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SUMMARY
›

This week’s announcements by major central banks suggest that their reaction
function is diverging from our initial expectations, with inflation concerns trumping
sensitivity about growth data and financial conditions. We are adjusting our
forecasts for policy rates accordingly.
We now expect the Fed to hike by 50bp in July, followed by 25bp hikes at each of its
subsequent policy meetings (September, November, December).
The ECB looks set to announce a new ‘anti-fragmentation’ tool at its July meeting,
which could pave the way to accelerate monetary tightening. We expect the ECB to
hike by 25bp in July (with an outside chance of 50bp), 50bp in September and in
October, before slowing the pace to 25bp in December.
Following today’s surprise hike, we are also revising our policy rates profile higher
for the SNB and, to a lesser extent, for the BoE.
The BoJ is under pressure to adjust its Yield Curve Control policy, although this
may take some time and currency interventions could be on the agenda.
Lastly, we are raising our year-end target for Brent oil prices to USD110 per barrel
on the back of protracted supply constraints.
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CHART 1: MAIN POLICY RATES WITH PWM FORECASTS
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For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
these projections, forecasts or expected returns will be achieved. The projection is not based on simulated past performance.
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US Federal Reserve: what next after the first 75bp rate hike since 1994?
We are changing our Fed call following the 15 June Federal Open Market Committee
(FOMC) meeting. The Fed’s reaction function is diverging from our initial expectations,
with the central bank still showing limited sensitivity to deteriorating growth data and
financial conditions. We are in a “mini-Volcker, panicky-Fed” moment, with the Fed’s
actions driven first and foremost by headline inflation, including fuel and food prices.
We now foresee a hike of 50bp in the fed funds rate at the next FOMC meeting in July,
followed by 25bp increases at each of the subsequent meetings (September, November
and December). This would put the fed funds rate in a range of 2.75-3.0% by end-2022.
This would still be below the 3.4% median for December 2022 shown in the updated Fed
‘dot plot’ forecast, as we think growth data will come in lower than the Fed expects in the
coming months—in fact, we expect GDP growth of only 1.0% on average in the second
half of the year, with a mild recession starting in early 2023. Signs of a broad-based
slowdown in growth, and particularly non-farm payrolls, should eventually mean the
Fed pauses its rate hikes, in our view. We expect the rise in the headline consumer price
index (CPI) to stabilise over the next few months at 8.0-8.5% year-on-year (y-o-y) before
declining closer to 5% by year’s end. We forecast core personal consumer expenditures
(PCE) inflation (the Fed’s favoured inflation gauge) to be close to 4% at the end of 2022.
There is the possibility the Fed tightens more than we expect in this updated scenario (for
example, it could opt for another 75bp hike in July, with 50bp hikes per meeting
thereafter). CPI (and particularly food and fuel prices), wage growth and inflation
expectations (including consumer-driven inflation expectations contained in the
University of Michigan survey) will all be crucial to watch.

ECB: a new backstop instrument in July, and faster rate hikes from September
Recent oil price movements and May’s upside surprise in headline inflation mean we are
revising our inflation forecast for the euro area, expecting price rises to peak in late Q3.
More importantly, we now expect core inflation to rise above 4% before easing somewhat
in Q4. Our forecast for sustained inflation pressure in the coming months reflects the
effects of supply bottlenecks, strong demand for contact-intensive services (particularly
tourism-related items) and the indirect effects of the surge in energy prices.
This week, the ECB tried to assure bond markets by saying it would adopt a flexible
approach to reinvesting the proceeds from its Pandemic Emergency Purchase
Programme (PEPP), and that it had tasked the relevant committees “to accelerate the
completion of the design of a new anti-fragmentation instrument”.
The devil will be in the details, but we believe that the ECB will have no choice but to
deliver on these promises. This should allow it to accelerate the pace of rate hikes. We
expect the ECB to hike by 25bp in July, 50bp in September, 50bp in October, then 25bp
in December, February, March, pushing the terminal rate to 1.5% by Q1 2023. We then
expect the ECB to pause on the back of weaker growth and inflation in 2023.
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There is a possibility of higher rate hikes in the near term (with an outside chance of a
50bp hike in the deposit rate in July), but also a chance that the ECB’s rate-hiking
campaign stops earlier than has been expected.
The ECB’s capacity in terms of flexible PEPP reinvestments is not insignificant, but
probably falls short of the support needed in case of severe financial fragmentation.
Indeed, we estimate that the ECB could front-load up to €10bn in PEPP reinvestments per
month that could be redirected to the periphery before a new tool is deployed. A possible
game-changer would see the ECB abandon the objective to converge back to capital keys
in terms of PEPP holdings over the medium-term, freeing up additional capacity for core
bonds redemptions to be reinvested in peripheral markets, but that may be hard to sell.
