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This is not a recession 

FOMC Post-Meeting Comment July 2022 

 

 

Summary 

 Today, the FOMC unanimously raised the target range for the federal funds rate by another 

75 bps to 2.25-2.50%.  

 The FOMC statement downgraded its assessment of the economic situation and admitted 

that “recent indicators of spending and production have softened”, while they repeated that 

job gains have been robust in recent months and the unemployment rate has remained low. 

 At the press conference, Powell said he does not think the US is currently in recession and the 

Fed tends to take the advance GDP reports with a grain of salt. 

 Looking forward, Powell repeated his claim that a soft landing is possible. 

 Powell left the door open to 25, 50, 75 or 100 bps in September and instead of giving specific 

guidance the FOMC is now data-dependent. However, Powell said that the June SEP is still the 

best guide to the Fed’s rate path. 

Introduction 

Today, the FOMC raised the target range for the federal funds rate by another 75 bps to 2.25-

2.50%. The decision was unanimous, with Esther George back into the fold. In line with this 75 bps 

hike, the FOMC also raised the SRF minimum bid rate to 2.50% from 1.75% and the ON RRP 

offering rate to 2.30% from 1.55%. The Board of Governors raised the IORB rate to 2.40% from 

1.65%. Meanwhile, the balance sheet reduction schedule remained unchanged. 

The FOMC statement downgraded its assessment of the economic situation and admitted that 

“recent indicators of spending and production have softened”, while they repeated that job gains 

have been robust in recent months and the unemployment rate has remained low. With respect 

to inflation the statement added food prices to reasons why inflation remains elevated. The FOMC 

dropped the phrase that COVID-related lockdowns in China are likely to exacerbate supply chain 

disruptions. 

With respect to the hiking cycle, the statement repeated that the FOMC anticipates that ongoing 

increases in the target range will be appropriate and that the Committee is strongly committed to 

returning inflation to its 2% objective. 

Powell on the economy 

In his prepared statement Powell said that below trend growth and a softening of the labor 

market is needed to lower inflation. During the Q&A he said that price stability is the bedrock of 

the economy and you can’t have sustained strong labor market conditions without it. He also said 

if you fail to deal with inflation, you have to do more later. He said it’s important that we end this 

now and get this done. In other words, price stability trumps employment growth at this moment. 

Powell does not think the US is currently in recession, because too many areas of the economy 

are performing well. In particular, 2.7 million jobs were created in the first half of this year. Powell 

said he had not seen tomorrow’s GDP report, but said they have a tendency to be revised and we 
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tend to take the first GDP reports with a grain of salt. After saying that the Fed does not make a 

judgment on whether the US is in recession, he went on to say that a recession is a broad-based 

decline and this does not seem to be that. The labor market is still sending signals of strength and 

this makes you question the GDP data. In other words, Powell subscribes to the NBER definition of 

recessions rather than the textbook definition. In the US, the former is the official definition. We 

would like to add – as have some in the FOMC – that the large discrepancy between GDP and GDI 

in the first quarter also raises doubts about the accuracy of recent GDP data. 

Looking forward, Powell repeated his claim that a soft landing is possible. Based on the high job 

openings to unemployed ratio he thinks this time is different and unemployment may not have to 

rise as much because there is such a large excess labor demand. We find this scenario unrealistic 

because reducing the ration of job openings to unemployed requires active labor market policies 

that improve job matching efficiency that are outside the scope of the Fed. Therefore we think an  

NBER-approved recession is inevitable. 

Powell on rates 

In his prepared statement Powell said that the FOMC is strongly committed to get inflation back 

to 2% and is moving expeditiously. He said that further rate increases will depend on the 

incoming information. Another unusually large raise could be possible but will depend on the 

data. However, he also said that it might become appropriate to slow increases at some point. 

During the Q&A he added that the FOMC would not hesitate to make an even larger hike (than 

75 bps) if appropriate. He said there were two more labor market reports and two more inflation 

reports before the September meeting. In other words, he left the door open to 25, 50, 75 or 100 

bps in September. 

