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Market Watch

Fed signals March rate hike

Summary

The S&P500 stock index fell 0.2%, 10-year Treasury yields
rose to 1.85% and the USD rose on Wednesday after the
Fed hinted it will start raising interest rates as soon as in
March and reduce its balance sheet later this year.

Fed Chair Powell’s comments that there was “quite a bit
of room” to raise rates amid upside risks to inflation and the
job market can handle higher rates were slightly more hawkish
than before, leading to a reversal of early gains in risk assets.

We believe markets have priced in the Fed’s hawkish
shift. Markets were expecting four rate hikes this year going
into the Fed meeting. In fact, we see scope for the Fed to tone
down its hawkish stance as inflation peaks later this year with
a moderation in US growth and easing supply bottlenecks.

We see opportunities to add to risk allocations. January’s
pullback presents opportunities to put cash back to work, in
our view. We expect above-trend growth to support strong
corporate earnings, offsetting a less accommodative Fed.

Background

Risk assets have pulled back sharply this year as investors
priced in a faster pace of Fed policy tightening amid a tighter-
than-expected US job market and persistently high inflation.
Global stocks have fallen 7.7% from their peak, led by the
S&P500 index (down 9.3%). The technology sector-heavy

Most risky assets are up after the Fed meeting
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Investors have progressively priced in a faster pace of
Fed rate hikes in the coming years

Implied Fed fund rate over the next two years following the
last four Fed policy meetings

Nasdaq index fell into ‘correction’ territory, having lost 16% 2.0

from its peak, as investors factored in higher interest rates s 181 17
when calculating the present value of future earnings. ;-‘_; i'i 14
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inflation expectations for 2022 and 2023 to 2.7% and 2.3%, £ o2] : . . . .
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3.9% in December, below the Fed’s 4% long-term target. The Source: Bloomberg, Standard Chartered

tighter job market, as labour participation stays well below pre-

pandemic levels, is fuelling wage and inflation pressures. US

consumer inflation rose to a 39-year high of 7% in December.

This is not a research report and has not been produced by a research unit. Important disclosures can be found in 1

the Disclosures Appendix.



Standard Chartered Bank

Wealth Management Chief Investment Office | 27 January 2022

What does this mean for investors?

Markets have largely priced in Fed’s hawkish shift. The
Fed’s projections of three rate hikes this year matches our
own estimates and contrasts with four rate hikes priced by
markets. We see a high probability of the Fed dialling down
its hawkish rhetoric as inflation peaks in H1, economic growth
moderates on the back of a sharp decline in government
spending and as three new pro-growth and arguably dovish
members nominated by President Biden join the seven-
member Fed Board after getting Senate approval.

Bond markets signalling a gradual normalisation of Fed
policy. Indeed, the flattening of the Treasury yield curve
(chart) in the build up to the Fed meeting suggests bond
investors are more concerned about a growth slowdown due
to excessive Fed policy tightening than they are about a
sustained inflationary upsurge. We expect the Fed to heed
the warning from the bond markets in the coming months as
US inflation peaks in H1 with demand for goods waning and
more workers returning to jobs as pandemic stimulus savings
are exhausted and vaccinations lift public confidence. An
expected US fiscal tightening, combined with the lagged
effects of a strong USD and China’s slowdown, are also likely
to impart disinflationary pressures on US prices by H2. This
would offer the Fed the option to stagger rate rises after the
first hike likely in March.

Opportunity for investors to add to risk allocations. With
Fed rates hikes mostly priced in and risk assets more
attractively priced following this month’s pullback, we see
opportunities for investors to put cash to work. We expect
equities to outperform bonds this year on the back of above-
trend growth, strong corporate earnings and still
accommodative financial conditions, especially in the US and
Euro area. Equities typically continue to deliver strong returns
in the lead up to rate hikes and in the year after the first rate
hike as monetary policy is usually tightened against the
backdrop of robust economic and earnings growth.

The US technology equities sector has turned more attractive
after the recent correction. We also favour Developed Market
High Yield bonds and Asia USD bonds, the latter turning
more attractive with China easing policy.

On technical charts, the MSCI All Country World index’s
break below the strong support at the October low of 702 has
opened the way towards a test of 640. The 10-year US
Treasury yield needs to break above 1.98% to signal a further
uptrend. The USD index (DXY) continues to hold above its
100DMA, suggesting it is yet to reverse its broader uptrend.

