
Quarterly Key Points 
∙ The Fed’s current thinking suggests 

it may well raise the policy rate by an 

additional 125 bps before the end of 

the year, and that the terminal fed funds 

rate could end up between 4.5% and 

5.0%. 

∙ The market reacted violently to the 

re-pricing of inflation fundamentals 

and the increasingly hawkish Fed tone. 

Notably, the 2s vs 10s curve is now 

deeply inverted by 45 bps. Meanwhile, 

real interest rates continue to adjust 

higher reflecting tighter financial 

conditions and inflation expectations 

have fallen meaningfully after reaching 

all-time highs earlier this spring. 

∙ The war in Ukraine continues to 

influence commodity prices globally. 

There is a particular sense of urgency 

with regard to energy prices across 

Europe as we head into the winter 

months. At present, natural gas, the 

primary source of heating, is 7x more 

expensive in Europe than in the United 

States. 

∙ GDP growth was once again weaker 

than anticipated in 2Q, coming in at 

-0.6% q/q annualized. Despite the most 

aggressive monetary policy tightening in 

decades, third quarter GDP is expected 

to be approximately 0.5%-1.5% q/q 

annualized, with full year growth in the 

1.6%-1.8% range. 

∙ With mortgage rates approaching 7% 

and equities ending the quarter at a 

2-year low, consumers don’t necessarily 

feel all that great. Further, while the 

labor market remains tight, the taxing 

effect of inflation continues to drive real 

hourly earnings negative. Consequently, 

consumers have resorted to savings and 

revolving credit to maintain spending, 

albeit at a slower pace than previously. 

Businesses are not expanding at the 

same rate that they were over the 

previous 18 months either. 

Our View 
∙ For central bankers to prevail over 

persistently high inflation, interest 

rates may need to rise higher and stay 

elevated for longer than previously 

expected, leading many to believe that 

the narrative of a soft economic landing 

is becoming untenable. Tighter financial 

conditions, manifesting in higher real 

yields, suggest that asset values may 

continue to be under pressure. 

∙ Weaker markets have provided attractive 

opportunities to add high quality spread 

across sectors in a measured way. As 

always, we continue to be mindful of 

downside risks, and remain cognizant of 

the potential unintended consequences 

of large monetary policy and geopolitical 

shifts which may impact our investment 

decisions. 
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3Q2022 – FED AND INFLATION REMAIN FRONT-AND-CENTER FOR MARKETS 

FIGURE 1: FOMC MEDIAN FED FUNDS RATE 
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GLOBAL ECONOMIC UNCERTAINTY REMAINS ELEVATED 

U.S. ECONOMIC RECOVERY SLOWING 
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FIGURE 2: ISM MANUFACTURING & SERVICES2 
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GOVERNMENT UPDATE - STUDENT LOAN DEBT RELIEF 

LOOKING AHEAD 
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