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An optimistic tone regarding a soft-economic landing accompanied the beginning of the Fed’s rapid advance on the 
inflation front, fueling a rally in equities, credit spreads, and long-term interest rates. It marks a point where Fed policy 
entered a second stage - likely with some market consolidation and less volatility - as the Fed funds target catches up with 
market expectations. 

 

At its FOMC meeting on May 4, 2022, the Fed began the follow-through on its guidance that it intends to move 
“expeditiously” towards a more neutral policy stance. As was well telegraphed, the Fed hiked 50 bps, bringing the Fed 
funds rate target to 0.75%-1.0%, with Powell suggesting at his press conference that additional 50 bps hikes are on the 
table as possibilities for the Fed’s next two meetings. The Fed also announced that in June, it will begin the process of 
shrinking its balance sheet, letting Treasury and MBS securities roll off at a faster pace than during the Fed’s previous 
Quantitative Tightening (QT) cycle in 2017-2019. All of this was in line with expectations and what the Fed had already 
signaled in published minutes of its meeting last month.    

While Powell began his press conference acknowledging currently high inflation and the pain that it can cause, he later 
noted the uncertainty the Fed faces in terms of where policy will need to land in order to get inflation back under control. 
The Fed intends to speed towards neutral, but what neutral will turn out to be and how much beyond that the Fed might 
need to go remain uncertain at this point. While those are not questions for today - the here and now is high inflation, 
driving the Fed to step up and front-load its tightening - those are expected to become key questions for the Fed later this 
year. The Fed will be watching how much financial conditions tighten as it lifts the Fed funds rate and launches QT as well 
as how quickly and to what extent economic activity and inflation respond. Powell noted that, as of yet, the Fed doesn’t 
see strong evidence that an inflation psychology is taking hold, but it doesn’t want to take chances that it may. 

Coupled with the intended hawkish message on combating inflation, Powell again reiterated that a soft landing remains a 
very real possibility - i.e., a scenario in which excess demand and attendant inflation are tamped down, but positive 
economic growth and a healthy labor market remain. While the Fed has a difficult road ahead, we would agree that the 
base case is likely a soft landing, but with notable tail risks around that. Household and corporate balance sheets in 
aggregate are in very strong shape, and there are few visible imbalances aside from high inflation. We expect interest 
sensitive sectors of the economy will likely respond in coming quarters to tighter financial conditions and that companies’ 
pricing power in general will begin dissipating as workers’ wage increases continue to lag.  

Thus, given the front-loading of Fed rate hikes, coupled with a rapid ramp-up of QT starting in June, we think risks are 
likely skewed towards a slower pace of Fed rate hikes by the second half of this year. At that point, the Fed will have had 
more time to assess the effects of headwinds that are already building - e.g. tighter financial conditions; a fiscal roll-back; 
high energy and food prices against lagging wages; and a slowing global economy. But for the pace of Fed tightening to 
slow later this year, monthly inflation readings will need to have convincingly peaked by that point. If inflation does not show 
signs of moderating as expected, we think any “Volcker” moment of more aggressive Fed action would likely not come until 
late this year or early next year. As Powell noted, though, his view of a Volcker moment is one in which the Fed does the 
right thing and what is ultimately needed for the long-run health of the economy. 

 

 

 



Fed Aims Hard at Soft Landing  May, 2022 

For Professional Investors Only. All Investments involve risk, including the possible loss of capital. 

Embarking on the Second Stage 

As far as the markets were concerned, the message was clear: the Fed wants to get inflation down to target, shoot for a 
soft landing, and moderate growth with an appropriate amount of rate hikes. While not presupposing a terminal policy rate, 
the FOMC has nonetheless made the leap, as in previous meetings, that at least getting to a neutral, mid-2% level will be 
needed. The markets, on the other hand, came into today's meeting already braced for a peak rate north of 3%. 

Today's relief rally in stocks, credit spreads, and most of the Treasury curve (Figures 1 and 2) suggests the market is set 
to transition from the first stage of the rate-hiking cycle - rates and risk aversion rising as the market braces for hikes - to 
the second stage where volatility falls as markets consolidate as they wait for the Fed to catch up with market pricing. 

FIGURE 1 and 2:  

 
Source: Bloomberg, PGIM Fixed Income. 

Given the Chair's guidance today and the current market pricing, this consolidation phase could easily last through much 
of the remainder of the year, leaving the rate outlook fairly symmetrical. Looking further ahead, the cycle peak in long-term 
rates will ultimately depend on just how much tightening is required to bring the economy into balance, which again, as the 
Chair highlighted today, will be an empirical exercise. As a result, we will remain keenly focused on the incoming data over 
the days and weeks ahead. 

 

 

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from sources 
that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information.  This outlook, which 
is for informational purposes only, sets forth our views as of this date. The underlying assumptions and our views are subject to change. 
Past performance is not a guarantee or a reliable indicator of future results. ESG investing is qualitative and subjective by nature; there 
is no guarantee that the criteria used or judgment exercised by PGIM Fixed Income will reflect the beliefs or values of any investor.  
Information regarding ESG practices is obtained through company engagement or third-party reporting, which may not be accurate or 
complete, and PGIM Fixed Income depends on this information to evaluate a company's commitment to, or implementation of, ESG 
practices.  ESG norms differ by region.  There is no assurance that PGIM Fixed Income's ESG investing techniques will be successful. 

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of May 4, 2022. 
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留意事項  
 

※本資料はPGIMフィクト・インカムが市場動向に関する情報提供としてプロの投資家向けに作成したものです。PGIMフィクスト・インカムは、⽶国SECの
登録投資顧問会社であるPGIMインクの債券運⽤部⾨です。 
 
※本資料は情報提供を⽬的としたものであり、特定の⾦融商品の勧誘⼜は販売を⽬的としたものではありません。また、本資料に記載された内容等に
ついては今後変更されることもあります。 
 
※記載されている市場動向等は現時点での⾒解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来
の市場環境の変動等を保証するものでもありません。 
 
※本資料で⾔及されている個別銘柄は例⽰のみを⽬的とするものであり、特定の個別銘柄への投資を推奨するものではありません。 
 
※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から⼊⼿したものですが、その情報の正確性、確実性につ
いて当社が保証するものではありません。 
 
※過去の運⽤実績は必ずしも将来の運⽤成果等を保証するものではありません。 
 
※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を⾏うために作成されたものではありません。 
 
※当社による事前承諾なしに、本資料の⼀部または全部を複製することは堅くお断り致します。 
 
※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、多
数の国・地域で登録されています。 
 
※PGIMジャパン株式会社は、世界最⼤級の⾦融サービス機関プルデンシャル・ファイナンシャルの⼀員であり、英国プルーデンシャル社とはなんら関係が
ありません。 
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