22 September 2022

: 20-21 September FOMC meeting: the move
ATuﬂd,! Into restrictive territory

INVESTMENT TALKS

= The Federal Open Market Committee (FOMC) meeting and statement: On 21
September, the Fed hiked the Fed funds rate by 75bp, to 3-3.25%, the third consecutive
75bp rate hike, and the fifth rate increase in 2022. This means the central bank has raised
rates by 3 percentage points this year, clearly prioritising its aim to tame inflation even if it
means damaging economic growth.

= Press conference: Chair Powell was more hawkish than expected, making it clear that he
wants to move rates into restrictive territory in order to control rising prices. This means

Jonathan DUENSING unemployment forecasts were increased for this year, 2023 and 2024 which are in any case
Head of US Fixed Income above the Fed'’s long run projections. On the other hand, economic growth predictions were
downgraded.

= Market reaction and investment implications: The markets responded in a risk-off
manner, with equities falling owing to concerns over growth and the dollar rising in a flight
to quality move. Furthermore, the yield curve inverted as yields on the policy sensitive 2Y
bonds rose, and 10Y yields fell marginally. We maintain a cautious stance on risk assets,
favouring the quality side of the markets in both equities and credit, with a particular focus
on liquidity and balance sheets. On duration, we believe government bonds could offer
protection at a time when risks of a ‘hard landing’ have increased. We stay close to neutral
with an agile, tactical stance.

Timothy ROWE

Director of Multi-Sector On 21 September, the Fed hiked its fund rate by 75bp to 3.00-3.25%. The Summary of

Fixed Income Economic Projections (SEP), as well as the dot plot and tone of the post-meeting press
conference were more hawkish than expected. We outline the key takeaways from the
meeting below:

e A third consecutive 75bp rate hike, but the Fed clarified that the pace of future rate
hikes would be data dependent.

e Much higher median Fed funds projections via the updated ‘dots’: 4.375% vs 3.375%
in June for year-end 2022, 4.625% vs 3.875% for year-end 2023.

e SEP: Higher inflation forecasts but lower growth expected in 22/23.

e Press conference: Powell maintained his “do what it takes” approach on inflation but
emphasised uncertainty over how long higher rates would last and how far the Fed
would go in hiking rates.

Paresh UPADHYAYA
Director of Fixed Income
and Currency Strategy

FOMC statement: the Committee is highly attentive to inflation risks
There was little change to the statement and the Fed continued to emphasise that the FOMC
is highly attentive to inflation risks and strongly committed to returning inflation to its 2% target.

Summary of economic projections and the ‘dots’
Downward revisions to growth but inflation remains above target throughout the forecasting

horizon:
Alessia BERARDI e GDP revised lower from 1.7% to 0.2% in 2022, 1.7% to 1.2% in 2023 and 1.9% to 1.7%
Head of Emerging Macro & in 2024.
Strategy Research, Amundi e Unemployment rate was revised higher from 3.7% to 3.8% in 2022, 3.9% to 4.4% in

Institute 2023 and 4.1% to 4.4% in 2024.

e PCE Core was revised higher from 4.3% to 4.5% in 2022, 2.7% to 3.1% in 2023 but
was unchanged at 2.3% in 2024.
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https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20220921.pdf
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20220921.pdf
https://www.federalreserve.gov/newsevents/pressreleases/monetary20220921a.htm

“The Fed made it
clear that
controlling
inflation is a
priority, indicating
potential
pressures on
economic growth
and employment”.

“15 out of 19
members
projected a funds
rate above the
median longer run
dot of 2.5% in
2025”.

“Market reaction
seemed to be
risk-off, with
equities falling
and the
greenback
rising”.
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e The midpoint of the Fed funds rate was 4.375% at year-end 2022 and 4.625% at year-
end 2023.

Economic projections from FOMC members for 2022
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Source: Amundi Institute, FOMC. Data is as of 22 September 2022.

Dot plot: hawkish surprised and above expectations
The Fed is sending out a strong message that it is not adverse to higher terminal policy rates.

e Year-end 2022: 4.375% now vs 3.375% in June.

e Year-end 2023: 4.625% now vs 3.875% in June.

e Long term: further out in time, the median dot indicates a 175bp in rate cuts from mid-
2023 to 2025. However, 15 out of 19 members still projected a funds rate above the
median longer run dot of 2.5% in 2025.

Press Conference: Inflation remains the dominant focus

During the press conference, Chair Powell maintained the Fed’s laser focus on inflation. He
reiterated the Fed will do whatever is necessary to reach the Fed’s target of 2%. Chair Powell
acknowledged that policy will require an increase in unemployment and below trend
economic activity. Similar to the July FOMC, Powell avoided giving a hint on the size of the
next rate hike. He stated that it will depend on incoming data and the evolving economic
outlook. There was a discussion on when the Fed can begin to reduce its pace of tightening.
He also made it clear that the task for the Fed was to first bring policy into restrictive territory
and the latest action brought it into the very low end of this territory. Interestingly, he
volunteered that “there’s a way to go” perhaps hinting that another 75bp at the
November FOMC still remains in play.

