Jonathan
DUENSING

Head of US Fixed Income

Paresh

UPADHYAYA
Director of Fixed Income
and Currency Strategy

‘Persistent
inflation remains
the main policy
concern’.
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Fed delivers a dovish hike: a rate cycle
peak may be close

e Fed action: on March 22, the Federal Reserve (Fed) hiked the fed funds rate by 25bp to
4.75-5.00%, a pace similar to that of February 1, and a level not seen since 2007. Ahead
of this week’s Federal Open Market Committee (FOMC) meeting, we were sceptical that
the recent banking sector stress would persuade the Fed to pause its rate hiking campaign:
the Fed could point to macro prudential policy tools (including its new Bank Term Funding
Program) and a ‘policy pause’ could raise concerns that the banking sector situation may
actually be systemic rather than idiosyncratic.

e FOMC statement: unsurprisingly, there were significant changes. The economic
assessment was upgraded to reflect the recent strong growth in jobs and more persistent
inflation than previously expected. The reference to the Russia-Ukraine war as a risk to
global growth and inflation was removed. The Fed stated that the US banking system is
sound and resilient, but expressed concerns that tighter credit conditions would weigh on
growth, hiring, and inflation.

e Summary of Economic Projections (SEP) and ‘Dots?”: the updated SEP reflected an
upgrade in inflation, and a relatively robust labour market. The GDP growth forecast was
cut slightly for 2023 (from 0.5% to 0.4%), more sharply for 2024 (from 1.6% to 1.2%), and
improved slightly for 2025 (1.8% to 1.9%). The unemployment rate forecast was also
slightly revised downwards for 2023 (from 4.6% to 4.5%), was unchanged for 2024 (4.6%),
and increased slightly for 2025 (4.5% to 4.6%). The Core PCE forecast was revised
upwards for 2023 (from 3.5% to 3.6%) and 2024 (from 2.5% to 2.6%), and was unchanged
for 2025 (2.1%). The Dots remained unchanged at 5.125% for year-end 2023, but rose to
4.25% vs 4.125% for year-end 2024, and were unchanged at 3.125% for 2025 year-end.

e Press conference: Chair Powell walked a fine line between reassuring markets regarding
its measures to stabilise the banking sector, and its focus on bringing inflation down to its
2% target. His comments confirmed that the Fed is very likely close to the peak in its rate
cycle, however he clearly did not endorse the rate cuts currently priced into the market.

e Market reaction and investment implications: following the meeting, bond yields rallied
and the USD sold off, as investors saw the Fed as nearing the end of its tightening
campaign. However, these moves were reversed after Treasury Secretary Janet Yellen
indicated that the US Treasury was not considering a broad increase in deposit insurance.
We remain cautious and anticipate market volatility since the Fed continues to be data
dependent, and sceptical that the Fed will cut rates as early as June 2023, as expected by
implied overnight rates.

Fed action raises rates by 25bp

The Federal Reserve hiked the fed funds rate by 25bp, to 4.75-5.00%, a level not seen since
2007. Coming into this week’s Federal Open Market Committee meeting, there was some
investor uncertainty regarding whether the Fed may pause its rate hiking campaign in light of
recent banking sector stress. We were sceptical that this would be the case, as the Fed was
able to point to macro-prudential policies such as the newly implemented Bank Term Funding
Program, that have helped stabilise confidence in the banking sector. In addition, a pause in
policy could signal to markets that the situation underlying the banking sector may actually be
systemic rather than idiosyncratic. In the end, the Fed opted for another rate hike, as stubborn
inflation remains its primary policy concern.

L A chart that signals the FOMC's outlook for the federal funds rate to investors.
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Key takeaways

= The Fed hiked the fed funds rate by 25 bp, taking it to 4.75-5.00%.

= The Fed walked a fine line between continuing its primary mission to cool inflation, and
restoring financial stability.

= The fed funds ‘Dots’ remained unchanged at 5.125% for 2023 year-end, but rose to 4.25%
vs 4.125% for the end of 2024, and were unchanged at 3.125% for 2025 year-end.

= Summary of Economic Projections (SEP): higher inflation and lower unemployment and
growth in 2023.

Significant changes to the FOMC statement.

There were two changes to the statement. First, the Fed's economic assessment was
upgraded to reflect the recent strong growth in jobs, and acknowledge that inflation remains
more persistent than they expected. Second, the Fed removed geopolitical references of
Russia’s war against Ukraine as being a risk to global growth and inflation. The Fed stated that
the US banking system is sound and resilient, but expressed concerns that tighter credit
conditions would weigh on growth, hiring, and inflation.

