Page 1

Minutes of the Federal Open Market Committee
January 31-February 1, 2023

A joint meeting of the Federal Open Market Committee
and the Board of Governors of the Federal Reserve Sys-
tem was held in the offices of the Board of Governors
on Tuesday, January 31, 2023, at 10:00 a.m. and contin-
ued on Wednesday, February 1, 2023, at 9:00 a.m.!

Attendance
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
Christopher J. Waller

Thomas 1. Barkin, Raphael W. Bostic, Mary C. Daly,
Loretta J. Mester, and Helen E. Mucciolo,
Alternate Members of the Committee

James Bullard and Susan M. Collins, Presidents of the
Federal Reserve Banks of St. Louis and Boston,
respectively

Kelly J. Dubbert, Interim President of the Federal
Reserve Bank of Kansas City

Joshua Gallin, Secretary

Matthew M. Luecke, Deputy Secretary
Brian J. Bonis, Assistant Secretary

Michelle A. Smith, Assistant Secretary

Mark E. Van Der Weide, General Counsel
Richard Ostrander, Deputy General Counsel
Trevor A. Reeve, Economist

Stacey Tevlin, Economist

Beth Anne Wilson, Economist

Shaghil Ahmed, Roc Armenter, James A. Clouse,
Brian M. Doyle, Eric M. Engen, Anna Paulson,
Andrea Raffo, and William Wascher, Associate
Economists

! The Federal Open Market Committee is referenced as the
“FOMC” and the “Committee” in these minutes; the Board
of Governors of the Federal Reserve System is referenced as
the “Board” in these minutes.

Patricia Zobel, Manager pro tem, System Open Market
Account

Stephanie R. Aaronson, Senior Associate Director,
Division of Research and Statistics, Board

Jose Acosta, Senior Communications Analyst, Division
of Information Technology, Board

Isaiah C. Ahn, Information Management Analyst,
Division of Monetary Affairs, Board

Alyssa Arute,2 Manager, Division of Reserve Bank
Operations and Payment Systems, Board

Kartik B. Athreya, Executive Vice President, Federal
Reserve Bank of Richmond

Penelope A. Beattie, Section Chief, Office of the
Secretary, Board

Travis J. Berge, Principal Economist, Division of
Research and Statistics, Board

David Bowman, Senior Associate Director, Division of
Monetary Affairs, Board

Isabel Caird, Principal Economist, Division of
Monetary Affairs, Board

Prabal Chakrabarti, Executive Vice President, Federal
Reserve Bank of Boston

Kathryn B. Chen, Director of Cross Portfolio Policy &
Analysis, Federal Reserve Bank of New York

Laura Choi, Senior Vice President, Federal Reserve
Bank of San Francisco

Daniel M. Covitz, Deputy Director, Division of
Research and Statistics, Board

Stephanie E. Curcuru, Deputy Director, Division of
International Finance, Board

2 Attended through the discussion of the economic and finan-
cial situation.
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Marnie Gillis DeBoer, Senior Associate Director,
Division of Monetary Affairs, Board

Navtej S. Dhillon, Special Adviser to the Board,
Division of Board Members, Board

Burcu Duygan-Bump, Special Adviser to the Board,
Division of Board Members, Board

Rochelle M. Edge, Deputy Director, Division of
Monetary Affairs, Board

Charles A. Fleischman, Adviser, Division of Research
and Statistics, Board

Glenn Follette, Associate Director, Division of
Research and Statistics, Board

Carlos Garriga, Senior Vice President, Federal Reserve
Bank of St. Louis

Michael S. Gibson, Director, Division of Supervision
and Regulation, Board

Christine Graham, Deputy Associate Director, Division
of Supervision and Regulation, Board

Joseph W. Gruber, Executive Vice President, Federal
Reserve Bank of Kansas City

Valerie S. Hinojosa, Section Chief, Division of
Monetary Affairs, Board

Jane E. Ihrig, Special Adviser to the Board, Division of
Board Members, Board

Michael T. Kiley, Deputy Director, Division of
Financial Stability, Board

Anna Kovner, Director of Financial Stability Policy
Research, Federal Reserve Bank of New York

David E. Lebow, Senior Associate Director, Division
of Research and Statistics, Board

Sylvain Leduc, Director of Research, Federal Reserve
Bank of San Francisco

Andreas Lehnert, Director, Division of Financial
Stability, Board

Karen Leone de Nie, Vice President, Reserve Bank of
Atlanta

Kurt F. Lewis,? Special Adviser to the Board, Division
of Board Members, Board

Laura Lipscomb, Special Adviser to the Board,
Division of Board Members, Board

Francesca Loria, Senior Economist, Division of
Monetary Affairs, Board

Andrew Meldrum, Assistant Director, Division of
Monetary Affairs, Board

Ann E. Misback, Secretary, Office of the Secretary,
Board

Michelle M. Neal, Head of Markets, Federal Reserve
Bank of New York

Giovanni Olivei, Senior Vice President, Federal
Reserve Bank of Boston

Ander Perez-Orive, Principal Economist, Division of
Monetary Affairs, Board

Nellisha D. Ramdass, Deputy Director, Division of
Monetary Affairs, Board

Julie Ann Remache, Head of Cross Market & Portfolio
Analysis, Federal Reserve Bank of New York

Linda Robertson, Assistant to the Board, Division of
Board Members, Board

Zina Bushra Saijid, Senior Financial Analyst, Division
of International Finance, Board

Zack Saravay, Financial Institution and Policy Analyst,
Division of Monetary Affairs, Board

Samuel Schulhofer-Wohl, Senior Vice President,
Federal Reserve Bank of Dallas

Chiara Scotti, Deputy Associate Director, Division of
Financial Stability, Board

Nitish Ranjan Sinha, Special Adviser to the Board,
Division of Board Members, Board

Ellis W. Tallman, Executive Vice President, Federal
Reserve Bank of Cleveland

Manjola Tase, Principal Economist, Division of
Monetary Affairs, Board
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Alene G. Tchourumoft, Senior Vice President, Federal
Reserve Bank of Minneapolis

Robert J. Tetlow, Senior Adviser, Division of Monetary
Affairs, Board

Clara Vega, Special Adviser to the Board, Division of
Board Members, Board

Jeffrey D. Walker,? Associate Director, Division of
Reserve Bank Operations and Payment Systems,

Board

Min Wei, Senior Associate Director, Division of
Monetary Affairs, Board

Jonathan Willis, Vice President and Senior Economist,
Federal Reserve Bank of Atlanta

Paul R. Wood, Special Adviser to the Board, Division
of Board Members, Board

Rebecca Zarutskie, Special Adviser to the Board,
Division of Board Members, Board

Annual Organizational Matters?

