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On hold and dropping its easing bias 

We expect the Fed to remain on hold at Kevin Warsh’s first meeting as chair on 17 June and indicate that the 
next move in rates is as likely to be up as it is down. Recent macro data show higher inflation and a stabilising 
labour market. We still see one rate cut at the end of this year but with the risks skewed towards inaction. 

FOMC meeting to cement current UST yields and limit the USD downside potential  

Current economic conditions are in not in favour of a UST rally in the near term. The first Warsh conference 
will cast investor attention and could be a source of volatility for Treasuries after the meeting.  

In the meantime, the interim agreement reached between the US and Iran could spark more risk appetite 
across markets and weigh on the greenback. However, the fact that US forward rates are still pricing in 15bp 
of rate hike in the US by December might still offer the USD a shield to the downside and limit a more intense 
fall of it in the near term.  

At Kevin Warsh’s first session as Fed chair on 16-17 June, the central bank will highly likely keep interest rates steady 
and probably drop its easing bias from the post-meeting statement. It would leave the target range for the federal 
funds rate at 3.50-3.75%. Financial markets are pricing in a hold with near certainty. 

Higher inflation and a stabilising labour market 

Recent macro data have indicated rising inflationary pressure and a stabilisation of the labour market. Payrolls have 
risen strongly in each of the past three months, averaging 188k per month, and job gains have become less 
concentrated by sector. The unemployment rate has been steady at 4.3%, close to the Fed’s estimate of the longer-
run equilibrium rate (4.2%).  

Meanwhile, headline CPI inflation rose sharply to 4.2% yoy in May, up from 2.4% in February before the onset of the 
Iran war. The rise has largely been driven by energy prices. Core CPI inflation edged up to 2.8% yoy in May, while core 
PCE inflation rose to 3.3% in April. Inflation was already elevated before the war due to tariffs, while non-housing 
services inflation (which is less affected by tariffs) has shown little or no improvement over the past two years. 
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Dropping its easing bias? 

The main question at this meeting is whether the FOMC will drop its easing bias from the post-meeting statement. 
We think it will. At the April FOMC meeting, 3 of 12 voting members (Beth Hammack, Neel Kashkari, and Lorie Logan) 
dissented against including an easing bias in the statement. Since then, Governor Waller (a dove) speaking on 22 
May said he would support removing the easing bias language. He said, “inflation is not headed in the right direction. 
Based on this recent data, I would support removing the <<easing bias>> language in our policy statement to make 
it clear that a rate cut is no more likely in the future than a rate increase. That doesn’t mean, however, that I think 
we should be considering rate increases in the near future."  

Rate cuts are not on the table in the near term. Equally, there appears to be a high bar to raise rates, given uncertainty 
regarding the outcome of the new round of negotiations that are set to start after the US and Iran reached an interim 
agreement yesterday (and therefore the future path for energy prices) and uncertainty regarding the impact of the 
energy price shock on the prices of non-energy goods and services from both indirect effects (via production costs) 
and second-round effects (via expectations). 

The labour market has held up so far, but low hiring leaves it vulnerable to shocks, and higher inflation will weigh on 
consumer spending. The fact that the federal funds rate is at the upper end of the neutral range of Fed officials’ 
estimates buys the central bank some time to “look through” the energy price shock.  

A vote to hold rates steady at this meeting could be unanimous, but it may not be long before the FOMC splits again. 
Cleveland Fed President Beth Hammack, in a speech on 2 June, said that if latest trends continue “it may soon be 
appropriate” to raise rates.  

Updated dot plot and Warsh’s first press conference 

This meeting is associated with a new Summary of Economic Projections (SEP) and “dot plot” of interest rate 
projections. The biggest change will likely be a rise in inflation projections, mostly for this year but also for 2027.  

GDP growth projections for 2026 could be lowered slightly with unemployment rate projections broadly unchanged. 
Accordingly, with the economy further from the Fed’s inflation goal than its maximum employment goal, the dot 
plot will likely shift up, with the median dot probably showing no cut for this year (from one cut in the March SEP).  

The 2027 median dot is likely to also shift up by 25bp, to 3.4%, while the 2028 median dot will probably remain at 
3.1%, in line with the longer-run dot. The message would be that rate cuts have been pushed back but not derailed. 
In his Senate confirmation hearing, Warsh indicated he is not a fan of the dot plot, suggesting it could tie the hands 
of Fed officials. It will be interesting to see what tone Kevin Warsh takes in the press conference. We think he will 
maintain the consensus-driven nature of Fed decision making, speaking on behalf of the FOMC, while probably 
providing less rate guidance compared to his predecessor. 

