger hike at the July meeting to the extent it shows demand is not slowing down 
fast enough to get inflation down.” – Jul 14 
On recession risks: “Past experience has shown that job creation and the unemployment rate are timely 
indicators of a recession, more timely than quarterly GDP. I will watch all the data carefully, but the factors I just 
cited, along with the evident strength across different measures of the labor market, leave me feeling fairly 
confident that the U.S. economy did not enter a recession in the first half of 2022 and that the economic 
expansion will continue.” – Jul 14 

L Mester 
Clev. 
Fed 

X  

On rate hikes: “I think getting interest rates up to that 3-3.5%, it’s really important that we do that, and do it 
expeditiously and do it consistently as we go forward, so it’s after that point where I think there is more 
uncertainty about how far we’ll need to go in order to rein in inflation. [The June] Michigan survey wasn’t the 
precipitating event of raising interest rates at the last meeting. It was really based on looking at the trends in the 
data, and whether we were seeing any easing off of that inflation at all. We take all the data into account, at least 
when I’m setting my own policy views. It’s based on not just one data point.” – Jun 29 

E George 
K.C. 
Fed 

X  

On rate hikes: “With the policy rate still relatively low and a $9 trillion dollar balance sheet in the early stages of 
shrinking, the case for continuing to remove policy accommodation is clear-cut. The speed at which interest rates 
should rise, however, is an open question.  I’m certainly sympathetic to the view that interest rates need to 
increase rapidly, recognizing that current rates are out of sync with today’s economic landscape ... I am also 
mindful of how the rate of change in tightening policy can affect households, businesses, and financial markets 
particularly during a time of heightened uncertainty. A rapid pace of rate increases brings about the risk of 
tightening policy more quickly than the economy and markets can adjust.” – Jul 11 

J Bullard 
St. 
Louis 
Fed 

X  

On 75 vs 100bp rate hike in July: “It probably doesn't make too much difference to do 100 basis points here 
and less in the other three meetings or to do 75 basis points here and slightly more in the remaining three 
meetings of the year. I would now say that we may have to try to hit 3.75 to 4% by the end of 2022. Inflation is 
staying stubbornly high. But we've got the right policy to bring it back to 2% in a relatively short timeframe, and I 
would say something like 18 months.” -Jul 15 
On recession risks: “[I’m] a little sceptical that we’ll get to a recession.” -Jul 15 “ “When I see all these 
recession predictions models out there, I have to smile a little bit because we know it’s not really that easy to 
predict a recession.” – Jul 7 

S Collins 
Bos. 
Fed 

X  
On inflation: “While employment has bounced back after the very deep pandemic shock, inflation is too high and 
addressing this is a key priority for me and my colleagues.” – Jul 14 - Susan M. Collins became Boston Fed 
president on July 1. 

P Harker 
Phil 
Fed 

** X 

On 50 vs 75bp hike in July: “I'm not ready to make a final decision ... exactly where I am between 50 and 75. If 
we start to see demand soften — and we are seeing some signs that demand is starting to soften in certain 
sectors of the economy. And if it's softening quicker than I anticipate, then it may be appropriate to go with a 50. 
If it's not, then it's probably appropriate to go with the 75. But let's see how the data turns out in the next few 
weeks. We need to get above neutral, again I'd like to get above 3, but I don't think you have to accelerate 
rapidly beyond that at this point until we get a better understanding of what exactly the quantitative tightening is 
doing.” – Jun 22 
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Member Role 

Voter 

Monetary Policy Commentary Since June FOMC 

‘22 ‘23 

N Kashkari 
Minn. 
Fed 

 X 

On 50 vs 75bp hike in July: While I supported increasing the federal funds rate by 75 basis points at this week’s 
[June] meeting, and could support another such move in July, this uncertainty about how much tightening will be 
needed leads me to be cautious about too much more front-loading. A prudent strategy might be, after the July 
meeting, to simply continue with 50-basis-point hikes until inflation is well on its way down to 2 percent. 
Obviously, in such a scenario, the FOMC would still need to remain data dependent and have the flexibility to 
account for economic developments that might arise.” -Jun 17 

Vacant 
Dall. 
Fed 

 X 
Dallas Fed Pres Kaplan announced his resignation Sep 27 2021. To be replaced by NY Fed’s Lorie Logan 
on Aug 22, 2022. No monetary policy commentary from interim President Meredith Black, First VP And 
COO Of Dallas Fed 

C Evans 
Chic. 
Fed 

 X 

On rate hikes and on 75 vs 100bp hike in July: “I expect it will be necessary to bring rates up a good deal 
more over the coming months in order to return inflation to the Committee’s 2 percent average inflation target. My 
own viewpoint is roughly in line with the median assessment. I think 75 [hike in July] would be in line with 
continued strong concerns that the inflation data isn't coming down as quickly as we thought.” – Jun 22 

T Barkin 
Rich. 
Fed 

  

On 50 vs 75bp vs 100bp hike in July: “I am one of the guys who like the option value of deciding the week of 
the meeting as opposed to two weeks before the meeting…But I thought Jay’s guidance the last time was very 
sound. We’ll get a little bit more information before the meeting and importantly we’ll get CPI. I’ll reserve 
judgment.” – Jul 12 “I don’t want to front-run the policy process, but it certainly makes the case even stronger to 
continue to be resolute to fight inflation. To have the kind of impact on inflation you want to have shorter-term 
interest rates need to get into positive territory. There is near-term recession risk.” – Jul 13 

R Bostic 
Atl. 
Fed 

  
On 75 vs 100bp hike in July: “Everything is in play.” – Jul 13 

M Daly 
S.F. 
Fed 

  

On rate hikes: “I’m not concerned about overcooking things because, remember, we put extraordinary 
emergency accommodation into the economy…. We’re not talking about hiking rates to extreme highs, but rather 
around the 3% range. We are starting to see signs that inflation is coming down. [University of Michigan] data on 
consumer inflation expectations was a good thing.” … “Now we’re just dialing back that support. So instead of 
thinking about pulling back the reins, think about just dialing back the support we’re giving as we raise the 
interest rates through the end of the years.” – Jul 15 
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Analyst Views – Fed Outlook 
All but three sell-side bank analysts expect the Fed to hike by 75bp at the July meeting, per the 27 notes we 
read for this preview. 

• Four sell-side analysts forecast a 100bp hike following the June CPI data in mid-July: Citi, Nomura, 
Societe Generale and Wells Fargo.  

• We haven’t seen updated notes for the first two; of the latter two, SocGen has since reverted to 75bp and 
Wells Fargo notes significant risks of a 75bp vs 100bp raise. 

• No analyst expects any changes to Fed balance sheet policy at the July meeting. 

• Consensus is firmly for a downshift in hike size at the Sept meeting to 50bp. A couple of analysts 
stand out: Wells Fargo and SEB for example looking for 75bp in Sept, and Nomura seeing a large drop 
from 100bp in July to 50bp in Sept. 

• Most see the rate hike cycle peaking/concluding in December. Some see earlier (Standard Chartered, 
Sept), while a handful see later (a few see Feb/March). 

• The expected terminal rate varies from 2.75-3.00% (ie 125bp in further hikes including July) to 4.00-
4.25% (250bp in further hikes), with no particular consensus (most between 175 and 225bp more hikes). 

• Several analysts are looking to recession in 2023 leading to rate cuts. 
 
 
Table sorted high-to-low by Fed funds “terminal” rate in cycle, where this could be ascertained by analyst’s July FOMC meeting preview. 
Where MNI hasn’t seen an updated rate view since mid-July, we have left them out of the table. For further details see analyst note summaries 
in following section. 
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Analysts’ Key Comments 

 
Note summaries in alphabetical order of institution.  
 
ABN Amro: No Rush To Pivot 
 
ABN Amro expects the Fed to hike 75bp at the July meeting, and “will be in no rush to signal a pivot from its current 
path of aggressive rate hikes”. 

• Future action: 50bp in Sept and Nov, 25bp in Dec and Feb to 4%. 
 
ANZ: Powell’s Message Won’t Be Overtly Hawkish 
 
ANZ sees another 75bp Fed hike in July. 

• Press conference: Powell to reiterate the Fed’s determination to bring down inflation and will reinforce that 
Fed has some work to do; but be less sanguine on the growth outlook vs June and not deliver an overly 
hawkish message.  

• Will tell markets to expect a 50bp hike in September on the basis that lower energy prices should result in 
easing inflation, and that Fed funds will end 2022 around 3.4% (ie restrictive – implying 50bp Sept, 25bp in 
Nov and Dec). 

• Future action: Rates to reach 3.50-3.75% end-2022, 3.75-4.00% terminal in Q1 2023, cuts start Q1 2024. 
 