Summary of Economic Projections (SEP) and the ‘Dots’ signal rate hiking is almost done

= The Fed slightly revised its annual GDP forecast from 0.5% to 0.4% for 2023, while the
downgrade was more marked for 2024, from 1.6% to 1.2%. In 2025 it sees GDP growth
climbing slightly higher, from 1.8% to 1.9%.

= The Fed lowered its year-end unemployment rate forecast from 4.6% to 4.5% in 2023, while
leaving the 2024 projection unchanged at 4.6%. It raised its 2025 forecast by 0.1pp to 4.6%.

= The Fed’'s Core PCE projection increased by 0.1pp to 3.6% for 2023, and another 0.1pp to
2.6% for 2024, while its 2025 inflation forecast was unchanged at 2.1%.

= Fund’s rate ‘Dot Plot":

Year-end 2023: the median dot remained unchanged at 5.125%.

Year-end 2024: the median dot rose slightly from 4.125% to 4.25%.

Year-end 2025: the median dot was unchanged at 3.125%.

Long-term: the median dot remained unchanged at 2.50%. Note that this is

commonly referred to as the ‘neutral rate’, and should be compared to the Fed’s

long-term inflation target of 2.00%.

Fed economic forecast: lower growth and unemployment, higher inflation
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Source: Amundi Institute, Federal Reserve, as of 22 March 2023.
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‘The Fed believes
that further future
tightening will
come less from
interest rates, and
more from tighter
credit conditions’.

‘We remain
sceptical that the
Fed will cut rates
as early as June
2023 as expected
by implied
overnight rates’.
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Press conference: Powell struck a balanced tone

Chair Powell struck a balanced tone between maintaining financial stability, and stressing the

Fed’s ongoing fight against inflation:

= He noted that while the Fed did consider a policy pause, recent stability in financial
conditions appeared to have tipped the scales in favour of a hike.

= He addressed concerns about the banking system, stating that it is safe, and well
capitalised. He pointed to the Fed’s programmes aimed at supporting the banking system,
and reiterated that the Fed has the tools to address financial stability risks. Overall, he
worked hard to alleviate concerns about the safety of deposits.

= |nthe end, the most important takeaway from the press conference was that the Fed
believes that further future tightening will come less from interest rates, and more
from tighter credit conditions as the banking system naturally recalibrates after
recent challenges to depositor and investor confidence.

= Powell's comments confirmed that the Fed is very likely close to the peak in its rate
cycle, but he clearly did not endorse the rate cuts currently priced into the market.

US financial conditions

Tightening
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Source: Amundi Institute, Bloomberg, as of 22 March 2023. The Bloomberg U.S. Financial Conditions Index tracks the
overall level of financial stress in the U.S. money, bond, and equity markets to help assess the availability and cost of
credit. A positive value indicates accommodative financial conditions, while a negative value indicates tighter ones.

Market reaction: mixed market performance following Powell Press Conference

The market's reaction was twofold. The rate hike and FOMC statement were interpreted as
dovish, and triggered a broad-based rally in asset prices, while taking the USD lower. However,
as a real-time show of the current state of investor confidence, equity markets sold off towards
the end of the US trading day when Treasury Secretary Janet Yellen reversed recent public
comments, and indicated that the US Treasury was not considering a broad increase in
deposit insurance. This was likely a self-acknowledgement that she does not have the
authority to enact such an action: increases in deposit insurance limits must be authorised by
Congress. Equity markets unwound their post-FOMC rallies with the Dow, S&P 500 and
NASDAQ all declining by approximately 1.6%. The US bond market rallied, with the 2yr and
10yr yields falling 18bp and 7bp respectively. The USD depreciated 0.8%.

Investment Implications

While the FOMC Statement and the SEP/Dots suggest the Fed may be nearing a pause in its
tightening cycle, we remain cautious and anticipate market volatility since the Fed remains data
dependent. Importantly, the FOMC statement noted that, while recent developments are likely
to lead to tighter credit conditions that will weigh on growth, hiring, and inflation, the extent of
these effects is uncertain. Therefore, we remain sceptical that the Fed will cut rates as
early as June 2023 as expected by implied overnight rates.
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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 @

Definitions

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

= Monetary policy reaction function: A function that gives the value of a monetary policy tool that a central bank chooses, or is
recommended to choose, in response to some indicator of economic conditions

= Quantitative tightening (QT): QT is a contractionary monetary policy aimed to decrease the liquidity in the economy. It 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.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/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 22 March 2023. 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: 23 March 2023.

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.
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