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statement suggested the members may 
be at a reflection point given that “recent 
indicators of spending and production have 
softened” although “job gains have been 
robust.” That said, the members remain, 

“highly attentive to inflation risks” and 
anticipate that “ongoing increases in the 
target rate will be appropriate.” The Fed will 
continue to run down its balance sheet 
with the committee remaining “strongly 
committed” to returning inflation to its 2% 
target. 

In the Q&A, Fed Chair, Jerome Powell, 
highlighted that the central bank could 
eventually moderate the magnitude of its 
rate increases once assured that inflation 
was at or near its peak, or if there was  
a dramatic economic slowdown, stating 
that “As the stance of monetary policy 
tightens further, it likely will become 
appropriate to slow the pace of increases 
while we assess how our cumulative policy 
adjustments are affecting the economy and 
inflation.” 

Powell then added “while another unusually 
large increase could be appropriate at our 
next meeting, that decision will depend on 
the data that we get between now and then.” 

Conversely, a further 75bps rate hike  
may be appropriate in September, even 
though it would be an “unusually large” 
move. In terms of forward guidance, 
Jerome added the Fed needs to get 
policy to a “modestly restrictive” stance, 
suggesting that the 3.25%-3.50% rate 

implied by the dot-plot projections were 
broadly appropriate.

As to whether the US will enter a recession 
“We know that the path has clearly narrowed. 

Price stability is the bedrock of the economy. 
We can’t have a strong labour market without 
price stability.” 

US equity markets welcomed the news 
that the Fed may be contemplating a 
slowdown to its hiking cycle, with the Dow 
firming 1.4%, while the S&P and NASDAQ 
surged 2.6% and 4.0% respectively. The 
equity correlation supported the NZD, 
AUD, and EUR, which all made decent 
gains, while the NZD/AUD reached a five 
year low at 0.8911. Bond yields naturally 
eased back, with the T-bond at 2.78%, but 
don’t worry … inflation hasn’t disappeared, 
as commodity markets also rallied strongly.  

Interestingly, the Fed hike has put the 
benchmark US rate above China’s seven 
day repo rate, which fell below 1.00% 
yesterday. It has been reported that 
Chinese spies tried to infiltrate the Fed 
to get sensitive information and influence 
the central bank!

While there is no question that the RBA 
will hike rates at its meeting next week. 
The fact that Q2 CPI rose 1.8%, taking the 
annualised inflation rate to 6.1%, suggests 
75bps is off the table, with 50bps locked in.

Expect financial markets to remain vola-
tile as they await tonight’s US GDP data, 
which could confirm a US recession. 
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The Fed knows where it’s going 
   it just doesn’t know whether it’s there 
yet! 

The Federal Reserve raised the Fed funds 
target range by a further 75bps to 2.25-
2.50%, making it a cumulative 225bp 
of rate hikes so far this year, but with 
recessionary risks mounting, and inflation 
set to fall sharply in 2023, the potential for 
rate cuts in 2023 is rapidly becoming the 
core discussion point.  

With a further 1.00% of rate hikes 
priced in for 2022, the mixed tone of the 
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