Barclays: Fed’s Reaction Function To Evolve Past July 
 
The Fed will hike another 75bp this week and be “focused on pushing rates to a restrictive position as expeditiously 
as possible to help restore price stability”, according to Barclays. 

• The Fed’s reaction function will evolve in coming meetings with the policy rate in the neighborhood of 
neutral; risks of overtightening will begin to provide an increasing counterweight to inflation risks. 

• Statement: No major changes; to drop “activity appears to have picked up” in favor of language 
acknowledging softening in measured GDP, but contrasted with continued labor market strength. 

• No strong forward guidance (no change in “anticipates…ongoing increases”). 

• Press conference: Powell to actively signal that 50 or 75 being considered in September, and continue to 
signal that Fed will step down to more incremental pace after seeing “clear and compelling” evidence that 
inflation has come down.  

• He won’t rule out a 100bp hike but imply a very high bar, contingent on further deterioration in inflation data 
and evidence that longer-term expectations have risen above the range consistent with a return to 2%. 

• Future action: Policy is already restrictive; the hiking cycle will be done by year end. 

• 50bp hike in Sept, 25bp in Nov and Dec, ending hike cycle at 3.25-3.50%. Two 25bp cuts in Q3 2023. 

BNP Paribas: Peak Hawkishness On Deck 

BNP Paribas expects a 75bp hike at the July FOMC meeting, and their analysts are watching for “hints of greater 
confidence and more moderate hawkish resolve with policy less ‘off sides’… put another way, Fed officials can − 
for the first time since the onset of the pandemic − finally feel that they are reaching for the monetary brakes, not 
merely easing off the accelerator.” 

• Statement: Minimal but consequential changes. The key question is how it characterizes weakening 
activity data – does it merely acknowledge what has occurred, or provide a more forward-looking 
assessment? 

• Likely to reiterate “Committee is strongly committed to returning inflation to its 2 percent objective”. 

• Press conference: Powell won’t reiterate June’s assessment that “demand is still very hot”. 

• Future action: 50bp hike in Sept, 25bp hikes in Nov and Dec to terminal 3.5%. 
 
BMO: Could Be Most Boring Big Fed Rate Hike Ever 
 
BMO expects a 75bp July Fed hike, though they write “this could be the most boring big Fed rate hike ever, unless 
Chair Powell says something special in the press conference”. 

• Statement: Will probably repeat forward guidance (“anticipates that ongoing increases…”), teeing up the 
next move in September. The meaty parts of last month’s statement could be repeated verbatim. 
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• Future action: 50bp hikes in Sept and Nov, 25bp in Dec for 3.50-3.75% terminal rate. 
 
BofA: Another 75bp Step Toward Neutral 
 
BofA analysts expect another 75bp hike in July, as the FOMC “strongly dislikes surprising on rate hikes”. 

• Statement: To acknowledge slowdown in econ activity in first half of 2022; to say “despite recent declines 
in energy prices, inflation remains elevated…” 

• Press conference: Powell to strike many of the same notes as in June: inflation remains unacceptably 
high; look through divergent activity data; base case is soft landing but a downturn can’t be ruled out. 

• Future action: Another 50bp hike in September, two more 25bp hikes by year-end to 3.25-3.50%. 
 
CIBC: To Signal That Future Hikes Are Data Dependent 
 
CIBC expects a 75bp Fed hike at the July meeting, along with a “signal that the pace of subsequent tightening will 
be dependent upon incoming data.” 

• Future action: Rates peak at 3.00-3.25% end-2022, pause through 2023. 
 
Citi: 100bp* 
 
MNI has not seen the Citi preview for the July FOMC. As of mid-July post-June CPI, Citigroup was forecasting a 
100bp July hike, with rates reaching 4% by end-year. They had previously seen 75bp in Jul, 50bp in Sep and Nov, 
and 25bp in Dec, Jan and Mar to a terminal rate of just above 4%. 
 
Commerzbank: Hiking This Year, “Real” Recession Next Year 
 
Commerzbank expects a 75bp Fed hike this week, with an ever larger move “not likely”. 

• Future action: Rates to peak at 3.75-4.00% by end-year, with a “real” recession coming in 2023. 
 
Danske: Another 75bp Coming 
 
The Fed will hike by another 75bp in July, according to Danske.  
 
Deutsche: Continuing To Drive 75 
 
The FOMC will deliver the second 75bp hike at the July meeting, with focus on signals from the presser on the 
future policy path, writes Deutsche. 

• Statement: To recharacterize activity outlook as: "Overall economic activity appears to have slowed further 
in the second quarter." May update re Covid/China/supply chains. 

• Press conference: Powell to say the FOMC is likely to decide between a 50 or 75bp hike in September, 
and that a downshift could require clear evidence that inflation pressures are improving. 

• Powell should reemphasize his “unconditional commitment” to taming inflation pressures, even if that 
means inducing a recession. 

• Future action: 50bp hike in September but material risks of another 75bp. 50bp in Nov, then starting 25 in 
Dec to terminal rate of 4.1% by March. Moderate recession and rate cuts in H2 2023. 

 
Goldman Sachs: Key Question Is Powell’s September Guidance 
 
Goldman Sachs sees a 75bp hike at next week's FOMC.  

• Despite the June CPI numbers allowing some Fed officials to keep a 100bp hike on the table, a pullback in 
inflation expectations "seems to have persuaded the Committee to stick to its original plan". 

• "Another last-minute change to previous guidance might invite a substantial repricing and would make it 
harder for the FOMC to control market expectations and financial conditions in the future." 

• Future action: The key question for the meeting is what guidance Powell will give about September's rate 
hike size. Strong guidance will probably be avoided, with Powell emphasizing "nimble and data-dependent" 
policy, though might gently remind that 75bp hikes are unusually large and that rates are now at the 
FOMC's long-run estimate. 

• Future action: Goldman continues to expect another 50bp hike in Sept, and 25bp in each of Nov and Dec 
to 3.25-3.50% terminal rate. 
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ING: Vague September Guidance 
 
ING expects a 75bp hike at the July FOMC, with “vague” guidance on the next hike in September. 

• Future action: 50bp hikes in Sept and Nov, final 25bp hike in Dec; rate cuts in Summer 2023. 
 
JPMorgan: Forward Guidance Ripe For Update 
 
JPM expects the FOMC to hike 75bp in July, with attention on the Statement language. 

• Risks of a 50bp hike are low; no voters so attached to 100bp that they would dissent. 

• George to dissent in favour of 50bp. 

• Statement: “Ongoing increases in the target range will be appropriate” guidance is ripe for updating; could 
indicate an intent to take policy into tightening territory.  

• Or that the FOMC judges that additional policy firming is likely to be appropriate. 

• Though the path of resistance could be to leave unchanged. 

• Won’t have Q2 GDP data so to continue saying economic activity has picked up. 

• Press conference: Powell won’t be as explicit on the size of the move at the following FOMC meeting as 
he was at the last two press conferences. Will say recession is a risk but not a foregone conclusion. 

 
Morgan Stanley: Fed To Leave Markets Guessing Over September Hike Size 
 
Morgan Stanley expects the FOMC to hike 75bp and “maintain its commitment to aggressive policy action” this 
week. Risks of technical recession “should not deter policy action”. 

• The Fed to deliver a message that “leaves markets guessing” over whether the next move is 50 or 75bp. 

• Press conference: Powell to refrain from providing explicit guidance on future policy 
changes. Likely to re-emphasize that the Fed is "strongly committed to bringing inflation back down" and 
will move "expeditiously”. 

• Future action: 50bp hike in Sept (though 75bp can’t be ruled out), and another 50bp in Nov. Then a final 
25bp hike in Dec to 3.50-3.75%. First cut of 25bp in Dec 2023. 

 
NatWest: Forward Guidance Could Be Taken A Step Further 
 
NatWest sees another 75bp Fed hike this week, as though post-CPI print speculation swirled around a 100bp hike, 
several Fed officials all but gave a green light for “only” a 75bps hike. 

• More insight on the Fed’s thinking will come in the minutes and the August Jackson Hole symposium. 

• Statement: Several minor changes necessary, including on econ activity/labor market (on margin, a 
downgrade); possible removes direct reference to pandemic as a reason for elevated inflation. 

• Possible that forward rate guidance taken a step further by appending “until there is clear and convincing 
evidence that inflation pressures are moderating”. 

• KC’s George to dissent in favor of 50bp. 

• Press conference: “We hope the Fed chair avoids speculating and is a little less committal on the exact 
sizes of future rate hikes (i.e., 25, 50, 75, 100 bps) in order to avoid another blunder, and, instead, allow 
the Fed the ability to retain maximum optionality to tighten at future meetings.” 

• Future action: 50bp hike in Sept, 25bp Nov and Dec, another 50bp in Q1 2023 to 3.75-4.00%. 
 