The agenda for this meeting reported that advices of the
election of the following members and alternate mem-
bers of the Federal Open Market Committee for a term
beginning January 31, 2023, were received and that these
individuals executed their oaths of office.

The elected members and alternate members were as fol-
lows:

John C. Williams, President of the Federal Reserve Bank
of New York, with Helen E. Mucciolo, Interim First
Vice President of the Federal Reserve Bank of New
York, as alternate

Patrick Harker, President of the Federal Reserve Bank
of Philadelphia, with Thomas 1. Barkin, President of the
Federal Reserve Bank of Richmond, as alternate

Austan D. Goolsbee, President of the Federal Reserve
Bank of Chicago, with Loretta J. Mester, President of the
Federal Reserve Bank of Cleveland, as alternate

Lorie K. Logan, President of the Federal Reserve Bank
of Dallas, with Raphael W. Bostic, President of the Fed-
eral Reserve Bank of Atlanta, as alternate

3 Committee organizational documents are available at
www.federalteserve.gov/monetarypolicy/rules_authotiza-
tions.htm.

Neel Kashkari, President of the Federal Reserve Bank of
Minneapolis, with Mary C. Daly, President of the Federal
Reserve Bank of San Francisco, as alternate.

By unanimous vote, the following officers of the Com-
mittee were selected to serve until the selection of their
successors at the first regularly scheduled meeting of the
Committee in 2024:

Jerome H. Powell Chair
John C. Williams Vice Chair
Joshua Gallin Secretary

Matthew M. Luecke
Brian J. Bonis

Michelle A. Smith

Mark E. Van Der Weide

Deputy Secretary
Assistant Secretary
Assistant Secretary
General Counsel

Richard Ostrander Deputy General Counsel
Chatles C. Gray Assistant General Counsel
Trevor A. Reeve Economist

Stacey Tevlin Economist

Beth Anne Wilson Economist

Shaghil Ahmed

Roc Armenter
James A. Clouse
Brian M. Doyle
Eric M. Engen
Bevetly J. Hirtle
Anna Paulson
Andrea Raffo
Chiara Scotti*

William Wascher Associate Economists

By unanimous vote, the Committee selected the Federal
Reserve Bank of New York to execute transactions for
the System Open Market Account (SOMA).

By unanimous vote, the Committee selected Patricia Zo-
bel to serve at the pleasure of the Committee as deputy
manager of the SOMA through February 20, 2023, and
Roberto Perli and Julie Ann Remache to serve at the
pleasure of the Committee as manager and deputy man-
ager of the SOMA, respectively, effective February 21,
2023, on the understanding that these selections were
subject to being satisfactory to the Federal Reserve Bank
of New York.

Secretary’s note: The Federal Reserve Bank of
New York subsequently sent advice that the se-
lections indicated previously were satisfactory.

# Chiara Scotti’s selection was set to be effective upon her em-
ployment with the Federal Reserve Bank of Dallas.


http://www.federalreserve.gov/monetarypolicy/rules_authorizations.htm
http://www.federalreserve.gov/monetarypolicy/rules_authorizations.htm
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As part of the annual review of the Committee’s govern-
ance documents for open market operations and foreign
currency transactions, the Committee unanimously ap-
proved a new governance document titled “FOMC Au-
thorizations and Continuing Directives for Open Market
Operations.” The new document includes (1) authori-
zations previously in the Committee’s Authorization for
Foreign Currency Operations and Authorization for
Domestic Open Market Operations; (2) a new “Contin-
uing Directive for Domestic Open Market Operations,”
which combines direction to the Desk in the Standing
Repurchase Agreement Facility and FIMA Repurchase
Agreement Facility resolutions with direction to the
Desk to continue to carry out other ongoing activities;
(3) the Foreign Currency Directive; and (4) two other
existing documents related to contingency arrange-
ments. The new unified document improves clarity and
transparency in the governance of Desk activities but
does not make substantive changes to governance. The
domestic policy directive released after each FOMC
meeting will have modest conforming changes going
forward.

Ahead of the vote on policies relating to information se-
curity, external communications, and investment and
trading, the Chair commented on the critical importance
of maintaining the public’s trust and confidence in the
Federal Reserve as an institution and indicated that these
policies were very important in that regard. All partici-
pants indicated support for, and agreed to abide by the
requirements of, the Program for Security of FOMC In-
formation (Program), the FOMC Policy on External
Communications of Committee Participants, the FOMC
Policy on External Communications of Federal Reserve
System Staff, and the Investment and Trading Policy for
FOMC Officials. The Committee voted unanimously to
reaffirm all four policies without revision.?

As part of the Committee’s annual organizational review
process, all participants indicated support for the State-
ment on Longer-Run Goals and Monetary Policy Strat-
egy, and the Committee voted unanimously to reaffirm
it without revision.?

Developments in Financial Markets and Open
Market Operations

The manager pro tem turned first to a review of U.S.
financial market developments. Market participants
generally expected U.S. economic growth to moderate
this year, although there was a wide dispersion in views
about the extent of a potential slowdown. Market par-
ticipants interpreted incoming data as pointing to mod-
erating inflation risks. Against this backdrop, market

participants judged that the FOMC would likely slow the
pace of rate increases further at the current meeting, and
respondents to the Desk’s Survey of Primary Dealers
and Survey of Market Participants widely expected the
Committee to implement a 4 percentage point increase
in the target range for the federal funds rate. Survey re-
spondents assessed that uncertainty around the likely
peak level of the policy rate narrowed relative to the
comparable results from the December surveys and, on
average, placed significant probability on a target federal
funds rate range close to 5 percent. A significant share
of survey respondents anticipated that the Committee
would hold the policy rate stable for much of 2023.

