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Intense Fed hiking may accelerate growth slowdown

e Fed may take on another 75bp rate hike come July, but we expect 50bp increase

e Engineering a soft landing proves tricky as domestic conditions soften

e Hard-to-control external factors may still drive pipeline inflation

The Federal Reserve has increased the fed funds rate target range by
75bps to 1.50-1.75%, from 0.75-1.00% previously. This marked the
Fed’s third consecutive rate hike since March (+25bps) and May
(+50bps) as the central bank began its policy normalisation this year.
The last time the Fed adjusted rates by 75bps at one meeting was
back in 1994 during the Alan Greenspan era when the price situation
was wholly different. The outsized move matched the markets and
economists’ expectations that were spurred only in recent days
following the red-hot US inflation data. Up until last Friday, the
market had largely been looking at a 50bp hike, a continuation from
the Fed’s May decision and an outcome of Fed officials’ careful
shaping of forward guidance for weeks.

Dot plot suggests additional 175bps hike ahead

The decisive move reinforces the Fed’s long standing inflation
fighting credibility, recognising finally the need to take bolder
measures this round in the wake of the 40Y high CPI inflation rate
(8.6%) and after having fallen severely behind the curve. The dot plot
showed all 18 officials expecting the Fed to bring rates up to at least
3.00% this year. The median forecast for the fed funds rate was
adjusted higher to 3.375%, compared to 1.185% in the March
projections. This means that compared to the current median rate of
1.635%, there will be an additional 175bps adjustment in the coming
months, spreading over the July through December meetings. We
however expect another 50bps hike in July, 50bps in September and
two separate 25bps in November and December. Fed Chair Powell
had said that we may see a possible 75bp or 50bp hike in July.

Fed trimmed outlook as data turned weaker

The Fed unsurprisingly trimmed its growth and labour market
outlook as the stubbornly high inflation erodes consumer spending.
The real GDP growth forecasts were cut and unemployment rates
revised higher for 2022 through 2024. The Fed wishes to avoid a
recession in 2H22 while bringing down inflation although the
situation could prove tricky to manoeuvre. Powell warned of
exogenous factors that were beyond the central bank’s control that
may contribute to high inflation; the obvious ones being the Ukraine-
Russia conflict which would drive up prices via the energy and food
channels, not to mention China’s strict Covid policy that could
exacerbate the supply chain bottlenecks.

Figure 1: Fed revised down growth forecasts

Median Projections

2022 2023 2024
Real GDP 1.7 (2.8) 1.7 (2.2) 1.9 (2.0)
growth
Unemploy- 3.7 (3.5) 3.9 (3.5) 4.1(3.6)
ment rate
Core PCE 4.3 (4.1) 2.7 (2.6) 2.3(2.3)
inflation
Fed funds 3.4(1.9) 3.8(2.8) 3.4(2.8)
rates

Figures in () are March projections

Source: FOMC Summary of Economic Projections

Figure 2: Markets pricing in lower rates in 2023
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On the domestic front, consumer-related data have been less rosy in
recent weeks, as evident in the 0.3% m/m decline in retail sales and
the record low consumer sentiment. After all, consumers may have
less deep of a pocket to dig into this year, as the American savings
rate dropped to 4.4% in April, the lowest since September 2008
during the height of the Global Financial Crisis. The continued
downtrend in the 4-week initial jobless claims hints at a slowdown in
hiring activity; while partly attributed to the rampant labour
shortages, weakening business and investment sentiment plays a
role too. On the production side of things, regional manufacturing
conditions have been showing weakness while the overall housing
market is poised for further cool-down.

Barring from the escalation of the above-mentioned external factors
that would drive pipeline inflation (Ukraine and China), so long as the
Fed ramps up tightening this summer through fall, we think that
inflation may soon embark on an easing trend, as oil prices are
expected to come off, thanks to the OPEC+’s gradual output increase
and weaker global demand would have caught up by then.
Domestically, the weaker appetites for pricier durable goods and the
softening wage growth and housing market should be an added
advantage to tame inflation.
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Figure 3: Stubbornly high US inflation
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This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of
any particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer
or solicitation with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a
part of any contract or commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be
reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
opinion of HLBB or any of the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without
notice and the opinions do not necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update
this report or to otherwise notify a reader or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by
reason of negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising
out of, contained in or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group.
These entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other
activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.
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