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Summary 

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

75 bps to 3.00-3.25%.  

 More importantly, there was a substantial upward shift in the dot plot, with a 4.4% federal 

funds rate by the end of this year and a terminal rate of 4.6% next year. 

 While the median projection indicates 125 bps for the remainder of the year, there is a large 

group in the FOMC that anticipates only 100 bps. 

 The FOMC expects PCE inflation to fall back to 2.0% by 2025, and the federal funds rate to 

remain above the neutral level of 2.5% through 2025. 

 The FOMC now expects unemployment to rise to 4.4% in 2023 and 2024, an upward revision 

compared to June. 

 During the press conference Powell said that his main message had not changed since 

Jackson Hole. The FOMC expects to get inflation down through below trend growth and 

some softening in the labor market. The FOMC will keep at it until inflation is back at the 2% 

target. 

Introduction 

Today, the FOMC raised the target range for the federal funds rate by another 75 bps to 3.00-

3.25%. The decision was unanimous, and widely expected. In line with this 75 bps hike, the FOMC 

also raised the SRF minimum bid rate to 3.25% from 2.50% and the ON RRP offering rate to 3.05% 

from 2.30%. The Board of Governors raised the IORB rate to 3.15% from 2.40%. Meanwhile, the 

balance sheet reduction schedule remained unchanged, with the pace of reduction doubled in 

September, to $95 billion per month, consisting of a $60 billion reduction in Treasury securities 

and a $35 billion reduction in agency debt and agency MBS. 

The FOMC statement repeated that the Committee anticipates that ongoing increases in the 

target range will be appropriate. However, there was also an upgrade of the assessment of the 

economy from “recent indicators in spending and production have softened” to “recent indicators 

point to modest growth in spending and production.” Indeed, the Atlanta Fed’s GDPNow-cast for 

Q3 stands at 0.3% (as of September 20), after two quarters of negative GDP growth according to 

the BEA. 

The upward shift in the dot plot initially pushed up the 2 year US treasury yield by more than 10 

bps, but it fell back again during the press conference at which Powell said that his main message 

had not changed since Jackson Hole, and that although the median forecast for the federal funds 

rate indicates 125bps more this year, there is also a large group projecting 100 bps instead of 125 

bps.  
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Press conference 

In his prepared speech Powell said that the FOMC is strongly committed to bring inflation down 

and that without price stability, we will not reach sustained growth. The FOMC is moving 

purposefully to a level that is sufficiently restrictive, and that the pace of increases is dependent 

on incoming data. At some point it will be appropriate to slow increases, but decisions will be 

made meeting-by-meeting. The FOMC will maintain its restrictive policy for some time, because 

history has shown the danger of loosening prematurely. The FOMC will bring down inflation 

through a sustained period of below trend growth and some softening in labor market conditions.  

During the Q&A Powell said that his main message had not changed since Jackson Hole. Indeed, 

his answers did not diverge much from his Jackson Hole speech. The FOMC expects to get 

inflation down through below trend growth and some softening in the labor market. The FOMC 

will keep at it until inflation is back at the 2% target. 

Regarding a soft landing, Powell said he doesn’t know what the odds are and he said that he 

wished there was a painless solution, but there isn’t. He did expect a modest rise in 

unemployment and he said that it is plausible that job openings can come down without a large 

rise in unemployment. Powell said that nobody knows if this leads to recession and how deep this 

would be. He said that the chances of a soft landing fall if the Fed has to raise rates higher and 

keep them high for longer. 

When asked whether 75 bps is the baseline for the November meeting, Powell said that the FOMC 

wants to move pretty quickly to a restrictive level, but he also pointed out that while the median 

projection indicates 125 more bps for the remainder of this year, there was also a large group 

projecting 100 bps. Regarding the terminal rate, Powell said he wants to be where real rates are 

positive across the entire yield curve. 

Powell said that the FOMC was not considering making a decision about selling MBS in the near 

term. Note that 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. 

He said that the housing market may have to go through a correction and that shelter inflation is 

going to remain high. 

Regarding the global impact of the Fed’s tightening, Powell said that all central banks serve 

domestic mandates, but there is regular information sharing. However, he said that we’re all in 

very different situations and it is not coordination. 

 

Figure 1: CPI inflation may have peaked, but remains persistent 

 

Source: Macrobond 
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Projections 

At the same time as the formal statement, the FOMC also released the new Summary of Economic 

Projections, which extended the forecasting horizon to 2025 from 2024. Of course, the projections 

for the federal funds rate, shown in the dot plot, were of most interest.  

As expected, there was a hawkish shift in the dot plot. The median FOMC participants now 

expects a 4.4% federal funds rate by the end of this year. This is a full percentage point more than 

in the June projections. It is also slightly more than the 4.2% priced in by the futures markets prior 

to the FOMC decision. Of even bigger importance is the rate projection for 2023, which can be 

interpreted as the terminal rate of the current hiking cycle. The median federal funds rate for next 

year is now 4.6%. This is 0.8 ppt higher than in June and also slightly higher than what the futures 

had been pricing in (4.5% peak for the March 2023 meeting). So not only a hawkish shift, but also 

slightly more hawkish than markets had expected. This explains the immediate jump in the 2 year 

US treasury yield upon release of the FOMC statement and projections. The federal funds rate 

projection for 2024 was also raised, to 3.9%. This is a half percentage point more than in June. 

