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The Fed Hiked and Kept its Options Open 

• The Fed broadly met expectations.... 

• ...by hiking 25bps... 

• ...and leaving options open into the June meeting... 

• ...while leaning against rate cut pricing  

The FOMC raised the fed funds target range by 25bps to 5.0–5.25% as widely expected 

but against tail bets they may have held unchanged. The Committee tweaked the forward 

rate guidance to retain optionality on whether to hike again. Chair Powell’s press 

conference emphasized that they are keeping options open in highly data dependent 

fashion into the June meeting. He was noncommittal toward whether they were signalling 

a pause, said it wasn’t considered for today, leaned against rate cut pricing and deferred 

further decisions to the June 13th–14th FOMC meeting. Overall this met my broad 

expectations for the overall tone that kept options open. This will further amplify market 

volatility around coming nonfarm and inflation reports along with monitoring 

developments across the banking sector. 

Charts 1–4 depict the reactions in financial markets from 2pmET onward. Stocks ended 

lower, the USD very slightly firmed versus crosses like CAD, and Treasury yields were 

volatile throughout the communications from 2pmET until about 3:20pmET but ended 

slightly lower. Further reaction into the Asian overnight session may be key. 

STATEMENT CHANGES ENHANCED OPTIONALITY 

The accompanying statement comparison at the back of this note highlights the few key 

changes that were made compared to the prior version. 

The description of current conditions and references to how tighter credit conditions are 

likely to weigh on economic activity, hiring and inflation were essentially unchanged. 

Key is that the language around forward guidance for the policy rate was tweaked to make 

additional tightening more conditional while not ruling it out.  

The relevant passage now says: 

“In determining the extent to which additional policy firming may be 

appropriate….” 

Which simplifies the prior statement’s reference that went as follows including the portion 

that is struck out in what is shown as it was not retained: 

Chart 2 

Chart 1 
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4080

4090

4100

4110

4120

4130

4140

4150

0
9

:3
0

:0
0

 A
M

10
:1

5
:0

0
 A

M

11
:0

0
:0

0
 A

M

11
:4

5
:0

0
 A

M

12
:3

0
:0

0
 P

M

0
1:

15
:0

0
 P

M

0
2

:0
0

:0
0

 P
M

0
2

:4
5

:0
0

 P
M

0
3

:3
0

:0
0

 P
M

0
4

:1
5

:0
0

 P
M

USD, May 03, 2023

Sources: Scotiabank Economics, Bloomberg.

S&P Fast Cash Index

1.355

1.356

1.357

1.358

1.359

1.360

1.361

1.362

1.363

1.364

0
9

:3
0

:0
0

 A
M

10
:1

5
:0

0
 A

M

11
:0

0
:0

0
 A

M

11
:4

5
:0

0
 A

M

12
:3

0
:0

0
 P

M

0
1:

15
:0

0
 P

M

0
2

:0
0

:0
0

 P
M

0
2

:4
5

:0
0

 P
M

0
3

:3
0

:0
0

 P
M

0
4

:1
5

:0
0

 P
M

Sources: Scotiabank Economics, Bloomberg.

USDCAD, May 03, 2023

USDCAD Exchange Rate

3.78

3.80

3.82

3.84

3.86

3.88

3.90

3.92

3.94

3.96

3.98

0
9

:3
0

:0
0

 A
M

10
:1

5
:0

0
 A

M

11
:0

0
:0

0
 A

M

11
:4

5
:0

0
 A

M

12
:3

0
:0

0
 P

M

0
1:

15
:0

0
 P

M

0
2

:0
0

:0
0

 P
M

0
2

:4
5

:0
0

 P
M

0
3

:3
0

:0
0

 P
M

0
4

:1
5

:0
0

 P
M

%, May 03, 2023

Sources: Scotiabank Economics, Bloomberg.

US Gov't 2-Yr Yield

3.30

3.32

3.34

3.36

3.38

3.40

3.42

3.44

0
9

:3
0

:0
0

 A
M

10
:1

5
:0

0
 A

M

11
:0

0
:0

0
 A

M

11
:4

5
:0

0
 A

M

12
:3

0
:0

0
 P

M

0
1:

15
:0

0
 P

M

0
2

:0
0

:0
0

 P
M

0
2

:4
5

:0
0

 P
M

0
3

:3
0

:0
0

 P
M

0
4

:1
5

:0
0

 P
M

%, May 03, 2023

Sources: Scotiabank Economics, Bloomberg.

US Gov't 10-Yr Yield

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics
mailto:derek.holt@scotiabank.com


2 Global Economics  

May 3, 2023 

SCOTIA FLASH 

“The Committee anticipates that some additional policy firming may 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 statement also indicated that the decision was unanimous. 

POWELL CAME OUT SWINGING 

Powell’s opening remarks during the presser set a mildly hawkish tone. He started with comments on banks and noted that “conditions 

have broadly improved since early March." He went on to emphasize their focus upon price stability and spelled out that “looking ahead, 

we'll take a data dependent approach to determining whether further tightening may be appropriate." 

His opening remarks went on to describe how the "labour market remains very tight" after flagging how interest sensitive sectors are 

weakening but that there are some signs that supply and demand in job markets are moving back toward balance but overall demand still 

exceeds the supply of available workers. 

Powell noted that "inflation pressures continue to run high and the process of getting inflation back down to 2% has a long way to go" while 

inflation expectations remain anchored. 

He elaborated upon how the FOMC is viewing credit conditions by stating that “the economy is likely to face further tightening from credit 

conditions" and that "the strains that emerged in early March appear to be driving even tighter financial conditions for households and 

businesses but the effects remain uncertain."  

