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Investment Research — General Market Conditions   

    

Key takeaways 

 The Fed was more hawkish than anticipated and the Fed meeting most likely marked 

the first step of the Fed taking the foot off the gas.  

 Fed is now signalling two rate hikes by end-2023 and that the FOMC members will 

continue discussing tapering at upcoming meetings. 

 We have changed our Fed call now expecting the Fed to start actual tapering in Q4 21 

and hike for the first time in H2 2022 (from January 2022 and Q1 23, respectively).  

 FX: We think the message from FOMC and the likely path for US monetary policy 

support our call for a lower EUR/USD. We still forecast 1.15 in 12M.  

 Fixed Income: Fed message adds more upside to UST yields. We believe that the risk 

is still tilted to the upside over the coming quarter and continue to see 10Y UST at 2.0% 

year-end. However, we should probably see an actual improvement in the labour market 

and a more firm discussion on tapering before we see a move to the 1.75-2.00% range 

 

The Fed was more hawkish than anticipated 

As expected the Fed kept the Fed funds target range and the bond buying pace 

unchanged at 0.00-0.25% and USD120bn per month, respectively. The Interest Rate on 

Excess Reserves was raised by 5bp to 15bp from 10bp.  

We were wrong thinking that this Fed meeting would not be a significant one (and so 

were market participants), as the Fed was more hawkish than expected. The median 

Fed dot now signals two rate hikes by 2023 (we expected the Fed to signal one) and seven 

out of 18 FOMC members signal at least one rate hike already next year. Hence, this 

meeting was likely the first step in the Fed taking the foot off the gas , assuming that 

equities and inflation expectations hold up and jobs growth strengthen. 

The main reason is not that actual inflation has moved higher, as the Fed repeats that 

it is “largely reflecting transitory factors” (base effects, re-opening and bottlenecks), 

although Fed Chair Jerome Powell acknowledged that risk is that high inflation may turn 

out to be more persistent than what the Fed anticipates right now. One reason that the Fed 

remains calm on inflation is due to still well-anchored inflation expectations. Long-

term inflation expectations have risen but they are just back to the levels prevailing before 

we talked about central banks struggling with too low inflation and the effective lower 

bound. The Fed’s main theory on inflation is that actual inflation is driven by inflation 

expectations in the long-run (something that we agree on) and they are not signalling that 

inflation will spin out of control and remain very high. We discussed in further details in 

Research US: Higher inflation but not spinning out of control due to still well-behaved 

expectations, 14 June. 

Large jump in US 5yr Treasury yields 

 

Note: Past performance is not a reliable indicator 

of current or future results. 

Sources: Federal Reserve, Bloomberg, Macrobond 
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Review: Slowly taking the foot off the gas 

More hawkish Fed due to strong 

labour market indicators 
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Fed not overly concerned about high 

inflation due to well-anchored 
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Instead, the reason is the development in the labour market. Nonfarm payrolls have 

been lower than anticipated but many labour market indicators have been quite strong. Fed 

Chair Powell said that he is confident that “we are on path to a very strong labour market 

recovery” highlighting that temporary factors are keeping employment growth low. Job 

openings are record-high, Americans think it is easy to find jobs, businesses find it difficult 

to find qualified workers, there are more voluntary quits etc. Most indicators suggest that 

as soon as the temporarily higher unemployment benefits expire (on 6 September at 

the latest, in some states even earlier), employment will increase significantly.   

As expected, the Fed repeated that it will continue buying bonds at the current pace  

“until substantial further progress has been made”. Still, also as expected, Fed Chair 

Powell said in his introductory statement that the FOMC members had a discussion 

on tapering at the meeting, revealing that the Fed has started “talking about talking about 

tapering”, as we wrote in our preview Fed Research Preview: Start talking about talking 

about tapering?, 14 June. The Fed will continue to discuss “progress” in economic data 

in coming meetings. Powell emphasised that they are going to pre-announce tapering 

well in advance.  

There are plenty of Fed speeches next week and we are looking forward to hear from 

individual FOMC members how they see the economy and monetary policy  going forward 

to get a better idea of what each member thinks.  

 

New Fed call  

We change our Fed call based on the FOMC meeting and our updated inflation forecasts 

(see Research US: Higher inflation but not spinning out of control due to still well-behaved 

expectations, 14 June). 

We now expect the Fed to turn more and more hawkish in coming months so that 

actual tapering starting will start in Q4 21 (previously in January 2022). We are not 

surprised if the tapering is faster in mortgage-backed securities than treasuries given the 

development in the housing market. We expect tapering is concluded in summer 2022 

(previously September 2022).  

