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SUMMARY

o The Federal Reserve (Fed) is likely to once again deliver a hefty 75 basis points
rate hike at its policy meeting on 2 November, pushing the fed funds target rate
range to 3.75-4.0%.

o The Fed is unlikely to make any change to its quantitative tightening
programme, which continues apace in the background.

o Inflation-fighting is likely to remain the Fed’s priority: we think it is illusory to
expect Fed chairman Jerome Powell to signal a near-term end to tightening.

o A major thorn in the side of the Fed right now are consumers’ inflation
expectations, which remain stubbornly high. Hence, even if Powell might point
to slower rate hikes ahead, he is unlikely to lower his guard entirely.

DECREASING LIKELIHOOD OF A ‘'SOFT LANDING’

Despite growing political pressure (including open letters to chairman Powell from
some Democratic senators) and despite a deterioration in some leading economic
indicators, we expect the Fed to stick to prioritising inflation-fighting when it
announces its latest rate hike this week. We believe the Fed will announce another
75 bp increase in the Fed funds rate and that it will leave its quantitative tightening
programme unchanged despite growing liquidity worries in the US Treasuries mar-
ket.

Core CPI inflation data remain the Fed’s alpha and omega. The problem for the
Fed is that core consumer inflation came in at a lofty annual rate of 6.6% in Sep-
tember (and headline inflation at 8.2%) and proving to be sticky.

Apart from inflation, the Fed is paying particular attention to monthly employ-
ment gains, which are proving resilient. The unemployment rate was a very low
3.5% in September, even though some leading indicators point to a rise in 2023.
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The stubbornness of consumers’ inflation expectations is a particular worry
for the Fed. The University of Michigan’s survey of one-year inflation expectations
was a still-high 5.0% in October, feeding the Fed’s fears that inflation may become
entrenched, as in the 1970s. This is why we think Powell is unlikely to commit
to an end to Fed tightening for now.

The sharp deterioration in the US housing market is unlikely to be central to the
Fed’s deliberations, as some Fed members believe housing needs some deflating
after the post-covid boom. And the slowdown in housing could have the welcome
effect of cooling rental inflation, a major factor in recent price rises in the US.

Money markets are currently pricing in a peak at almost 5% (4.95% to be precise)
for the Fed funds rate by May 2023— well above the terminal rate of 4.6% indicated
by the Fed in September.

The Fed’s new rate projections will be released at the Federal Open Market Com-
mittee meeting on 14 December (our own 2023 scenario for Fed policy is currently
being finalised).

Overall, we think it illusory to believe that Powell will signal a near-term end to
tightening. He could hint at a slower pace of rate hikes but nothing beyond that in
light of recent inflation data. The risk of a policy mistake (i.e. the risk of over-tight-
ening), is high, especially in an environment of high debt and shrinking market
liquidity. A crucial risk is that the housing market could suffer more from the
sharp rise in mortgage rates than the Fed anticipates, with potential spillovers to
the rest of the economy, even though our central scenario is still that we do not see
US mortgages sparking another global financial crisis like in 2008. We worry about
the long lags in monetary policy’s impact on growth: The Fed’s chances of achiev-
ing a soft landing in 2023 are narrowing given the sharp tightening that has al-
ready occurred, with more still to come.

Chart 1: Consumers’ inflation expectations remain high

7.5

Michigan 1Y ahead inflation
expectations

Ao,
MR

o ||||I|HIIIII‘|H||H||".|. ‘H‘ ‘|'|
S

Spread Michigan 1Y ahead
inflation minus 2Yyield

[l

UST 2-year rate
(monthlyavg.)

o

N

-5.0
95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22

Source: PWM CIO Office & Market Research, Bloomberg Finance LP, 31 October 2022

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.

20F5 FLASH NOTE



FEDERAL RESERVE MEETING PREVIEW

DISCLAIMERS

Distributors: Banque Pictet &
Cie SA, Route des Acacias 60,
1211 Geneva 73, Switzerland

and Pictet & Cie (Europe) SA,
15A, avenue J. F. Kennedy, L-

1855 Luxembourg/B.P. 687 L-
2016 Luxembourg.

Banque Pictet & Cie SA is es-
tablished in Switzerland, ex-
clusively licensed under Swiss
Law and therefore subject to
the supervision of the Swiss
Financial Market Supervisory
Authority (FINMA).

