
 
 
 
   
 
 
 
 
 
 

 

Investment products and services are: 

NOT A DEPOSIT • NOT FDIC INSURED • MAY LOSE VALUE • NOT BANK GUARANTEED • NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY 

[ 1 ] Important disclosures provided on page ?. 

June 15, 2022 

Fed delivers super-sized 0.75% interest rate hike in 

effort to cool inflation 

Key takeaways 

 The U.S. Federal Reserve (Fed) increased interest rates by 0.75% and indicated flexibility in future 
rate hikes depending on the path of inflation. 

 Fed Chairman Jerome Powell reiterated his view that high inflation necessitates aggressive action 
while emphasizing policy adaptability as conditions and data evolve.  

 Monetary policy and financial conditions have tightened as central banks across the globe hike 
rates, economic growth cools and investors demand cheaper prices on stocks and bonds. 

 

The Federal Reserve (Fed) increased its target federal funds interest rate by 0.75% to a range of 1.50% 
to 1.75% following its regularly scheduled two-day meeting. Investors had expected a 0.50% rate hike 
until late Monday, when media reports indicated the Fed was considering a 0.75% hike after Friday’s 
hotter-than-expected data on the Consumer Price Index and University of Michigan Consumer 
Sentiment inflation expectations. The Fed typically changes policy rates in 0.25% increments, so 
today’s increase was larger than the Fed’s normal cadence and larger than expectations ahead of last 
Friday.  

Fed Chairman Jerome Powell noted a 0.50% to 0.75% rate hike is likely at its next meeting, as 
indicated in their updated Summary of Economic Projections or “SEP” (a summary document of Fed 
members’ expectations), which indicate an additional 1.75% of rate hikes at the four remaining 
meetings this year. Rapidly increasing rate hike expectations drove steep bond yield increases (and 
large bond price declines) this year.  

Powell began his press conference expressing confidence that “we have the tools we need and the 
resolve it takes” to tackle inflation and later acknowledged the difficult position the Fed is in with 
respect to meeting its objectives. The Fed aims to bring inflation down but can primarily only influence 
demand rather than addressing supply constraints, which represent the primary driver of higher prices. 
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The Fed’s SEP indicates members expect notably slower growth this year and next year compared to 
their last projections released in March. The SEP also displays the jump in committee members’ rate 
hike expectations, showing the potential to reach 3.4% by year-end and 3.75% next year before 
eventually falling back to a long-run level of 2.5%. Bond market prices reflect a year-end rate of 3.5% 
and a peak rate around 3.9% in the first half of next year before anticipating rate cuts.  

The Fed remains in the initial days of reducing its $8.5 trillion in Treasury and mortgage bond holdings. 
Previously, the Fed announced an allowance of $47.5 billion per month of bonds to mature starting in 
June, followed by $95 billion per month beginning in September, which could put some further 
upward pressure on bond yields this year, since investors will need to absorb the incremental supply.  

Stocks added to gains today after the Fed’s communication, despite losses in recent trading sessions, 
expressing faith in Powell’s commitment to tame inflation while striving to avoid a “hard [economic] 
landing.” Minimal dispersion existed between large versus small and domestic versus foreign 
developed market stocks. Technology and growth-oriented stocks performed better than most other 
sectors. The 10-year Treasury bond currently yields 3.31% (the highest since 2011) with the two-year 
Treasury yielding 3.22% (the highest since 2007), both down today after rising rapidly year-to-date.  

We retain a cautious and more defensive stance for diversified investment portfolios. Tighter global 
monetary policy, decelerating economic growth and strong but potentially deteriorating corporate and 
consumer health metrics remain key catalysts. We anticipate ongoing volatility in the near term and 
see opportunities in high quality bonds and global infrastructure investments relative to stocks right 
now. Within bond allocations, retaining high-quality bond exposure represents a critical portfolio 
component to manage portfolio risk. 

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. The 
Consumer Price Index is a measure that examines the weighted average of prices of a basket of consumer goods and services, 
such as transportation, food and medical care. It is one of the most frequently used statistics for identifying periods of inflation 
or deflation. 

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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