
What is Job One for the Federal Reserve?   
Beat inflation at any cost. 
“Is there a risk we would go too far?” Federal Reserve Chair Jay Powell asked 
rhetorically during the June 29th central bankers’ conference in Sintra, 
Portugal. “Certainly there’s a risk”, he answered. “The bigger mistake to 
make, let’s put it that way, would be to fail to restore price stability.”  

All major global economies are currently facing painful trade-offs. 
Domestically, the Fed tightening to gain control over inflation means slower 
growth, higher unemployment and increasing probability of a recession. 
There are no painless options, but the Fed believes some pain now in order 
to cool inflation is a superior option to more pain later that would be 
necessary if inflation became entrenched. We concur. We believe there has 
been a structural shift in the economy as a result of the “de-globalization” 
movement during the Trump years, the one-in-a century pandemic leading 
to near-shoring of production and a tighter domestic labor market, and 
increased geopolitical conflict. These factors make inflation a more 
persistent risk in the near to medium term as compared to the conditions 
that prevailed during the great moderation of 2010 to 2020. 

Fixed Income Second Quarter  
Market Performance 

Yields increased, particularly for 1-year and shorter maturities, and the yield 
curve flattened during the second quarter. The 1-year Treasury yield 
increased by 114 basis points (bps) to 2.74% during the quarter. The 2-year 
and 10-year Treasuries rose by 62 and 67 bps, respectively, during the 
quarter. The 2-year Treasury finished the quarter yielding 2.95%, while the 
10-year Treasury ended the quarter yielding 3.01%. The 30-year Treasury yield 
increased 73 bps to yield 3.18%. Corporate credit returns were negative. 
Below are highlights on fixed income performance during the quarter. 

Credit was negative as investors drove credit spreads wider. The •
Bloomberg U.S. Credit Index returned -6.9% while the U.S. Corporate 
High Yield Credit index returned -9.8%. High yield spreads widened 
from 343 basis points to 587 basis points during the quarter. 

The best performing segment of the fixed income market was U.S. •
Treasury Bills. 

Floating rate leveraged loans declined as the S&P/LSTA U.S. Leveraged •
Loan 100 Index returned -5.3%. 

Municipal bonds declined as higher rates impacted bond prices. The •
Bloomberg Municipal Bond index fell -2.9% for the quarter. High yield 
municipal bonds   generated a return of -5.6%.   

Emerging market sovereign debt, both local and U.S. dollar-•
denominated, declined. Almost all major developed and emerging 
market currencies declined relative to the U.S. Dollar.  

Summary of the Federal Open Market Committee 
Meeting Minutes for June 14-15, 2022 
The tone of the Fed minutes in June was certainly hawkish. This should be 
expected given the meeting was held soon after an upside surprise in 
inflation data resulted in a 75 bps rate hike versus the 50 bps the Fed had 
previously signaled. Here’s some of our takeaways from the minutes: 

The Fed sees GDP picking up in Q2 and remaining solid for the •
remainder of the year. 

Wage growth and supply-demand imbalances are leading to higher •
and more persistent inflation than expected. Participants saw little 
evidence of improvement in supply to date.Labor force participation 
remains below pre-pandemic levels due to accelerated retirements and 
participation is unlikely to move up considerably in the near term. 

Russian invasion of Ukraine and COVID lockdowns in China created •
substantial upward pressure on inflation. 

Participants raised concern that survey based measures of longer-run •
inflation expectations were beginning to drift above levels consistent 
with the Fed’s 2% target, although market based measures remain 
anchored. 

Growth risks are skewed to the downside and inflation risk is skewed •
to the upside. 

The Fed expects to hike fed funds rate another 50 bps or 75 bps in their •
July 27th meeting. 

The Fed believes rates must rise to restrictive levels (above neutral) to •
stop inflation and “more restrictive” rates may be needed in the future. 

Bottom line: The minutes reveal the Fed is focused on and increasingly 
worried about inflation and inflation expectations. On June 15, participants 
were prepared to hike 75 bps again in their July meeting if necessary. They 
were not worried about recession, though they saw growth risks skewed to 
the downside.  

