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The Fed takes on inflation

Summary

The US Federal Reserve started its interest rate hiking
cycle, as expected, with a 25bps rise in its benchmark rate
and signalled six more 25bps rate hikes this year as it took
on inflation running at a 40-year high. The Fed also cut 2022
growth forecasts and raised inflation estimates until 2024.

US stocks rose more than 2%, Treasury bond yields rose
marginally, and the USD fell as the Fed’s new rate hiking
path matched market expectations. The positive reaction
suggests investors had factored in a more aggressive Fed
following the surge in oil prices since the start of the year.

Expectations of above-trend growth and a strong job
market are positive for corporate earnings growth and
risk assets over the next 6-12 months. Also, policy rates
would be accommodative even at the 2% year-end projected
rate. We believe staying invested in a diversified allocation
aligned with individual risk tolerance, while hedging against
inflation and geopolitical risks, is the most prudent course for
investors as markets navigate through near-term headwinds
from the Russia-Ukraine conflict.

Background

The start of the Fed rate hiking cycle comes against the
backdrop of 40-year high inflation and slowing growth.
Inflation is likely to be further fuelled by higher commodity
prices near-term due to sanctions against Russia and rising
US wages amid a tightening job market (the US jobless rate
fell below the Fed’s 4% target rate in February), although we
expect prices to start subsiding later this year.

The Fed downgraded its economic growth estimates for
2022 to 2.8%, from 4% projected in December, showing it is
increasingly concerned about spill-overs from the Russia-
Ukraine conflict on economic activity. At the same time, the
Fed raised its forecast for core inflation to 4.1% and 2.6% for
2022 and 2023, from 2.7% and 2.3% forecast in December.

Against the backdrop of slowing, but still above-trend,
growth and rising inflation, the Fed accelerated the
projected pace of rate hikes. It now sees six more 25bps
rate hikes in 2022, up from a total three hikes expected in
December, and three more hikes in 2023.
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The rise in US stocks and fall in USD, following the Fed
decision, suggests the market had already factored in
an aggressive Fed hiking cycle
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The Fed projected a faster pace of rate hikes than
before, even as it cut growth forecasts and raised
inflation estimates

The Fed’s March projections vs. December estimates
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What does this mean for investors?

Above-trend growth and still accommodative Fed
positive for risk assets. The Fed still expects US growth to
remain well above the economy’s 1.8% long-term trend
growth over the next three years. The latest forecasts for
growth and inflation translate into more than 7% nominal (ie.
before adjusting for inflation) economic growth for 2022. This
typically translates into strong corporate earnings growth.
Meanwhile, the Fed’s new policy rate projection of close to
2% by year-end would still keep the benchmark rate below
the long-term ‘neutral’ rate for the economy, leaving policy
accommodative. Historically, stocks generally continue to
outperform bonds until policy rates turn restrictive.

Stagflation risk: The escalation of the Russia-Ukraine
conflict and tightening Western sanctions against Russia has
raised stagflation risks (stagnant growth and rising inflation).
The surge in energy commodity prices reduces consumer
disposable income, while fuelling inflation pressures. The
Fed acknowledged the risks by cutting growth estimates for
2022 and raising inflation estimates through to 2024. We see
increased risk of inflation staying higher for longer as a result.
This would also imply upside risk to the pace of Fed rate hikes
this year, as long as growth remains above-trend. Any sign
of growth flagging is likely to shift the Fed’'s focus towards
supporting economic activity and the job market.

Watching US job market and Treasury yield curve: The
US job market remains tight, but we expect the more workers
to return to the market as COVID wanes. This should keep
US consumption buoyant and wage pressures under check.
The US Treasury yield curve (spread between 10-year
Treasury yields and 3-month yields) and other indicators
point to a very low risk of recession over the next 12 months.

Stay invested and diversified, hedge: The constructive
outlook for growth suggests the prudent course for investors
would be to stay invested in a diversified allocation while
hedging against near-term risks. Gold and energy assets
have performed well this year amid rising inflation risks — they
remain among our preferred assets to hedge against further
inflation. The USD, CNY and Chinese government bonds
have also been relatively resilient.

Technicals: The S&P 500 index’s break above resistance at
4299 indicates that the downward pressure appears to be
fading. Any break above the early-March high of 4417 could
clear the path towards the early-February high of 4595. The
US 10-year Treasury yield’s break above key converged
resistance at 1.78% (includes the 200-WMA and the April
2021 high) confirms that the upward trajectory remains intact.

— Rajat Bhattacharya, Senior Investment Strategist

-— Manish Jaradi, Senior Investment Strategist
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The Fed’s first rate hike in this cycle came against the
backdrop of rising inflation expectations

WTI crude oil price and US 2, 5 and 10-year inflation
expectations (RHS, based on inflation protected Treasuries)
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Investors were already pricing in close to 7 rate hikes
this year prior to the Fed’s policy meeting today

Implied Fed fund rate over the next two years following the
last four Fed policy meetings; %
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The S&P500 index’s break above resistance at 4,299
sets the next major resistance around the 4,417 level

S&P500 index and key technical levels
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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
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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.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
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of other third-party financial products. Singapore: This document is being distributed in Singapore by, and is attributable to,
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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
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INFORMATION MEMORANDUM (AS DEFINED IN SECTION 275 OF THE SECURITIES AND FUTURES ACT, CHAPTER 289
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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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the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.