Market reaction and investment implications

Financial markets reacted poorly to the Fed's more hawkish-than-expected stance. Major US
equity indices sold off, with S&P 500 down approximately 1.70%. The risk-off tone propelled
the USD higher on a ‘flight to quality’ move and owing to expectations of higher rates from the
Fed. The US yield curve inverted further with the 2Y yield surging while the 10Y benefitting
from a ‘flight to quality.’
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“We think risk
assets will remain
volatile given a
hawkish Fed and
decelerating
growth , allowing
us to keep a
cautious stance
and a preference
for high quality
assets. In EM
Asia, amid high
divergences,
select FX would
be negatively
affected.
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US Treasury yield curve movements
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Source: Amundi Institute, Bloomberg. Data is as of 22 September 2022.

Investment implications

Overall, the main message from the Fed is that policy will continue to move tighter and
is likely to remain there for some time. This would affirm our view of the “higher for longer”
policy rate stance needed to restore price stability. This signals that a rate cut is unlikely for
2023. The SEP indicated the FOMC's outlook for higher inflation, greater unemployment, lower
growth revisions and a higher terminal rate, all of which indicate that the risks of a hard landing
have increased..

As aresult, volatility will remain high in risk assets where, we believe, investors should
focus more on the superior quality segments and be mindful of liquidity risks. On the
other hand, we stay close to neutral on duration as yields are at attractive levels and US bonds
can act as good diversifiers of risk at a time when growth is decelerating. However, investors
should stay active given that pressures on yields remain on both sides — high inflation, hawkish
Fed on the one hand and economic risks on the other.

EM Asia: implications of the Fed tightening cycle

The FOMC meeting confirmed the Fed’'s commitment to fight inflation as the stance is
increasingly becoming more and more hawkish. We expect the US dollar to remain strong amid
theFed’s narrative and high geopolitical risks. The main impact on EM is through the
currency where the ones on a different policy path (China/Japan) to the Fed would weaken.
This would also be the case for countries with weak economic fundamentals (external and
fiscal vulnerabilities), or a less sound policy landscape. The Philippines peso, Thai baht and
the Indian rupee are the most exposed.

In fixed income, Asian central banks (CBs) are mostly on their tightening cycle, although at a
slower pace than CBs in other EMs. Therefore, Local Debt duration does not look very
attractive both from global and domestic perspectives. Moreover, we can find higher carry
elsewhere in EM. While equity valuations are relatively less compelling than in other regions,
economic growth (ex-China) has been quite resilient, paving the way for some earnings
recovery.

Overall, the Fed and global financial conditions are important drivers for financial markets
across the world, but domestic economic and policy trends should help to discriminate among
the different asset classes. Thus, the need for selection will remain high.
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AMUNDI INVESTMENT INSIGHTS UNIT

The Investment Insights Unit, part of the Amundi Institute, aims to transform our CIO expertise, and Amundi’s overall
investment knowledge, into actionable insights and tools tailored around investor needs. In a world where investors
are exposed to information from multiple sources, we aim to become the partner of choice for the provision of regular,
clear, timely, engaging and relevant insights that can help our clients make informed investment decisions.

Discover Amundi Investment Insights

Definitions

" Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).

Ll Curve steepening: A steepening yield curve may be a result of long-term interest rates rising more than short-term interest rates or short-
term rates dropping more than long-term rates.

" Curve inversion: When long-term interest rates drop below short-term rates, indicating that investors are moving money away from short-
term bonds.

Ll Diversification: Diversification is a strategy that mixes a variety of investments within a portfolio, in an attempt at limiting exposure to any
single asset or risk.

Ll Duration: A measure of the sensitivity of the price (the value of principal) of a fixed income investment to a change in interest rates,
expressed as a number of years.

= Quantitative tightening (QT): The opposite of QE, QT is a contractionary monetary policy aimed to decrease the liquidity in the economy.

It simply means that a CB reduces the pace of reinvestment of proceeds from maturing government bonds. It also means that the CB may
increase interest rates as a tool to curb money supply.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 22 September 2022. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as
is” basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be
taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic
trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied
upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including
market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental,
punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 22 September 2022.
Document issued by Amundi Asset Management, “société par actions simplifi€ée”- SAS with a capital of €1,143,615,555 - Portfolio manager

regulated by the AMF under number GP04000036 — Head office: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.

Chief editors

Pascal BLANQUE
Chairman, Amundi Institute

Vincent MORTIER
Group Chief Investment Officer
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