Focusing on Inflation and the Details 
Personal Consumption Expenditure (PCE) inflation rose 0.6% month-on-month in 
May, the most current reading available, below the 0.7% consensus, for a 6.3% 
year-on-year gain. Core PCE prices (excluding food and energy) rose 0.3% month-
on-month, below the 0.4% consensus, for a 4.7% year-on-year increase. In 
comparison, headline and Core CPI are measuring even higher, rising 8.6% and 
6.0%, respectively, in May. We believe the gap between PCE and CPI could widen 
further due to differences in the weighting of energy and housing costs, two 
culprits pushing up CPI this year. Even though the Fed prefers Core PCE, focusing 
exclusively on the Core PCE feels like the “nuanced reading of inflation” Chair 
Powell cautioned against in his June 15th press conference. Year-on-year CPI 
readings close to double digits no doubt have the Fed’s attention. 

We believe prices for services and energy will remain high due to a shift in spending 
related to consumer mobility and continued supply tightness in commodities 
related to production constraints and geopolitical tensions. The more persistent 
and intense price increases are for services, food, and energy, the more heavy lifting 
goods disinflation will have to do in order to get overall price increases back on 
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track. Despite anecdotes of excess inventories and supply chain pressures easing, we 
have yet to see meaningful improvement in goods price pressures. 

Bottom line: PCE inflation rose slightly less than expected in May, but it’s still 
too high. The PCE could show more improvement this year than the CPI, but 
both measures will need to come down before the Fed will be satisfied with the 
inflation trajectory. Disinflation in goods prices will be needed to offset 
persistent increases in services and energy.  

Personal income rose 0.5% month-on-month in May and April’s increases was 
revised a tick higher to 0.5%. The May increase was in-line with the consensus 
while the revision to April made the overall reading a tad better. Consumption 
data didn’t fare as well. Consumer spending was revised from 0.9% to 0.6% 
month-on-month in April and rose just 0.2% in May. The consensus was 0.4%, 
making for a cumulative miss including the revision of 0.5%. The savings rate 
rose from 5.2% in April to 5.4% in May. 

Dampened spending and higher savings is consistent with recent weakness in 
consumer confidence and sentiment surveys, both of which show people are 
worried about future employment and real incomes. Consumer budgets are 
being stretched by inflation in essential goods while risk of recession has risen 
with the Fed’s “whatever it takes” messaging. The Fed’s moves are also 
having an effect on business investment, as higher rates and market volatility 
are lessening access to financing while constraints in labor and materials 
supply is also dampening plans for investments to increase production. We 
would not be surprised to see lower business confidence flow through to the 
job market, though we expect job openings to decline before we see a 
meaningful uptick in unemployment. 

How we are positioning portfolios at this time? 
In early June, the biggest market drivers were the May inflation increase and the 
subsequent 75 bps rate hike by the Fed. The inflation surprise originally triggered a 
further selloff in interest rates. However, by late June, a risk-off move based on 
recession worries brought long-term interest rates back closer to early June levels by 
month-end. On net the Treasury curve moved higher and flattened. 

As discussed earlier, corporate credit spreads widened in June as investors reduced 
risk and moved up in quality as consumer sentiment and confidence continue to 
weaken. However, we look to remain overweight and stay up-in-quality as credit 
fundamentals remain quite strong and we do not expect a spike in downgrades and 
defaults for the remainder of the year.  

Inflation data will continue to drive the macro narrative and the markets. It 
continues to be our view that interest rates could drift slightly higher as the Fed 
remains hawkish and as inflation remains elevated, however, our baseline case 
remains that growth and inflation will likely slow down to below-trend levels by 
the fourth quarter of this year. Thus, we believe the largest increases in rates are 
behind us and we look for the 10-year Treasury yield to end the year around 3.00-
3.30%. We believe a defensive tilt is appropriate and look to keep portfolio 
durations close to the benchmark. 

Fixed income markets have been very challenging in 2022. We know that 
rising interest rates have certainly weighed on total returns this year but they 
have also presented opportunities for increased income in the future for long-
term investors. We want to reiterate there are no positions in the portfolios 
with any credit concerns or sustainability concerns through the market cycle. 
Our focus remains on capital preservation and providing higher yields to long-
term investors. 

If you have any questions on strategy, performance or business development, 
please do not hesitate to contact us. 

Thank You 

Leo J. Dierckman Michael Richman, CFA 
(317) 843-3603 (317) 843-3602 
Leo.Dierckman@opco.com Michael.Richman@opco.com 

Mitchell D. DePoy, CFA  
(317) 843-3604  
Mitch.DePoy@opco.com

Oppenheimer Investment Management LLC  
Sales and Client Service 

630 W. Carmel Drive, Suite 250 
Carmel, IN 46032 
CONTACT: Cyndi Collins, 317.843.3607
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