Pictet & Cie (Europe) SA is es-
tablished in Luxembourg, au-
thorized and regulated by the
Luxembourg Financial Au-
thority, Commission de Sur-
veillance du Secteur Finan-
cier.

This marketing communica-
tion is not intended for per-
sons who are citizens of, dom-
iciled or resident in, or enti-
ties registered in a country or
a jurisdiction in which its dis-
tribution, publication, provi-
sion or use would violate cur-
rent laws and regulations.

The information, data and
analysis furnished in this doc-
ument are disclosed for infor-
mation purposes only. They
do not amount to any type of
recommendation, either gen-
eral or tailored to the personal
circumstances of any person.
Unless specifically stated oth-
erwise, all price information is
indicative only. No entity of
the Pictet Group may be held
liable for them, nor do they
constitute an offer or an invi-
tation to buy, sell or subscribe
to securities or other financial
instruments. The information
contained herein is the result
neither of financial analysis
within the meaning of the
Swiss Bankers Association’s
Directives on the Independ-
ence of Financial Research,
nor of investment research for
the purposes of the relevant
EU MiFID provisions. All infor-
mation and opinions ex-
pressed in this document
were obtained from sources
believed to be reliable and in
good faith, but no representa-
tion or warranty, express or
implied, is made as to its ac-
curacy or completeness.
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tained herein. In case this
document refers to the value
and income of one or more
securities or financial instru-
ments, it is based on rates
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rights reserved. Copyright
2022.
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This is a marketing communi-
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in the Financial Conduct Au-
thority’s Handbook of rules
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book. Moreover, it does not
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instruments, nor is it meant as
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cipient’s knowledge and expe-
rience, tolerance to risk, in-
vestment needs and the recip-
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Any information contained in
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information purposes only,
and neither the producer nor
the distributor can be held lia-
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price of the securities. No ex-
press or implied warranty is
given as to future perfor-
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pressed reflect an objective
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available to the general pub-
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mation. The market value of
securities mentioned may vary
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nancial or political changes,
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exchange rates may have a
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the value, the price or the in-
come of the securities or the
related investments men-
tioned in this document. It is
also expressly noted that fore-
casts are not a reliable indica-
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while past performance is not
areliable indicator of future
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You shall only take investment
decisions when you fully un-
derstand the relevant financial
product and the involved
risks. In particular, the rele-
vant product documentation
(such as the issuance pro-
gram, final terms, prospectus,
simplified prospectus and key
(investor) information docu-
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vestment in Transferable Se-
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that these may change
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without notice. You should
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to invest. If you have been
provided with a link to access
the respective KID/KIID/other
product document, you
should therefore click on the
link immediately before con-
firming to Pictet London
Branch your decision to in-
vest, in order to review the
most recent version of the re-
spective KID/KIID/other prod-
uct document. If you have not
been provided with a link to
access the relevant document,
orif you are in any doubt as to
what the latest version of the
respective KID/KIID/other
product document is, or
where it can be found, please
ask your usual Pictet London
Branch contact.

Pictet London Branch is not
the manufacturer of the prod-
uct(s) and the KID/KIID/other
product document is provided
by a third party. The
KID/KIID/other product docu-
ment is obtained from sources
believed to be reliable. Pictet
London Branch does not
make any guarantee or war-
ranty as to the correctness
and accuracy of the data con-
tained in the KID/KIID/other
product document. Pictet
London Branch may not be
held liable for an investment
decision or other transaction
made based on reliance on, or
use of, the data contained in
the KID/KIID/other product
document.

By subscribing to the prod-
uct(s) proposed herein, you
acknowledge that you have (i)
received, in good time, read
and understood any relevant
documentation linked to the
product(s), including, as the
case may be, the respective
KID/KIID/other product docu-
ment; (ii) taken note of the
product(s) restrictions; and
(iii) meet the applicable sub-
jective and objective eligibility
conditions to invest in the
product(s).