Moderating inflation in the United States and improving
global growth prospects lifted market sentiment. While
most Desk survey respondents expected subdued
growth or a mild recession in 2023, market participants
continued to see notable uncertainties ahead, including
prospects for a deeper downturn or the potential for
more persistent inflation.

Regarding the international outlook, signs of a faster re-
opening in China and a less severe downturn in Europe
eased concerns about global growth, contributing to a
depreciation in the exchange value of the dollar and sup-
porting optimism about emerging market economies.
Narrowing interest rate differentials between the United
States and other advanced foreign economies also con-
tributed to dollar depreciation, as some foreign central
bank communications suggested a need for further mon-
etary policy tightening to address inflation pressures. In
addition, the Bank of Japan unexpectedly widened its
yield curve control band at its December meeting to ad-
dress market functioning issues in the market for Japa-
nese government bonds. Over the period, some other
central banks communicated that they were at or near a
point where it would be appropriate to pause policy rate
increases and assess the effects of cumulative policy
tightening.

The manager pro tem turned next to a discussion of
money markets and Federal Reserve operations. Money
market rates were stable over the period, with the year-
end passing smoothly. As expected, balances in the
overnight reverse repurchase agreement (ON RRP) fa-
cility increased at year-end but quickly retraced. Market
participants generally expected usage of the ON RRP fa-
cility to continue a downward trend in 2023, moderating
the decline in reserve balances as the Federal Reserve’s
holdings of securities continue to run off. Should tran-
sitory pressures occur in money markets over the course
of the year, the manager pro tem noted that the standing
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repurchase agreement (repo) facility and discount win-
dow would be available to help support effective mone-
tary policy implementation.

The manager noted that, over coming months, develop-
ments affecting the Treasury General Account (TGA)
and Treasury financing could influence money market
conditions. An increase in TGA balances associated
with April individual tax receipts could result in a tem-
porary decline in reserve balances. In subsequent
months, uncertainties associated with the debt limit
could also be important. In particular, the Treasury
could increase bill issuance to rebuild TGA balances
once the debt limit is lifted, reducing reserves and po-
tentially lifting money market rates. The manager pro
tem noted that in recent months, investors in the
ON RRP facility had responded to small increases in
money market rates by shifting balances into private in-
vestments, and that reductions in ON RRP volumes
may help smooth adjustments in money markets.

By unanimous vote, the Committee ratified the Desk’s
domestic transactions over the intermeeting period.
There were no intervention operations in foreign
currencies for the System’s account during the
intermeeting period.

Staff Review of the Economic Situation

The information available at the time of the January 31—
February 1 meeting indicated that labor market condi-
tions remained tight in December, with the unemploy-
ment rate at a historical low. Consumer price inflation—
as measured by the 12-month percent change in the
price index for personal consumption expenditures
(PCE)—continued to step down in November and De-
cember but was still elevated. Real gross domestic prod-
uct (GDP) increased at a solid pace in the fourth quarter
of last year.

Total nonfarm payroll employment increased solidly in
December, although at a slower pace than in the previ-
ous two months. The unemployment rate moved back
down to 3.5 percent in December. The unemployment
rate for African Americans was unchanged, and the un-
employment rate for Hispanics ticked up; the unemploy-
ment rates for both groups remained above the aggre-
gate measure. The ageregate measures of both the labor
force participation rate and the employment-to-popula-
tion ratio edged up. The private-sector job openings
rate, as measured by the Job Openings and Labor Turn-
over Survey, was flat in November and remained high.

Measures of nominal wage growth slowed at the end of
last year but continued to be elevated. The three-month

change in the employment cost index (ECI) of houtly
compensation in the private sector slowed to a 4.0 pet-
cent annual rate in December, while the three-month
change measure of average hourly earnings (AHE) for
all employees eased to an annual rate of 4.1 percent.
Over the 12 months ending in December, the ECI in-
creased 5.1 percent, and AHE rose 4.6 percent.

Consumer price inflation eased in November and De-
cember but remained elevated. Total PCE price infla-
tion was 5.0 percent over the 12 months ending in De-
cember, 1.1 percentage points lower than the October
tigure. Core PCE price inflation, which excludes
changes in consumer energy prices and many consumer
food prices, was 4.4 percent over the 12 months ending
in December, down 0.7 percentage point from its Octo-
ber reading. The trimmed mean measure of 12-month
PCE price inflation constructed by the Federal Reserve
Bank of Dallas was 4.4 percent in December, 0.3 per-
centage point lower than in October. The latest survey-
based readings on longer-term inflation expectations
from the University of Michigan Surveys of Consumers
and the Federal Reserve Bank of New York’s Survey of
Consumer Expectations remained within the range of
their values reported in recent months, while near-term
measures of inflation expectations from these surveys
moved down along with actual inflation.

Although real GDP expanded at an annual rate of
2.9 percent in the fourth quarter, real private domestic
tinal purchases (PDFP)—which includes PCE, residen-
tial investment, and business fixed investment—in-
creased at a subdued annual rate of 0.2 percent. Real
GDP growth was bolstered especially by a large gain in
inventory investment and a notable contribution from
net exports, as imports fell more than exports. Both in-
ventories and net exports are volatile categories in aggre-
gate spending. Regarding production, U.S. manufactur-
ing output declined sizably in both November and De-
cember.

Foreign economic growth slowed in the fourth quarter,
weighed down by the COVID-19-related slowdown in
China and repercussions of Russia’s war against Ukraine.
Weaker global demand and a rebalancing from goods to
services also resulted in a pronounced slowdown in
manufacturing, which weighed on activity in emerging
Asia. In China, the pivot away from its zero-COVID
policy appears to have resulted in a rapid surge in virus
cases late in the year, but also in a rebound in activity as
restrictions were rapidly removed. In Europe, the slow-
down in economic growth was tempered by mild winter
weather, which also prompted further declines in energy
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prices. A decline in retail energy as well as food prices
contributed to an easing in headline consumer price in-
flation in many foreign economies. With core inflation
remaining elevated amid tight labor markets, however,
many central banks continued to tighten monetary pol-
icy.

