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The Fed pushes ahead with
dovish policy framework
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As was widely expected in markets, the Fed

left rates unchanged yesterday at 0-0.25% while keeping its bond-buying program

and credit facilities in place. The Fed said that it will wait for the economy

to reach full employment and that it considers it appropriate to keep rates at

current levels until inflation has risen to 2% and until longer-term inflation

expectations remain anchored at 2% for some time. Concretely, this should be

enough to keep a dovish bias and to keep rates at current levels for a very

long time, while paving the way for a more flexible use of its balance sheet to

maintain accommodative financial conditions. The refreshed dot-plot suggested

that FOMC members expect rates would remain at current levels until at least

the end of 2023. This follows Jerome Powell’s speech last month at Jackson

Hole, in which he announced a new strategic policy framework that pursues an

average inflation target, meaning that the 2% inflation target will be adjusted

upwards to “make up” for past shortfalls.

On the bright side, the Fed’s growth

expectations now foresee a 3.7% decline in GDP this year, a smaller contraction

than the 6.5% decline expected in June. The Fed is projecting that the US

economy will reach pre-Covid levels by the end of 2021. Powell said that “the

recovery has progressed more quickly than generally expected,” bud did caution

by stating that “activity remains well below pre-pandemic levels” and noted

that the pace may slow as “the path ahead remains highly uncertain.” Covid-19

remains the primary risk to the outlook, and the Fed expects that the road back

to normal is a long one.

Fiscal policy measures have provided

critical support and more will likely be needed, but how much and when it

happens is uncertain. So far, the economy has proven resilient to the

expiration of benefits. However without further fiscal aid, more downside risk

is to be expected.

For

investors, lower for longer just got even longer. With a new and higher

inflation target, the Fed had two possibilities, either more aggressive QE or

looser for longer. It opted for the second, mildly disappointing market

participants. Our take away is that the global hunt for yield will likely further

intensify, keeping in mind that it doesn’t pay to fight the Fed. With lower
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rates taking the shine off of other investments and with more tolerance on the

inflation front, the case for gold as an additional buffer remains well intact.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