Nomura: 100bp Hike 
 
Per their Jul 13th note “We Expect A 100bp Hike In July”, Nomura sees a full percentage point raise at the July 
FOMC (MNI has not seen a full July FOMC preview from them). 

• Future action: 50bp in Sep, 25bp in Nov, Dec and Feb to a peak range of 3.75-4%, 25bp higher than their 
previous forecast. Then pause switching to cutting 25bp per meeting from Sep '23 through 2024 to 1-
1.25% by end-2024. 

 
Rabobank: May Formalize “Unconditional” 
 
The FOMC is expected to hike by 75bp at the July meeting, writes Rabobank. 

• Statement: Should acknowledge that Q2 GDP growth may turn out negative, but to underline that this will 
not change the Fed’s focus on fighting inflation. 

• May formalize “unconditional” commitment to bringing down inflation to target. 

• Press conference: Powell may shed more light on the rate path past July. 
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• Future action: 50bp hikes at each remaining 2022 meeting to 3.75-4.00% by year-end. We could see 
modest cuts in 2023-24, but until inflation back to 2%, dropping rates back to the zero bound not an option. 

 
SEB: Not Enough To Tip Balance To 100bp Hike 
 
SEB sees a 75bp hike at the July FOMC, with a strong jobs market and continued acceleration in inflation not 
enough to tip the balance toward a 100bp raise. 

• While Waller kept the door open to 100bp pending data, real retail sales are stalling and other data show 
worsening activity. 

• Statement: To repeat guidance “ongoing increases in the target range will be appropriate”. No major 
changes to description of the economy; could strengthen inflation from “elevated”; could downgrade on 
growth. 

• Press conference: Powell to repeat his comment from June that the Fed is seeing another 50-75bps hike 
at the September meeting. 

• Future action: 75bp hike in Sept to 3.00-3.25%, then 25bp in Nov and Dec to peak rate. Cuts could take 
longer than the market expects as inflation to remain above target through 2023. 

• Unlikely to speed up QT, or initiate discussion on MBS sales in current conditions. 
 
SocGen: Fed To Signal Further Willingness To Hike 
 
SocGen expects a 75bp July hike, as “guidance and intensifying worries concerning a recession” offset the strong 
June CPI report. 

• They see the Fed signalling “a further willingness to hike and reflect data-dependency in determining the 
size of future hikes.” 

• Just following the June CPI report they switched their view to a 100bp hike, but data/Fed speakers since 
then brought them back to a 75bp call. 
Future action: Terminal rate of 3.25-3.50% by early 2023, with cuts in early 2024. Inflation / expectations / 
resilient job market would induce hikes beyond 3.25-3.50% range and through much of 2023. 

 
Standard Chartered: FOMC To Pause After Sept As Tightening Hits With A Lag 
 
Standard Chartered raised their expectation for the July hike to 75bp from 50bp prior last week, and though about 
raising their July call to 100bp, but "such a steep hike would be a policy mistake" in part "given uncertainty on how 
quickly the economy and inflation will respond to the tightening already in place". 

• They expect the US economic slowdown to be "clear enough" by Q4 that a pause will be appropriate. They 
think the Fed should be less focused on targeting neutral rates given huge uncertainty; rather the FOMC 
should gauge "lags between policy changes and activity/inflation." 

• Press conference: Powell will repeat that the FOMC doesn't see 75bp hikes as the norm, and "may 
possibly add that as rates become more contractionary, the bar for justifying big moves gets higher. 
However, he is also likely to reaffirm that bringing inflation down is the Fed's goal, and to avoid sending a 
signal to markets that encourages aggressive buying of risk." 

• Future action: In conjunction with the July forecast change to 75bp (from 50bp), they continue to see a 
50bp raise in September, have dropped their view for a 25bp November hike, and now see a pause 
through 2023 at 2.75-3.00% (so their terminal rate view through next year remains unchanged). 

 
TD: Powell To Retain Optionality 
 
TD expects a 75bp Fed hike at the July meeting, with a strong June CPI report cementing 75bp (as opposed to 
50bp), though with the bar to hike 100bp “fairly high”. 

• “We would also argue that is a much easier sell to shift lower to 50bp in September following a 75bp 
increase in July than it is following a larger 100bp increase.” 

• George to dissent in favour of 50bp. 

• Statement: Tone on growth/labor market to be mixed. 

• Press conference: Powell to retain optionality and leave the door open to additional 75bp hikes if the data 
do not evolve as expected (i.e. a more nimble Fed). 

• To signal that the FOMC "anticipates that ongoing increases in the target range will be appropriate" as it 
tries to tighten policy "expeditiously" to more normal levels. 

• Future action: 50bp hikes in Sept and Nov, 25bp in Dec and Feb to terminal 3.75-4%. The risk lies to 
more front-loaded hikes this year. 
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UBS: September 50/75bp Hike Debate In Focus At July Meeting 
 
UBS' Fed July meeting preview sees the FOMC hiking by 75bp, with the decline in UMichigan inflation expectations 
more than offset by strong June CPI.  

• There's "some risk" of a 100bp hike, though another hawkish scenario is the FOMC adds a third 75bp hike 
in September. 

• Statement: Will likely acknowledge that econ activity moderated in H1 but will still emphasize that the labor 
market is strong and inflation elevated. 

• Press conference: Powell to reiterate that 75bp is a very large increase, and will not rule out a third one in 
September because "inflation is too hot" to signal a shift back to a 25bp vs 50bp debate. 

• Though Powell may state developments could unfold that puts a 25bp hike on the table for September, the 
debate at the moment is now between 50 and 75. 

• Future action: 50bp hike in September, but pause after December and a turn toward rate cuts in 2023. 
 
Unicredit: Slower Economic Activity Preludes Slower Hikes Ahead 
 
Unicredit writes that while a “jumbo” 100bp hike is possible at the July meeting, the Fed will hike 75bp. 

• Statement: May note signs of slowing economic activity, which would likely prelude a slower pace of hikes 
from September. 

• Future action: 50bp hike in September (July inflation print likely to slow substantially; econ activity 
slowing; neutral rate uncertainty), with 25bp hikes in Nov and Dec, to a peak 3.25-3.50%. 

 
Wells Fargo: Eyeing Any Concern Over Economic Deceleration 
 
Wells Fargo changed its core July FOMC hiking call to 100bp following the June CPI release, though a combination 
of Fed speakers/data since then has seen them acknowledge an increased probability of a hike of "only" 75bp. 

• For the meeting itself, Wells Fargo's preview says the July statement and Powell's press conference will 
likely continue to express concern over inflation - the question is whether there is any reference to recent 
signs of economic deceleration - "If so, then the Committee may be signaling that a slower pace of policy 
tightening may be appropriate in coming meetings." 

• The Fed's probably not going to feel relief simply from a likely near-term pullback in headline inflation, and 
will need to see a series of slower monthly core readings before pulling back the hiking throttle. 

• But Wells Fargo thinks that since rent costs lag general housing conditions, "the Fed may narrow in even 
further to core-ex-shelter inflation if private sector measures of housing costs show softening prices that will 
take a few quarters to appear in the official inflation measures." 

• Future action: 3.25-3.50% rates by end-Sept; 4.00-4.25% rates by year-end 2022; rate cuts in H2 2023. 
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MNI Policy Team Insights 
 
MNI INTERVIEW: Housing Could Lead U.S. Into Recession - NAHB  
(Pub Jul 21, 2022) 

By Evan Ryser 

WASHINGTON (MNI) -    The U.S. housing market appears set to fall into a downturn and could lead the broader 
economy into a recession, but so far doesn't show signs of triggering wider financial 
instability, National Association of Home Builders chief economist Robert Dietz told MNI. 

"A housing recession is clearly underway, which could be a leading indicator of a broader economic downturn," he 
said. "A few more months' data and we can probably judge whether or not we're in a broader recession but it could 
come in late 2022, early 2023." 

Still, the housing market's fundamental drivers in the long run, from a housing deficit and demographics, all suggest 
the sector has sturdy medium term growth prospects once this period of turbulence ebbs and inflation comes back 
under control, he said. 

"Thinking about late 2023, maybe at that point the Fed could lift off the brake a bit, bring the fed funds rate down, 
and we'd see a little bit of a shift down in mortgage interest rates," Dietz said, citing the central bank's 
75bp of "insurance" cuts in 2019 as an example. 

"We have built into our forecasts the expectation that we will likely see some limited lifting of the brake by the Fed 
by time we get to 2024," he said. "We are not dependent on it but more expectant." 

FLATTENING PRICES 

Existing-home sales have dropped five straight months on rising interest rates and recession fears have held off 
would-be buyers, as U.S. home construction is slowing fast and existing home inventory builds. Mortgage demand 
is also down hitting a 22-year low. But Dietz still sees positive prices. 

