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500 basis points and done  

By Taylor Schleich, Warren Lovely & Jocelyn Paquet 

As expected, the FOMC voted to raise the target range for the federal funds rate by 25 basis points to 5.00% to 5.25%. This marks the tenth 
straight rate increase of this 500 basis point hiking cycle that began in March 2022. Meanwhile, the Fed will continue to reduce its holdings of 
Treasuries and MBS pursuant to a pre-existing program and subject to monthly caps for both Treasuries ($60 billion/month) and agency MBS 
($35 billion/month). The interest rate on reserve balances increased an equivalent 25 bps to 5.15%. There were no dissenters in today’s decision.  

When it comes to ongoing stresses in the U.S. banking sector, the statement repeated March’s assessment that the “U.S. banking system is 
sound and resilient”. However, tighter conditions (presumably a result of banking stresses) “are likely to weigh on economic activity, hiring, and 
inflation” though the extent of this remains uncertain. 

On the broader economy, activity “expanded at a modest pace in [Q1]” and job gains have been “robust”. For the second straight decision,  
there was just three words afforded to the inflation assessment: “inflation remains elevated”. 

As for the future rate path, policymakers dropped March’s guidance “some additional policy firming may be appropriate”. Instead, they stated:   

“In determining the extent to which additional policy firming may be appropriate to return inflation to 2 percent over time, 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.”  

Nonetheless, the FOMC “remains highly attentive to inflation risks”. 

Press conference 

Powell began by speaking about recent banking sector stresses. Conditions have “broadly improved” since early March with the banking system 
sound and resilient. Of course, they’ll continue to monitor developments here. The remainder of the opening statement was a classic “on one 
hand, on the other hand” communique. He noted that there are some signs that supply and demand are coming back into balance (i.e., 
decelerating wage growth and falling job openings). Still, overall labour demand “substantially” exceeds the supply of available workers.  
Meanwhile, inflation has moderated somewhat since the middle of last year. Nonetheless, inflation pressures continue to run high and the process 
of getting inflation back down to 2% has a long way to go.  

When it comes to the decision itself, Powell said “support for the 25 bp increase rate increase was very strong across the board”. He acknowledged 
that members did talk about pausing but “not so much at this meeting.” Going forward, there will be an ongoing assessment of the impact of 
these 500 basis points of rate increase. They are “prepared to do more if greater monetary restraint is needed” and no decision has been made 
yet for June. However, consistent with the policy statement, Powell noted, “there’s a sense we’re much closer to the end of this than the beginning. 
We feel like we’re getting close or maybe even there”.  

What will the Fed be focused on going forward? Of course, the usual measures (i.e., growth, labour market and inflation data) are key to watch 
but increasingly they’ll be looking at what’s happening with credit tightening and the effect its having on lending conditions. While the Fed Chair 
highlighted the difficulty in quantifying recent banking stresses, he acknowledged that it would accelerate the credit tightening process, which 
was already clearly underway before March. Powell was not, however, ready to call for a recession (mild or otherwise) as the Fed staff has. He still 
anticipates “modest growth” because of “so much excess demand in the labour market”.    

As for the rate cuts that are discounted by markets, Powell provided some (mild) pushback: “We, on the Committee, have a view that inflation is 
going to come down, but not so quickly. It'll take some time. And in that world, if that forecast is broadly right, it would not be appropriate to cut 
rates and we won't cut rates. If you have a different forecast—and markets have been from time-to-time pricing in quite rapid reductions in 
inflation—we'd factor that in. But that's not our forecast…” 

Finally, Powell also fielded questions on the debt ceiling. As always, he was cautious wading into fiscal waters, but he did stress: “It’s essential that 
the debt ceiling be raised in a timely way… A failure to do that would be unprecedented. We’d be in uncharted territory and the consequences to 
the U.S. economy would be highly uncertain and could be quite averse… No one should assume that the Fed can protect the economy from the 
potential short- and long-term effects of a failure to pay our bills on time.” 

Bottom line  
The headline decision had been pretty well telegraphed, but it was really all about the guidance given at today’s meeting as the end of the 
tightening cycle had come into focus. By discarding the line that “some additional policy firming may be appropriate”, it appears that a pause is 
the preferred policy prescription from here out. That was the sense we got in Chair Powell’s press conference too. Yes, it’s fair to say that they’ve 
technically retained a hiking bias but Powell’s pledge to do more if needed felt somewhat superficial. To us, the bar for further hikes is now quite 
high and the consensus path for the economy/inflation is likely to be consistent with the FOMC remaining sidelined for much of this year. Indeed, 
we do not expect a hike at the next meeting in June. Increasingly the focus will and should shift to rate cuts. Powell spoke to this in the press 
conference and made it clear that, should the Committee’s economic/inflation forecast materialize, rate cuts would not be appropriate this year. 
However, our growth outlook is weaker, and we foresee faster disinflation than Fed policymakers. That environment might just be consistent with 
rate cuts starting very late this year, but we feel that market expectations for easing as soon as September may be too aggressive.  
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Fed’s statement (May 3rd, 2023):  
Economic activity expanded at a modest pace in the first quarter. Job gains have been robust in recent months, and the unemployment rate 
has remained low. Inflation remains elevated. 

The U.S. banking system is sound and resilient. Tighter credit conditions for households and businesses are likely to weigh on economic activity, 
hiring, and inflation. The extent of these effects remains uncertain. The Committee remains 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 5 to 5-1/4 percent. The Committee will closely monitor incoming 
information and assess the implications for monetary policy. In determining the extent to which additional policy firming may be appropriate 
to return inflation to 2 percent over time, 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; Lisa D. 
Cook; Austan D. Goolsbee; Patrick Harker; Philip N. Jefferson; Neel Kashkari; Lorie K. Logan; and Christopher J. Waller. 
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may be 
subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update the 
information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis and 
interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and nothing in this Report 
constitutes a representation that any investment strategy or recommendation contained herein is suitable or appropriate to a recipient’s individual 
circumstances.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU 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. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

U.S. Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major U.S. Institutional Investors only.   

This report is not subject to U.S. independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume any 
loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)).  If 
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 
for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) hold 
themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
opinions or conclusions contained in it be referred to without in each case the prior express written consent of NBF. 
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