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Situation analysis November 2, 2022 

Federal Reserve delivers fourth consecutive outsized 
0.75% rate hike in effort to cool inflation  
Key takeaways 
 The Federal Reserve increased interest rates by 0.75% for the fourth consecutive meeting in its ongoing attempt to 

cool inflation. 
 The official press release and Fed Chairman Jerome Powell both hinted future rate hikes may slow but noted new 

data since its September meeting implies rates may need to rise higher than previously expected.  
 Bond market prices imply expectations that the Fed’s target interest rate will peak around 5% in the first half of next 

year from the current range of 3.75% to 4.00%.  
 

As markets expected, the U.S. Federal Reserve (Fed) increased its target federal funds interest rate, the primary tool it 
uses to carry out maximum employment, stable prices and moderate long-term interest rates mandates, by 0.75% to a 
range of 3.75% to 4.00% following its regularly scheduled two-day meeting. Inflation has slowed from a 40-year high 
above 9% to just above 8%.  
 
Despite slower inflation, ongoing price gains well above Fed target levels remain a catalyst for aggressive Fed tightening. 
The labor market remains tight (evidenced by 10 million unfilled job openings) and wage growth elevated, adding to the 
concern inflation is stuck at a high rate. The Fed typically changes policy rates in 0.25% increments; today’s fourth 
consecutive 0.75% increase, preceded by a 0.50% and an initial 0.25% increase earlier this year, highlights the Fed’s 
resolve to fight inflation, despite the swoon in stock and bond prices. 
 
Investors’ attention focused on Fed Chairman Jerome Powell’s press conference, since the Fed did not update its 
Summary of Economic Projections, last released in September. Leading up to today’s announcement, investors and the 
financial media speculated the Fed could call for a slower pace to future rate hikes, which contributed to a recent bounce 
in stock and riskier bond prices along with the dollar falling from recent peak levels. Through both its prepared statements 
and responses to media questions, the Fed delivered a nuanced message. The official statement noted likely additional 
increases while considering cumulative hikes to date (which have been considerable at 3.75% so far this year) and the lag 
between rate hikes and when they affect the economy. That lag can be “long and variable,” as Chairman Powell noted 
later during the press conference, defining “long” as between 12 to 18 months. Powell also stated, “incoming data since 
our last meeting (on September 21) suggests that the ultimate level of interest rates will be higher than previously 
expected.” Perhaps the most important comments Powell made were that “it is very premature to be thinking about 
pausing (rate hikes)” and “we have a ways to go.” He concluded the press conference by stating the more restrictive 
policy needed “narrows the path of a soft landing.” 
 
The Fed remains in the early stages of reducing its $8.5 trillion in Treasury and mortgage bond holdings, originally 
accumulated to suppress interest rates in response to the global pandemic’s outset. The Fed previously announced it 
would allow up to $95 billion per month to mature, forcing investors to absorb the incremental supply. In addition to 
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restraining post-pandemic bond yields and encouraging borrowing, the Fed’s bond buying also replaced bond holdings 
with money, which can support economic activity through added liquidity. Thus far, the Fed’s balance sheet has shrunk 
by a small amount, but the continuing bond portfolio runoff could nudge bond yields higher (which move in the opposite 
direction of bond prices) and dampen liquidity, in turn reducing a portion of the fuel available for future economic growth. 
Stock prices initially rose after the announcement but fell after Powell noted it is “very premature to be thinking about 
pausing (rate hikes).” The S&P 500 finished down 2.5%. Ten-year Treasury yields remained elevated, near 4.08%, below 
recent highs near 4.25% but still near the highest yield in 14 years. Likewise, the two-year Treasury yield near 4.61% 
remains near the highest level in 15 years. Higher bond yields and interest rates reflect higher borrowing costs, which can 
dampen economic activity. 
 
Monetary policy, defined as central bank interest rate target decisions, continues tightening around the globe as high 
food and energy prices begin spilling over into prices of other items, particularly services. This year’s first three quarters 
each set consecutive records for the most net rate hikes (the number of central banks raising interest rates less those 
lowering rates) across the 60 central banks we track since 2004. The initial pace of fourth quarter net rate hikes implies a 
reversion to lower levels, though still rapid relative to history. In addition to ongoing policy tightening and tighter liquidity 
noted earlier, consensus expectations indicate subdued global growth for upcoming quarters. Recent purchasing 
manager surveys affirm the weak growth estimates.  
 
Slower growth, higher inflation and tighter monetary policy are weighing on corporate earnings. Third quarter corporate 
earnings appear mixed, and many companies have remained tight-lipped on 2023 guidance. We retain a more defensive 
portfolio bias, anticipating ongoing volatility in the near term, and see opportunities in high-quality bonds and global 
infrastructure investments relative to stocks. Within bond allocations, retaining high-quality bond exposure represents a 
critical portfolio component to manage portfolio risk, particularly now that higher bond yields better reflect expectations 
for ongoing aggressive central bank rate hikes. 
 
As always, we value your trust and are here to help in any way we can. Please do not hesitate to let us know if we can 
help address your unique financial situation or be of assistance. 
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This information represents the opinion of U.S. Bank Wealth Management. The views are subject to change at any time based on market or other 
conditions and are current as of the date indicated on the materials. This is not intended to be a forecast of future events or guarantee of future 
results. It is not intended to provide specific advice or to be construed as an offering of securities or recommendation to invest. Not for use as a 
primary basis of investment decisions. Not to be construed to meet the needs of any particular investor. Not a representation or solicitation or 
an offer to sell/buy any security. Investors should consult with their investment professional for advice concerning their particular situation. The 
factual information provided has been obtained from sources believed to be reliable, but is not guaranteed as to accuracy or completeness. U.S. 
Bank is not affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of portfolios and how 
investments should be allocated to specific asset classes based on client goals, objectives and tolerance for risk. Not all recommended asset 
classes will be suitable for every portfolio. Diversification and asset allocation do not guarantee returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are not 
guaranteed for accuracy. Indexes shown are unmanaged and are not available for direct investment. The S&P 500 Index consists of 500 widely 
traded stocks that are considered to represent the performance of the U.S. stock market in general. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. International 
investing involves special risks, including foreign taxation, currency risks, risks associated with possible differences in financial standards and 
other risks associated with future political and economic developments. Investing in emerging markets may involve greater risks than investing 
in more developed countries. In addition, concentration of investments in a single region may result in greater volatility. Investing in fixed 
income securities are subject to various risks, including changes in interest rates, credit quality, market valuations, liquidity, prepayments, early 
redemption, corporate events, tax ramifications and other factors. Investment in debt securities typically decrease in value when interest rates 
rise. This risk is usually greater for longer-term debt securities. Investments in lower-rated and non-rated securities present a greater risk of loss 
to principal and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current income and attractive 
total return, but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a bond issuer's ability to 
make principal and interest payments. The municipal bond market is volatile and can be significantly affected by adverse tax, legislative or 
political changes and the financial condition of the issues of municipal securities. Interest rate increases can cause the price of a bond to 
decrease. Income on municipal bonds is free from federal taxes, but may be subject to the federal alternative minimum tax (AMT), state and 
local taxes. There are special risks associated with investments in real assets such as commodities and real estate securities. For commodities, 
risks may include market price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse 
political or financial factors. Investments in real estate securities can be subject to fluctuations in the value of the underlying properties, the 
effect of economic conditions on real estate values, changes in interest rates and risks related to renting properties (such as rental defaults). 

U.S. Bank and its representatives do not provide tax or legal advice. Your tax and financial situation is unique. You should consult your tax 
and/or legal advisor for advice and information concerning your particular situation.  
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