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Announcement summary: 

• As expected, the FOMC increased the Fed Funds rate by 50bps to 0.75-1.00%. This was the largest rate hike in
22 years, going back to May 2000 (the last time the Fed raised by 50bps).

• The Committee also indicated that a heavy dose of additional rate hikes will be forthcoming for most of the rest of
the year, stating that “ongoing increases in the target range will be appropriate” and that “the Committee is highly
attentive to inflation risks”.

• Balance-sheet reduction, also known as Quantitative Tightening (QT), will begin June 1st with approximately
$47.5bn (combined between Treasuries and MBS) allowed to roll-off the Fed’s balance sheet.  QT amounts will
presumably be increased the following two months until they reach their caps sometime this summer of $60bn in
Treasuries and $35bn in MBS ($95bn in total/month).

• The FOMC statement did not explicitly reference the continuing drop in equity valuations, instead noting that
“overall financial conditions remain accommodative.”

• The statement acknowledged the uncertain state of the economy, noting that while “overall economic activity edged
down in the first quarter”, “household spending and business fixed investment remained strong.”  Notably, the
Committee said that “implications for the U.S. economy are highly uncertain” due to the Ukraine conflict, and that
together with “COVID-related lockdowns in China” are likely to exert upward pressure on inflation and likely weigh
on economic activity. This sequence of statements seems to indicate the difficulty of ascertaining correct policy
given these events.

• In his press conference after, Chairman Powell repeatedly emphasized that the Fed is committed to bringing down
inflation: “we’re strongly committed to restoring price stability”, and that the Fed has “an overarching focus to bring
inflation back down to our 2% goal.”

• Immediate market reaction in Treasury yields was a slight move lower for all maturities by a few basis points,
primarily in the front end of the curve which is still fully pricing almost another 200bps of rate hikes this year
resulting in a “terminal” Fed Funds rate in December 2023 of about 3.0% (Figure 1).  Given that the expected path



of rate hikes is so steep and abrupt, “cash” held in money market funds may soon be paying as much as 2% by 
the end of August. 

 

• With the short-end staying contained at pre-FOMC levels, the long-end also remained flat initially.  Nevertheless it 
has moved considerably higher since the last FOMC meeting in March. (Figure 2).     

 

• Stocks traded higher on the announcement, before starting to trade lower once Powell started speaking, then 
shot much higher as he continued.  The USD index started weaker before trading slightly higher.  After a 
sluggish initial reaction, yields across the curve dropped, particularly on the short-end. 

 
Our takeaway:  

Our impression is that was a fairly hawkish statement by the Fed (more 50bps rate hikes this summer were all but 
confirmed), but one that was fully expected by the market.  There were no surprises, other than perhaps Powell explicitly 
taking a 75bps rate hike next month off the table and not ratcheting up expectations for monetary tightening even further.   
 
The Fed continue to focus on bringing down inflation levels as expeditiously as possible, and believes that the economy 
can withstand a sharply higher Fed Funds policy rate and higher long-term yields, but they acknowledge the 1Q 
slowdown as well as the tremendous uncertainty being caused by the Ukraine and China situations.  This may be the 
slightest “opening” to a reconsideration of a continuation of the current projected path of monetary tightening, but the Fed 
needs some sort of help from actual inflation data. Powell actually stated: “We’ll make our decisions meeting-by-meeting” 
and that the Fed needs to be “nimble in responding to incoming data”. In is press conference, Powell has thus far been 
quite fair in assessing the Fed’s challenge, saying there is a “good chance” price stability can be restored without a 
recession. He acknowledged recession risk is there, but also a sees a “good chance” and a “plausible path” to supply 
recovery amid moderating demand that will bring down inflation.  Powell also recognized a series of highly unusual 
supply shocks that were not “business as usual” for the economy. This was a good contrast to the fears of a “wage/price 
spiral,” which he said was absent. 
 
Powell did focus inordinately on the strength of employment, which is a lagging indicator (see our CIO bulletin). He didn’t 
really recognize the deceleration in consumer spending which has yet to show up in quarterly averages. (We expect it 
will).  However, as noted above, he said the Fed is not actively considering a 75 basis point interest rate increase at the 
next FOMC meeting. This is nod to considering outcomes for the economy without a sole focus on inflation.  Given these 
comments and apprehension over today’s policy announcement and press conference (VIX near 30, MOVE 130), both 
stocks and bonds rallied sharply thus far. 
 
Per the FOMC’s statement and the subsequent market reaction, we think that the Fed is likely to remain on track for at 
least six-eight additional 25bps rate hikes in 2022 (next hikes in increments of 50bps).  QT will likely reach its maximum 
caps by summer (Figure 3).   

 

Figure 1: Eurodollar December 2022, 2023, 2024 yields 
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Figure 2: US Treasury yield curve chance since 
March Fed Meeting 
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Source: Bloomberg as of May 4, 2022. Indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not 
represent the performance of any specific investment. Past performance is no guarantee of future results. Real results may vary. All forecasts are expressions of opinion, 
are subject to change without notice, and are not intended to be a guarantee of future events. 

 
  

https://www.privatebank.citibank.com/ivc/docs/quadrant/CIOBulletin050122Final.pdf


 
 
Figure 3: Federal Reserve Balance Sheet including estimates for its size 
reduction 
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opinion, are subject to change without notice, and are not intended to be a guarantee of future events. 

 
The Fed is communicating that is very focused on bringing down inflation, and doing so through both “tools” of rate hikes 
and QT.  Our base case is that we expect Treasury yields to peak during 2022 given that they are near 10y historical 
peaks, likely near or below current yield levels (Figure 4).  Additionally, there is the possibility that the yield curve may 
invert as it did in early April should the current projected level and quantity of monetary tightening begin to severely 
disrupt the economy.  That being said, should inflation remain stubbornly elevated due to a continuation of supply-chain 
disruptions or new exogenous “supply shocks” in key goods due to geopolitical events, it is very possible that the Fed will 
determine that it has no choice but to continue to act even more hawkish, as Powell stated: “if higher rates are required, 
we won’t hesitate to deliver them”.  In that case, Treasury yields may move somewhat higher than current yield levels as 
the market adds term premium.    

 

Figure 4: 10yr US Treasury yield back to 2012 
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Source: Bloomberg as of May 4, 2022. Indices are unmanaged. An investor cannot invest directly in an index. 
They are shown for illustrative purposes only and do not represent the performance of any specific investment. 
Past performance is no guarantee of future results. Real results may vary. All forecasts are expressions of 

opinion, are subject to change without notice, and are not intended to be a guarantee of future events. 
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Read additional Important Information 

Past performance is not indicative of future results. Real results may vary. 

Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer outside Citi. Any statement in this Communication 
regarding tax matters is not intended or written to be used, and cannot be used or relied upon, by any taxpayer for the purpose of avoiding tax penalties. Any such 
taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.  

MBS are also sensitive to interest rate changes which can negatively impact the market value of the security. During times of heightened volatility, MBS can experience greater levels of 
illiquidity and larger price movements. 

Important information, including information relating to risk considerations can be found in the link above.  
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