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A hawkish pause? 

Summary 

• The US Federal Reserve paused its second-steepest 

rate hiking cycle, as expected. While it assesses the 

impact of the past hikes, it also signalled another 50bps of 

further rate hikes to 5.50-5.75% by end-2023.  

• The US S&P500 stock index initially fell and bond yields 

and the USD rose after the Fed’s new projections showed 

higher rates, but markets subsequently pared back those 

moves, with the S&P500 closing the day little changed.  

• In our core scenario, the Fed stays on hold in Q3, 

before starting to cut rates by Q4 this year as growth slows 

and inflation cools. However, any easing of financial 

conditions, such as through the ongoing rally in risk 

assets, or continued resilience in the job market and 

core inflation, would raise the risk of further hikes. 

• As such, we remain defensive in our foundation asset 

allocation: Overweight high quality government bonds 

and gold, Underweight high yielding bonds and equities. 

Background 

The Fed delivered what the market (and we) expected – a rates 

pause after delivering 500bps of hikes since March last year to 

take the benchmark rate to a 15-year high of 5.25% in May. 

Since monetary policy works with long lags, a pause here 

makes sense, especially with headline inflation having fallen 

sharply from last year’s peak and leading economic indicators 

pointing to continued deterioration in economic activity. 

Nevertheless, the Fed was understandably cautious in 

signalling an end to the rate hiking cycle, especially with core 

inflation stagnating at more than twice its 2% target, the job 

market still generating more jobs than what is required to keep 

wage pressures from building and risk assets rallying in recent 

months on expectations a recession will likely be averted. 

Chair Powell, at his press conference, acknowledged the 

resilience in economic data so far in explaining why rates are 

expected to go higher than previous projections.  The Fed’s 

new projections upgraded 2023 growth estimates to 1% from 

0.4%, core PCE inflation to 3.9% from 3.6% and lowered the 

unemployment rate estimates to 4.1% from 4.5%.   

 
 
 
 
 
 
 

Major asset classes, including the S&P500 index, were 

little changed after the Fed’s decision to pause rates; 

the weaker USD suggests markets are sceptical the Fed 

will be able to deliver two more rate hikes as projected 

Change in key asset prices on 14 June 2023*  

 

Source: Bloomberg, Standard Chartered; *except for Stoxx Europe 
600 and Hang Seng Futures which show 1-day change as of 15 
June 2023  

 

 

 

 

 

The Fed raised end-2023 rate projections by 50bps, 

upgraded growth and core inflation forecasts and cut 

unemployment rate estimates for 2023 

The Fed’s latest projections vs. March estimates  

 

Source: Bloomberg, Standard Chartered; Old – March estimates; 
New – June estimates; *Longer run estimates   
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Further tightening ahead? 

Policy working with lags. Monetary policy works with long 

lags, with inflation historically peaking almost two years after 

the Fed starts on its rate hiking cycle. However, this has been 

the second-steepest Fed rate hiking cycle in history. Hence, the 

hikes should typically deliver a sizable shock to the economy 

over a shorter period compared with the past. The Fed’s key 

challenge is assessing the timing of the lagged impact.  

Leaving the option open for hikes. Against this backdrop, we 

see the Fed’s rate pause as creating some space for it to 

assess incoming data before signalling an end to the hiking 

cycle. As such, we see the Fed’s latest projections of another 

50bps of rate hikes to 5.75% by the end of the year more as an 

optionality, rather than a definitive view that rates need to go 

higher to cool the economy and bring inflation back to its target  

Caution against further easing of financial conditions. By 

signalling higher terminal rate, the Fed is potentially implying 

that it stands ready to turn policy even more restrictive should 

risk assets continue to rally and ease financial conditions 

further. As such, the Fed, like the central banks of Australia and 

Canada recently (which delivered surprise rate hikes this 

month), is reiterating that it remains focussed on bringing 

inflation back to its 2% target.  

Asset class implications – Fade the rally 

• We remain sceptical of the two key macro factors driving 

the recent rally in risk assets: “immaculate disinflation”, 

wherein inflation falls sharply without significant economic 

downturn, and central banks softening in the fight against 

inflation. The Fed’s hawkish pause suggests policymakers 

remain resolute on bringing inflation back to target.  

