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NEWSQUAWK PREVIEW: FOMC decision due 
Wednesday 15th June 2022 at 19:00BST/14:00EDT; 
Powell presser at 19:30BST/14:30EDT

The FOMC had been expected to hike rates by 50bps to 1.25-1.50% until the hot May CPI figures and rising 
consumer inflation expectations ignited a wave of 75bps calls to 1.50-1.75%. The Fed guidance initially called 
for 50bps (both in June and July) had the data evolved as they expected, but after the hot May data, some calls 
for larger hikes, a 'Volcker moment', fuelled speculative market activity leading into the meeting, and given a 
slew of publications with high-placed sources (WSJ, CNBC, Bloomberg) have come out suggesting a 75bps 
hike is indeed possible on the eve of the confab, it is now seen as a base case for many and a near-certainty as 
per market pricing. Given the evolution of the data, the Fed will be expected to make hawkish adjustments to its 
guidance via the statement, and in Powell's presser, some suggest another 75bps hike in July even. 
Furthermore, the accompanying 'Dot Plot' is expected to see ramped implied Fed hikes through 2023 - whispers 
suggest the median '23 dot could be towards the 4% region vs March's 2.8% forecast.

FROM 50 TO 75: Consensus had overwhelmingly called for a 50bps hike until May CPI on June 10th hit new multi-
decade highs and the rise in the Uni of Michigan's longer-term consumer inflation expectations. The tide began to turn 
as Barclays and Jefferies ramped their base case to a 75bps hike into the weekend, while Standard Chartered Monday 
said it does not "preclude a hike of 75bps or even 100bps" if the Fed sees the need for a 'Volcker moment'. More of the 
Street followed suit on Monday evening after WSJ's Nick Timiraos wrote, "A string of troubling inflation reports in recent 
days is likely to lead Federal Reserve officials to consider surprising markets with a larger-than-expected [75bps hike] 
this week". That appeared all the more conspicuous after the journalist wrote just one day prior, "a 75bps rate hike 
remains unlikely because it would be a notable departure from how the central bank has conducted policy." Money 
markets themselves went on to price 75bps with near certainty.

BREAKING FROM GUIDANCE: The Fed's guidance was indeed for 50bps in both June and July, but it did keep the 
door open (slightly) for larger increments if data did not evolve as they expected, which now appears to be the case. 
WSJ's Timiraos said the May CPI "showed a bigger jump in prices in May than officials had anticipated." In reference to 
the further rise in long-term consumer inflation expectations in the Uni of Michigan survey (3.3% from 3.0%) and short-
term rise in the NY Fed survey (6.6% from 6.3%), the WSJ said that "could alarm Fed officials because they believe 
such expectations can be self-fulfilling." SGH Macro's Tim Duy writes, "The Fed has said it will act forcefully if it thinks 
inflation expectations are unanchored, or about to become unanchored. Forcefully means stepping away from the 
reliance on forward guidance." The strategist, who now expects 75bps, asserts, "Pushing rate hikes out into the future is 
not enough anymore to keep expectations in check."

NEW GUIDANCE: Given the magnitude of moves in the front-end of the rates curve, SGH's Duy believes "Powell will 
attempt to use this meeting and the press conference to regain control of the narrative." Participants can expect hawkish 
language adjustments in the statement and presser. Regardless of the June hike increment, the statement will likely 
introduce commentary on the willingness to move faster/further if required, while Powell's presser is expected to echo 
that. Meanwhile, markets are keeping a close eye out for commentary around the September meetings and beyond; 
indeed, part of this will be reflected in the Dot Plot. Pre-May data, several officials had publicly expressed a likely move 
down to 25bps hikes from September, but that seems highly unlikely now and Powell can be expected to guide closer to 
the market pricing of a year-end Fed Funds at 3.50-3.75%, which if the Fed hikes 75bps Wednesday, would include 
50bps hikes through the remaining four meetings this year. Although that could be front-loaded, as Tim Duy notes, 
"assuming the Fed wants to ensure that expectations are in control, we may be looking at 75bp again in July." 
Furthermore, it wouldn't be surprising to see Powell lean into Governor Waller's line of thinking, "not taking 50bp hikes 
off the table until I see inflation coming down closer to our 2% target".

DOT PLOT: Bloomberg complied the following economist survey before the May CPI and inflation expectations surveys, 
thus, these can be considered somewhat stale, with informal expectations for the Fed Funds and inflation 2022/23 dots 
having nudged higher since the data and potentially higher unemployment and lower GDP dots as chances of a hard 
landing rise. Median dot expectations via Bloomberg's June 3rd-9th survey:

FEDERAL FUNDS RATE: exp. at 2.6% in 2022 (prev. 1.9% in Mar), 3.1% in 2023 (prev. 2.8%), 3.1% in 2024 
(prev. 2.8%), 2.5% in longer run (prev. 2.4%)
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CHANGE IN REAL GDP: exp. at 2.5% in 2022 (prev. 2.8% in Mar), 2.1% in 2023 (prev. 2.2%), 2.0% in 2024 
(prev. 2.0%), 1.8% in longer run (prev. 1.8%)
UNEMPLOYMENT RATE: exp. at 3.5% in 2022 (prev. 3.5% in Mar), 3.6% in 2023 (prev. 3.5%), 3.7% in 2024 
(prev. 3.6%), 4.0% in longer run (prev. 4.0%)
PCE INFLATION: exp. at 4.8% in 2022 (prev. 4.3% in Mar), 2.7% in 2023 (prev. 2.7%), 2.3% in 2024 (prev. 
2.3%), 2.0% in longer run (prev. 2.0%)
CORE PCE INFLATION: exp. at 4.2% in 2022 (prev. 4.1% in Mar), 2.6% in 2023 (prev. 2.6%), 2.3% in 2024 
(prev. 2.3%)

BALANCE SHEET: Little new is expected on the balance sheet runoff with reduced Fed reinvestments now having 
commenced in line with prior guidance. The only talking point to be expected is a potential nod to when/if they will 
commence outright sales of mortage-backed securities.
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