
A ‘conditional pause’ by the Fed appears to 

be underway 

The US Federal Reserve (Fed) hiked rates by 25 basis points in a

unanimous decision today. Importantly, I believe this appears to be a

de facto “conditional pause” even though Chair Jay Powell insisted “a

decision on a pause was not made today.” Here’s why:

• The Fed removed this language from its statement: “the Committee

anticipates that some additional policy firming may be appropriate”

and replaced it with this: “the extent to which more firming is needed

will depend on economic data.” That creates a very different

standard for hiking rates any further.

• The Fed’s language is similar to language it used when it hit the

pause button in 2006. From the August 2006 Federal Open Market

Committee (FOMC) statement: “The extent and timing of any

additional firming that may be needed to address these risks will

depend on the evolution of the outlook for both inflation and

economic growth, as implied by incoming information.”

• The Fed’s language, as well as the comments Powell made today

during the press conference, is also similar to the data-dependent

language the Bank of Canada (BOC) used when it announced a

“conditional pause” back in January. Here’s what the BOC said at

the time: “With today’s modest increase, we expect to pause rate

hikes while we assess the impacts of the substantial monetary

policy tightening already undertaken. To be clear, this is a

conditional pause — it is conditional on economic developments

evolving broadly in line with our (Monetary Policy Report) outlook. If

we need to do more to get inflation to the 2% target, we will.”

In addition, the Fed has not changed its quantitative tightening policy.

Stocks fell on the news, volatility expected to rise

Stocks fell, with value stocks down more than growth stocks. The

Russell 2000 Growth Index modestly rose on the day.

Gold rose, as did the VIX. US Treasury yields fell. The KBW Regional

Banking Index fell again today, although it experienced a modest

rebound late in the trading day.1

We anticipate elevated market volatility in the near term as there will be

even more scrutiny of the data going forward to see whether it will

trigger additional rate hikes.

But the key takeaway, in my view, is that we are likely at or very near

the end of the rate hike cycle. This is likely to pave the way for more

supportive conditions for risk assets such as equities. Stocks, for the

most part, have tended to perform well in the one to two years after

rate hikes, with the exception of 2000.2
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Given our expectations for near-term volatility — exacerbated by

uncertainty around Fed policy, concerns about the US hitting the debt

ceiling, and fears of more issues with regional banks — I would favor

defensive portfolio positioning.

However, we would anticipate an improving global risk appetite once

these issues are resolved.

What are the risks we’re watching out for?

There is a risk that this rate hike and continued quantitative tightening

may place additional pressure on certain banks.

There is a risk that once the cumulative effects of monetary policy

tightening are fully felt by the economy, they may be significant enough

to cause a substantial recession.

There is also a risk that future data could suggest stubborn elevated

inflation, which would likely cause the Fed to hike rates again.

It is worth noting that the tension between the risk of stubborn core

inflation and the opposite risk of cumulative contractionary pressures

from rate hikes and quantitative tightening may leave the Fed in a

conditional pause with a neutral bias for some time. This in turn could

prolong policy uncertainty and market volatility, pending greater clarity

on the banking stresses and the speed and extent of disinflation.

We will be watching the regional banking situation, economic data, and

inflation data closely.

With contributions from Paul Jackson, Adam Burton, Arnab Das and

Brian Levitt

Reference:

Central banker quotes from the Federal Reserve and the Bank of Canada.

1. Source for performance statements in this paragraph: Bloomberg, L.P., as of

May 3, 2023. Value stocks represented by the Russell 3000 Value Index.

Growth stocks represented by the Russell 3000 Growth Index.

2. Sources: US Bureau of Labor Statistics and Bloomberg, L.P., as of 5/3/23,

based on S&P 500 Index performance in the 1- and 2-year periods following

peak inflation in February 1970, December 1974, March 1980, December 1990,

and July 2008.
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Important Information

This document is intended only for investors in Hong Kong, for Institutional Investors and/or Accredited

Investors in Singapore, for certain specific sovereign wealth funds and/or Qualified Domestic Institutional

Investors approved by local regulators only in the People’s Republic of China, for certain specific Qualified

Institutions and/or Sophisticated Investors only in Taiwan, for Qualified Professional Investors in Korea, for

certain specific institutional investors in Brunei, for Qualified Institutional Investors and/or certain specific

institutional investors in Thailand, for certain specific institutional investors in Malaysia upon request, for

certain specific institutional investors in Indonesia and for qualified buyers in Philippines for informational

purposes only. This document is not an offering of a financial product and should not be distributed to retail

clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation,

disclosure, or dissemination of all or any part of this document to any unauthorized person is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking

statements," which are based on certain assumptions of future events. Forward-looking statements are

based on information available on the date hereof, and Invesco does not assume any duty to update any

forward-looking statement. Actual events may differ from those assumed. There can be no assurance that

forward-looking statements, including any projected returns, will materialize or that actual market conditions

and/or performance results will not be materially different or worse than those presented.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be

guaranteed. Investment involves risk. Please review all financial material carefully before investing. The

opinions expressed are based on current market conditions and are subject to change without notice. These

opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into

whose possession this marketing material may come are required to inform themselves about and to comply

with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in

which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or

solicitation.

This document is issued in the following countries:

• in Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 41/F, Champion Tower, Three

Garden Road, Central, Hong Kong. This document has not been reviewed by the Securities and Futures

Commission.

• in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza,

Singapore 048619.

• in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).

Invesco Taiwan Limited is operated and managed independently.
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