Rajat Bhattacharya
Senior Investment Strategist
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Equities have historically performed well in the year
following the first rate hike of a Fed hiking cycle

12m returns for the MSCI World Index (Developed Market
equities) before and after the first hike of a Fed hiking cycle
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The flattening Treasury yield curve illustrates the bond
market’s concern about excessive Fed tightening

US 2-year and 10-year Treasury yields and their difference
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Global corporate earnings outlook remains healthy,
which is likely to offset a less accommodative Fed

Consensus EPS estimates for MSCI All Country World index
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This document is confidential and may also be privileged. If you are not the intended recipient, please destroy all copies and
notify the sender immediately. This document is being distributed for general information only and is subject to the relevant
disclaimers available at https:// www. sc. com/en/regulatory-disclosures/#market-commentary-disclaimer. It is not and does not
constitute research material, independent research, an offer, recommendation or solicitation to enter into any transaction or
adopt any hedging, 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
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carefully read the relevant offering documents and seek independent legal, tax and regulatory advice. In particular, we
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performance is not indicative of future results and no representation or warranty is made regarding future performance. Any
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liability by Royal Charter 1853 Reference Number ZC18. The Principal Office of the Company is situated in England at 1
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Chartered. Private banking activities may be carried out internationally by different legal entities and affiliates within the Standard
Chartered Group (each an “SC Group Entity”) according to local regulatory requirements. Not all products and services are
provided by all branches, subsidiaries and affiliates within the Standard Chartered Group. Some of the SC Group Entities only
act as representatives of Standard Chartered Private Bank and may not be able to offer products and services or offer advice to
clients. #ESG data has been provided by Sustainalytics. Refer to https://www.sustainalytics.com/esg-data for more information.

Copyright © 2022, Accounting Research & Analytics, LLC d/b/a CFRA (and its affiliates, as applicable). Reproduction of content
provided by CFRA in any form is prohibited except with the prior written permission of CFRA. CFRA content is not investment
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subject to change without notice. This analysis has not been submitted to, nor received approval from, the United States
Securities and Exchange Commission or any other regulatory body. While CFRA exercised due care in compiling this analysis,
CFRA, ITS THIRD-PARTY SUPPLIERS, AND ALL RELATED ENTITIES SPECIFICALLY DISCLAIM ALL WARRANTIES,
EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE, to the full extent permitted by law, regarding the accuracy, completeness, or
usefulness of this information and assumes no liability with respect to the consequences of relying on this information for
investment or other purposes. No content provided by CFRA (including ratings, credit-related analyses and data, valuations,
model, software or other application or output therefrom) or any part thereof may be modified, reverse engineered, reproduced
or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of CFRA,
and such content shall not be used for any unlawful or unauthorized purposes. CFRA and any third-party providers, as well as
their directors, officers, shareholders, employees or agents do not guarantee the accuracy, completeness, timeliness or
availability of such content. In no event shall CFRA, its affiliates, or their third-party suppliers be liable for any direct, indirect,
special, or consequential damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity
costs) in connection with a subscriber’s, subscriber’'s customer’s, or other’'s use of CFRA’s content.

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.
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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 https://www.sc. com/en/banking-
services/market-disclaimer.html 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 companyl/issuer. This document must not be forwarded or otherwise made available to any other person without the
express written consent of Standard Chartered Group.
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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
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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
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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 click here. 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’ as defined
in the Securities and Exchange Board of India (Investment Advisers) Regulations, 2013 or otherwise. Services/products related
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Chartered Bank is incorporated in England with limited liability by Royal Charter in 1853 Reference Number ZC 18. The Principal
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Markets Authority as a Fund Manager. Standard Chartered Bank Kenya Limited is regulated by the Central Bank of Kenya.
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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 from your decision to send 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. 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 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 Advisors. Standard Chartered Bank (Pakistan) Limited acts as a distributor of mutual funds and referrer
of other third-party financial products. Singapore: This document is being distributed in Singapore by, and is attributable to,
Standard Chartered Bank (Singapore) Limited (Registration No. 201224747C/ GST Group Registration No. MR-8500053-0,
“SCBSL”). Recipients in Singapore should contact SCBSL in relation to any matters arising from, or in connection with, this
document. SCBSL is an indirect wholly owned subsidiary of Standard Chartered Bank and is licensed to conduct banking
business in Singapore under the Singapore Banking Act, Chapter 19. Standard Chartered Private Bank is the private banking
division of SCBSL. IN RELATION TO ANY SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT REFERRED TO
IN THIS DOCUMENT, THIS DOCUMENT, TOGETHER WITH THE ISSUER DOCUMENTATION, SHALL BE DEEMED AN
INFORMATION MEMORANDUM (AS DEFINED IN SECTION 275 OF THE SECURITIES AND FUTURES ACT, CHAPTER 289
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4A(1)(a) OF THE SFA, OR ON THE BASIS THAT THE SECURITY OR SECURITIES-BASED DERIVATIVES CONTRACT MAY
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under the SFA. Accordingly, this document and any other document or material in connection with the offer or sale, or invitation
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provision of the SFA. In relation to any collective investment schemes referred to in this document, this document is for general
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5


mailto:clientcare.ng@sc.com

Standard Chartered Bank
Wealth Management Chief Investment Office | 27 January 2022
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