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… and signals that 50bp worth of total additional hikes might come

▰ The FOMC voted unanimously to keep the target range for the fed funds rate unchanged at 5.00-5.25%.
The decision to skip a rate rise at this meeting was widely expected, but Fed members had been cautious to
label today’s most likely decision as a “skip” rather than a “pause” so that it wasn’t interpreted as the end of the
hiking cycle. Although the wording of the statement was mostly unchanged, it reinforced the view that the door
for an additional hike after today’s meeting is wide open. The statement indicated that holding the fed funds
rate steady would allow the FOMC to “assess additional information and its implications for monetary policy.”
As we expected, with progress in getting core inflation down still slow and the labor market still strong, the Fed
was likely to give hawkish forward guidance in the updated SEP (see). Chair Powell and the updated SEP
suggest the Fed is most likely set to hike again in July, and that 50bp worth of total additional hikes
might be on the way before the end of this year.

▰ A hawkish shift in the updated SEP signals that, with a more resilient economy and more stubborn
inflation, nearly all members think that the Fed needs to do more. With recent indicators suggesting that
economic activity has continued to expand at a modest pace driven by consumer spending and a very tight
labor market, the median projection for real GDP growth and core PCE inflation by year-end were revised up to
1.0% and 3.9% (from 0.4% and 3.6% in March). Accordingly, the unemployment rate forecast declined to 4.1%
from the previous 4.5% projection. The economic outlook for 2024 and 2025 remained largely unchanged, with
the economy still expected to grow at a below-trend pace by the end of next year (1.1%) before returning to its
longer-run pace in 2025. A more resilient economy in the near term was reflected in a hawkish shift for the
projected appropriate policy path. The median FOMC participant now projects that the fed funds rate will reach
5.6% at the end of this year, before declining to 4.6% and 3.4% by the end of 2024 and 2025, respectively
(Table 1). This month’s updated dot plot shows that most participants (⅔) project at least two additional 25bp
rate hikes this year (Figure 1).

▰ Powell said in the press conference that next month’s meeting will be a “live” one, reinforcing the dot-plot’s
message that nearly all participants (16 out of 18) view as likely that “some further rate increases will be
appropriate this year” and sending a strong signal that a 25bp hike in July is now very likely. He added
that the updated projections together all point to the same thing: that perhaps “more restraint will be
necessary.” Overall, Powell’s comments signaled that today’s decision to forgo a rate rise represents a skip
rather than a longer pause. Powell added that the “risks of overdoing and underdoing it are closer to being in
balance”, signaling the Fed still remains more concerned with a sticky-inflation scenario. Thus, we now think
the odds of a 25 bps hike to a 5.25-5.50% target range in July have risen sharply, but considering that
“things are headed in the right direction”, the Fed would likely skip in September, and by November, there will
likely be more signs of progress and the Fed might see the softening in core inflation it wants before ending the
hiking cycle (Powell signaled that -0.5 pp would be enough to feel more comfortable given that it continues to
acknowledge that much lower inflation will take time). Thus, for now we think that only one more hike is
likely and we continue to expect the beginning of a rate cut cycle next year.
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A more resilient economy in the near term was reflected in a hawkish shift for the projected appropriate
policy path: most participants (9 out of 12) project at least two additional 25bp rate hikes this year
Table 1. FOMC PARTICIPANTS’ SUMMARY OF ECONOMIC PROJECTIONS (JUNE 2023, %)

Figure 1. FOMC PARTICIPANTS’ PROJECTED APPROPRIATE FEDERAL FUNDS RATE (%)

Source: BBVA Research based on data by the Federal Reserve and Haver Analytics.
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The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.

US | Post-meeting Fed Watch / June 14, 2023 3

http://www.bbvaresearch.com/