"Within new home prices we've seen about a 37% gain since January 2020. That is unsustainable," he said. "We're 
looking for about 3% price growth on net in 2023." 

"Really what we are talking about are price declines late this year, and especially in some local markets such as 
Boise, Idaho," he said, citing the city as the least affordable market. "I'm definitely more bearish on home price 
growth. It's going to slow down here in the second half of the year." 

Production bottlenecks, rising home building costs and high inflation are causing many builders to halt construction 
because the cost of land, construction and financing exceeds the market value of the home, Dietz said. "Thirteen 
percent of builders in the July HMI survey reported reducing home prices in the past month in order to help 
demand. I expect that share to grow in the months ahead." 

But Dietz noted lagging effects from home prices as they feed into official CPI and PCE inflation prints, still-high 
construction costs and said some products are still in short supply, from garage doors to windows. 

"The cost of building a home is still going up and the industry is still down 400,000 skilled construction workers," he 
said. "Residential construction material costs in aggregate, that go into apartments, home building and remodeling, 
were increasing three months ago at a 22% year-over-year rate and that has slowed to only 12% as of June." 

The Bureau of Labor Statistics released data last week showing the consumer price index was 9.1% over the year 
to June, but housing economists have said lagging housing costs will continue to drive inflation as the Fed hikes 
rates. (See: MNI INTERVIEW: CoreLogic Sees US Shelter CPI At 7% By Yearend) 

https://enews.marketnews.com/ct/x/pjJscALdwr8I6aozIB5_GA~k1zZ8KXr-kA8x6jFD8P3pokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscALdwr8I6aozIB5_GQ~k1zZ8KXr-kA8x6jFD8P3pokJjrtHcA
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MORTGAGE RATES 

The impact of higher interest rates going from a 3% rate environment to above a 5% rate environment has had a 
clear effect on consumers trying to get a mortgage, he said. The spread between mortgage rates and the 10-year 
Treasury is also wider than it has been for years, primarily due to the Fed's QT program, he added. 

"From a forecasting perspective, some of that spread will close. But it's going to remain somewhat above where we 
saw it, certainly a year ago," he said. 

 

MNI INTERVIEW: Aggressive Fed Risks Liquidity Squeeze-Hoenig  
(Pub Jul 19, 2022) 

By Pedro Nicolaci da Costa 

WASHINGTON (MNI) -  The Federal Reserve risks triggering a sharp and sudden tightening of credit conditions in 
coming months as it tightens aggressively to make up for lost time, former Kansas City Fed President Thomas 
Hoenig told MNI. 

The Fed has upped its pace of rate hikes at every meeting so far this year, increasing by 25 bps in March after 
standing pat in January, then by 50 bps in May and 75 bps in June. It is widely expected to deliver another 75 bps 
at next week’s meeting. 

“I don’t think people appreciate just how far behind the curve they were and remain. And I don’t think people 
appreciate that the so-called tightening phase didn’t really start until May or June, because the first move was so 
insignificant,” said Hoenig, who expects the Fed to tighten into a likely recession. “You will see a liquidity squeeze 
of some significance and that will further assure us of a significant financial constraint here in the next few months.” 

MNI reported last week that Fed officials are worried about an abrupt tightening of financial conditions that they are 
trying to fine tune with two blunt and imprecise tools – rate increases and asset runoffs to shrink a USD9 trillion 
balance sheet. (See MNI: Fed Fears Financial Tightening May Speed Up -Ex-Officials) 

“I’ve seen some argue that because the balance sheet is so large and the reserve base is so big that the banks will 
lend. To the extent that they have lines of credit that they have to honor they will lend, but that’s temporary and I 
think they are as nervous as anyone,” said Hoenig, also former vice chair of the Federal Deposit Insurance 
Corporation. 

“They are both implementing rate hikes and QT, which they’ve also just started. So you’re going to have this real 
significant tightening effect,” he said. 

Separately, Atlanta Fed economist Bin Wei told MNI the effects of QT are not linear -- they could be amplified by 
market strains. (See: MNI INTERVIEW: Fed Says Market Strains Could Ramp Up QT Effect) 

FLYING BLIND 

Complicating the Fed’s attempts to calibrate its tightening are doubts over the level of the neutral rate of interest 
and the overarching need to catch up to headline inflation figures that hit another 40-year high of 9.1% in June. 

“It’s been the Fed's tendency now that they are so far behind to keep tightening until they actually see inflation 
come down significantly and that usually means to go too far to the upside,” Hoenig said. 

Policymakers think the neutral rate is somewhere around 2.5% and therefore intend to push fed funds to around 
3% or a bit higher before possibly reconsidering the outlook. 

https://enews.marketnews.com/ct/x/pjJscALdlLkI6aozIU9xSw~k1zZ8KXr-kA8x6jFD5XxpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscALdlLkI6aozIU9xSA~k1zZ8KXr-kA8x6jFD5XxpokJjrtHcA
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“If they don’t know where to put rates they’re going to be flying blind and they’re going to tend to say, this inflation, 
we’ve got to break it and they’re going to keep going until they create some kind of – I hate to say the word crisis, 
but some kind of significant financial constraint.” 

HOLDING THE LINE 

Another major challenge for the Fed will be to rebuff likely political pressure to reverse course and cut rates as 
unemployment begins to rise. Hoenig expects the jobless rate will climb from current historic lows of 3.6% to at 
least 5%, but also thinks the Fed will need to raise interest rates to at least 4% and then keep them there for the 
foreseeable future in order to rein in inflation. 

“If you do create a real constraint on the economy as soon as things start to slow down and unemployment starts to 
rise, then the pressure will mount extremely to reverse policy. This is a pattern of the 1970s, it’s the pattern of the 
Fed’s history,” Hoenig said. 

“So their real challenge is not whether to move 75 or 100 basis points, the challenge is finding that number and 
then staying there until the lags catch up – and have a recession and not create a liquidity crisis that leads to 
panic.” 

 

 
MNI INTERVIEW: Fed Says Market Strains Could Ramp Up QT Effect 
(Pub Jul 19, 2022) 

By Evan Ryser 

WASHINGTON (MNI) -   Strains in the U.S. Treasury market and risk averse traders could complicate the central 
bank's plans to reduce its balance sheet by amplifying the effect of those reductions on financial markets and 
raising interest rates more than anticipated, the author of a new Atlanta Fed paper told MNI. 

Bin Wei of the Atlanta Fed said in an interview Friday risk aversion amongst traders as the central bank pulls back 
from the Treasury market and adds additional supply to the market could mean this round of "quantitative 
tightening" could have a larger impact. 

A passive roll off of USD2.2 trillion of the Fed's holdings of U.S. Treasury bonds over the next three years would 
have the equivalent impact of immediately increasing the short-term federal funds policy rate by about 0.29 
percentage points but 74 basis points during turbulent periods, said Wei. "This estimate is based on the 
assumption of normal market conditions and the 29 basis points is not that big." 

In other scenarios with, Wei estimates QT could be equivalent to a nearly 100-basis-point increase. 

Without making a clear call which scenario the market is in or headed toward, Wei suggested looking at Treasury 
volatility. "If recent volatility is greater than the average volatility by 40% then that means my turbulence crisis 
scenario is more appropriate," which would equate to nearly three typical rate increases, or about 0.74ppts. 

"This risk aversion is an abstract way to basically say that arbitrageurs have limited capital and have limited risk 
bearing capacity," he said. "When they are reluctant to be the marginal investors that's when the market becomes 
even more segmented." 

MARKET TURMOIL 

Unlike the relatively calm conditions that prevailed in 2017 when the Fed last reduced its balance sheet, this round 
of QT is coming as uncertainty about the economy, increases in Fed short-term interest rates, and other factors 
have strained the key market for Treasuries. 
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In "normal times," defined as average market conditions in the last two decades in which 10-year Treasury volatility 
was about 1.2%, QT would have a smaller impact," he said. But in "crisis times" risk aversion would increase and 
volatility around Treasury yields would increase substantially. 

"The key insights of the model is that sometimes the Treasury market can become segmented and when the 
Treasury market becomes segmented then the arbitrageurs will become marginal investors and not trade actively," 
he said. "So, whatever the impact is of these Treasuries put to the public by the Fed, the effect generally will be 
larger then." 

Treasury officials and ex-Fed officials have said the Treasury market is in need of reform and a higher level of base 
volatility could be in store for the market if marginal buyers step to the sidelines. (See: MNI INTERVIEW: Treasury 
Market Reforms To Ramp Up-Liang) 

LIQUIDITY 

Still, the Atlanta Fed paper abstracts away issues of liquidity, something Kansas City Fed researchers in the past 
have pointed to potentially having a larger impact on interest rates during QT than QE. 

