
©2023 M&T Bank and its affiliates and subsidiaries. All rights reserved.

Federal Reserve Policy and Outlook

As of January 6th, 2022



©2023 M&T Bank and its affiliates and subsidiaries. All rights reserved.

Key Takeaways

• At its February 1, 2023 meeting, the Fed slowed its pace of hikes to 25bp, bringing the target federal funds 

target range to 4.50%-4.75%. 

• Chair Powell the committee’s expectation for at least two more hikes and therefore a peak rate in excess of 

5.00%. CPI readings between now and the next meeting in March will do much to inform the future path of 

policy. We’ll receive comprehensive detail on projections from Powell and other FOMC members when the 

Summary of Economic Projections (SEP) is published next month. 

• Chair Powell’s commentary during the February press conference indicated more potential flexibility to the 

path of rates contingent on data. In particular, Powell did not shy away from the notion that a pause or even a 

cut could be on the table if inflation data comes in softer than expected. However, this was accompanied with 

hawkish language indicating that recent disinflation is still in too early of a stage to warrant consideration of a 

pause. Equity markets rallied pronouncedly, interpreting the Fed’s signaled flexibility as a dovish shift.

• The Fed is also tightening policy via balance sheet reduction. Starting on June 1, 2022, they started to allow 

their Treasury holdings to passively decrease by $30 billion per month and Mortgage-Backed Securities 

(MBS) holdings to decrease by $17.5 billion per month. Those caps moved up to $60 billion and $35 billion, 

respectively, as of September 2022. 

• We expect the Fed funds rate will peak at 4.75-5.0% following a 25bps hike at the March meeting and then 

pause just below the Fed’s median projection. 
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Fed Policy vs. Market Expectations
The Fed “frontloaded” rate hikes in 2022 to swiftly bring interest rates into restrictive territory. The Fed has since 

moderated the pace of hikes to 25bps increments and raised the median projection for the federal funds target 

range to 5.0%-5.25% for 2023. We expect inflation to slow and for the federal funds target range to peak at 

4.75%-5.0% March. 

Federal Funds Rate (%, top of target range)

Data as of February 2, 2023. Sources: Macrobond, Federal Reserve, WTIA. A basis point is one hundredth of 1 percentage point.
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The Most Aggressive Rate-Hike Cycle Since the 1970s
The Fed has tightened monetary policy at the fastest pace since the 1970s. We expect this degree of 

tightening—to persist until the Fed is convinced inflation has been controlled—will result in a mild recession 

in the second half of 2023.

Cumulative Change in Fed Funds Rate (%)

Data as of February 2, 2023. Sources: Bloomberg, WTIA. 
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Quantitative Easing and Tightening (QE & QT)
In June 2022, the Fed started to passively* allow its Treasury holdings to decrease by $30 billion per month and 

Mortgage-Backed Securities (MBS) holdings to decrease by $17.5 billion per month. Those caps were moved up 

to $60 billion and $35 billion, respectively, as of September 2022.
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Federal Reserve balance sheet by selected assets ($ trillion)

Data as of February 3, 2023. Sources: Federal Reserve, WTIA. *By passively, this means they are not selling securities. They have more than $30b of their Treasuries maturing each month and will reinvest 

all but $30b in June, for example. For MBS it’s more complicated, because their holdings are not scheduled to mature. Instead, they rely on borrowers to pay back a mortgage early (when moving to a new 

home or refinancing, typically). Powell indicated there will likely be months when the MBS cap is not met, so their holdings will likely decline by less than the $17.5b and $35b caps in coming months.  
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Bank Reserves Falling Quickly as Intended
Commercial bank reserves in their accounts at the Federal reserve grew to a peak of $4.2 trillion by August 

2021, up from $1.7 trillion before the pandemic. Concerns about these reserves making their way into the 

economy via loans, and fueling further inflation, contributed to the Fed’s decision to implement balance sheet 

reduction starting in June 2022. Reserves have fallen more than $1.7 trillion from peak.

Federal Reserve balance sheet by selected liabilities ($ trillion)

Data as of February 6, 2023. Sources: Federal Reserve, WTIA. A reverse repurchase agreement is a short-term agreement to purchase securities in order to sell them back at a slightly higher price. 
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Disclosures

Advisory Service Providers

Wilmington Trust is a registered service mark used in connection with various fiduciary and non-

fiduciary services offered by certain subsidiaries of M&T Bank Corporation including, but not limited 

to, Manufacturers & Traders Trust Company (M&T Bank), Wilmington Trust Company (WTC) 

operating in Delaware only, Wilmington Trust, N.A. (WTNA), Wilmington Trust Investment Advisors, 

Inc. (WTIA), Wilmington Funds Management Corporation (WFMC), and Wilmington Trust Investment 

Management, LLC (WTIM). Such services include trustee, custodial, agency, investment 

management, and other services. International corporate and institutional services are offered 

through M&T Bank Corporation’s international subsidiaries. Loans, credit cards, retail and business 

deposits, and other business and personal banking services and products are offered by M&T Bank. 

Member FDIC.

Suitability

This material is provided for informational purposes only and is not intended as an offer or solicitation 

for the sale of any financial product or service or as a recommendation or determination by 

Wilmington Trust that any investment strategy is suitable for a specific investor. Investors should 

seek financial advice regarding the suitability of any investment strategy based on their objectives, 

financial situations, and particular needs. The investments or investment strategies discussed herein 

may not be suitable for every investor. This material is not designed or intended to provide legal, 

investment, or other professional advice since such advice always requires consideration of 

individual circumstances. If legal, investment, or other professional assistance is needed, the 

services of an attorney or other professional should be sought.

The opinions, estimates, and projections presented herein constitute the informed judgments of 

Wilmington Trust and are subject to change without notice. Expected return information in this 

presentation is derived from forecasting. Forecasts are subject to a number of assumptions 

regarding future returns, volatility, and the interrelationship (correlation) of asset classes. Actual 

events or results may differ from underlying estimates or assumptions, which are subject to various 

risks and uncertainties. No assurance can be given as to actual future market results or the results of 

Wilmington Trust’s investment products and strategies. The information in this presentation has been 

obtained or derived from sources believed to be reliable, but no representation is made as to its 

accuracy or completeness.

Investment products are not insured by the FDIC or any other governmental agency, are not 

deposits of or other obligations of or guaranteed by Wilmington Trust, M&T, or any other bank 

or entity, and are subject to risks, including a possible loss of the principal amount invested.

Risk Assumptions

All investments carry some degree of risk. Investors should develop a thorough 

understanding of the risks of any investment prior to committing funds.


