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... The staff continued to judge that the risks to the baseline projection for real
activity were skewed to the downside, noting that supply chain bottlenecks, Russia's
war against Ukraine, weak incoming data on spending, and the tightening in financial
conditions since the start of the year supported this assessment. The staff viewed the
risks to the inflation projection as skewed to the upside given the persistent upward
surprises seen in the inflation data, the possibility that inflation expectations would
become unanchored as a result of the large increase in actual inflation over the past
year, and the risk that supply conditions would not improve as much as the baseline
projection assumed.

...In their discussion of current economic conditions, participants noted that recent
indicators of spending and production had softened. Nonetheless, job gains had been
robust in recent months, and the unemployment rate had remained low. Inflation
remained elevated, reflecting supply and demand imbalances related to the
pandemic, higher food and energy prices, and broader price pressures. Participants
recognized that Russia's war against Ukraine was causing tremendous human and
economic hardship. Participants judged that the war and related events were creating
additional upward pressure on inflation and were weighing on global economic
activity. Against this background, participants stated that they were highly attentive
to inflation risks.

With regard to current economic activity, participants noted that

. The labor market,

however, remained strong.

. Many participants remarked that some of
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. In addition, a deterioration in the foreign
economic outlook and a strong dollar were contributing to a weakening of external
demand. Participants anticipated that U.S. real GDP would expand in the second half
of the year, but many expected that growth in economic activity would be at a below-
trend pace, as the period ahead would likely see the response of aggregate demand
to tighter financial conditions become stronger and more broad based.

In their discussion of the household sector, participants commented that they were
seeing many signs in the data, and hearing reports from business contacts, of slower
growth in consumer spending. Although the aggregate balance sheet for the
household sector was strong and the unemployment rate was low, consumer
sentiment had deteriorated, and households were reportedly becoming more cautious
in their expenditure decisions in light of uncertainty about the economic outlook and
the reduction in purchasing power induced by price rises, particularly increases in the
prices of essentials such as food, housing, and transportation. Participants also
observed that housing activity had weakened notably, reflecting the impact of higher
mortgage interest rates and house prices on home affordability. Participants
anticipated that this slowdown in housing activity would continue and also expected
higher borrowing costs to lead to a slowing in other interest-sensitive household
expenditures, such as purchases of durable goods.

With respect to the business sector, participants noted that investment spending had
likely declined in the second quarter. In addition, business survey data and
information received from contacts indicated that manufacturing orders and
production had fallen in some Districts. Heightened uncertainty, concerns about
inflation, tighter financial conditions, and a cutback in consumer spending had led
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firms to downgrade economic prospects. Some participants noted that their contacts
were reporting that businesses were in the process of reevaluating their capital
expenditure plans, though a few participants stated that some contacts had reported
a degree of short-term momentum in business activity arising from existing orders
and from the implementation of expansion plans made before the tightening of
financial conditions. A few participants indicated that some business contacts had
assessed that demand and supply were beginning to come into better balance. Even
s0, contacts in many areas continued to report major supply chain disruptions and
anticipated that these were likely to continue while also indicating that there were
signs of improvement in supply conditions in some areas.

Participants observed that the labor market remained strong, with the unemployment
rate very low, job vacancies and quits close to historically high levels, and an
elevated rate of nominal wage growth.

. In addition, although nominal wage
growth remained strong according to a wide range of measures, there were some
signs of a leveling off or edging down. In some Districts, contacts had suggested that
labor demand—supply imbalances might be diminishing, with firms being more
successful in hiring and retaining workers and under less pressure to raise wages.
Some participants noted that the contribution that increases in labor supply could
make to reducing labor market imbalances was likely limited, especially as the scope
for labor force participation to pick up was constrained by the ongoing movement of
the large baby-boom cohort into their retirement years, while

Several participants observed that the moderation in labor
market conditions might well lag the slowdown in economic activity. Participants
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remarked that a moderation in labor market conditions would likely involve a decline
in the number of job openings as well as a moderate increase in unemployment from
the current very low rate. A couple of participants indicated that firms were keen to
retain workers—a factor that could limit the increase in layoffs associated with a
slowing labor market.

. With employment growth still strong, the weakening in spending data
implied unusually large negative readings on labor productivity growth for the year so
far. Participants remarked that the strength of the labor market suggested that
economic activity may be stronger than implied by the current GDP data, with several
participants raising the possibility that the discrepancy might ultimately be resolved
by GDP being revised upward.

Participants observed that inflation remained unacceptably high and was well above
the Committee's longer-run goal of 2 percent. In light of the high CPI reading for June,
participants noted that PCE inflation was likely to have increased further in that
month. Participants further observed that inflationary pressures were broad based, a
pattern reflected in large one-month increases in the trimmed mean CPl and core CPI
measures.