"In reality there could be some liquidity problem outside of the model," Wei said about his paper. "If market 
conditions deteriorate, this can cause liquidity of the Treasury markets to deteriorate or increase the strains in the 
treasury market." 

MNI INTERVIEW: Stein–Troubled Treasury Market Needs Reform  
(Pub Jul 18, 2022) 

By Pedro Nicolaci da Costa 

WASHINGTON (MNI) -  The Federal Reserve should relax banks’ supplemental leverage ratio as well as 
significantly expand eligibility for participation in its standing repo facility in order to ease the Treasury market’s 
liquidity troubles, former Fed governor Jeremy Stein told MNI. 

Stein said well-intended rules that require banks to hold capital against their Treasury reserves have become an 
undue burden, making institutions reluctant market makers in times of stress. 

“You want to defang the leverage ratio, you don’t want it to be the primary binding constraint,” said Stein, a member 
of the G30 Group of financiers and academics which recently released a report recommending key Treasury 
market reforms. 

“That doesn’t mean weakening capital requirements. One way to defang it is simply to make the risk-based 
requirements higher. Our basic recommendation was some combination of dialing back the leverage ratio and at 
the same time strengthening the risk-based, so you don’t have any fewer dollars of capital in the banking system.” 

Stein cautioned that none of the proposed reforms would be a panacea for a market that has simply gotten too 
large, but said there was plenty of room for making the system less prone to liquidity runs, the worst of which was 
seen during the March 2020 financial seizure associated with the start of Covid. 

The USD22.5 trillion trade in Treasuries has become a victim of its own size as liquidity has begun to dry up more 
frequently than would be expected of the world’s deepest – and ostensibly most liquid – market. 

“Due to some combination of initial miscalibration and, very importantly, all the reserves that have been pumped 
into the system, which tend to blow up the size of bank balance sheets, that has made this leverage ratio the 
relatively more binding constraint for many of the players,” Stein said. 

“As a result, it’s very expensive for them to hold either Treasuries on their balance sheet or make repo loans 
against Treasuries – that makes them more reluctant to make markets. So when everybody else is dumping 

https://enews.marketnews.com/ct/x/pjJscALdlbkI6aozIU92Tg~k1zZ8KXr-kA8x6jFD5TxpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscALdlbkI6aozIU92Tw~k1zZ8KXr-kA8x6jFD5TxpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscALdlbkI6aozIU92Tw~k1zZ8KXr-kA8x6jFD5TxpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscALdlbkI6aozIU92TA~k1zZ8KXr-kA8x6jFD5TxpokJjrtHcA
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Treasuries and you hope the dealers are going to intermediate that, they’re going to do less of that or they’re going 
to lend less against Treasuries, and that’s a problem.” 

While the Fed can exempt Treasury reserves from the calculation of the leverage ratio, and did so on an 
emergency basis in response to Covid, it could be politically thorny to make a more permanent change. 

“The leverage ratio has become sort of a totem for a number of the folks on the progressive side of the 
aisle,” Stein said. We’re at pains to make the point that, you can be as tough as you want, you can be as much of a 
capital hawk as you want, we just urge it to be via the risk-based, not the leverage ratio.” (See: MNI INTERVIEW: 
Treasury Market Reforms To Ramp Up-Liang) 

STANDING REPO FACILITY 

Another essential reform in Stein’s view, in line with the G30 recommendations, is to expand the list of 
counterparties who can participate in the Fed’s Standing Repo Facility, currently reserved for primary dealers and 
depository institutions. 

“We thought it was very important that it be available, with some qualifications, basically to anybody who can bring 
Treasuries to the Fed to pledge as collateral,” he said. 

“If you think about March 2020, we had all kinds of nonbank players who were basically dashing for cash. They 
needed cash so they were dumping their Treasuries. If they knew with certainty ahead of time, anytime I have a 
Treasury I can go monetize it at the Fed, maybe they don’t preemptively run." 

Stein pushed back against the notion that this would create a moral hazard, in particular because any move that 
makes Treasuries more valuable benefits taxpayers. 

“Even if somehow does goad somebody into being a bit more aggressive about buying Treasuries with more 
leverage, who benefits? Treasury prices go up, yields go down – the taxpayer benefits,” he said. “So it’s very 
different to doing this against corporate bonds, where there would be a benefit to the corporate issuer and the 
taxpayer would be putting out something of value and not getting anything back.” 

 

MNI INTERVIEW:Fed To Hike Into Weaker Growth If Inflation High  
(Pub Jul 14, 2022) 

By Pedro Nicolaci da Costa 

WASHINGTON (MNI) - The Federal Reserve will likely keep raising interest rates even if the economy slows 
considerably as long as headline inflation remains elevated because the risk of unanchored expectations means it 
can no longer look through energy price shocks, ex-Fed governor Jeremy Stein told MNI. 

Fed officials have made clear that fighting 40-year high inflation is their top priority regardless of a possible slowing 
in the economy, which policymakers still hope can avoid a recession. . 

“It sounds like they’re not really giving themselves that out the way they talk. They’re just saying we want to see 
headline inflation come down,” Stein said in an interview. 

June CPI surged by more than expected to a new 40-year high of 9.1%, keeping the pressure on the central bank 
to remain aggressive. Moreover, the job market continues to deliver strong growth, defying concerns about an 
imminent recession. 

The strong figure has cemented expectations for a 75-basis-point rate hike, which Stein said is likely the baseline 
for the July meeting, but also raised speculation about a possible full-percentage-point move. (See: MNI 
INTERVIEW: High Bar For Fed To Back Off Big Hikes-Athreya) 

https://enews.marketnews.com/ct/x/pjJscALcw-0I6aozIUh_Ew~k1zZ8KXr-kA8x6jFDsKlpokJjrtHcA
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https://enews.marketnews.com/ct/x/pjJscALble0I6ao0dx5wHQ~k1zZ8KXr-kA8x6jFCZSlpokJjrtHcA
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NO MORE LOOK THROUGHS 

Stein said the Fed does not have the luxury of “looking through” energy price shocks as it has in the past. 

“If there’s some persistence in inflation because of continued oil or other commodity price sort of stuff, they’re kind 
of committed,” Stein said. “Normally they’d look through it but they’ve become so concerned, reasonably so, 
concerned with expectations. The average person’s expectation doesn’t allow them to separate between supply 
and demand shocks so you have to be a bit more blunt at this point.” 

Against that backdrop, Stein said engineering a soft landing will be an all too delicate task for central bankers as 
they figure out how much rates need to rise for policy to become restrictive. 

“It’s not to say a soft landing is impossible, but a lot of things have to go right. A little bit of supply shock, a little bit 
of bad luck with oil, say, forces them to tighten and it’s going to be a problem. If inflation expectations get 
entrenched, it’s a real problem,” he said. 

“If you want the really pessimistic story, think back to the financial crisis, unemployment went up to 10% and core 
inflation only came down 50 basis points or so.” 

St. Louis Fed research director Carlos Garriga told MNI this week he sees upside risks to inflation, while Dallas Fed 
economist Jim Dolmas argued inflation is showing no sign of slowing. 

 

MNI: Fed Fears Financial Tightening May Speed Up -Ex-Officials  
(Pub Jul 14, 2022) 

By Pedro Nicolaci da Costa 

WASHINGTON (MNI) - Federal Reserve officials are worried U.S. financial conditions could tighten more quickly 
than expected in response to aggressive rate increases and balance sheet runoffs, potentially compromising 
economic expansion, former central bank officials and researchers told MNI. 

Policymakers are paying close attention to various measures of financial conditions including the stock market, 
whose sharp recent decline could drag on investment and household wealth, and to an incipient widening of credit 
spreads, as they seek to gauge how close rates are getting to neutral levels that neither boost nor slow growth and 
avoid any overshoot in monetary tightening, ex-policymakers said. 

“How much tightening you’re getting depends on financial markets -- what does the stock market do, what does 
credit do? I find it hard to think about (neutral) in terms of a stopping point defined in units of Treasury rates,” said 
Jeremy Stein, a former Fed governor now at Harvard University, in an interview. 

“I would put more weight on credit spreads than the stock market because the evidence I’m familiar with suggests 
those have more of a causal impact on economic activity. So we’ve started to see some real back up in credit 
spreads and if you asked me to guess I would think there’s maybe a little bit more to come.” 

Minutes from the Fed’s June meeting specifically highlighted “the possibility that a further tightening in financial 
conditions would have a larger negative effect on economic activity than anticipated” as a key risk. 

FORWARD GUIDANCE LIVES 

Fed officials are also watching for signs that their increasingly transparent communications may have shortened the 
delay after which monetary policy is thought to affect consumers and businesses. 

