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Fed follows through with third straight supersized three-
quarter point rate hike to combat inflation  
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Executive summary 

The Federal Reserve (Fed) raised interest rates by three-quarters of a point (0.75%), an 
unprecedented third straight supersized move.  

Given a parade of Fed officials publicly supporting a hike of 0.75% in the preceding weeks, 
the size of this move was widely expected. More importantly, Chair Powell clearly reiterated 
that taming inflation is the Fed’s overarching focus, even if that results in a recession.  

Markets traded in an erratic fashion after the release of the FOMC minutes and Chairman 
Powell’s press conference before taking a decidedly more risk-off turn. A sharper inversion of 
the yield curve indicated intensifying economic growth concerns, which also weighed on 
stocks.   

Ultimately, given the lags between the Fed’s rate moves and their impact on the U.S. 
economy, recession risks are heightened. Our view is that a U.S. recession is increasingly 
likely due to tightening financial conditions as dramatically higher interest rates place 
additional stress on consumers and businesses going forward. In other words, we’re landing 
whether it’s soft-ish or not. Accordingly, we continue to advocate for more defensive and up-
in-quality portfolio positioning, across both equities and fixed income. 

 
 
Sources: Truist IAG, Federal Reserve Board; market implied rate as of September 21, 2022. 
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This was the fourth 
interest rate increase 
in this cycle, up 3% in 
roughly six months.  



 

 

What happened  
At its September rate-setting meeting, the Federal Open Market Committee (FOMC) 
unanimously agreed to increase its target range for the federal funds rate by three-quarters of 
a point (0.75%) to a range of 3.00% to 3.25%. This was the fourth increase in this cyclethe 
third straight supersized movepushing the target rate up 3% in roughly six months. That 
said, the starting point of essentially zero is similarly unprecedented.  
 
Additionally, the FOMC released its September statement of economic projections, which 
sees slower economic growth, a sharper rise in the unemployment rate, and a slower 
improvement in inflation compared to the June projections. Most notably, the committee 
dramatically upped its projections for where it expects the federal funds rate to be by year-end 
2022—1.25% higher—from just three months ago. However, the so-called dot plots show that 
a fairly large portion of the FOMC only see lifting rates by one percentage point (1.00%) by 
year end, which Chair Powell stressed during the post-meeting press conference.  
 
Chair Powell gave a full-throated declaration that inflation must be the Fed’s overarching 
focus. He clearly stated that there will “very likely be some softening in the U.S. labor market” 
and a “high likelihood of a sustained period of below-trend growth.” He also noted the FOMC 
was “committed to getting to a restrictive level of the federal funds rate and getting there 
quickly.”  
 

 
 
Sources: Truist IAG, Federal Reserve Board. Year-end upper bound figures shown. 

 

Our take 
Much like his speech last month in Jackson Hole, Chair Powell remained straightforward and 
unambiguous in his messaging, leaving very little to interpretation. He was also clear-eyed in 
saying that slower economic growth to bring down unacceptably high inflation was the Fed’s 
objective, though without saying the word recession. He conceded that increased 
unemployment was a painful, but likely outcome.   
 
One might equate this as Powell’s “whatever it takes” speech, similar to then-President of the 
European Central Bank Mario Draghi’s comments in July 2012 that marked the turnaround of 
the euro crisis. That said, Powell did maintain that the FOMC’s actions weren’t on a preset 
course and that it would adjust its actions based on incoming data, regardless of the 
projections released today.  
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Bond market reaction  

In the immediate aftermath of today’s Fed meeting, U.S. Treasury yields in the front end of the 
curve spiked, recalibrating for the Fed’s more aggressive projected rate hikes and 
policymakers’ belief that rates will need to remain elevated for at least the next year, if not 
longer. The yield on the 2-year U.S. Treasury traded at its highest level in roughly 15 years. 
However, market participants appear to be interpreting the Fed decision as further evidence 
the central bank would maintain a myopic focus on tamping down inflation, even if it puts the 
U.S. economy at risk. In response, U.S. Treasury yields declined (i.e., prices rose) in 
maturities between 10 and 30 years, which tend to better reflect longer-term growth 
expectations. Falling yields in that region of the curve suggest participants expect Fed policy 
to weigh meaningfully on future economic activity.  

Overall, the U.S. Treasury curve’s inversion between the 2- and 10-yearalready the most 
pronounced since 2000deepened further. The curve inversion also underlines the mounting 
concern that the aggressive monetary policy tightening will weigh meaningfully on the 
economy. While not a perfect indicator, 2-year/10-year yield curve inversions have provided a 
reliable warning sign for economic slowdowns, with inversions flagging the past 6 recessions 
by an average of roughly 15 months. The curve’s behavior since early July supports our belief 
that the risk of a recession within the next 12 months has risen significantly in recent months. 

Broadly speaking, U.S. Treasury yields have tended to rise as the Fed raises interest rates, 
but generally lose upward momentum a few months before the overall tightening cycle is 
completed. Today’s FOMC meeting aligns with our expectation that yields still have further to 
rise. However, the full impact of the Fed’s tightening campaign will take months to emerge. 
The combination of significantly tighter financial conditions in the face of slower U.S. growth 
also suggests that the rise in U.S. Treasury yields over the past 18 months encapsulates most 
of the total move higher.  

For investors seeking passive income opportunities, high quality fixed income with maturities 
below five years is providing the most compelling entry point in more than a decade. For more 
active strategies, a barbelled portfolio structure can offer a compelling balance of income and 
portfolio ballast, while maintaining a relatively neutral duration profile. The highest investment 
grade yields across the curve are available at around 2-year maturities; however, longer 
duration core fixed income should outperform in the event economic conditions deteriorate. 
Additionally, we expect to see riskier fixed income sectors, such as leveraged loans and high 
yield corporate debt, to experience further pressure as the Fed tightening cycle persists.   

Stock market reaction  

Stocks traded in a choppy fashion around the announcement as interest rates eased off the 
highs, swinging between modestly negative and positive before ultimately moving decidedly 
lower.  
 
We continue to advocate for more defensive and up-in-quality portfolio positioning across both 
equities and fixed income.  

Bottom line 
In summary, we view the Fed’s third straight supersized rate increase and Powell’s post-
meeting comments as essentially acknowledging that a recession is a possible outcome of 
restrictive monetary policy. While it isn’t necessarily inevitable, a recession in the coming 12 
months does appear likely.   
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