. Participants
also noted that the high cost of living was an especially great burden on low- and
middle-income households. Participants agreed that there was little evidence to date
that inflation pressures were subsiding. They judged that inflation would respond to
monetary policy tightening and the associated moderation in economic activity with a
delay and would likely stay uncomfortably high for some time. Participants also
observed that in some product categories, the rate of price increase could well pick
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up further in the short run, with sizable additional increases in residential rental
expenses being especially likely.

Participants noted that supply bottlenecks were continuing to contribute to price
pressures. There were, however, some signs of gradual improvement in the supply
situation—including improved availability of certain key materials, less upward
pressure on input prices, and a decline in delivery times. Contacts reported that there
were nevertheless substantial continuing challenges. Participants judged that it
would take considerable time for supply constraints to be resolved, and a few
suggested that full resolution of supply difficulties would take longer than they
previously assessed.

They expected that the appropriate firming of monetary policy and an
eventual easing of supply and demand imbalances would bring inflation back down to
levels consistent with the Committee's longer-run objective and keep longer-term
inflation expectations well anchored. Participants discussed a number of factors likely
to be helpful in bringing inflation back down to 2 percent. In addition to the
Committee's ongoing policy firming and anchored longer-term inflation expectations,
these included competitive pressures restraining price increases, fiGiappatent

, the tightening of monetary policy abroad, and the
impact of the appreciation of the dollar on import prices. However, they continued to
view commodity price developments as a potential source of upward pressure on
inflation.

Participants noted that expectations of inflation were an important influence on the
behavior of actual inflation and stressed that moving to an appropriately restrictive

stance of policy was essential for avoiding an unanchoring of inflation expectations.
Such an unanchoring would make achieving the Committee's statutory objectives of
maximum employment and price stability much more difficult.
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. In addition, several

participants assessed that the Committee's ongoing monetary policy tightening was
helping alleviate concerns among market participants and wage and price setters that
elevated inflation would become entrenched. Several participants observed that
recent readings on survey measures of inflation expectations were broadly consistent
with the Committee's 2 percent longer-run inflation objective, although a few
participants noted that household surveys were indicating increasing divergences in
views about the likely longer-run rate of inflation.

In their discussion of risks, participants emphasized that they were highly attentive to
inflation risks and were closely monitoring developments regarding both inflation and
inflation expectations. Uncertainty about the medium-term course of inflation
remained high, and the balance of inflation risks remained skewed to the upside, with
several participants highlighting the possibility of further supply shocks arising from
commodity markets. Participants saw the risks to the outlook for real GDP growth as
primarily being to the downside. These downside risks included the possibility that
the tightening in financial conditions would have a larger negative effect on economic
activity than anticipated, that there would be further pandemic-related economic
disruptions, or that geopolitical and global economic developments would lead to
additional adverse economic or financial disturbances. ..

In their consideration of the appropriate stance of monetary policy, participants
concurred that the labor market was very tight and that inflation was far above the
Committee's 2 percent inflation objective. Participants noted that recent indicators of
spending and production had softened, while, by contrast, job gains had been robust
and the unemployment rate had remained low. Against this backdrop, all participants
agreed that it was appropriate to raise the target range for the federal funds rate 75
basis points at this meeting and to continue the process of reducing the Federal
Reserve's securities holdings, as described in the Plans for Reducing the Size of the
Federal Reserve's Balance Sheet that the Committee issued in May. P
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Participants concurred that the
pace of policy rate increases and the extent of future policy tightening would depend
on the implications of incoming information for the economic outlook and risks to the
outlook.

Participants concurred that, in expeditiously raising the policy rate, the Committee
was acting with resolve to lower inflation to 2 percent and anchor inflation
expectations at levels consistent with that longer-run goal. Participants noted that
the Committee's credibility with regard to bringing inflation back to the 2 percent
objective, together with its forceful policy actions and communications, had already
contributed to a notable tightening of financial conditions that would likely help
reduce inflation pressures by restraining aggregate demand. Participants pointed to
some evidence suggesting that policy actions and communications about the future
path of the federal funds rate were starting to affect the economy, most visibly in
interest-sensitive sectors.
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In light of elevated inflation and the upside risks to the outlook for inflation,
participants remarked that

Participants judged
that a significant risk facing the Committee was that elevated inflation could become
entrenched if the public began to question the Committee's resolve to adjust the
stance of policy sufficiently. If this risk materialized, it would complicate the task of
returning inflation to 2 percent and could raise substantially the economic costs of
doing so.
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