Our view 

We still expect the Fed to cut rates once at the end of this year, but the risks are skewed towards inaction. Our base 
case assumes energy prices will gradually ease from the summer.  

The upward effect on inflation from tariffs should fade in the second half of the year. This could open the door to a 
rate cut at year-end. If so, it is likely to be one and done. The resilience of the US economy, and the insensitivity of AI 
investment to interest rates, suggests the economy does not need lower rates. 
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Market reaction 

RATES 

Solid labour data in May, inflation rising above 4% for the first time in the past three years and geopolitical 
uncertainty have recently led to a hawkish repricing of market expectations regarding the fed fund rate trajectory, 
with investors currently pricing in a 25bp rate hike by the end of this year. The short end has been the most hit, with 
the 2Y UST yield trading above 4%, 30bp higher than at the end of the previous meeting in April. Upward pressure 
has been more contained at the long end of the curve, with the 10Y UST yield at around 4.5%. At 40bp, the 2/10Y 
UST spread is at the flattest level since the Liberation Day. 

While a rate hike is off the table at present, current macro conditions are a headwind for fixed-income markets. 
Updated Fed forecasts will likely confirm this picture, with the new dot plot probably showing no cuts for this year.  

As depicted in the chart below, forward rates have often anticipated changes in the Fed’s dot plot, although the latter 
tend to be more resilient and less sensitive to short-term dynamics. The post-meeting conference will be in the 
spotlight as well as it will be the first of Kevin Warsh as Fed Chair. From the conference, investors will try to assess 
whether current rate expectations are too aggressive for the new Fed Chair’s likings, and, from a longer-term 
perspective, which direction the Fed’s monetary policy will take in the next few years. 

MARKETS TEND TO ANTICIPATE CHANGES IN FED INTEREST RATE PROJECTIONS 

FORWARD RATES (SOLID LINES) VS. FED FORECASTS (DOTS) FOR THE END OF 2024, 2025 AND 2026 

 

Source: Bloomberg, The Investments Institute by UniCredit   

FX 

The reaction of the USD to the steady FOMC meeting outcome we expect will largely depend on what the Fed would 
reveal about its strategy under the new Warsh’s chairmanship.  

Increasing price pressure in the US would require more tightening, but this would increase frictions with the US 
Administration, while a complacent Fed on inflation would create a credibility problem and hurt the USD.  

The US unit is now primarily sensitive to swings in global risk aversion, but prospects of tighter Fed has offered 
support too: in the following chart the US dollar index (DXY), a basket of the USD against six major currencies, is 
plotted against the implied forward rate at the 9 December Fed meeting.  
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Even after the US and Iran struck a deal yesterday, US forwards have reduced but not definitively erased the likelihood 
of a rate hike by the Fed, with 15bp being still priced by December and 27bp by April 2027. This remains a prospect 
that may still offer the greenback a shield to the downside in the near term and make its slide less intense compared 
to other assets, and primarily oil prices. By contrast, in his first press conference Mr. Warsh should sound very though 
to raise market rate-hike expectations even more, while removing the easing bias and buying more time might be 
the best strategy for now.  

Moreover, the deal reached over the weekend between the US and Iran is only an interim agreement, setting the 
stage for another 60-day round of negotiations on the fate of Iran’s nuclear programme. The removal of sanctions 
and financial incentives to Iran also remain unresolved, while further military action by Israel cannot be ruled out.  

INCREASING RATE HIKE EXPECTATIONS IN THE US OFFERED THE USD FURTHER TAILWINDS  

DOLLAR DXY AND IMPLIED US POLICY RATE BY DECEMBER  

 

Source: LSEG, The Investments Institute by UniCredit.  
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Legal Notices 

Glossary 
Terms used in the report are available on our website: Our glossary. 

Marketing Communication 
This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and 
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of 
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even 
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an 
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal 
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead 
of the dissemination of investment research. 

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or 
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest. 
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all 
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable 
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and 
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry 
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own 
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation. 
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also 
be noted that:   

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results. 

2. If the investment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly 
according to changes in exchange rates and have an undesirable effect on the profitability of the investment. 

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the 
event of bankruptcy of the issuer, the investor may lose the entire capital. 

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at 
the time of sale up to the entire capital invested. 

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable 
information on their value. 

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of 
the customer and may be subject to change in the future. 

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results. 

8. Diversification does not guarantee a profit or protect against a loss.  

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this 
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication – 

including data, news, information, images, graphics, drawings, brands, and domain names – are owned by the UniCredit Group unless 

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not 
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes 
without prior written authorisation from UniCredit Group unless if purposes of personal use only.   E 25/1 
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