• As such, we see the recent rally in risk assets facing 

headwinds from weakening fundamentals and resolute 

monetary policy. We view this as an opportunity to rotate 

to our preferred areas: Developed Market government 

bonds and predominantly investment grade Asia USD 

corporate bonds. The S&P500 index, after having broken 

higher this month, faces resistance 4% higher at 4,548.  

• We believe bond yields have peaked, especially yields 

on longer-maturity bonds, as higher-for-longer benchmark 

rates are likely to slow the economy decisively, raising the 

risk of a recession over the next 12 months.  

• The USD’s weakness after the Fed’s hawkish pause 

suggests the market too is not convinced that the Fed will 

be able deliver two more rate hikes as projected, as the 

economy slows in the coming months. A hawkish ECB 

policy meeting tonight could drive EUR/USD towards 1.09. 

—  Rajat Bhattacharya  

Senior Investment Strategist  

 

Although US headline inflation has fallen steadily, core 

inflation remains resilient and well above the Fed’s 2% 

target; this explains the Fed’s reluctance to decisively 

signal an end to its rate hiking cyle  

US headline and core consumer inflation  

 
Source: Bloomberg, Standard Chartered 

 

 

 

Money markets remain sceptical the Fed will be able to 

deliver the 50bps of further rate hikes it has projected in 

its June estimates 

Money market estimates of Fed rates over the next two 

years vs. Fed’s new rate projections  

 
Source: Bloomberg, Standard Chartered 
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notify the sender immediately. This document is being distributed for general information only and is subject to the relevant 

disclaimers available at our Standard Chartered website under Regulatory disclosures. It is not and does not constitute research 
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trading or investment strategy, in relation to any securities or other financial instruments. This document is for general evaluation 

only. It does not take into account the specific investment objectives, financial situation or particular needs of any particular 

person or class of persons and it has not been prepared for any particular person or class of persons. You should not rely on 

any contents of this document in making any investment decisions. Before making any investment, you should carefully read the 

relevant offering documents and seek independent legal, tax and regulatory advice. In particular, we recommend you to seek 
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Market Abuse Regulation (MAR) Disclaimer 

Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard 

Chartered Group according to local regulatory requirements. Opinions may contain outright “buy”, “sell”, “hold” or other opinions. 

The time horizon of this opinion is dependent on prevailing market conditions and there is no planned frequency for updates to 

the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies or positions. Standard Chartered 

Group and/or its affiliates or its respective officers, directors, employee benefit programmes or employees, including persons 

involved in the preparation or issuance of this document may at any time, to the extent permitted by applicable law and/or 

regulation, be long or short any securities or financial instruments referred to in this document or have material interest in any 

such securities or related investments. Therefore, it is possible, and you should assume, that Standard Chartered Group has a 

material interest in one or more of the financial instruments mentioned herein. Please refer to our Standard Chartered website 

under Regulatory disclosures for more detailed disclosures, including past opinions/ recommendations in the last 12 months and 

conflict of interests, as well as disclaimers. A covering strategist may have a financial interest in the debt or equity securities of 

this company/issuer. This document must not be forwarded or otherwise made available to any other person without the express 

written consent of Standard Chartered Group. 

Country/Market Specific Disclosures 

Botswana: This document is being distributed in Botswana by, and is attributable to, Standard Chartered Bank Botswana Limited 

which is a financial institution licensed under the Section 6 of the Banking Act CAP 46.04 and is listed in the Botswana Stock 

Exchange. Brunei Darussalam: This document is being distributed in Brunei Darussalam by, and is attributable to, Standard 

Chartered Bank (Brunei Branch) | Registration Number RFC/61 and Standard Chartered Securities (B) Sdn Bhd | Registration 

Number RC20001003. Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference 

Number ZC18 and Standard Chartered Securities (B) Sdn Bhd, which is a limited liability company registered with the Registry 

of Companies with Registration Number RC20001003 and licensed by Brunei Darussalam Central Bank as a Capital Markets 

Service License Holder with License Number AMBD/R/CMU/S3-CL and authorised to conduct Islamic investment business 

through an Islamic window. China Mainland: This document is being distributed in China by, and is attributable to, Standard 

Chartered Bank (China) Limited which is mainly regulated by China Banking and Insurance Regulatory Commission (CBIRC), 