We expect the first rate hike in H 2022 (previously Q1 2023).  

Overall, we see a road from here with tapering, rate hikes and a mild liquidity 

tightening in coming years.  

FX: FOMC supports our view of a stronger dollar in H2 

We expected Powell to be hawkish at yesterday’s FOMC meeting but he overdid our 

expectations. In line with this, EUR/USD dropped from somewhat above 1.21 to 1.20 

which is a large drop on a single event and probably goes to show that markets where 

not expecting this. Nonetheless, equities firmed over the meeting which suggest a more 

hawkish Fed might not immediately be an issue for broader risk sentiment. Notably, Powell 

said this was indeed the meeting where ‘talking about talking about tapering’ had happened 

and he repeated a forward looking statement in regards to a likely ‘very strong recovery in 

the labour market’. The Fed has repeatedly been unwilling to say such. Hence, a shift in 

forecasting rate hikes but the choice of words and rhetoric was quite hawkish when put 

together.  

Over the coming months, we continue to expect a moderation in the pace of expansion in 

the manufacturing sector (declining PMIs) and a shift towards dollar amid a slight tapering 

of cross asset inflation momentum. In our view, such macro & financial outcomes will 

involve downside pressure for EUR/USD from its currently elevated level and we 

continue to forecast 1.19 in 3M, 1.15 in 12M. The exact timing of cause remains highly 
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dependent on the state of US labour market, risk sentiment and incoming macro data 

but the message from FOMC clearly is in line with our expected path for EUR/USD 

spot. 

Fixed Income: Fed message adds more upside to UST yields 

The change in the ’dots’, the overall more optimistic message from Powell regarding 

the labour market and the comment that the Fed had a discussion on “progress” 

related to tapering weighed especially on the policy sensitive 5y point on the UST 

curve. 5y UST yields jumped more than 12bp right after the announcement and the curve 

flatten 5s10s and steepened 2s5s. Yields retraced slightly as Powell tried to talk down any 

discussion about ‘lift off’ in respect of rate hikes.   

The market reaction in the bond market underlines first and foremost the change in 

rhetoric, but also that market positioning was more neutral going into the meeting 

compared to last week, when the higher than expected CPI data resulted in a noteworthy 

move lower in yields, as the market apparently was heavily positioned for higher yields.  

We believe that the risk is still tilted to the upside over the coming quarter and 

continue to see 10Y UST at 2.0% year-end. However, we should probably see an actual 

improvement in the labour market and a more firm discussion on tapering before we 

see a move to the 1.75-2.00% range. But the message today could potentially trigger a 

small ‘taper tantrum’ the next couple of months, though it is not our main scenario.    

The FOMC also made a technical change to the IOER that was hiked by 5bp to 0.15% and 

the reverse repo rate that was hiked by 5bp to 0.05%. The change in the IOER is done to 

secure that the fed funds rate stays in the 0-0.25% range given the surging liquidity 

in the market. The change in the reverse repo rate should help especially money market 

funds that recently have ‘parked’ around USD500 billion overnight at the zero rate in lack 

of positive yielding alternatives.  
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Fed charts 

Monetary policy is still accommodative  

 
Note: Past performance is not a reliable indicator of current or future results.  

Source: Federal Reserve, Bloomberg, NY Fed, BEA, Macrobond Financial, Danske Bank 

 

New Fed dot plot 

 

Sources: Federal Reserve, Danske Bank 

 

The FOMC members usually work by consensus 
 

The Fed hiked the IOER rate to get the effective Fed funds rate 

closer to the mid of the target range (0.00-0.25%) 

 

 

 
Source: St Louis Fed, Macrobond Financial, Danske Bank  Note: Past performance is not a reliable indicator of current or future results.  

Source: Federal Reserve, Macrobond Financial, Danske Bank 
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US balance sheet has been increasing rapidly 
 

Fed still buying USD120bn worth of bonds per month 

 

 

 
Source: Federal Reserve, Macrobond Financial, Danske Bank  Sources: Federal Reserve, Macrobond Financial 

Macro charts 

Employment remains significantly below pre-corona levels 

but jobs indicators are overall strong 
 US debt to increase further 

 

 

 

Source: BLS, Macrobond Financial, Danske Bank  Sources: US Treasury, Federal Reserve, Macrobond Financial 

 

PCE core inflation has moved sharply higher but the Fed 

expects it mostly reflects transitory factors 
 

Inflation expectations are back to where they are supposed to 

be 

 

 

 

Source: BEA, Macrobond Financial, Danske Bank  Note: Past performance is not a reliable indicator of current or future results.  

Source: Michigan, Bloomberg, Macrobond Financial, Danske Bank 
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