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1-2 November FOMCimeeting: debating a
downshift, not a pivot

= FOMC meeting and statement: On 2 November, the Federal Reserve hiked the Federal
Funds rate by 75bp, to 3.75-4.00%. The pace of future rate hikes remains data-dependent,
and Chair Jerome Powell confirmed the FOMC’s commitment to lowering inflation.

= Press conference: Chair Powell reiterated the Fed'’s focus on inflation and commitment to
reaching the Fed'’s long-term target of 2%. Incoming data suggest that the ultimate level of
Fed Funds rates will be higher than previously expected. The Fed is transitioning from how
fast to get to restrictive territory to how long to remain in restrictive territory. It looks
premature to be considering a pause in monetary policy. The path to a soft landing has
narrowed, but the Fed remains optimistic. Powell acknowledged that inflation has not
slowed as expected, with goods inflation remaining persistent and services inflation
climbing.

= Market reaction and investment implications: The markets rallied strongly with regard to
the dovish statement, based on the ‘peak Fed’ narrative. However, the nascent rally
reversed following a hawkish press conference. Despite adjustments to the statement’s
language, Chair Powell maintained that policy rates need to go higher and that it is
premature to look at a policy pause. The terminal rate is likely higher than what was
projected by the FOMC in September. Regardless of at which level and when the Fed stops
lifting the Fed Funds rate, policy will stay in restrictive territory for a long time. Finally, the
labour market remains too tight, with little evidence of meaningful loosening, and inflation
remains uncomfortably high. Thus, we maintain a cautious investment bias, given that the
outlook for monetary policy and its impacts on inflation and the economy remain both fluid
and uncertain.

As widely expected, on 2 November, the Federal Reserve hiked the Federal Funds rate by
75bp, to 3.75-4.00%. The action marked the fourth consecutive 75bp rate hike this year.
Investors initially interpreted the accompanying statement as dovish by selling the dollar and
buying US Treasuries and equities. However, any question as to whether the Fed is beginning
to alter its stance of monetary policy was corrected by Powell’s hawkish press conference.
Consequently, investor sentiment reversed quickly during Chair Powell's press conference,
where he made a striking comment that incoming data (inflation and labour market) since
the September meeting suggests that the ultimate level of interest rates will be higher
than previously expected. The pace of future rate hikes remains data-dependent, and Chair
Powell confirmed the FOMC’s commitment to lowering inflation.

FOMC statement: notable additions

The FOMC statement included some important changes that leave room for interpretation. The
Fed signaled two points in its forward guidance. First, the Fed wants the policy to be “sufficiently
restrictive” to return inflation to its 2% target over time. This confirms the Fed’s inflation-
fighting focus. Second was that the committee “will take into account the cumulative
tightening of monetary policy, the lags with which monetary policy affects economic activity and
inflation, and economic and financial developments”. This hints at the likely debate going
on within the committee around balancing an eventual downshift in jumbo-sized interest
rate hikes while also keeping financial conditions appropriately tight. While markets
interpreted this comment as confirmation that the Fed is likely to start slowing the pace of future
rate hikes soon (in December), we believe it is less clear and a good reminder that the future
policy path will be guided by near-term economic data and corresponding market pricing.

Press conference: Powell was unmistakably hawkish
During the 45-minute post-meeting press conference, Chair Powell did his best to deliver a
repeat performance from his Jackson Hole speech. Powell was careful not to be perceived as
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“The market
rallied strongly to
the dovish
statement,
feeding into the
‘peak Fed’
narrative;
however, the
nascent market
rally reversed
following a very
hawkish press
conference”.
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and its impacts
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dovish and was certainly more hawkish than the FOMC meeting statement. Importantly, he
reiterated the Fed’s laser focus on inflation and commitment to reaching the its long-
term target of 2%. Other notable takeaways from the press conference are as follows:

= Incoming data since the September FOMC suggest that the ultimate level of Fed Funds
rates will be higher than previously expected.

= The Fed is transitioning from how fast to get to restrictive territory to how long to remain in
restrictive territory.

= |tis very premature to be considering a pause in monetary policy.

= Slower wage growth is not obvious, reflecting how tight the US labour market remains.

= The path to a soft landing has narrowed, but the Fed remains optimistic. Powell
acknowledged that inflation has not slowed as expected, with goods inflation remaining
stubbornly persistent and services inflation climbing.

Market reaction: a short-lived bond and equity markets rally was snuffed out by a
hawkish press conference

The markets rallied strongly to the dovish statement, feeding into the ‘peak Fed’ narrative.
However, the nascent markets rally reversed following a very hawkish press conference. After
the release of the meeting statement, regarding which markets speculated that a Fed pause
may come sooner rather than later, two- and ten-year US government bond yields fell 8bp and
3bp, respectively. Interestingly, the 30-year yield rose 3bp. The 2- to 10-year and 2- to 30-year
yield curves steepened by 4bp and 10bp, respectively. Equity markets rallied by 0.80-1.25%.
Finally, the dollar weakened, with the Dollar index falling 0.7%. However, after the hawkish
press conference, the markets completely reversed course. The bond market sold off
sharply and the yield curve flattened. The equity markets sold off sharply, with the Dow Jones
closing at -1.2%, the S&P 500 slipping -2.5%, and the NASDAQ plunging -3.4% on 2
November. The dollar strengthened by 0.3%.

US Treasury yield curve movements
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Investment implications

We were skeptical regarding whether the initial financial market rally would be sustainable, and
that proved to be the case. Despite adjustments to the FOMC meeting statement’s language,
Chair Powell maintained that policy rates need to go higher and that thinking of a policy pause
is premature. We make four key points here:

= The terminal rate is likely higher than what was projected by the FOMC in September.

= Regardless of to which level and when the Fed stops lifting the fed funds rate, policy will
stay in restrictive territory for a long time.

= The Fed believes the risk of doing too little to tame inflation still outweighs the cost of doing
too much. It has the tools necessary to clean up a ‘policy mistake’.

= Finally, the labour market remains too tight, with little evidence of meaningful loosening, and
inflation remains uncomfortably high.

We keep a cautious investment bias, given that the outlook for monetary policy and its impact
remain both fluid and uncertain. The path to a US soft landing has narrowed.

Marketing material for public use

Amundi

ASSET MANAGEMENT




FOMC meeting | November 2022

AMUNDI INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute 000@

Definitions
L] Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).
L] Curve flattening: A flattening yield curve may be a result of long-term interest rates falling more than short-term interest rates or short-
term rates increasing more than long-term rates.
L] 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.
= S&P 500 index: It is a commonly used measure of the broad US stock market.

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 3 November 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: 3 November 2022.

Document issued by Amundi Asset Management, “société par actions simplifiée”- 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

Monica DEFEND
Head of Amundi Institute

Vincent MORTIER
Group Chief Investment Officer

Matteo GERMANO
Deputy Group Chief Investment Officer

3 Marketing material for public use e
Amundi

ASSET MANAGEMENT



http://www.amundi.com/
https://twitter.com/Amundi_ENG
https://www.linkedin.com/company/amundi-
https://www.facebook.com/AmundiOfficial/
https://www.instagram.com/myamundi/
https://www.youtube.com/user/AmundiGroup

