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Overview I

FOMC - 50bps Hike in Dec, with a Possibility of 25bps

With Powell’s comments on Wednesday (“makes
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e Bullard: “I think we probably have to stay there all

during 2023 and into 2024.”
James Bullard, Interview: MarketWatch, 11/28/22
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outcome for December’s meeting.

o Although, if the 2-year Treasury is a good e Several other Fed officials mentioned keeping rates
measure of policy expectations, as both Powell high for “sometime” or “a long period of time,”
and Bullard mentioned back in May, then a including: Michael Barr, Esther George, Raphael
25bps hike could be most likely in December. Bostic, Susan Collins and Patrick Harker.

o 12/2/22 -2yr was 4.28%; F.Funds was 4.00%.

e Once the December rate hike question is settled, I Reports I
the next two questions will be: Inflation — Product Decrease Instead of Pricing Increase

o Where is the sufficiently restrictive stance or e “How can businesses cope with inflation and their
the end point for this rate hike cycle? desire to keep their customers? Businesses know

o How long will rates be held at the restrictive that for some goods and services, consumers are
level? (See Fed commentary below.) more sensitive to changes in price than to changes

Key Metrics in quantity, and this tendency often allows
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Fed Funds (FOMC) 4,00 4,40 2.50 12/14/22 Examp es of Shrinkflation
Gop 29 02 18 12/22/22 Item Older package Newer package
Core PCE 5.0 4.5 2.0 12/23/22
Unemployment Rate 3.7 38 2.0 1/6/23 Roll of paper towels 165 sheets 147 sheets
Bag of chips 9.75 oz. 9.25 0z.
Calendar : :
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December
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12/14/2022 FOMC, Summary of Economic Projects (SEP), December 2022 Roll of toilet tissue 340 sheets 312 sheets
12/22/2022 (Gross Domestic Product, 3rd Quarter 2022 (Third Estimate) St. Louis Fed, Report: Beyond Inflation Numbers, Shrinkflation and
12/23/2022 Personal Income and Outlays, November 2022 Sk.impflation '12/1/22' !
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Sufficiently Restrictive — Another 100bps to go, at Least With the Fed’s blackout, we’re likely to have a quiet week
ahead — a welcomed break after last week’s volatility —

e Currently, the sufficiently restrictive level is defined
either as somewhere between 4.75% and 5.25% where the 2yr and the 10yr both fell 18bps — recession
(Daly) or between 5.00% and 7.00% (Bullard) — at a fears (and flight to quality) have taken center stage — as
minimum Fed Funds will increase another 100bps. the Fed must continue to raise rates, regardless of any
o Daly: “What I'm thinking of is based on history, resultant financial turmoil — the Fed’s only priority is to
address the persistently strong growth/demand and

based on the amount of inflation out there,
based on the lags and monetary policy that we return the currently high inflation to its 2.0% target.
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to Price Stability, Orange County Business Council, 11/21/22 2:50 (3 month Treasury) rise above the level of long-term rates (10- =
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(0.50) The 3m/10yr spread has inverted three times since 2019 - (1) from May \
Jamas Bullard, Interview: MarketWatch, 11/28/22 to Oct 2019, averaging -0.20%; (2) for 12 days in Feb 2020, averaging - L’
(1.00) 0.11%; and over the last 30-days, averaging -0.40%.
Sufficiently Restrictive — Rates High thru 2023, at Least EEEEEEEEEEEEEREER
S T S B S S A IR S I

e Powell: “Restoring price stability will require

hgldlng pollcY at a restrictive Iev'eI for some time. Quote of the Week
History cautions strongly against prematurely . - -

| . licy.” Yesterday is not ours to recover, but tomorrow is ours
00sening policy. to win or lose." --- Lyndon B. Johnson

Jerome Powell, Speech: Inflation and the Labor Market, 11/30/22
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