
The Federal Reserve concluded its September meeting by 
raising the federal funds rate by 0.75% to a target range of 
3%–3.25% while also projecting a more hawkish outlook for 
the months ahead. Following the previous week’s higher 

than expected consumer price index (CPI) data for August, we believe the Fed’s 
pace of rate hikes between now and year-end will remain aggressive and that 
investors should consider the following key points: 

We see the Fed’s message as one of a “higher for longer” course of interest rates. Along with its statement 
raising the federal funds target range, the Fed also released its quarterly Federal Open Market Committee 
Participants Assessment of Appropriate Monetary Policy, better known as the Fed dot-plot. In this anonymous 
survey of the Fed’s 19 members, median expectations have risen to a fed funds rate of approximately 4.4% by 
year-end 2022 and 4.6% by the end of 2023. This is up considerably from the June dot-plot of 3.4% and 3.8% 
for those time frames, officially refuting any distant hopes potentially remaining of a Fed pivot to lower rates in 
the year ahead. 

We are increasing our fed funds rate target to a lower bound of 4.50% for year-end 2022 and believe a 
realistic range on the 10-year Treasury yield to be 3.75%–4%, reflecting a fully inverted yield curve. These 
higher rates represent expectations of two more 0.75% rate increases at the November and December Fed 
meetings combined with the committee’s continuing monthly balance sheet reductions of $95 billion regarding 
current Treasury bond and mortgage-backed securities holdings. At the current time, we view a terminal fed 
funds rate to be reached in 1H 2023 in the 4.75%–5% range.

The path to lower rates of inflation also appears to be elongated. With recent CPI data displaying headline 
year-over-year inflation of 8.3% and core inflation of 6.3%, it now appears the timeline on moderating the 
pace of inflation toward more manageable levels will likely extend into 2023. While we continue to expect 
core inflation to mitigate into the 4% range based on demand impacts of Fed rate hikes, softening of the labor 
markets, and some loosening of global supply chain bottlenecks, such progress now seems less likely to occur 
before year-end 2022. Until then, we expect the Fed to remain vigilant in its efforts to curb inflation even at the 
expense of a more widespread recession. 

We believe the probability of the Fed achieving a soft landing is now remote. The window is rapidly closing 
on the likelihood of the Fed meaningfully curtailing inflation while avoiding a recession over the upcoming year. 
We estimate the probability of a full-fledged recession lasting up to one year and resulting in rising levels of 
unemployment and peak-to-trough absolute gross domestic product (GDP) declines of 1% or higher to now be 
in the range of about 80%. 
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Treasury bond yield curve now flashing stronger recession signals. The 2-year versus 10-year Treasury bond 
yield curve continues to further invert and now at 0.51% (September 23) is reflecting its highest spread since 
1982. The inversion of these two rates has historically proven to be a mostly accurate indicator of a pending 
recession. We expect an even more historically accurate predictive yield curve signal, that of the 3-month to 10-
year yield spread, to cross over into inverted territory by year-end as the Fed continues to hike rates. This also 
appears consistent with recently declining expectations in 3Q 2022 GDP as seen in the Atlanta Fed’s current 
tracking estimate (September 20) of only 0.3% annualized growth, down from 2.6% less than a month ago. 

Expect continued stock price volatility in the months ahead. We are maintaining our year-end price target 
on the S&P 500® of 4,050 but recognize weekly and daily volatility in the equity markets will remain high. Key 
developments for investors to look for in addition to interest rates and inflation include revisions to CY 2023 
corporate earnings expectations, 3Q GDP growth results, corporate bond credit spreads, and the upcoming 
November midterm congressional elections. 



Investments are subject to market risk, including the loss of principal. Asset classes or investment strategies described may not be appropriate for  
all investors.

Past performance does not guarantee future results. Indexes are unmanaged and an investor cannot invest directly in an index.

S&P 500®: A market-capitalization weighted index of 500 large U.S. companies with common stock listed on the New York Stock Exchange or NASDAQ Stock Market.

The 10-Year US Treasury Bond is a U.S. Treasury debt obligation that has a maturity of 10 years.

Equities are subject to market risk meaning that stock prices in general may decline over short or extended periods of time.

Fixed income investing is subject to credit rate risk, interest rate risk, and inflation risk. Credit risk is the risk that the issuer of a bond won’t meet their payments. Inflation risk is 
the risk that inflation could outpace a bond’s interest income. Interest rate risk is the risk that fluctuations in interest rates will affect the price of a bond. Investing in floating rate 
loans may be subject to greater volatility and increased risks.

Growth stocks typically are particularly sensitive to market movements and may involve larger price swings because their market prices tend to reflect future expectations. 
Growth stocks as a group may be out of favor and underperform the overall equity market for a long period of time, for example, while the market favors “value” stocks.

Investments in global/international markets involve risks not associated with U.S. markets, such as currency fluctuations, adverse social and political developments, and the 
relatively small size and lesser liquidity of some markets. These risks may be greater in emerging markets.

The COVID-19 pandemic has caused substantial market disruption and dislocation around the world including the U.S. Economies and financial markets throughout the world are 
increasingly interconnected. Economic, financial, or political events, trading and tariff arrangements, terrorism, technology and data interruptions, natural disasters, and other 
circumstances in one or more countries or regions could be highly disruptive to, and have profound impacts on, global economies or markets.

The information included in this document should not be construed as investment advice or a recommendation for the purchase or sale of any security. This material contains 
general information only on investment matters; it should not be considered as a comprehensive statement on any matter and should not be relied upon as such. The 
information does not take into account any investor’s investment objectives, particular needs, or financial situation. The value of any investment may fluctuate. This information 
has been developed by Transamerica Asset Management, Inc. and may incorporate third-party data, text, images, and other content to be deemed reliable.

Comments and general market-related projections are based on information available at the time of writing and believed to be accurate; are for informational purposes only, are 
not intended as individual or specific advice, may not represent the opinions of the entire firm, and may not be relied upon for future investing. Investors are advised to consult 
with their investment professional about their specific financial needs and goals before making any investment decisions.

Transamerica Asset Management, Inc. is an SEC-registered investment adviser. The funds advised and sponsored by Transamerica Asset 
Management, Inc. include Transamerica Funds and Transamerica Series Trust. Transamerica Asset Management, Inc., is an indirect wholly owned 
subsidiary of Aegon N.V., an international life insurance, pension, and asset management company. 
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