Staff Review of the Financial Situation

Over the intermeeting period, the market-implied fed-
eral funds rate path was little changed for 2023 but mod-
cerately moved down further out. Nominal Treasury
vields were little changed, while swaps-based inflation
compensation measures fell notably. Stock market in-
dexes were slightly higher, and market volatility declined
but remained slightly elevated. Businesses and house-
holds continued to face elevated borrowing costs.
Credit quality remained strong overall, although there
were some signs of deterioration for consumer loans.

The market-implied federal funds rate path for 2023 was
little changed, on net, during the intermeeting period but
fell moderately beyond mid-2024. On net, nominal
Treasury yields were roughly unchanged, and swaps-
market-implied inflation compensation measures fell
notably.

Broad stock price indexes ended the intermeeting period
only slightly higher despite sizable fluctuations. Equity
prices fell sharply following the December FOMC state-
ment but recovered over the remainder of the period in
response to data releases. The VIX—the one-month
option-implied volatility on the S&P 500—decreased
somewhat but remained slightly above the median range
of its historical distribution. Spreads on investment-
grade and high-yield corporate bonds narrowed some-
what, on net, over the intermeeting period, while spreads
on municipal bonds narrowed substantially.

Conditions in short-term funding markets remained sta-
ble over the intermeeting period, with the December in-
crease in the target range for the federal funds rate and
the associated increases in the Federal Reserve’s admin-
istered rates passing through quickly to overnight money
market rates. In secured markets, repo rates were
roughly the same as the ON RRP offering rate but con-
tinued to occasionally print slightly higher around days
with Treasury bill and coupon settlements. Daily take-
up in the ON RRP facility remained elevated, reflecting
continued elevated assets under management (AUM) for
money market mutual funds (MMFs), ongoing uncer-
tainty around the policy path, and limited supply of al-
ternative investments such as Treasury bills. Net yields
on MMFs rose further over the intermeeting period,
mostly passing through the increase in administered

rates. Bank deposit rates gradually increased but contin-
ued to lag cumulative increases in the federal funds rate.

Over the intermeeting period, investor perceptions of an
improved economic outlook in China and Europe con-
tributed to increases in foreign risky asset prices and
weighed on the exchange value of the dollar. Global eq-
uity indexes rose, supported in part by lower European
natural gas prices and China’s decision to abandon its
zero-COVID policy. Sovereign yields increased notably
in the euro area and Japan, reflecting more-restrictive-
than-expected communications from the European
Central Bank and the Bank of Japan’s decision to widen
its yield curve control target band, respectively. In con-
trast, yields in other major advanced foreign economies
were little changed on net. The staff’s broad dollar index
declined over the intermeeting period, with larger de-
clines against emerging market economy (EME) curren-
cies amid significant inflows into EME-focused invest-
ment funds in January on improved investor sentiment.
Narrowing yield differentials between the United States
and some advanced foreign economies also contributed
to the depreciation of the dollar.

In domestic credit markets, businesses and households
continued to face elevated borrowing costs. Yields for
corporate bonds declined, while borrowing costs for lev-
eraged loans were little changed at elevated levels. Bank
interest rates for commercial and industrial (C&I) loans
continued to trend upward in the fourth quarter. Yields
on municipal bonds declined during the intermeeting pe-
riod but remained above their historical average. Resi-
dential mortgage rates were little changed over the inter-
meeting period and remained well above their levels in
the previous tightening cycle, notwithstanding the de-
cline from their peak in early November. Interest rates
on existing credit cards continued to increase in recent
months, and interest rates on new auto loans also rose
through mid-January.

Credit remained broadly available for businesses and
households with strong credit quality but remained tight
for lower-rated borrowers. Lending standards tightened
further for bank-dependent borrowers. Issuance of cor-
porate bonds was subdued in December before picking
up somewhat in January. New launches of leveraged
loans were notably subdued in December and January,
likely reflecting soft investor demand and higher refer-
ence rates on floating-rate loans.

In the January Senior Loan Officer Opinion Survey on
Bank Lending Practices (SLOOS), banks reported hav-
ing tightened C&I and commercial real estate (CRE)
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lending standards over the previous three months. Al-
though C&l loans at banks continued to expand through
December, they decelerated relative to earlier in the year,
in line with tighter lending standards and weaker demand
for C&lI loans over the fourth quarter. CRE loan growth
on domestic banks’ balance sheets remained robust in
the fourth quarter. Meanwhile, issuance of commercial
mortgage-backed securities remained slow in November
and December, amid high base interest rates and
spreads. Some tightening in lending conditions was also
evident for small businesses, with the share of small
firms reporting that it was more difficult to obtain credit
compared with three months earlier continuing to trend
up through December.

Credit was broadly available in the residential mortgage
market for high-credit-score borrowers who met stand-
ard conforming loan criteria. Credit availability for
households with lower credit scores was considerably
tighter, though comparable to levels prevailing before
the pandemic. Purchase mortgage applications and re-
tinance applications were both little changed over the in-
termeeting period. Home equity line of credit (HELOC)
balances at banks continued to grow through the fourth
quarter, on net, potentially reflecting homeowners using
HELOC: as a preferred way of extracting home equity
in the presence of high current mortgage rates. In the
January SLOOS, banks reported tighter standards for all
consumer loans. Even so, total credit card balances in-
creased at a solid pace in November, while auto loans
grew modestly.

Overall, credit quality remained strong, although there
was some deterioration for credit card and auto loan
borrowers and some predictors of future credit quality
worsened a bit further. The volume of corporate bond
rating downgrades outpaced upgrades in December, al-
though the level of downgrades remained moderate.
Leveraged loans experienced notable net rating down-
grades in December, but the pace moderated in January.
Default rates on corporate bonds and leveraged loans
remained low. Measures of expected default probabili-
ties for corporate bonds and leveraged loans remained
elevated relative to their historical distributions. The
credit quality of businesses that borrow from banks re-
mained sound, on balance, although, in the January
SLOOS, banks reported expecting a deterioration in the
quality of business loans in their portfolio over 2023.
Delinquencies on small business loans continued to edge
up in November but remained low relative to historical
levels.