Powell said we need to get to a moderately restrictive level of 3.25-3.50% this year and even 

higher next year. However, he said this would be a meeting-by-meeting decision and he was not 

going to give specific guidance. Powell said that the June SEP (Table 1) is still the best guide to 

the Fed’s rate path. Given the current midpoint of 2.38% we still have some way to go to 3.4%: 

about 100 bps in September, November and December. Given that Powell wants to slow down at 

some point, this suggests that the FOMC may be thinking of 50 bps in September, followed by 25 

bps in the remaining two meetings.  

 

Table 1: Median projections of FOMC participants (June 2022) 

Variable 2022 2023 2024 Longer run 

GDP growth 1.7 

(2.8) 

1.7 

(2.2) 

1.9 

(2.0) 

1.8 

(1.8) 

Unemployment 3.7 

(3.5) 

3.9 

(3.5) 

4.1 

(3.6) 

4.0 

(4.0) 

PCE inflation 5.2 

(4.3) 

2.6 

(2.7) 

2.2 

(2.3) 

2.0 

(2.0) 

Core PCE 

inflation 

4.3 

(4.1) 

2.7 

(2.6) 

2.3 

(2.3) 

 

Federal funds 

rate 

3.4 

(1.9) 

3.8 

(2.8) 

3.4 

(2.8) 

2.5 

(2.4) 

Source: FOMC, June 15, 2022 (March 16, 2022) 

https://research.rabobank.com/markets/en/documents/301922_The_inevitable_recession.pdf
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However, Powell stressed that the FOMC will be data-dependent and given our view that a wage-

price spiral has already started in the US we therefore think that the Fed will have to go faster and 

hike 50 bps at each meeting in the remainder of this year. This would take the target range to 

3.75-4.00% by the end of 2022. This is currently the FOMC projection for 2023. In contrast, futures 

markets are currently pricing in a 3.3% peak in December 2022, followed by rate cuts back to 2.8% 

in December 2023. However, we think the Fed will have to slay the inflation dragon in one 

attempt and take a recession as collateral damage. 

Balance sheet on auto-pilot 

The FOMC made no change to its balance sheet reduction schedule. This means a $47.5 billion 

per month reduction through August, consisting of a $30 billion reduction in Treasury securities 

and a $17.5 billion reduction in agency debt and agency MBS. From September, the pace of 

reduction is scheduled to double. However, the FOMC still has to make a decision about the sales 

of agency MBS somewhere along the way if they want to move toward a longer-run SOMA 

portfolio composed primarily of Treasury securities. Any program of sales of agency MBS would 

be announced well in advance. 

 

Table 2: Balance sheet reduction schedule ($ billion per month) 

Month Treasury securities Agency debt and 

agency MBS 

Balance sheet 

reduction 

June-Aug 30 17.5 47.5 

From Sep 60 35 95 

Source: New York Fed 

 

Conclusion 

Earlier today, the Atlanta Fed’s GDPNow-cast was upgraded to -1.2% for Q2 GDP growth, from     

-1.6% on July 19. If the nowcast is correct, Thursday’s GDP release will show a technical recession 

in the first half of this year. However, what really matters for the Fed’s fight against inflation is the 

NBER-approved version of recession, which is usually associated with negative employment 

growth and a rise in unemployment. The latter is necessary to get inflation back to 2%.  

The Fed has made clear that in the current situation price stability trumps maximum employment. 

This means that even when an NBER-approved recession arrives, the central bank will have to 

keep policy rates in restrictive territory. After all, the priority is to get inflation back down to the 

2% target and this requires a rise in unemployment to terminate the wage-price spiral, or in the 

mind of the Fed: to prevent it. Until inflation has come down to 2%, slashing policy rates back to 

the zero bound is no option. At present, getting inflation back to 2% is more important to the 

FOMC than keeping the economy afloat. A recession is basically collateral damage in the Fed’s 

mission to stamp out inflation.  
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Table 3: Rabobank forecasts of target range for federal funds rate in 2022 

FOMC meeting Size of rate hike (bps) Target range (%) 

June 14-15 75 1.50-1.75 

July 26-27 75 2.25-2.50 

Sept 20-21 50 2.75-3.00 

Nov 1-2 50 3.25-3.50 

Dec 13-14 50 3.75-4.00 

Source: Rabobank 
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