State Administration of Foreign Exchange (SAFE), and People’s Bank of China (PBOC). Hong Kong: In Hong Kong, this 

document, except for any portion advising on or facilitating any decision on futures contracts trading, is distributed by Standard 

Chartered Bank (Hong Kong) Limited (“SCBHK”), a subsidiary of Standard Chartered PLC. SCBHK has its registered address 

at 32/F, Standard Chartered Bank Building, 4-4A Des Voeux Road Central, Hong Kong and is regulated by the Hong Kong 

Monetary Authority and registered with the Securities and Futures Commission (“SFC”) to carry on Type 1 (dealing in securities), 

Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activity under 

the Securities and Futures Ordinance (Cap. 571) (“SFO”) (CE No. AJI614). The contents of this document have not been 

reviewed by any regulatory authority in Hong Kong and you are advised to exercise caution in relation to any offer set out herein. 

If you are in doubt about any of the contents of this document, you should obtain independent professional advice. Any product 

named herein may not be offered or sold in Hong Kong by means of any document at any time other than to “professional 

investors” as defined in the SFO and any rules made under that ordinance. In addition, this document may not be issued or 

possessed for the purposes of issue, whether in Hong Kong or elsewhere, and any interests may not be disposed of, to any 

person unless such person is outside Hong Kong or is a “professional investor” as defined in the SFO and any rules made under 

that ordinance, or as otherwise may be permitted by that ordinance. In Hong Kong, Standard Chartered Private Bank is the 

private banking division of Standard Chartered Bank (Hong Kong) Limited, a subsidiary of Standard Chartered PLC. Ghana: 

Standard Chartered Bank Ghana Limited accepts no liability and will not be liable for any loss or damage arising directly or 

indirectly (including special, incidental or consequential loss or damage) from your use of these documents. Past performance 

is not indicative of future results and no representation or warranty is made regarding future performance. You should seek 

advice from a financial adviser on the suitability of an investment for you, taking into account these factors before making a 

commitment to invest in an investment. To unsubscribe from receiving further updates, please send an email to  

feedback . ghana @ sc . com. Please do not reply to this email. Call our Priority Banking on 0302610750 for any questions or 

service queries. You are advised not to send any confidential and/or important information to the Bank via e-mail, as the Bank 

makes no representations or warranties as to the security or accuracy of any information transmitted via e-mail. The Bank shall 

not be responsible for any loss or damage suffered by you arising from your decision to use e-mail to communicate with the 

Bank. India: This document is being distributed in India by Standard Chartered Bank in its capacity as a distributor of mutual 

funds and referrer of any other third party financial products. Standard Chartered Bank does not offer any ‘Investment Advice’ 
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as defined in the Securities and Exchange Board of India (Investment Advisers) Regulations, 2013 or otherwise. 

Services/products related securities business offered by Standard Charted Bank are not intended for any person, who is a 

resident of any jurisdiction, the laws of which imposes prohibition on soliciting the securities business in that jurisdiction without 

going through the registration requirements and/or prohibit the use of any information contained in this document. Indonesia: 
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Kenya. Malaysia: This document is being distributed in Malaysia by Standard Chartered Bank Malaysia Berhad. Recipients in 
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a bank duly licensed and regulated by the Central Bank of Nigeria. The Bank accepts no liability for any loss or damage arising 

directly or indirectly (including special, incidental or consequential loss or damage) from your use of these documents. You 
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making a commitment to invest in an investment. To unsubscribe from receiving further updates, please send an email to 

clientcare . ng @ sc . com requesting to be removed from our mailing list. Please do not reply to this email. Call our Priority 

Banking on 01-2772514 for any questions or service queries. The Bank shall not be responsible for any loss or damage arising 
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or warranties as to the security or accuracy of any information transmitted via e-mail. Pakistan: This document is being 

distributed in Pakistan by, and attributable to Standard Chartered Bank (Pakistan) Limited having its registered office at PO Box 

5556, I.I Chundrigar Road Karachi, which is a banking company registered with State Bank of Pakistan under Banking 

Companies Ordinance 1962 and is also having licensed issued by Securities & Exchange Commission of Pakistan for Security 
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ANY SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO IN THIS DOCUMENT, THIS 
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Documentation has been registered as a prospectus with the Monetary Authority of Singapore under the SFA. Accordingly, this 

document and any other document or material in connection with the offer or sale, or invitation for subscription or purchase, of 
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