The credit quality of households also remained strong,
on balance, despite some signs of detetioration. Delin-
quencies for Federal Housing Administration mortgages
increased slightly, but overall mortgage delinquency
rates were still near pre-pandemic lows. Delinquency
rates for credit cards and auto loans continued to rise
during the third quarter. While delinquency rates on
credit cards were still relatively low, those on auto loans
rose above pre-pandemic levels. In the January SLOOS,
banks reported expecting a further deterioration in the
quality of household loans in 2023, especially for con-

sumer loans.

The staff provided an update on its assessment of the
stability of the financial system and, on balance, charac-
terized the financial vulnerabilities of the U.S. financial
system as moderate. The staff judged that asset valua-
tion pressures remained notable. In particular, the staff
noted that measures of valuations in both residential and
commercial property markets remained high, and that
the potential for large declines in property prices re-
mained greater than usual. In addition, the forward
price-to-earnings ratio for S&P 500 firms remained
above its median value despite the decline in equity
prices over the past year. The staff assessed that valua-
tion pressures had eased for corporate bonds and lever-
aged loans, as spreads in both markets had increased
from recent lows.

The staff assessed that vulnerabilities associated with
household and business leverage remained moderate,
noting that although measures of business leverage were
at or near a historically high level, the ability of firms to
service their debt has kept pace with rising debt loads
and interest rates. Household borrowing rose for bor-
rowers with prime credit scores but declined for house-
holds with lower credit scores. Vulnerabilities associated
with financial leverage also remained moderate. In par-
ticular, risk-based capital ratios for banks increased
slightly, a staff measure of leverage at life insurance com-
panies remained relatively flat in recent quarters, and lev-
erage among private credit funds has remained steady
for several years. While measures of hedge fund leverage
have decreased since the pandemic shock, the staff
noted that leverage among the largest funds was on track
to return to 2019 levels.

Vulnerabilities associated with funding risks were char-
acterized as moderate. The rising rate environment has
prompted inflows into prime retail MMFs, while AUM
at prime institutional funds, which have proved more
sensitive to turmoil in the past, have grown much less.
Assets in open-end mutual funds that invest in less liquid
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instruments like bank loans or high-yield corporate
bonds have declined notably over the past year. In re-
sponse to vulnerabilities at MMFs and open-end mutual
funds, the Securities and Exchange Commission has
proposed rules to make these funds more resilient.

Staff Economic Outlook

The forecast for the U.S. economy prepared by the staff
for this FOMC meeting had a somewhat higher path for
the level of real GDP and a modestly lower path for the
unemployment rate than in the December projection, re-
flecting both the recent data and a small additional boost
to output from a lower projected path for the dollar. Al-
though recent data indicated that real GDP growth in
the fourth quarter of 2022 was stronger than expected,
real PDFP growth was weaker than previously forecast,
and the large, unexpected boost to GDP growth from
inventory investment was not projected to persist. In
part reflecting the lagged effects of previous monetary
policy tightening, the staff still projected real GDP
growth to slow markedly this year and the labor market
to soften. The staff forecast continued to include a
pickup in real GDP growth starting next year, although
projected output growth in 2024 and 2025 remains be-
low the staff’s estimate of potential output growth. The
level of real output was expected to move down to the
staff’s estimate of potential near the end of 2025. Like-
wise, the unemployment rate was projected to gradually
move up to the staff’s estimate of its natural rate at the
end of 2025.

On a four-quarter change basis, total PCE price inflation
was forecast to be 2.8 percent in 2023, and core inflation
was expected to be 3.2 percent, both lower than in the
December projection. With the effects of supply—de-
mand imbalances in goods markets expected to further
unwind and labor and product markets projected to be-
come less tight, the staff continued to forecast that infla-
tion would decline further over 2024 and 2025. On a
four-quarter change basis, core goods inflation was pro-
jected to move down further this year and then remain
subdued, housing services inflation was expected to peak
later this year and then move down, and core nonhous-
ing services inflation was forecast to slow as nominal
wage growth eased. With steep declines in consumer
energy prices and a substantial moderation in food price
inflation expected for this year, total inflation was pro-
jected to step down markedly this year and then to track
core inflation over the following two years. In 2025,
both total and core PCE price inflation were expected to
be near 2 percent.

The sluggish growth in real private domestic spending
expected this year and the persistently tight financial
conditions were seen as tilting the risks to the downside
around the baseline projection for real economic activ-
ity, and the staff still viewed the possibility of a recession
sometime this year as a plausible alternative to the base-
line. Moreover, with core PCE price inflation having
slowed in recent months, along with the cumulative up-
ward revisions to the core inflation projection over the
past year and the expected softening in economic
growth, the staff now viewed the risks around the base-
line forecast for inflation this year as balanced. For be-
yond this year, the staff continued to view the risks
around the inflation projection as skewed to the upside,
reflecting concerns about the potential persistence of in-
flation.

Participants’ Views on Current Conditions and the
Economic Outlook

In their discussion of current economic conditions, par-
ticipants noted that recent indicators pointed to modest
growth in spending and production. Nonetheless, job
gains had been robust in recent months, and the unem-
ployment rate remained low. Inflation had eased some-
what but remained elevated. Participants recognized
that Russia’s war against Ukraine was causing tremen-
dous human and economic hardship and was contrib-
uting to elevated global uncertainty. Against this back-
ground, participants continued to be highly attentive to
inflation risks.

