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Fed hikes by 50 bps with more to come

e Fed funds target range lifted by 50 bps to 0.75-1.00%
o Additional 50 bp hikes on the table at upcoming meetings
e QT will begin shrinking the Fed’s $9T balance sheet in June

Having kicked off its tightening cycle with a 25 bp increase in March, the Fed opted to accelerate the withdrawal of
stimulus today with a larger, 50 bp move. It also said it will begin shrinking its balance sheet in June. The outsized rate
increase, the first of its magnitude since 2000, and QT announcement were both widely expected. Even after today’s hike,
monetary policy remains quite stimulative with fed funds at least 125 bps below most committee members’ estimates of its
longer-run neutral level. There is a strong case to get to a more neutral stance in short order. Inflation accelerated to a 40-
year high in March—with the Fed noting broadening price pressure—and the unemployment rate is close to pre-pandemic
lows with wage growth trending higher. We think today’s policy statement was right to downplay a soft Q1 GDP print—the
first quarterly decline since Q2/20—with details pointing to an economy in which firm domestic demand is bumping up

against capacity limits.

Chair Powell acknowledged the Fed needs to “expeditiously” move its policy rate up to a “broad range of plausible levels
of neutral” (i.e. 2-3%). Markets are pricing in a series of 50 bp rate increases at upcoming meetings and Chair Powell
seemed to validate that view, noting there is broad consensus on the committee that additional 50 bp increases should be
on the table at the next couple of meetings. We expect a follow-up 50 bp hike in June and Powell's comments clearly
suggest risk that our terminal fed funds forecast of 2.50-2.75% comes sooner than we have assumed. At the same time,
Powell said the committee is not “actively considering” rate hikes of 75 bp or more at a single meeting—a comment that

was likely a key factor in UST vyields falling (particularly at the front end) during his press conference.

Josh Nye | Senior Economist, RBC Economics | Royal Bank of Canada | T. (416) 974-3979
For more economic research, visit our website at www.rbc.com/eaconomics

The material contained in this report is the property of Royal Bank of Canada and may not be reproduced in any way, in whole or in part, without express authorization of the copyright holder
in writing. The statements and statistics contained herein have been prepared by RBC Economics Research based on information from sources considered to be reliable. We make no
representation or warranty, express or implied, as to its accuracy or completeness. This publication is for the information of investors and business persons and does not constitute an offer to
sell or a solicitation to buy securities.
®Registered trademark of Royal Bank of Canada.
©Royal Bank of Canada.



http://www.rbc.com/eaconomics