However, it still shows that the FOMC expects to peak in 2023 and cut in 2024. What’s more, this 

time the projection horizon was extended to 2025. The FOMC expects the fed funds rate to end 

2025 at 2.9%. This means that they expect further cuts that year, but still above the neutral level of 

2.5% (unchanged). In other words, the FOMC expects to keep the fed funds rate at a restrictive 

level through 2025. 

This fits with the inflation forecasts, which show PCE inflation back at 2.0% only by (the final 

quarter of) 2025. The FOMC still expects inflation above target through 2024 and even raised the 

PCE inflation forecasts for 2022, 2023 and 2024. In fact, the FOMC expects core inflation at 2.1% in 

the final quarter of 2025, kept the forecast for 2024 at 2.3% and raised core inflation forecasts for 

2022 and 2023. 

So how is the FOMC going to get inflation back to target by 2025? They anticipate below trend 

GDP growth in 2022, 2023 and 2024, before reaching 1.8% in 2025. Note the large downward 

revision for 2022 caused by the technical recession in the first half of this year.  

 

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

Variable 2022 2023 2024 2025 Longer run 

GDP growth 0.2 

(1.7) 

1.2 

(1.7) 

1.7 

(1.9) 

1.8 1.8 

(1.8) 

Unemployment 3.8 

(3.7) 

4.4 

(3.9) 

4.4 

(4.1) 

4.3 4.0 

(4.0) 

PCE inflation 5.4 

(5.2) 

2.8 

(2.6) 

2.3 

(2.2) 

2.0 2.0 

(2.0) 

Core PCE 

inflation 

4.5 

(4.3) 

3.1 

(2.7) 

2.3 

(2.3) 

2.1  

Federal funds 

rate 

4.4 

(3.4) 

4.6 

(3.8) 

3.9 

(3.4) 

2.9 2.5 

(2.5) 

Source: FOMC, September 21, 2022 (June 15, 2022) 
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Below trend GDP growth should lead to a modest increase in unemployment, but there was an 

upward revision of what this means to 4.4% in 2023 and 2024, and the unemployment rate falls 

only slightly to 4.3% in 2025 according to the FOMC projections. So the Fed may still be talking of 

a soft landing, but they are admitting it is going to be a little less soft than they thought in June. 

Dot plot 

While the median dot for 2022 indicates a 4.25-4.50% target range, this conceals that there are 

two large groups in the FOMC: 9 participants anticipate this 4.25-4.50% target range, but 8 expect 

a 4.00-4.25% target range. Hence if one dot moves from the former to the latter group, the 

median dot will lie in the 4.00-4.25% range. Starting from the new 3.00-3.25% range, this means 

that the largest group anticipates 125 more bps in the remainder of the year and the second 

largest group expects 100 bps. The two remaining participants (there were 19 in total) are on both 

extremes: one anticipates 150 bps and another only 75 more bps in the remaining meetings this 

year. 

The median for 2023 is a little more robust than for 2022, with three large groups of 6 each 

favoring 4.25%, 4.50% and 4.75% as the top of the target range in 2023. The distributions for 2024 

and 2025 are much wider, indicating a high degree of uncertainty. 

 

Figure 2: Dot plot 

 
Source: FOMC, September 21, 2022 

 

Conclusion 

Roughly speaking, the FOMC projections suggest 125 more bps this year, followed by 25 bps next 

year. This is in line with our own forecast as far as 2022 is concerned, but for next year we expect 

50 bps. Our meeting-by-meeting forecasts are shown in table 2 below. We expect 75 bps in 

November, followed by 50 in December, 25 in February and 25 in March. As discussed in our 

FOMC Preview, the main reason why we remain above consensus in our forecasts for the Fed and 

money market rates is that we think that a wage-price spiral has started that will keep inflation 

persistent. With the Fed clearly prioritizing price stability over full employment, this is going to 

push the FOMC higher than they currently anticipate. 

Nevertheless, we want to end on a more upbeat note: 

Do you remember  

The 21st night of September? 

Love was changin’ the minds of pretenders 

While chasin’ the clouds away 

https://research.rabobank.com/markets/en/documents/303455_FOMC_Preview_September_2022%20.pdf
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Table 2: Rabobank forecasts of target range for federal funds rate in 2022 and 2023 

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

Sept 20-21 75 3.00-3.25 

Nov 1-2 75 3.75-4.00 

Dec 13-14 50 4.25-4.50 

Jan 31-Feb 1, 2023 25 4.50-4.75 

March 21-22 25 4.75-5.00 

May 2-3 0 4.75-5.00 

June 13-14 0 4.75-5.00 

July 25-26 0 4.75-5.00 

Sept 19-20 0 4.75-5.00 

Oct 31-Nov 1 0 4.75-5.00 

Dec 12-13 0 4.75-5.00 

Source: Rabobank 
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