Participants agreed that cumulative policy firming to
date had reduced demand in the most interest-rate-sen-
sitive sectors of the economy, particularly housing. Par-
ticipants observed that growth in economic activity in
2022 had been below its longer-run trend and expected
that real GDP growth would slow further in 2023. While
real GDP growth had rebounded in the second half of
2022, several participants noted that growth in PDFP
had neatly stalled in the fourth quarter. With inflation
remaining unacceptably high, participants expected that
a period of below-trend growth in real GDP would be
needed to bring aggregate demand into better balance
with aggregate supply and thereby reduce inflationary
pressures. Some participants judged that recent eco-
nomic data signaled a somewhat higher chance of con-
tinued subdued economic growth, with inflation falling
over time to the Committee’s longer-run goal of 2 per-
cent, although some participants noted that the proba-
bility of the economy entering a recession in 2023 re-
mained elevated.
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In their discussion of the household sector, participants
observed that real consumer spending had declined in
November and December—in part reflecting the tight-
ening in financial conditions over the past year—and an-
ticipated that consumption would likely grow at a sub-
dued rate in 2023. Participants noted that excess savings
accumulated during the pandemic had continued to sup-
port consumption, although several participants re-
marked that the importance of this factor would likely
wane over time as excess savings continued to be drawn
down or eroded by inflation. A couple of participants
observed that some consumers were shifting their
spending to less expensive alternatives. A few partici-
pants noted the effects of higher interest costs in re-
straining consumption or inhibiting the ability of some
households to repay their loans, while a couple of par-
ticipants noted that inflation was eroding households’
purchasing power. However, a couple of participants
noted that some states could return part of their sizable
budget surpluses to households through tax cuts or re-
bates, which would provide support to consumption.
Participants agreed that activity in the housing market
had continued to weaken, largely reflecting the increase
in mortgage rates over the past year.

Regarding the business sector, participants observed that
growth in business fixed investment spending had been
subdued in the fourth quarter and was being restrained
by past interest rate increases. A number of participants
commented that supply bottlenecks continued to ease,
although supply chain issues remained a challenge in
some sectors. Several participants remarked that the re-
cent strong growth in inventory investment will likely
slow; a couple of those participants noted that busi-
nesses appeared more confident that significant supply
bottlenecks would not reemerge and might therefore
choose to hold smaller inventories. Some patticipants
commented that the easing of COVID-related lockdown
restrictions in China or stronger-than-expected growth
in economic activity in the euro area could provide sup-
port to final demand in the United States.

Participants agreed that the labor market remained very
tight and assessed that labor demand substantially ex-
ceeded the supply of available workers. Participants
noted that the unemployment rate had returned to a his-
torically low level in December, job vacancies remained
high, and wage growth remained elevated. Several par-
ticipants noted that recent reductions in the workforces
of some large technology businesses followed much
larger increases over the previous few years and judged
that these reductions did not appear to reflect wide-

spread weakness in the demand for labor. A few partic-
ipants remarked that some business contacts appeared
keen to retain workers even in the face of slowing de-
mand for output because of their recent experiences of
labor shortages and hiring challenges. Participants
agreed that labor supply remained constrained by struc-
tural factors such as the effects from the pandemic, in-
cluding those on early retirements, and the reduced avail-
ability and increased cost of childcare. Nevertheless,
participants noted tentative signs that imbalances be-
tween demand and supply in the labor market were im-
proving, with job vacancies and payroll gains declining
somewhat from high levels, the average number of
hours worked falling, and growth in wages and employ-
ment costs slowing. Some participants commented on
the recent reduction in temporary employment, which
previously had often preceded more widespread reduc-
tions in labor demand. Under appropriate monetary
policy, participants expected labor market demand and
supply to come into better balance over time, easing up-
ward pressure on nominal wages and prices. A number
of participants commented on the importance of recog-
nizing that, to the extent national unemployment in-
creases, historical evidence indicates that even larger in-
creases in the unemployment rate for some demographic
groups—particularly African Americans and Hispan-
ics—would be likely to occur.

With inflation still well above the Committee’s longer-
run goal of 2 percent, participants agreed that inflation
was unacceptably high. A number of participants com-
mented that the costs of elevated inflation are particu-
larly high for lower-income households. Participants
noted that inflation data received over the past three
months showed a welcome reduction in the monthly
pace of price increases but stressed that substantially
more evidence of progress across a broader range of
prices would be required to be confident that inflation
was on a sustained downward path. Participants noted
that core goods prices had declined notably over the pre-
vious few months as supply bottlenecks had eased but
anticipated that price declines for this component would
dissipate as the downward pressure on goods prices
from resolving supply bottlenecks fades. Participants
judged that housing services inflation would likely begin
to fall later this year, reflecting continued smaller in-
creases, or potentially declines, in rents on new leases.
Participants agreed that they had observed less evidence
of a slowdown in the rate of increase of prices for core
services excluding housing, a category that accounts for
more than half of the core PCE price index. Participants
judged that as long as the labor matket remained very
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tight, wage growth in excess of 2 percent inflation and
trend productivity growth would likely continue to put
upward pressure on some prices in this component. A
couple of participants observed that changes in wages
tend to lag changes in prices, which can complicate the
assessment of inflation pressures. A couple of partici-
pants remarked that the poor performance of labor
productivity growth last year was restraining aggregate
supply, which was contributing to imbalances between
aggregate demand and aggregate supply and therefore to
upward pressure on inflation. Several participants noted
the possibility that as consumers become more price
sensitive, businesses might accept lower profit margins
in an effort to maintain market share, which could re-
duce inflation temporarily. Participants observed that
indicators of short-term inflation expectations from sur-
veys of households and businesses as well as from finan-
cial markets had come down and that longer-term infla-
tion expectations remained well anchored. A number of
participants noted the importance of longer-term infla-
tion expectations remaining anchored and remarked that
the longer inflation remained elevated, the greater the
risk of inflation expectations becoming unanchored. In
that adverse scenario, it would be more costly to bring
inflation down to achieve the Committee’s statutory ob-
jectives of maximum employment and price stability.

Participants observed that financial conditions remained
much tighter than in early 2022. However, several par-
ticipants observed that some measures of financial con-
ditions had eased over the past few months. A few par-
ticipants noted that increased confidence among market
participants that inflation would fall quickly appeared to
contribute to declines in market expectations of the fed-
eral funds rate path beyond the near term. Participants
noted that it was important that overall financial condi-
tions be consistent with the degree of policy restraint
that the Committee is putting into place in order to bring
inflation back to the 2 percent goal.