“The Fed hopes that its forward guidance about what it intends to do on interest rates is already achieving some 
desired effects, so if you were looking at indicators like tightening credit conditions, you’re seeing some tightening 

https://enews.marketnews.com/ct/x/pjJscALble0I6ao0dx5wEg~k1zZ8KXr-kA8x6jFCZSlpokJjrtHcA
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there,” said Kris Mitchener, a former visiting scholar at the St. Louis Fed and the Bank of Japan, and a professor of 
economics at Santa Clara University. 

“So their hope is that will give them some space in which they can perhaps not raise interest rates as much in order 
to bring inflation down. It’s unclear whether that is sufficient.” 

That hope was underscored in a recent speech from San Francisco Fed President Mary Daly, who argued that the 
“unprecedented” speed with which financial conditions have tightened in reaction to not just Fed rate hikes but the 
promise of more “means that long and variable lags may not be as long, or variable, as typically assumed.” 

Another record high CPI reading of 9.1% in the year to June has further complicated the picture for Fed officials, 
who now appear to have even more ground to make against inflation through persistent interest rate hikes. 

HOUSING CHANNEL 

Daly cited housing as one of the first and most important channels of monetary transmission to consumers. 
Mortgage rates jumped by more than 200 basis points from March to June. 

“The stock market is down, mortgage interest rates are up, various interest rates are going up. The normal ways 
that monetary tightening reduces asset prices and raises interest rates and discourages borrowing and spending, 
those are in play,” said Laurence Ball, a former visiting scholar at several central banks including the Fed and the 
Bank of England. 

“In a way this is working like a normal monetary tightening and presumably we’ll see that slowing down the 
economy somewhat.” (See: MNI INTERVIEW: Housing Cost Lag To Drive Inflation As Fed Hikes) 

Sebastian Edwards, former World Bank chief economist for Latin America, noted housing is also one of the slower 
markets to correct because it involves a tangible asset that is not particularly prone to rapid trades. 

“The first thing that happens is that houses stay on the market for longer. People are very reluctant to recognize 
that their home is not worth what they thought it was worth,” Edwards said. "People look at their 401ks but what 
they really look at is what they think they have as equity in their house. So we’re going to have to wait longer.” 

 

MNI INTERVIEW: Risk Inflation Stays High Longer -Fed's Garriga 
(Pub Jul 13, 2022) 

By Jean Yung 

MNI (WASHINGTON) -  The risk that U.S. inflation continues to stay elevated is rising amid a worsening global 
energy crisis and fears that Shanghai will be forced into another Covid lockdown, Federal Reserve Bank of St. 
Louis research director Carlos Garriga told MNI. 

"The FOMC has been clear: we need to have solid signals of inflation not only moderating but getting back to our 
target and remaining near target," he said in an interview. "All the news we're getting from the global economy 
points in the opposite direction. Risks are elevated to the upside. The blockage of the gas pipeline to Germany, 
discussions on additional lockdowns in China which will put additional pressure on supply chains. A lot of 
businesses will have to factor this into their operation strategy." 

Garriga made his remarks before the Labor Department released its latest CPI report Wednesday, showing 
consumer price inflation accelerating to a faster-than-expected 1.3% in June from a month earlier and 9.1% over 
the past 12 months, the highest since 1981. Markets are now pricing in a 45% chance the Fed will opt to raise 
interest rates by 1 percentage point later this month rather than the 0.75 pp move discussed in recent weeks. 

https://enews.marketnews.com/ct/x/pjJscALblr4I6ao0dx53Hw~k1zZ8KXr-kA8x6jFCZf2pokJjrtHcA
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"In 1970s and '80s, we saw big waves of inflation that peaked and bounced back. The data is volatile, and we're 
not going to be dependent on one data release," Garriga said. "We need a continuous set of readings where the 
trend is really clear. With the latest global news, that could be delayed." 

HOUSING SLOWDOWN 

The Fed's ability to control globally-driven inflation is limited, but "the belief is in the medium term, there will be a 
convergence between headline and core, especially if the short-term deviations due to specific international shocks 
tend to be less persistent," Garriga said. 

A slowing in credit-sensitive domestic sectors like housing and autos will rein in key components of core inflation 
like shelter that have historically remained elevated for longer than energy prices, and Garriga said he's following 
housing permitting, supply and sales data closely. (See: MNI INTERVIEW: No Sign of Slowing in Inflation - Fed's 
Dolmas) 

"We could see rents with two-digit growth rates. That’s more likely to be persistent than energy and food prices 
determined at a global level," he said. "I suspect we’ll be using a lot of core information to determine to what extent 
the factors that we believe are more under our control are coming down to target, but that doesn’t mean we don't 
have a lot of work to do on headline inflation." 

PRICE EXPECTATIONS FALLING 

The FOMC's aggressive stance on fighting inflation, including its 75-basis-point rate hike last month and projections 
of a steeper policy path has helped lower inflation expectations, Garriga said. (See: MNI INTERVIEW: High Bar For 
Fed To Back Off Big Hikes- Athreya) 

"We’re seeing a big adjustment on inflation expectations. They’ve been coming down, and I think that's highly 
connected with the economic outlook," Garriga said. "Managing the medium-run expectations about inflation is a 
necessary requirement to managing medium-run inflation, so it's a welcome development." 

Heightened uncertainty and recession fears could drive "a bit of a slowdown" in consumer spending, he said, 
though he dismissed concerns that rapid Fed tightening will stifle growth and send unemployment soaring. 

"We have the strongest labor market since the late 1990s," he noted. Credit-sensitive sectors in particular will feel 
the effects of tightening financial conditions and see employment slow or fall, but "we may see a small 
readjustment in the labor market without having a big spike in unemployment like in past recessions." 

 

 
MNI: Fed Patient On SOFR, Seen Boosting Reverse Repo- Ex-Staff  
(Pub Jul 12, 2022) 
 
By Evan Ryser 

WASHINGTON (MNI) - The Federal Reserve should not overreact to recent weakness in some money market 

rates and will leave the rates it pays on bank reserves and reverse repos steady, but could increase its overnight 
reverse repo facility per counterparty limit as soon as this month, former central bank staff told MNI. 

The benchmark fed funds rate is rock steady at 8 bps, well within the target range of 1.5% to 1.75%, but there has 
been weakness in the secured overnight financing rate (SOFR) and other repo reference rates in recent weeks, 
driven by an underlying cash and collateral imbalance. Fed liquidity has increased USD2.5 trillion and Treasury and 
other money market issuers have slashed supply by almost USD1.5 trillion since mid-2020. 

https://enews.marketnews.com/ct/x/pjJscALaxOsI6ao0dxp0Tw~k1zZ8KXr-kA8x6jFCMWjpokJjrtHcA
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Weakness has appeared in money market rates since the Fed started raising rates from zero. But the leaks of 
overnight rates printing below ON RRP grew during June and the the first percentile of SOFR transactions recently 
printed 75bp below the target band. 

"I do think that we are at or very recently past the peak of that imbalance," said Mark Cabana, formerly of the 
markets group at the New York Fed, who expects the Fed's QT will drain cash and add collateral to the banking 
system and US deficits will support a slow increase in debt supply. 

Still, the Fed has signaled a potential increase in the per-institution limit on participation at its overnight reverse 
repo facility. The Fed upped its limit in March 2021 from USD30 billion to USD80 billion and again to USD160 
billion in September, and is generally ready to provide unlimited support to the market, even if the change does not 
necessarily come at the July FOMC meeting, former staff say. 

Flows into the facility have risen to a record over USD2.3 trillion. "I expect it to go up to USD3 trillion," said Joseph 
Wang, who spent five years on the New York Fed's markets desk. "Bill issuance continues to decline and the Fed 
is going to increase rates very rapidly, maybe around 3% by the end of the year. That's going to make money 
market funds a lot more attractive and they have nowhere to go but invest in the RRP." 

SPECIALS 

"What's going on now with the average repo rates being below the RRP rates have to do with some form of market 
segmentation," said Quentin Vandeweyer, an outside Fed adviser who worked in the ECB's Research Directorate. 
"Access to the RRP in theory is supposed to provide a floor for repo rates. But in practice, access is not complete." 

Another factor for low settings of SOFR has been increased front-end specialness, which is when lenders are 
willing to earn lower rates of return for obtaining a specific issue of collateral. Because of how the SOFR rate is 
calculated, increased breadth of specialness can mechanically cause SOFR to set lower versus what would have 
otherwise been the case. 

"Interest rates are going to go higher, and that means there's more specials activities, and that kind of makes it so 
that sometimes specials leaks into SOFR pushing it down a little bit as well," Wang said. 

REPUTATION 

But the Fed also risks loss of confidence in SOFR, its preferred LIBOR alternative. "We do worry that if we see 
SOFR set low outside the target band, that it does run the risk of causing investors to really potentially question the 
index and how it is expected to behave across a variety of economic and financial regimes," said Cabana, now at 
Bank of America. 

