
Market interest rates have risen meaningfully in 2022.  The 
10-year Treasury rate started the year around 1.5%, climbing

to about 3.5% in mid-June.  With this, bond prices fell, and the
bond market, as measured by the Bloomberg Aggregate, posted
a year-to-date return of -12.7% over that period.  Higher rates
have also been a headwind for equities, with the S&P 500
returning -21.1% over that same period.  Of course, market

rates are influenced by anticipated Federal Reserve (Fed) action,
and these days Fed action is affected by elevated inflation.

In this week’s Sight|Lines, we unpack this relationship in the 
first half of 2022, review forecasts for the next 18 months,  
and then answer the question: Is this positive relief, or is  
there trouble ahead? 

MARKET RATES – FIRST HALF 2022 
The relationships unfold sensibly when we look at the pattern of rates in the first half of 2022.  For the first couple 
of months, the market participants’ 10-year forecast of future inflation hovered around 2.5%.  Investors 

anticipated that the Fed would take modest action during that period, anticipating a fed funds rate of about  
1% by midyear.  In response, the 10-year Treasury rate was near range-bound between 1.5% and 2%.  

In March, the future view on 10-year inflation rose to 3%, and both the anticipated Fed action and the 10-year 

climbed over the next couple of months, with the expected June fed funds rate settling around 1.5% and the  
10-year Treasury rate trading near 3%.  In response, the 10-year breakeven inflation fell to just above 2.5%.

But as we approached June, anticipated inflation rose again, and the 10-year Treasury rate jumped to 3.5% in 
anticipation of further Fed action at later meetings.  But then the Fed surprised the markets with a 0.75% hike at 
the June meeting.  This more aggressive Fed policy has translated to a market view that inflation will move closer 
to the Fed’s 2% target over the next ten years, which in turn has caused the 10-year Treasury rate to fall, likely the 
result of investors believing the Fed may not need to hike rates as much in the future to rein in inflation. 

So, where do rates go from here? 
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MARKET RATES – NEAR-TERM FORECASTS 
Figure 2 shares information about rate forecasts. The first 
two columns address this Fed rate hike cycle. Currently, the 
futures market forecasts that the cycle will peak in the first 
quarter of 2023 at 3.25%-3.50%. Stifel’s Chief Economist, 

Dr. Lindsey Piegza, is anticipating a more aggressive  
rate hike cycle, with the fed funds rate peaking at  
3.50%-3.75%. Notably, the futures market and Dr. Piegza 
expect the fed funds rate to be cut by 0.75% in 2023, but 
from a higher level, as predicted by Stifel. We discuss the 

Fed’s motivation for cutting its rate, or “easing,” below.  

We are also able to observe market forecasts for future rates. First, inflation is expected to fall from current levels 
as the Fed implements its rate hike cycle, with the 10-year breakeven inflation forecast falling close to the Fed’s 
2% target by the end of next year.  The market forecasts the 10-year rate will remain close to its current level. 
Why?  The current 10-year Treasury tends to trade in anticipation of these types of future forecasts.  So, the recent 
move down from the recent 3.5% high to today’s level of 3.1% likely means that investors are looking through 
this rate hike cycle to consider the period of easing or lower Fed rates starting next year. 

This begs the question: Is this positive relief, or is there trouble ahead? 

POSITIVE RELIEF, OR IS THERE TROUBLE AHEAD? 

Let’s first focus on some positive relief. Since the 10-year Treasury yield’s 3.5% peak on June 14, 2022, rates 
have fallen, helping bond prices recover some. Since then, the Bloomberg U.S. Aggregate Bond Index has 
returned 2.7%, making up for some of the earlier losses mentioned above.  So, this is indeed some positive relief. 

Might there be trouble ahead?  Many would argue that the Fed will be forced to cut rates in 2023 because the 
effect of this rate hike cycle will have gone too far, slowing growth and potentially causing a recession.  Our 
colleague Dr. Piegza has forecasted that U.S. GDP will contract 2.1% in the fourth quarter of 2022, leading to a 
contraction of 0.6% over the full year of 2022.  She sees a greater than 50% risk of a recession over the coming 
year.  My team and I are more optimistic, as we explain in Market Volatility: More Storms, Clear Skies, or Both? 
Much will depend on inflation in the coming few months. 

CONCLUSION 

Market interest rates have risen in 2022, which caused a drop in bond prices and also presents a headwind for 
consumers and businesses as borrowing rates have increased.  The Fed has driven this by hiking rates and 
signaling more.  But after the Fed’s 0.75% rate hike in June, market rates have fallen, providing some relief.   
The question remains: Is this positive relief or a sign of trouble ahead? We lean toward the positive. 
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