Powell said that in light of these uncertainties they will be data dependent over time and in reference to possible further hikes said that "we 

will make that determination meeting by meeting based on the totality of the incoming data but we are prepared to do more if monetary 

policy restraint is needed." 

He sounded skeptical toward the progress that has been achieved toward getting inflation down to 2% thus far by noting that "reducing 

inflation is likely to require a period of below trend growth and some softening of labour market conditions" which hasn’t really begun as of 

yet. 

NO SUPPORT FOR A PAUSE TODAY 

Chair Powell was asked whether they considered a pause today and said no. Specifically he said “Support for the 25bps increase was very 

strong across the board. People did talk about the possibility of pausing but not at this meeting. There is a sense we're getting close or 

maybe even there but that's going to be an ongoing assessment." 

GUARDED AGAINST SIGNALLING A FUTURE PAUSE 

When asked whether he was signalling a pause, Powell flatly said "A decision on a pause was not made today. We will be driven by incoming 

data meeting by meeting and will approach that question at the June meeting." 

When asked again, he said “The assessment of the extent to which additional policy firming may be required is going to be determined 

meeting-by-meeting.” 

In case the reporters in the room were hard of hearing, his response to whether the bar is now set higher to tighten further he said “I can't 

really say. We can look at the data and make a careful assessment.” 

Powell did leave open the possibility they may be done by stating that they may be at their peak policy tightening through the combination 

of tools they have been using, or close to it. 

RATE EQUIVALENCE 

Powell was asked whether he has changed his prior guesstimate that the rate equivalence to credit tightening since banking turmoil began 

from a quarter point but with high uncertainty and said “It isn't possible to estimate. We have to be honest and humble about our ability to 

estimate. Conceptually we think we won't have to raise interest rates quite as high than if this had not happened, but the extent is uncertain.” 

IS THE FED SUFFICIENTLY RESTRICTIVE NOW? 

When asked whether dropping reference to tightening until conditions are “sufficiently restrictive” meant they believe they are now 

sufficiently restrictive, Powell said “It's not possible to say that with confidence now. You will note that the SEP in March indicated that the 
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median participant thought today's action would be the ultimate level for the policy rate. We don't know that now until we get to the June 

meeting.” 

LEANED AGAINST MARKET PRICING RATE CUTS 

Powell was asked whether he was inclined to rule out the rate cuts that markets are pricing by the end of the year and while he did not rule 

them out he set a high bar for doing so by stating the following: 

“We on the Committee have a view that inflation is going to come down not so quickly and that it will take some time. In that world 

if the forecast is broadly right then it would not be appropriate to cut rates. If you have a different forecast then it may be, but 

that's not our view. We think demand will have to weaken and the labour market will have to cool in order to achieve lower 

inflation." 

He also said that they "will want to see a few months of data" that they are achieving 2% inflation and that they are not close to that yet. He 

went on to note all of the false signals that inflation is ebbing that we have seen in recent years and how they have to be careful not to 

reach premature conclusions. 

OPTIMISM AROUND THE RECESSION DEBATE 

When he was asked whether Fed staff have revised their forecasts for a mild recession, he explained that there are a variety of views at the 

Fed and that “My own assessment is that the economy will continue to grow mildly this year." 

Powell went on to express amazement toward the strength of the labour market and suggested that this cycle’s response to tightening 

could prove to be different than in past periods which has been an argument I’ve been advancing. He said “It wasn't supposed to be 

possible for job openings to decline as much as possible without unemployment going up but it's happening. It's possible we will have a 

cooling in the labour market without big job losses. That would go against history, but I think that with so much excess demand with wage 

gains moving down still makes it possible. The case of avoiding a recession is more likely than the case of having a recession that I don't rule 

out either." 

DEBT CEILING DISCUSSED 

When asked to comment on the debt ceiling and its possible effects, Powell gave a sanitized and predictable response and said “These are 

fiscal policy matters for the elected representatives to deal with. It is essential that the debt ceiling be raised in a timely way. A failure to do 

that would be unprecedented and quite averse. No one should assume that the Fed can protect against the failure to pay our bills on time." 

When asked whether a possible debt ceiling standoff affected their decision today, he said “I wouldn't say so, it came up, but I wouldn't say 

it was a factor in today's decision.” I’m not sure one should have expected a different answer! 

PREDICTABLY AVOIDED PICKING WINNERS IN BANKING 

Powell was asked whether further consolidation in the banking sector would increase or decrease financial stability and whether he had any 

concern about the biggest bank getting bigger. His answer was predictable for a Fed boss who serves as one of the regulators of a vast 

array of banks. He cited evidence on the ongoing consolidation trend over a long period of time from 14k banks earlier in his career to 4k 

now. He went on to emphasize that it's healthy to have a range of different kinds of banks (imagine a Fed boss saying otherwise...) and that 

“It's probably good policy that we don't want the largest banks doing big acquisitions but this is an exception that is a good outcome for the 

system. Ultimately the law says it has to go to the least cost bid” in reference to JP Morgan’s acquisition of First Republic. 
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RELEASE DATE: March 22, 2023 

Recent indicators point to modest growth in spending and 

production. Job gains have picked up in recent months and are 

running at a robust pace; the unemployment rate has remained 

low. Inflation remains elevated.  

The U.S. banking system is sound and resilient. Recent 

developments are likely to result in tighter credit conditions for 

households and businesses and to weigh on economic activity, 

hiring, and inflation. The extent of these effects is 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 4–3/4 to 5 percent. The 

Committee will closely monitor incoming information and assess 

the implications for monetary policy. The Committee anticipates 

that some additional policy firming may 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; Lisa D. Cook; Austan D. Goolsbee; Patrick 

Harker; Philip N. Jefferson; Neel Kashkari; Lorie K. Logan; and 

Christopher J. Waller.  

RELEASE DATE: May 3, 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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