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Two main points came out of the FOMC rate announcement earlier this week: a 75bp rate hike is now 
expected in November, and the FOMC’s commitment to tolerate more labor market deterioration if 
infl ation remains high.

Market participants are now forecasting a 75bp hike in November, another 50bp hike in December, 
and a further 25bp in February, for a peak funds rate of 4.5-4.75%. The Fed themself indicated that, on 
average, it sees rates needing to go to 4.6%. 

The path of the fed funds rate in 2023 will depend mainly on two issues: 

The fi rst is how quickly growth, hiring, and infl ation slow. While there are risks in both directions, it is 
expected that a higher peak rate will be needed to reverse overheating rather than the Fed stopping 
hikes earlier. 

The second is whether FOMC participants will be satisfi ed once they hit the 4.5-4.75% level to slow or 
stop tightening while infl ation is still uncomfortably high, as they wait for the rate hikes to fully take 
eff ect. Interestingly, the FOMC showed a median projection of 175bp of total rate cuts in 2024 and 
2025, which could indicate that they feel the hikes into next February will be enough in the short-
term. 

Importantly, the Fed’s economic projections showed a higher peak unemployment rate, indicating a 
greater willingness to keep hiking amidst a weakening labor market if infl ation remains high. 

Overall, Chair Powell’s press conference was also viewed by many as somewhat hawkish. His account 
of recent economic data put more emphasis on the distance to go in reversing overheating than on 
the progress made so far, and downplayed some potentially encouraging news - in particular, the 
decline in long-term infl ation expectations. His discussion of what the FOMC needs to see to slow the 
pace of tightening also put more emphasis on infl ation than in the July meeting. Also, while he had 
emphasized in his previous press conferences that the FOMC is aiming for below-potential growth, 
not a recession, he dropped the latter half of that point at this meeting.

What Could Change the Current Rate Trajectory?
The key dovish risks are that defl ation in the goods sector (consumers have been switching from buy-
ing stuff  during Covid lockdown to going out and doing stuff  – a switch from goods to services) could 
bring infl ation down more quickly and, combined with aggressive global monetary policy tightening 
could cause a slowdown in the economy earlier than expected. 

The key hawkish risk is that both the impact of higher rates on growth and the impact of softer 
growth on hiring might be weaker than usual because of pent-up post-Covid demand in certain eco-
nomic sectors and the labor market. 

RATE HIKE ANALYSIS & EXPECTATIONS



The single key measure to watch is the PCE (Personal Consumption Expenditures) data which is the 
Fed’s preferred infl ation measure. In the press conference, Jerome Powell said outright that he has 
been watching the 3-month, 6-month, and 12-month change in that measure. If the PCE shows signs 
of rolling over, there is a good chance the Fed will see room to pause hikes.

Until then, expect market volatility to persist as investors lurch from one economic data point to the 
next, parsing indicators of economic growth against infl ation into their investment theses.
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