New York Fed President John Williams said Monday at an event: "SOFR is a very deep market, it's a very liquid 
market. It's sending a very clear signal of what market conditions are there. To me, everything is working." 

 

MNI INTERVIEW: High Bar For Fed To Back Off Big Hikes- Athreya  
(Pub Jul 11, 2022) 
 

By Pedro Nicolaci da Costa 

WASHINGTON (MNI) - The Federal Reserve should raise interest rates aggressively until there are clear signs of 
a slowdown in inflation, and not only in inflation expectations, Richmond Fed Research Director Kartik Athreya told 
MNI. 

Fed officials have said getting U.S. inflation, now at 40-year highs, under control is their top priority, 
and Athreya said they should avoid sending conflicting policy signals. 
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“Inflation expectations — TIPS breakevens — are heading in the right direction, but current inflation remains above 
where the committee would be at all comfortable,” he said in an interview. 

“Policy works when it is communicated and believed. For it to be believed there has to be routine follow through. 
And right now policy is not likely restrictive. All of this raises the bar for reaction to any given piece of incoming 
data.” 

Asked what the Fed would need to see to move away from the 75-basis-point hike baseline markets now expect for 
at least the next meeting, Athreya said that would likely require a substantial downshift in the economic outlook. 
(See: MNI: Fed Sees 75BP Hikes As New Baseline-Ex-Officials) 

“As a policy advisor, for me it would actually take a significant real side shock that I would see as imparting 
sufficient force downward to consumption growth. That would then make me think the appropriate neutral rate 
actually has come closer to where we currently are,” he said. 

“Otherwise, while I’m not a policymaker, my instinct is the committee is not going to want to muddy the waters 
drastically by saying we’ve seen this or that shake out in the last data and now we’re going to appreciably change 
course from the normalization at a time when the inflation that is coming in continues to be well above target.” 

CLEAR AND COMPELLING 

Athreya said that while financial market measures of inflation expectations appeared to be easing, it was far too 
soon for the Fed to become complacent and not deliver on its promised hiking path, which as of the June meeting 
saw rates peaking at around 3.8% next year. 

Five-year TIPS breakevens have fallen more than 50 basis points in less than a month, while ten-year breakevens 
have experienced a similar decline. 

“Near-term inflation expectations seem to be getting closer to the target. If you just look at the path ahead, the 
committee’s policy announcements have actually had intended effects on inflation,” Athreya said. 

“The Chair was super clear about inflation control and management as being a point of laser focus. I do feel like 
that’s been internalized very clearly by markets,” he added. “That said, if you look at ongoing inflation right now it’s 
not yet low. We still have headline PCE inflation that rose 60 basis points in a month, and right now the year over 
year rate is still above 6%.” 

Core figures are slightly softer but way above the Fed’s official 2% goal. 

“The year-over-year core is still almost 5% so it’s not that it’s telling a wildly different story as headline in terms of 
being right at target, it’s not,” he said. Athreya said he would like to see sustained month-on-month rises in the PCE 
and core PCE “in the right neighborhood. We are not there right now.” 

He’s also keeping an eye on the long-run inflation expectations of consumers and businesses. 

“The price setting that businesses and others have to engage in is presumably tied to what they think is happening 
to the general price level. And if that’s not in the right place you’d need to be very careful about hitting pause on the 
normalization.” 

 
MNI INTERVIEW: No Sign of Slowing in Inflation - Fed's Dolmas  
(Pub Jul 8, 2022) 
 

By Jean Yung 

https://enews.marketnews.com/ct/x/pjJscALZwr4I6ao0cBBxGg~k1zZ8KXr-kA8x6jFC8P2pokJjrtHcA


 

27 
 

WASHINGTON (MNI) - U.S. inflation data show little sign of slowing from a torrid pace in May, with no immediate 
relief from Fed tightening for key core services components like shelter and dining out costs, Federal Reserve Bank 
of Dallas economist Jim Dolmas told MNI. 

The Dallas Fed Trimmed Mean PCE inflation rate, a less volatile gauge of price pressures and a better predictor of 
future price changes, points to an underlying inflation rate of between 4% and 5%, said Dolmas, who developed 
and maintains the measure. 

Fed officials are likely to support repeating June's aggressive 75 basis point rate hike later this month to tackle 
soaring inflation. Headline PCE inflation rose 6.3% in May, unchanged from April, while core PCE inflation slowed 
to 4.7% from 4.9% a month earlier. (See: MNI INTERVIEW: US Inflation Has Likely Peaked-Fed's Andolfatto) 

"There's nothing I see in the data that makes me optimistic that things are starting to moderate," he said. "There 
are developments outside of the inflation data where we see markets starting to cool off a little bit -- like 
commodities prices going down -- so there are positive signs, but I'm not seeing a reflection of that moderation as 
yet." 

SHELTER HEADED TO 7% 

Dolmas expects rent and owners' equivalent rent inflation to accelerate to 7% by early next year from just above 
5% in May, he said, adding the service sector labor market also remains extremely tight, driving wage pressures 
that play an important role in dining out prices, said Dolmas. 

Those three categories are the largest and least volatile components of core services -- together they make up 
20% of the PCE inflation basket -- recorded a one-month annualized inflation rate of 8% in May, or 6% on a 12-
month basis, the highest in decades. 

But there's room for price growth to accelerate even as the Fed hikes interest rates briskly, Dolmas said. 

"Housing activity cooled down a lot but prices so far less so," he said. "It’s a slow process and will take a while to 
filter through to rents and OER." 

EXPECTATIONS A RISK 

As for wages, "we’re seeing tiny evidence of cooling -- job openings came down a little bit -- but the labor market 
still looks really tight. That's also something that's not going to shift on a dime," Dolmas said. 

A wage-price spiral as workers demand higher pay to keep up with rising prices is a key risk for the U.S. economy 
when inflation is so high, and the Dallas Fed has been looking at a broad set of inflation expectation measures 
more closely in recent months. 

"If long run expectations go materially higher, then that would start to be worrisome. So far they haven’t," he said. 
"Short-run expectations have gone up much more than the long-run, and in some sense that’s a confirmation of 
Fed credibility." 

 

MNI INTERVIEW: Fed Balance Sheet Losses Will Hit US Taxpayers  
(Pub. Jul 7, 2022) 

By Pedro Nicolaci da Costa 

MNI (WASHINGTON) - The Federal Reserve’s USD9 trillion balance sheet poses significant risks 
to taxpayers because even unrealized losses from rising interest rates might translate to a multi-year cessation of 
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Fed remittances to Treasury, which currently provide tens of billions of dollars in annual revenue, former Fed board 
economist Bill Nelson told MNI. 

Fed officials have tended to downplay the effects of potential fluctuations in its own financial position on the 
economy. But while the conduct of monetary policy is unlikely to be affected, Nelson said the cost 
to taxpayers would be real. 

“Those losses are really just as consequential whether they’re unrealized or realized in terms of the outlook for 
future Fed income,” said Nelson, former deputy director of monetary affairs at the Fed’s board and now chief 
economist at the Bank Policy Institute, in the latest edition of MNI’s FedSpeak podcast. 

“If the Fed’s income falls then it will be remitting less to Treasury, and taxes, other things equal, will have to be 
higher, or spending will have to be lower. So those are real effects.” 

The extent of the impact will depend on the Fed’s own policy– in particular, how high interest rates rise in this cycle 
and how quickly the balance sheet is unwound. (See MNI: Fed QT May Have Deeper Tightening Effect - Ex-
Officials) 

“When interest rates rise the Fed’s interest expense rises but its interest income, which is largely based on fixed 
assets, doesn’t rise, so that operating income can turn negative,” said Nelson, adding that this could occur once the 
fed funds rate hits around 3.5%. 

SCENARIOS 

A baseline projection for the fed funds rate to peak at 2.6% included as one of three scenarios in the New York 
Fed’s annual report in May was based on March projections that were already outdated, Nelson said. 

“Probably as a reference point to where we are now approximately the plus-100-basis-point scenario is a bit more 
relevant than their baseline and the plus-200-basis-point scenario is a reasonable alternative,” Nelson said. 

Under the +100bps scenario, which would see the fed funds reach 3.6%, the New York Fed estimated unrealized 
losses would peak at USD770 billion, while in the +200bps case unrealized losses would peak at about USD1.2 
trillion. 

The first of these scenarios would lead to zero remittances to Treasury for a year and a half, while the second 
would mean no remittances for three years. That’s in sharp contrast to the last couple of years: the Fed sent 
Treasury USD109 billion in 2021 and USD87 billion in 2020. 

