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Marketing communication 03 May 2023

A possible pause

ing Comment May 2023

Summary

* As expected, the FOMC delivered a hike of 25 bps, removed the “The Committee anticipates
that some additional policy firming may be appropriate” language from the formal statement -
laying the groundwork for a pause-, and Powell confirmed that the Committee does not
expect to cut rates this year.

* However, Powell said that a decision about a pause was not made at this meeting, although
he stressed that the change in language was meaningful.

* Therefore, we perhaps should characterize this as “a possible pause.”

* We expect the FOMC to remain on hold for the remainder of the year.

Introduction

As expected, the FOMC raised the target range for the federal funds rate by 25 bps to 5.00-5.25%.
The decision was unanimous. With First Republic out of the way, which was the main threat to a
rate hike, as we discussed in our preview, the FOMC was able to reach the terminal rate from the
projections made in March. As we expected, the FOMC removed the “some additional policy
firming” language from the formal statement -laying the groundwork for a pause-, and Powell
confirmed that the Committee does not expect to cut rates this year.

Statement

The change in the statement that was of most interest to the markets was of course related to the
forward guidance on rates policy. In the March statement, signalling another hike, the Committee
anticipated that some additional policy firming may be appropriate. Today, the FOMC replaced this
by “in determining the extent to which additional policy firming may be appropriate,” which
suggests a possible pause in the hiking cycle, without actually committing to a pause. The
sentence “in order to attain a stance of monetary policy that is sufficiently restrictive” was
dropped, as today's rate reached the terminal rate in the FOMC's projections. Also, “in
determining the extent of future increases” was merged with the additional policy firming phrase.
Regarding the economy, the statement essentially repeated that economic growth is modest, job
gains robust, unemployment low, and inflation elevated. The FOMC repeated that the banking
system is sound and resilient, but tighter credit conditions are likely to weigh on economic
activity, hiring, and inflation. There was no update of the projections of FOMC participants.
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Table 1: Median projections of FOMC participants (March 2023)

Variable 2023 2024 2025 Longer run

GDP growth 04 1.2 1.9 1.8
(0.5) (1.6) (1.8) (1.8)

Unemployment 4.5 4.6 4.6 4.0
(4.6) (4.6) (4.5) (4.0)

PCE inflation 33 2.5 2.1 2.0
(3.1 (2.5) 2.1 (2.0)

Core PCE 3.6 2.6 2.1

inflation (3.5) 25) @1

Federal funds 5.1 43 3.1 2.5

rate

(5.1 4.1 (3.1 (2.5)

Source: FOMC, March 22, 2023 (December 14, 2022)

Press conference

In his prepared statement, Powell said that any future policy action will depend on how events
unfold and the FOMC will make that decision meeting-by-meeting. During the Q&A, he said that
the decision on a pause was not made today, but he stressed that the change in language was
meaningful. He said the FOMC did discuss pausing, but not for this meeting. Powell said that the
Committee could afford to look at the data. In other words, the FOMC is hinting at a pause, laying
the groundwork by altering the language, but not committing to a pause yet. Meanwhile, Powell
repeated that the FOMC does not expect to cut rates: he said that their forecast is that inflation
will fall only slowly, and in this world it would not be appropriate to cut rates. Powell said that the
Fed staff still forecasts a mild recession, but that he believes it is still possible to avoid a recession.
He believes that avoiding a recession is still more likely than having a recession. But he said that a
mild recession was possible.

Conclusion

Powell still believes in a soft landing, but his own staff expects a mild recession starting later this
year, with a recovery over the subsequent two years. We have been forecasting a US recession in
the second half of 2023 since last year. In fact, we think a recession is inevitable if the Fed wants
to get inflation back to its 2% target rate. What's more, the dependence of the FOMC on
tightening credit conditions going forward has reduced the probability of a soft landing even
further. However, since the FOMC is in Volcker-mode and core inflation and nominal wage growth
remain persistent at elevated levels, we do not expect a pivot by the Fed (i.e. rate cuts) in 2023. At
the same time, we expect no further rate hikes for the remainder of 2023. The FOMC is likely to
wait and see what the lagged impact from the hiking cycle is, how credit tightening unfolds, while
problems at banks may further discourage the Committee from hiking further this year.
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Table 2: Rabobank forecasts of target range for federal funds rate in 2023

FOMC meeting Size of rate hike (bps) Target range (%)
Jan 31-Feb 1 25 4.50-4.75
March 21-22 25 4.75-5.00
May 2-3 25 5.00-5.25
June 13-14 0 5.00-5.25
July 25-26 0 5.00-5.25
Sept 19-20 0 5.00-5.25
Oct 31-Nov 1 0 5.00-5.25
Dec 12-13 0 5.00-5.25

Source: Rabobank
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank”
("Rabobank”) a cooperative with excluded liability. The liability of its members is limited. Authorised by De
Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiéle Markten. Rabobank London
Branch (RL) is authorised by De Nederlandsche Bank, the Netherlands and the Prudential Regulation Authority, and
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Further details are available on request. RL is registered in England and Wales under Company no. FC
11780 and under Branch No. BR002630. This document is directed exclusively to Eligible Counterparties and
Professional Clients. It is not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal
requirements designed to promote the independence of Investment Research and is not subject to any prohibition
on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial
assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an
impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on
any representations or statements made outside this document (oral or written) by any person which state or imply
(or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a
commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment
advice and nor is any information provided intended to offer sufficient information such that is should be relied
upon for the purposes of making a decision in relation to whether to acquire any financial products. The
information and opinions contained in this document have been compiled or arrived at from sources believed to be
reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or
correctness.

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in
substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a
judgement of RL as at the date of this document, and there can be no assurance that future results or events will be
consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to
change without notice.

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any
liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its
contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs,
their directors, officers and/or employees may have had or have a long or short position or act as a market maker
and may have traded or acted as principal in the securities described within this document (or related investments)
or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal
entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate
finance or other services to companies whose securities (or related investments) are described in this document.
Further, internal and external publications may have been issued prior to this publication where strategies may
conflict according to market conditions at the time of each publication.

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with
the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.
The distribution of this document in other jurisdictions may be restricted by law and recipients of this document
should inform themselves about, and observe any such restrictions.

A summary of the methodology can be found on our website

© Rabobank London, Thames Court, One Queenhithe, London EC4V 3RL  +44(0) 207 809 3000

RaboResearch | FOMC Post-Meeting Comment May 2023 | 03-05-2023 22:19
Please note the disclaimer at the end of this document.


https://research.rabobank.com/markets/en/aboutus/rm/index.html

