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James Camp on next week's Fed interest rate decision

Can Powell take back the narrative?
What to watch next week when the U.S. Federal Reserve decides on
another interest rate hike, from James Camp, CFA, Managing Director
of Fixed Income and Strategic Income at Eagle Asset Management:
• Fed Chairman Jerome Powell is going to have to assert some leadership on the
path of policy going forward. The hawkish pivots and talk around even more
aggressive hikes are unsettling to the market.
• We expect three 50-basis point (bp) moves through July.
• Powell needs to lay out inflation expectations clearly. That’s because
mathematically (due to base effects) and practically speaking, inflation is likely
peaking. So the Fed needs to focus markets on the pace of the expected path
towards “stability.” For example, is 3% inflation acceptable or do we need the 2%
average level that is the Fed’s official target?
• We expect rate hikes to be front-loaded, pushing the federal funds rate to
2.5%-2.75% by year’s end, with a pause to see how labor dynamics and inflation
evolve from there.
• While the strike price of the “Fed put” for equity markets and risk assets is much lower,
the Fed may need to pause and evaluate before year end if financial conditions deteriorate
too quickly and too much on account of slowing growth, which we are watching very
carefully.
• Since the last meeting, former and current Fed officials have talked about equity
market corrections as desirable to curb aggregate demand and even more
aggressive rate hikes.
• This is leading to high levels of cross-asset volatility.
• Financial conditions are already tightening, and economic and geopolitical
uncertainty are high. Thus Powell needs to explain the “stepped up but gradual rate
hikes” versus the more aggressive 75-bp or higher increases advocated by some.
• In summary, Powell needs to take back control of the narrative on rate guidance
and outlook.
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Hawkish, dovish, and centrist are terms used to describe the monetary policy preferences of central bankers and others. Hawks prioritize controlling inflation and
may favor raising interest rates to reduce it or keep it in check. Doves tend to support maintaining lower interest rates, often in support of stimulating job growth
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