Participants observed that the uncertainty associated
with their outlooks for economic activity, the labor mar-
ket, and inflation was high. Regarding upside risks to
inflation, participants cited a variety of factors, including
the possibility that price pressures could prove to be
more persistent than anticipated due to, for example, the
labor market staying tight for longer than anticipated.
Participants also saw a number of upside risks surround-
ing the outlook for inflation stemming from factors
abroad, such as China’s relaxation of its zero-COVID
policies and Russia’s continuing war against Ukraine.
However, a few participants remarked that the risks to

their inflation outlook had become more balanced. Par-
ticipants agreed that the risks to the outlook for eco-
nomic activity were weighted to the downside. Partici-
pants noted that sources of such risks included the pro-
spect of unexpected negative shocks tipping the econ-
omy into a recession in an environment of subdued
growth, the effects of synchronous policy firming by ma-
jor central banks, and disruptions in the financial system
and broader economy associated with concerns that the
statutory debt limit might not be raised in a timely man-
ner.

In their discussion of issues related to financial stability,
several participants discussed vulnerabilities in the finan-
cial system associated with higher interest rates, includ-
ing the elevated valuations for some categories of assets,
particularly in the CRE sector; the susceptibility of some
nonbank financial institutions to runs; and the effect of
large, unrealized losses on some banks’ securities port-
folios. A few participants commented that international
stresses had the potential to transmit to the U.S. financial
system. A number of participants noted the importance
of orderly functioning of the market for U.S. Treasury
securities and stressed the importance of the appropriate
authorities continuing to address issues related to the re-
silience of the market. Although several participants
noted that the Federal Reserve’s standing liquidity facil-
ities could be helpful in addressing significant pressures
in funding markets, should they atise, several partici-
pants also noted the challenges of addressing potential
disruptions in U.S. core market functioning. A few par-
ticipants remarked that recent failures of companies in-
volved in crypto finance have had a limited effect on the
broader financial system. These participants indicated
that this limited effect reflected the minimal extent of
the crypto market’s connections to the banking system
thus far, consistent with the risks associated with many
of these activities. Several participants discussed the
value of the Federal Reserve taking additional steps to
understand the potential risks associated with climate
change or to assess the materiality of such risks in the
context of carrying out its responsibilities to evaluate
risks in the banking system and broader financial system.
A number of participants stressed that a drawn-out pe-
riod of negotiations to raise the federal debt limit could
pose significant risks to the financial system and the
broader economy.

In their consideration of appropriate monetary policy ac-
tions at this meeting, participants concurred that the
Committee had made significant progress over the past
year in moving toward a sufficiently restrictive stance of
monetary policy. Even so, participants agreed that,
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while there were recent signs that the cumulative effect
of the Committee’s tightening of the stance of monetary
policy had begun to moderate inflationary pressures, in-
flation remained well above the Committee’s longer-run
goal of 2 percent and the labor market remained very
tight, contributing to continuing upward pressures on
wages and prices. Against this backdrop, and in consid-
eration of the lags with which monetary policy affects
economic activity and inflation, almost all participants
agreed that it was appropriate to raise the target range
for the federal funds rate 25 basis points at this meeting.
Many of these participants observed that a further slow-
ing in the pace of rate increases would better allow them
to assess the economy’s progress toward the Commit-
tee’s goals of maximum employment and price stability
as they determine the extent of future policy tightening
that will be required to attain a stance that is sufficiently
restrictive to achieve these goals. A few participants
stated that they favored raising the target range for the
federal funds rate 50 basis points at this meeting or that
they could have supported raising the target by that
amount. The participants favoring a 50-basis point in-
crease noted that a larger increase would more quickly
bring the target range close to the levels they believed
would achieve a sufficiently restrictive stance, taking into
account their views of the risks to achieving price stabil-
ity in a timely way. All participants agreed that it was
appropriate to continue the process of reducing the Fed-
eral Reserve’s securities holdings, as described in its pre-
viously announced Plans for Reducing the Size of the
Federal Reserve’s Balance Sheet.

In discussing the policy outlook, with inflation still well
above the Committee’s 2 percent goal and the labor
market remaining very tight, all participants continued to
anticipate that ongoing increases in the target range for
the federal funds rate would be appropriate to achieve
the Committee’s objectives. Participants affirmed their
strong commitment to returning inflation to the Com-
mittee’s 2 percent objective. In determining the extent
of future increases in the target range, participants
judged that it would be appropriate to 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.
Participants observed that a restrictive policy stance
would need to be maintained until the incoming data
provided confidence that inflation was on a sustained
downward path to 2 percent, which was likely to take
some time.

Participants discussed the heightened uncertainty re-
garding the economic outlook and a number of factors

that could affect inflation and real economic activity.
Participants generally noted that the Committee’s future
decisions regarding policy would continue to be in-
formed by the incoming data and their implications for
the outlook for economic activity and inflation. A num-
ber of participants observed that financial conditions
had eased in recent months, which some noted could
necessitate a tighter stance of monetary policy.

Participants also discussed a number of risk-manage-
ment considerations related to the conduct of monetary
policy. Almost all participants observed that slowing the
pace of rate increases at the current juncture would allow
for appropriate risk management as the Committee as-
sessed the extent of further tightening needed to meet
the Committee’s goals. Several of those participants ob-
served that risks to the economic outlook were becom-
ing more balanced. With inflation still well above the
Committee’s longer-run goal, participants generally
noted that upside risks to the inflation outlook remained
a key factor shaping the policy outlook, and that main-
taining a restrictive policy stance until inflation is clearly
on a path toward 2 percent is appropriate from a risk-
management perspective. A number of participants ob-
served that a policy stance that proved to be insuffi-
ciently restrictive could halt recent progress in moderat-
ing inflationary pressures, leading inflation to remain
above the Committee’s 2 percent objective for a longer
period, and pose a risk of inflation expectations becom-
ing unanchored.

Participants noted that the runoff of the balance sheet
had been proceeding smoothly. A few patticipants ob-
served that money markets could experience some tem-
porary pressures as reserves declined if use of the Fed-
eral Reserve’s ON RRP facility continued to remain
high. They noted, however, that such pressures, should
they occur, would likely cause an upward re-pricing of
private money-market rates that could encourage market
participants to reduce their use of the facility.