“Those are some pretty big numbers,” said Nelson. “When those unrealized losses go up that means future taxes 
are going to be higher or future spending is going to be lower.” 

Possible sales of mortgage bonds as the Fed tries to reduce its role in the housing market could further complicate 
the central bank's financial position. 

BENEFITS VS. COSTS 

The prospect of losses to taxpayers does not in itself mean the Fed’s decision to launch a fourth round of QE in 
response to the pandemic was a bad idea, Nelson said. 

“I look at the actions in March and April, when the Treasury market was at risk of collapsing and those purchases 
seemed clearly beneficial. But then that program morphed over time into an economic stimulus program at a time 
when the economy was clearly recovering, so the gains and the calculus seem less clear,” he said. 

The losses in no way affect the Fed’s ability to conduct monetary policy, Nelson said. But he worries the potential 
costs of such action are underappreciated. 

https://enews.marketnews.com/ct/x/pjJscAKBlusI6ao0JU0kGQ~k1zZ8KXr-kA8x6jFU5ejpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKBlusI6ao0JU0kHg~k1zZ8KXr-kA8x6jFU5ejpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKBlusI6ao0JU0kHg~k1zZ8KXr-kA8x6jFU5ejpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKBlusI6ao0JU0kHw~k1zZ8KXr-kA8x6jFU5ejpokJjrtHcA
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“What the Fed is doing when it engages in QE is shortening the government’s liabilities,” he said. It’s replacing 
longer-term borrowing with overnight borrowings. When it does that it that changes the risk the U.S. government is 
facing.” 

 

MNI INTERVIEW: Fed Could Revise Down Rate Peak-S&P's Gruenwald  
(Pub Jun 30, 2022) 

By Evan Ryser 

WASHINGTON (MNI) - Aggressive Federal Reserve policy spurred by ongoing price spikes will usher in low 
economic growth this year and perhaps a recession next year, which could push the central bank to reconsider 
guidance suggesting it will push rates further toward 4% in 2023, Global Chief Economist at S&P Global Ratings 
Paul Gruenwald told MNI. 

In the Fed's projections released in June, the median central bank official penciled in a 3.4% fed funds rate by year-
end and a terminal rate of 3.8% in 2023. Yet 2023 is when many economists, including Gruenwald, believe the 
economy might slip into recession as unemployment ticks up and consumer spending ebbs. 

"The Fed is strongly focusing on the inflation numbers, and inflation expectations moving higher supports the Fed's 
overshoot argument, but maybe they'll need to slow down if there is a turn later on in consumption," he said. 

"If inflation trends hold up, the Fed's got another 75 in the bag [in July] and then they're gonna see what happens, 
but the Fed is likely to peak out in 2023," Gruenwald added. "The recession risk is probably a bit earlier in 2023 
relative to that peak and so it could be a bit awkward in the sense that the Fed is still seeing inflation pressure but 
the economy is slowing quickly and then there's a difficult judgment call." 

Fed Chair Jerome Powell has ramped up commitments to raise rates, promising an "unconditional" fight to combat 
high prices, but has shown some uncertainty as to whether it will be necessary for the Fed to reach the range of 
3.5-4% next year. New York Fed President John Williams told CNBC this week: "The thing that I have greater 
certainty about is we definitely need to get the funds rate up to between 3 and 3.5% by later this year." 

SLOWDOWN INEVITABLE 

While U.S. economic momentum will likely forestall a recession in 2022, the weight of high prices damaging 
consumer purchasing power, together with an aggressive Fed, make it difficult to see the American economy 
walking out of 2023 unscathed, Gruenwald said. 

"A growth slowdown is inevitable, but the key question is whether we have a more serious recession," he said. "We 
seem to have leveled off, but we have been slipping on the growth rate over the last few quarters." 

"If things start to slow down, and if the job market starts to go south and savings cushions start to wear out, that's 
when we get into the bad scenario," he said. "Consumption probably won't slow too much in 2022 but the danger is 
more in 2023." 

S&P has downgraded forecasts for U.S. GDP, seeing growth at an annual rate of 2.4% this year and 1.6% next 
year, with the unemployment rate rising from 3.6% to 4.3% by year-end and to 4.6% by the end of 2024, above the 
Fed's 4.1% forecast. S&P is putting the odds of a recession in 2023 at 40%. Fed economists have told MNI they 
see little sign of a coming recession. (See: MNI INTERVIEW: US Inflation Has Likely Peaked-Fed’s Andolfatto) 

Asked whether there is a speed at which the economy stalls, Gruenwald said falling asset prices, increasing 
borrowing costs and a stronger exchange rate are all tightening financial conditions. "When those factors come 
together with negative labor market momentum then that is a pretty good sign that we're going into a more serious 
downturn." 

https://enews.marketnews.com/ct/x/pjJscAKOkuwI6ao0I09zHQ~k1zZ8KXr-kA8x6jFXJOkpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKOkuwI6ao0I09zEg~k1zZ8KXr-kA8x6jFXJOkpokJjrtHcA


 

30 
 

 

Fed Sees 75bp Hike As New Baseline- Ex-Officials  
(Pub Jun 23, 2022) 

By Jean Yung, Pedro Nicolaci da Costa and Evan Ryser 

MNI (WASHINGTON) - Federal Reserve officials are likely to support repeating June's aggressive 0.75-
percentage-point interest rate increase in July and possibly again in September to tackle inflation that is showing 
little sign of slowing, former officials told MNI. 

An even larger 1-pp hike cannot be ruled out if inflation or inflation expectation trends worsen, the former officials 
said, though the FOMC is likely to shy away from adding to an uncertain environment with yet another alteration to 
its policy path. 

"I believe they’ll do 75 in July because they’ll need a very good reason not to. There’s not a great deal of new 
inflation information coming in between the June and July meetings," former Atlanta Fed President Dennis Lockhart 
said in an interview. "They feel pretty good about how the 75 was absorbed at this last meeting, so there is some 
bias for not making one more change and being steady with 75 through the July meeting." 

Rick Roberts, a former New York Fed executive and ex-Kansas City Fed adviser now at Monmouth University, told 
MNI's FedSpeak podcast: "I suspect that 75 bps is the new baseline that we’ll be looking at for the next couple of 
meetings. Going far beyond even the next meeting is tough in this environment with ever-changing data." 

GO BIG? 

Roberts added he could envision some negative data that would lead the Fed to upsize its July hike to 100 bps, but 
"I would still be surprised." 

"If you’d asked me a few months ago I would have said no way. Less certain of that now. The Fed seems more 
than ever data-point driven," he said. 

Fed Chair Jerome Powell has set a high bar for slowing from the fastest pace of tightening in decades, saying the 
FOMC is looking for several months of consistent month-on-month improvement in headline CPI and PCE inflation, 
as well as in various internal measures of underlying inflation like the Dallas Fed Trimmed Mean measure, and key 
consumer inflation expectations indicators. 

But core services prices, which tend to be sticky and closely connected to overly tight labor markets, have 
continued to climb at an 8% annualized rate over the past three months as consumers pivot back to services 
spending. Rent and owners' equivalent rent in May hit their highest since the late 1980s and early 1990s, and 
housing experts told MNI they are unlikely to decline much for months more. (See MNI INTERVIEW:Housing Cost 
Lag To Drive Inflation As Fed Hikes) 

RISK OF OVERTIGHTENING 

One potential path that would take the fed funds rate to the FOMC's projection of 3.4% by the end of the year is a 
75 bp increase in July followed by 50 bps in September and 25 bp hikes in November and December. 

"Somehow they've got to start framing expectations that you can't move 75, you can't move 100, you can't even 
move 50 forever. Pretty soon you have unreasonably high rates," said Nathan Sheets, former international finance 
division director at the Fed Board and now global chief economist at Citi. 

An inflection point might come after the July meeting, when rates breach the FOMC's median estimate of the longer 
run fed funds rate at 2.5%, but before inflation returns to more normal levels. 

https://enews.marketnews.com/ct/x/pjJscAKKk-sI6ao1K0gjSQ~k1zZ8KXr-kA8x6jFWJKjpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKKk-sI6ao1K0gjTg~k1zZ8KXr-kA8x6jFWJKjpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKKk-sI6ao1K0gjTw~k1zZ8KXr-kA8x6jFWJKjpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKKk-sI6ao1K0gjTw~k1zZ8KXr-kA8x6jFWJKjpokJjrtHcA
https://enews.marketnews.com/ct/x/pjJscAKKk-sI6ao1K0gjTA~k1zZ8KXr-kA8x6jFWJKjpokJjrtHcA
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"If they are going to hike until headline inflation actually falls, there's a distinct risk that that means we're being 
reactionary and they overtighten," Sheets said. "I understand that they want to see a better inflation story, but 
headline inflation falling deeply could lag." 

 