Pictet London Branch may, if
necessary, rely on these
acknowledgements and re-
ceive your orders, to transmit
them to another professional,
or to execute them, according
to the relevant clauses of your
mandate, as well as the Terms
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document are provided for in-
formation purposes only and
are not to be used or

considered as an offer, an in-
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to buy, sell or subscribe for
any securities, commodities,
derivatives, (in respect of Sin-
gapore only) futures, or other
financial instruments (collec-
tively referred to as “Invest-
ments”) or to enter into any
legal relations, nor as advice
or recommendation with re-
spect to any Investments. This
document is intended for gen-
eral circulation and itis not
directed at any particular per-
son. This document does not
have regard to the specific in-
vestment objectives, financial
situation and/or the particular
needs of any recipient of this
document. Investors should
seek independent financial
advice regarding the appropri-
ateness of investing in any In-
vestments or adopting any
strategies discussed in this
document, taking into ac-
count the specific investment
objectives, financial situation
or particular needs of the in-
vestor, before making a com-
mitment to invest.

BPCAL/Pictet HK Branch has
not taken any steps to ensure
that the Investments referred
to in this document are suita-
ble for any particular investor,
and accepts no fiduciary du-
ties to any investor in this re-
gard, except as required by
applicable laws and regula-
tions. Furthermore,
BPCAL/Pictet HK Branch
makes no representations and
gives no advice concerning
the appropriate accounting
treatment or possible tax con-
sequences of any Investment.
Any investor interested in
buying or making any Invest-
ment should conduct its own
investigation and analysis of
the Investment and consult
with its own professional ad-
viser(s) as to any Investment
including the risks involved.

This document is not to be re-
lied upon in substitution for
the exercise of independent
judgment. The value and in-
come of any Investment men-
tioned in this document may
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value may be affected by,
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cial, political factors, time to
maturity, market conditions
and volatility, and the credit
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foreign currency rates of ex-
change may have a positive or
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back less than originally in-
vested.
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the different assumptions,
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of the analysts who prepared
them. Furthermore, the infor-
mation, opinions and esti-
mates expressed herein re-
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subject to change without no-
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or warranty as to its accuracy
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thereof) may or may not have
long or short positions in, and
buy or sell, or otherwise have
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entities connected with In-
vestments mentioned in this
document. BPCAL/Pictet HK
Branch and their affiliates (or
employees thereof) may act
inconsistently with the infor-
mation and/or opinions pre-
sented in this document.

The information used to pre-
pare 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 be-
fore this document was re-
ceived by you and such infor-
mation 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 repro-
duced, published, circulated
or disclosed in whole orin
part to any other person with-
out the prior written consent
of BPCAL/Pictet HK Branch.

Singapore

This document is not directed
to, or intended for distribu-
tion, publication to or use by,
persons who are not accred-
ited investors, expert inves-
tors 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 juris-
diction where such distribu-
tion, publication, availability
or use would be contrary to
law or regulation or would
subject BPCAL and any of its
affiliates or related corpora-
tions to any prospectus or
registration requirements.

BPCAL is a wholesale bank
regulated by the Monetary Au-
thority of Singapore ("MAS”)
under the Banking Act Cap. 50
of Singapore, an exempt fi-
nancial adviser under the Fi-
nancial Advisers Act Cap. 110
of Singapore (“FAA”) and an
exempt capital markets li-
cence holder under the SFA.
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in con-
nection with this document.

Hong Kong

This document is not directed
to, or intended for
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distribution, publication to or
use by, persons who are not
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“SFQ”) or any person or entity
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or located in any locality,
state, country or other juris-
diction where such distribu-
tion, publication, availability
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ments. If you do not want Pic-
tet HK Branch to use your per-
sonal information for market-
ing purposes, you can request
Pictet HK Branch to stop do-
ing so without incurring any
charge to you. In distributing
investment products as
agents for third party service
providers, Pictet HK Branch is
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cial Dispute Resolution
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contractual terms of the prod-
uct should be resolved be-
tween directly the third party
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Banque Pictet & Cie SAis a
limited liability company in-
corporated in Switzerland. It
is an authorized institution
within the meaning of the
Banking Ordinance and a reg-
istered institution (CE No.:
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on
securities) and Type 9 (asset
management) regulated activ-
ities. The registered address
of Pictet HK Branch is 9/F.,
Chater House, 8 Connaught
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Warning: The contents of this
document have not been

reviewed by any regulatory
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are advised to exercise cau-
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you are in any doubt about
any of the contents of this
document, you should obtain
independent professional ad-
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from, or in connection with
this document.
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Warning: The content of this
document has not been re-
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