We expect a new anti-fragmentation tool to be announced at the 21 July meeting of the
Governing Council. Our best guess is that the new backstop will resemble the Outright
Monetary Transactions (OMT) instrument, but with some differences. Ideally, the new
tool would have no ex ante limit on the total amount of purchases and, crucially, no
consolidation of holdings with other asset purchase programmes to avoid any constraints
linked to issuer limits. It would benefit from full flexibility in terms of allocation of
purchases across time and jurisdictions. Also, the facility would include light
conditionality based on member states’ compliance with European Commission’s
recommendations under the European semester, essentially making any compliant
country eligible to ECB purchases. Finally, the ECB may add some ‘safeguards’ by
focusing on shorter maturities than under the PEPP but longer than under the OMT, say
2 to 5-year maturities, to be consistent with the ECB’s focus on monetary policy
transmission. The purchases may be sterilised using ad hoc facilities or the issuance of
ECB debt certificates. ECB ‘sources’ have suggested that the ECB could sell other
securities including German bonds in order to neutralise the effect of additional asset
purchases on excess liquidity. While the political argument sounds compelling, the risk
would be to push all bond yields much higher in a disorderly fashion.
Last but not least, it remains to be seen whether the ECB will ultimately disclose the
criteria defining ‘fragmentation’ and the yield spread levels that justify interventions; in
other words, how it distinguishes ‘orderly’ spread movements from ‘disorderly’ ones. We
suspect they will remain vague about that.

Bank of England: less aggressive after all
We are raising our expectations for the Bank of England (BOE) benchmark rate, which
we now expect to peak at 2.0% by November 2022. After today’s 25bp rise in the bank
rate, we forecast additional rate increases of 25bps at each of the BOE’s next three
meetings.
The BOE started hiking earlier than other major central banks, but it has shown itself to
be more sensitive to growth data than others. Given the challenging growth backdrop
facing the UK economy, the bank rate could plateau sooner. Monthly GDP for the UK has
been especially weak of late, coming in at -0.3% in April, -0.1% in March and 0.0% in
February.
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SNB: we expect another bold move in September
The Swiss National Bank (SNB) raised its policy rate by 50bps to -0.25% on 16 June. This
is its first interest rate hike since 2007 and precedes the expected ECB rate hike in July.
Three factors probably pushed the SNB to act so boldly: first, the 75bp rate hike
announced the previous day by the Fed; second, the likelihood the ECB introduces a new
backstop instrument in July to prevent financial fragmentation (which could enable the
ECB to hike rates faster); and third, recent currency market developments. The SNB said
the rise in rates was aimed at “preventing inflation from spreading more broadly to
goods and services”.
The SNB revised substantially its conditional inflation forecasts to 2.8% (from 2.1%) for
2022, 1.9% (from 0.9%) for 2023, and 1.6% (from 0.9%) for 2024. We now see the SNB
hiking its policy rate by 50bp in September and then by 25bp at each quarterly
meeting until at least March 2023, bringing it up to at least +0.75%. Risks are tilted
towards bolder moves, depending on the exchange rate and policy actions by other
central banks. The SNB is now actively considering quantitative tightening (QT, i.e..
actively reducing its balance sheet), although we feel the conditions are still not right for
the SNB to sell its currency reserves at this stage.

BOJ: under growing pressure
The Bank of Japan (BoJ) is caught in a very awkward position. On the one hand, Japan’s
domestic economic conditions suggest that the BoJ still has reasons to stick to its ultraloose monetary policy. After all, there is little (if any) pressure on inflation from domestic
demand. Consumption has just started to recover, but at a moderate pace. The labour
market is recovering too, but wage growth remains muted. And Japanese export growth
is clearly slowing on weakening external demand, particularly from China.
On the other hand, the divergence between its monetary policies and the Fed’s means the
BoJ is under strong pressure on the currency front. Since early March, the yen has
depreciated by about 15% against the US dollar, dropping to 135 yen per dollar at one
point, its lowest level since 1997. By contributing to the surge in energy and food prices,
the yen’s weakness has become a source of public disquiet and a sensitive political issue.
For the first time during his tenure as governor of the BoJ, Haruhiko Kuroda has had to
admit recently that the sharp yen depreciation is bad for the overall economy.
In our view, there is a rising chance for some adjustment in the BoJ’s policy over the
next few months. One possible change could be to move the anchor point of its yield
curve control (YCC) to a shorter maturity (for example, moving from fixing the 10-year
JGB yield to fixing the 5-year one, thus allowing long-term yields to move higher).
Another near-term option would be direct interventions in the FX market. This would be
a decision for the Ministry of Finance, but it would be implemented by the BoJ. Some
Japanese government officials have recently started to warn against further sharp
depreciation of the yen and hinted at possible intervention. While the timing of such
interventions is difficult to predict, one likely will need to see much more frequent and
urgent verbal warnings before any real action is taken.
For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
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Oil: hot summer ahead
Tension in the oil market is likely to persist during the northern hemisphere summer.