Committee Policy Actions

In their discussion of monetary policy for this meeting,
members agreed that recent indicators pointed to mod-
est growth in spending and production. Members also
concurred that job gains had been robust in recent
months, and the unemployment rate had remained low.
Members agreed that inflation had eased somewhat but
remained elevated. Members concurred that Russia’s
war against Ukraine was causing tremendous human and
economic hardship and was contributing to elevated
global uncertainty. Members also concurred that they
remained highly attentive to inflation risks.
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Members agreed that the Committee seeks to achieve
maximum employment and inflation at the rate of 2 per-
cent over the longer run. In support of these goals,
members agreed to raise the target range for the federal
funds rate to 42 to 4% percent. Members anticipated
that ongoing increases in the target range would be ap-
propriate in order to attain a stance of monetary policy
that is sufficiently restrictive to return inflation to 2 per-
cent over time. Members concurred that, in determining
the extent of future increases in the target range, they
would take into account the cumulative tightening of
monetary policy, the lags with which monetary policy af-
fects economic activity and inflation, and economic and
financial developments. In addition, members agreed
that they would continue reducing the Federal Reserve’s
holdings of Treasury securities and agency debt and
agency mortgage-backed securities, as described in its
previously announced plans. The Committee remained
strongly committed to returning inflation to its 2 percent
objective.

Members agreed that, in assessing the appropriate stance
of monetary policy, they would continue to monitor the
implications of incoming information for the economic
outlook. They 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. Mem-
bers agreed that their assessments will take into account
a wide range of information, including readings on labor
market conditions, inflation pressures and inflation ex-
pectations, and financial and international develop-
ments.

At the conclusion of the discussion, the Committee
voted to authorize and direct the Federal Reserve Bank
of New York, until instructed otherwise, to execute
transactions in the SOMA in accordance with the
following domestic policy directive, for release at
2:00 p.m.:

“Effective February 2, 2023, the Federal Open
Market Committee directs the Desk to:

e Undertake open market operations as nec-
essaty to maintain the federal funds rate in
a target range of 42 to 4%4 percent.

e Conduct overnight repurchase agreement
operations with a minimum bid rate of
4.75 percent and with an aggregate opera-
tion limit of $500 billion; the aggregate op-
eration limit can be temporarily increased at
the discretion of the Chair.

e Conduct overnight reverse repurchase
agreement operations at an offering rate of
4.55 percent and with a per-counterparty
limit of $160 billion per day; the per-coun-
terparty limit can be temporarily increased
at the discretion of the Chair.

¢ Roll over at auction the amount of principal
payments from the Federal Reserve’s hold-
ings of Treasury securities maturing in each
calendar month that exceeds a cap of
$60 billion per month. Redeem Treasury
coupon securities up to this monthly cap
and Treasury bills to the extent that coupon
principal payments are less than the
monthly cap.

e Reinvest into agency mortgage-backed se-
curities (MBS) the amount of principal pay-
ments from the Federal Reserve’s holdings
of agency debt and agency MBS received in
each calendar month that exceeds a cap of
$35 billion per month.

o Allow modest deviations from stated
amounts for reinvestments, if needed for
operational reasons.

e Engage in dollar roll and coupon swap
transactions as necessary to facilitate settle-
ment of the Federal Reserve’s agency MBS
transactions.”

The vote also encompassed approval of the statement
below for release at 2:00 p.m.:

“Recent indicators point to modest growth in
spending and production. Job gains have been
robust in recent months, and the unemploy-
ment rate has remained low. Inflation has eased
somewhat but remains elevated.

Russia’s war against Ukraine is causing tremen-
dous human and economic hardship and is con-
tributing to elevated global uncertainty. The
Committee is highly attentive to inflation risks.

The Committee seeks to achieve maximum em-
ployment 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%2 to 4% percent.
The Committee anticipates that ongoing in-
creases in the target range will be appropriate in
order to attain a stance of monetary policy that
is sufficiently restrictive to return inflation to
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2 percent over time. In determining the extent
of future increases in the target range, the Com-
mittee 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 devel-
opments. In addition, the Committee will con-
tinue reducing its holdings of Treasury secuti-
ties 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, in-
cluding readings on labor market conditions, in-
flation pressures and inflation expectations, and
financial and international developments.”

Voting for this action: Jerome H. Powell, John C.
Williams, Michael S. Barr, Michelle W. Bowman, Lael
Brainard, Lisa D. Cook, Austan D. Goolsbee, Patrick

5 In taking this action, the Board approved requests to estab-
lish that rate submitted by the Boards of Directors of the Fed-
eral Reserve Banks of Boston, New York, Philadelphia, Rich-
mond, Atlanta, Chicago, Kansas City, Dallas, and San Fran-
cisco. The vote also encompassed approval by the Board of
Governors of the establishment of a 4.75 percent primary
credit rate by the remaining Federal Reserve Banks, effective

Harker, Philip N. Jefferson, Neel Kashkari, Lorie K.
Logan, and Christopher J. Waller.

Voting against this action: None.

To support the Committee’s decision to raise the target
range for the federal funds rate, the Board of Governors
of the Federal Reserve System voted unanimously to
raise the interest rate paid on reserve balances to
4.65 percent, effective February 2, 2023. The Board of
Governors of the Federal Reserve System voted unani-
mously to approve a "4 percentage point increase in the
primary credit rate to 4.75 percent, effective February
2,2023.5

It was agreed that the next meeting of the Committee
would be held on Tuesday—Wednesday, March 21—
22,2023. The meeting adjourned at 10:20 a.m. on Feb-
ruary 1, 2023.

Notation Vote

By notation vote completed on January 3, 2023, the
Committee unanimously approved the minutes of the
Committee meeting held on December 13-14, 2022.

Joshua Gallin
Secretary

on the later of February 2, 2023, or the date such Reserve
Banks inform the Secretary of the Board of such a request.
(Secretary’s note: Subsequently, the Federal Reserve Banks of
Cleveland, St. Louis, and Minneapolis were informed of the
Board’s approval of their establishment of a primary credit
rate of 4.75 percent, effective February 2, 2023.)





