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February 1, 2023 

A SINGULAR OBSESSION 

• The Federal Reserve raised its target for overnight interest rates by 0.25% to a range of 4.50–4.75%, the smallest hike since March 2022 

• Today’s increase will probably be followed by a pause in March, contingent on two CPI reports confirming slowing price pressures 

• There seems to be a singular obsession—misguided in our view—about how financial conditions transmit into real economic activity 

• FOMC statement retained the expectation of further rate hikes, but did acknowledge early signs of slowing inflation pressures 

The Federal Reserve Open Market Committee raised its target for overnight interest rates by 

0.25% to a range of 4.50–4.75%, the eighth consecutive meeting at which it raised rates for a 

total of 4.50% of tightening. We find it likely that, pending cooperation from two months of jobs 

and CPI data scheduled for release before the next FOMC meeting, the Fed will follow today’s 

hike with a pause in the tightening cycle—policymakers just aren’t allowed to say it yet. 

Data in the weeks since the Fed last met have generally pointed to slowing growth and inflation. 

Real final sales—a measure of core GDP—rose by +0.2% in 4Q, the slowest pace of growth since 

the pandemic-led recession. Forward-looking indicators, such as the ISM manufacturing and 

services indices, also portray a sense of slowing sales for businesses. The ISM series are prone to 

false positives, but in combination with other evidence, they are hinting at downside ahead. 

Inflation has, meanwhile, decelerated for several months, with the core CPI running a three-month 

annualized pace of +3.1%, the slowest since summer 2021. Moreover, since we societally know that 

rents are slowing, if we exclude shelter, “super core” CPI is at a -1.0% three-month pace, the slowest 

since the depths of the pandemic. Then again, if we exclude everything, there’s never any inflation. 

The more serious point, however, is that price pressures are coming off the boil. 

Financial markets seem to have a singular obsession about Fed policy and financial conditions (and in many cases, financial conditions 

are code for “equity markets”). The theory here is that Fed policy transmits to the real economy through financial conditions. If the 

Fed tightens and the cost of lending goes up, that has real-world financial impacts. Most financial conditions indices (FCIs) peaked 

in October 2022 and have been improving since; the obsession with these FCIs would imply that Fed policymakers need to fight 

inflation by making FCIs worse. But that’s not how financial conditions work. Stable FCIs at a relatively high level—and most measures 

suggest we are tighter than the 1994 or the 2004-2006 cycles—will also work to constrain activity. In that respect, we don’t believe 

Fed policymakers spend as much time today obsessing over FCIs as market participants seem to think. Slowing real-time inflation 

measures take precedence.  

Changes in the FOMC statement were more about the economic outlook than about the policy outlook. For one, the FOMC noted 

that “inflation has eased somewhat,” a not-quite-mission-accomplished contention. For another, the statement downgraded the 

effect of geopolitical matters, which had been inflationary, to just creating “elevated global uncertainty.” The most important 

component of the statement, however, was the maintenance of the statement that “ongoing increases in the target range will be 

appropriate.” It is hard to believe that assessment will hold up in the face of more weak growth or softening inflation data, but for 

the moment it remains. 

The trading response to the FOMC statement was not particularly dramatic. Treasuries weakened slightly across maturities, and the 

yield curve remains near its deepest inversion in about eight weeks. Risk assets were directionless to slightly stronger, and the dollar 

was within striking distance of its pre-release levels. While all eyes will be on Jay Powell this afternoon, Thursday morning’s ECB 

meeting likely offers better evidence of the direction for global interest rate markets. 

 

Treas. Now 1.45PM Chg.

3mo 4.65       4.65       +0.01

2yr 4.22       4.21       +0.01

5yr 3.61       3.60       +0.01

10yr 3.48       3.47       +0.01

30yr 3.60       3.59       +0.01

3m/2s (43)        (44)        +0

2s/10s (75)        (74)        -(1)

2s/30s (62)        (62)        -(0)

Source: Bloomberg
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•  While inflation is 

lower, FOMC still 

contends it 

“remains elevated”  

 

• “Ongoing 

increases” still 

appropriate after 

nearly 500bps of 

hikes inside a year 

 

 

 

 

 

 

 

• New voters for 

2023 include 

Goolsbee, Harker, 

Kashkari, and Logan 

 

 

 

 

Recent indicators point to modest growth in spending and production. Job gains have been robust in 

recent months, and the unemployment rate has remained low. Inflation has eased somewhat but remains 

elevated. 

Russia's war against Ukraine is causing tremendous human and economic hardship and is contributing to 

elevated global uncertainty. The Committee is highly attentive to inflation risks. 

The Committee seeks to achieve maximum employment and inflation at the rate of 2 percent over the 

longer run. In support of these goals, the Committee decided to raise the target range for the federal 

funds rate to 4-1/2 to 4-3/4 percent. The Committee anticipates that ongoing increases in the target range 

will be appropriate in order to attain a stance of monetary policy that is sufficiently restrictive to return 

inflation to 2 percent over time. In determining the extent of future increases in the target range, the 

Committee will take into account the cumulative tightening of monetary policy, the lags with which 

monetary policy affects economic activity and inflation, and economic and financial developments. In 

addition, the Committee will continue reducing its holdings of Treasury securities and agency debt and 

agency mortgage-backed securities, as described in its previously announced plans. The Committee is 

strongly committed to returning inflation to its 2 percent objective. 

In assessing the appropriate stance of monetary policy, the Committee will continue to monitor the 

implications of incoming information for the economic outlook. The Committee would be prepared to 

adjust the stance of monetary policy as appropriate if risks emerge that could impede the attainment of 

the Committee's goals. The Committee's assessments will take into account a wide range of information, 

including readings on labor market conditions, inflation pressures and inflation expectations, and financial 

and international developments. 

Voting for the monetary policy action were Jerome H. Powell, Chair; John C. Williams, Vice Chair; Michael 

S. Barr; Michelle W. Bowman; Lael Brainard; Lisa D. Cook; Austan D. Goolsbee; Patrick Harker; Philip N. 

Jefferson; Neel Kashkari; Lorie K. Logan; and Christopher J. Waller. 
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