Russian oil supply is missing from the equation, notably refined products. At 91%, US
refiners are producing at close to their maximum capacity. At the same time, US demand
is back to pre-pandemic levels and the summer driving season is likely to ensure demand
stays high. Petrol prices at the pump have reached USD5 per gallon for the first time
since 2004 (compared to USD2.6 in December 2019). Prices could increase further during
July and August, conceivably rising above USD6 per gallon.
Forward demand remains high for crude oil. The Brent futures curve shows massive
backwardation (USD119/barrel in two months, USD95 by end 2023). This situation is
likely to prevail during the summer.
Global supply elasticity remains limited. US shale oil production is back to its all-time
high of 9.4 million barrels per day (mbd). Further expansion will require increased
investment. The OPEC+ quota system ends in September. If the market tightens too
much, we could see Saudi Arabia and UAE increase supply to compensate for Russian oil
and the inability of other members to meet their production quotas.
Two main opposing forces will determine global oil demand. The first is the expected
slowdown in Western economies in H2 due to the energy shock and tighter financial
conditions. The second is China reopening, which could boost commodity demand after
the downturn in demand caused by China’s zero-covid policy. These two opposing forces
will determine whether the oil market remains in slight oversupply (as it has been in the
past three months) or falls back into undersupply. All things considered, we have raised
our forecast for Brent oil price, which we expect to remain at USD120-USD130 per barrel
during the summer. We then expect prices to settle at USD110 by the end of the year
(compared to our previous forecast of USD95).
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information purposes only. BPCAL/Pictet HK Branch reserves the right to act upon or use any of the information in this document at any time, including before its publication
herein.
BPCAL/Pictet HK Branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the
Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK
Branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document.
The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet
HK Branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK Branch.
This document is provided solely for the information of the intended recipient only and should not be reproduced, published, circulated or disclosed in whole or in part to any
other person without the prior written consent of BPCAL/Pictet HK Branch.
Singapore
This document is not directed to, or intended for distribution, publication to or use by, persons who are not accredited investors, expert investors or institutional investors as
defined in section 4A of the Securities and Futures Act (Cap. 289 of Singapore) (“SFA”) or any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject BPCAL and any of its affiliates or
related corporations to any prospectus or registration requirements.
BPCAL is a wholesale bank regulated by the Monetary Authority of Singapore (“MAS”) under the Banking Act Cap. 50 of Singapore, an exempt financial adviser under the
Financial Advisers Act Cap. 110 of Singapore (“FAA”) and an exempt capital markets licence holder under the SFA. Please contact BPCAL in Singapore in respect of any matters
arising from, or in connection with this document.
Hong Kong
This document is not directed to, or intended for distribution, publication to or use by, persons who are not “professional investo rs” within the meaning of the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) and any rules made thereunder (the “SFO”) or any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet HK Branch and
any of its affiliates or related corporations to any prospectus or registration requirements. If you do not want Pictet HK Branch to use your personal information for marketing
purposes, you can request Pictet HK Branch to stop doing so without incurring any charge to you. In distributing investment products as agents for third party service providers,
Pictet HK Branch is an agent of the third party service provider and the product is a product of the third party service provider but not Pictet HK Branch. In respect of an eligible
dispute (as defined in the Terms of Reference for the Financial Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) arising between Pictet HK
Branch and you out of the selling process or processing of the related transaction, Pictet HK Branch is required to enter into a Financial Dispute Resolution Scheme process with
you; however any dispute over the contractual terms of the product should be resolved between directly the third party service provider and you.
Banque Pictet & Cie SA is a limited liability company incorporated in Switzerland. It is an authorized institution within the meaning of the Banking Ordinance and a registered
institution (CE No.: BMG891) under the SFO carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities. The
registered address of Pictet HK Branch is 9/F., Chater House, 8 Connaught Road Central, Hong Kong.
Warning: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are
in any doubt about any of the contents of this document, you should obtain independent professional advice. Please contact Pictet HK Branch in Hong Kong in respect of any
matters arising from, or in connection with this document.
Distributor: Pictet Bank & Trust Limited, where registered office is located at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New Providence,
The Bahamas.
The document is not directed to, or intended for distribution or publication to or use by persons who are not Accredited Investors (as defined in the Securities Industry Regulations,
2012) and subject to the conditions set forth in the Securities Industry Regulations, 2012 or to any person or entity who is a citizen or resident of or located in any locality, state,
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country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet Bank & Trust Limited to any
prospectus or registration requirements. Pictet Bank & Trust Limited is incorporated in The Bahamas with limited liability. It is a bank and trust company that is licensed in
accordance with the Banks and Trust Companies’ Regulation Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet Bank & Trust Limited is registered
with the Securities Commission of The Bahamas as a Broker Dealer II and is approved to (i) Deal in Securities 1.(a) & (c ); (ii) Arrange Deals in securities; (iii) Manage Securities;
(iv) Advise on Securities.
Warning: The content of this document has not been reviewed by any regulatory authority in The Bahamas. You are, therefore, advised to exercise caution when processing the
information contained herein. If you are in any doubt about any of the content of this document, you should obtain independent professional advice.
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