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The Fed primes markets for
tightening
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At the September Federal Open Market Committee, the US central bank paved the way for a

taper announcement in November, should conditions evolve as expected. The Fed also

provided fresh insights on when and how quickly officials expect interest rates to rise.

At the onset of the pandemic, the Fed introduced its asset purchase program, which currently

runs at a pace of $120bn per month, to support the economy in its hour of need. It pledged to

keep it in place until it saw “substantial further progress” on its dual goals of average 2%

inflation and maximum employment, and it seems this time may have come. Chairman Powell
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disclosed that the FOMC now broadly supports a “gradual” taper, with the intention of

withdrawing the stimulus entirely around the second half of next year.

With regard to interest rates, Powell repeated that the start of tapering doesn’t include any

signal on the start of a hiking cycle, but there was a marked shift in the projections for interest

rate increases pencilled on the dot-plot (which displays the personal opinions of the current

FOMC members). More policymakers now expect an interest rate increase next year (from the

current range of 0.00% - 0.25%), with the 18-person committee evenly split on the prospects of

a 2022 increase. An additional rate increase was indicated for 2023.

The Fed also provided fresh economic projections. The median Fed member sees lower growth

for 2021: 5.9% versus 7.0% in June estimates. But growth in 2022 is now estimated at 3.8%, up

from 3.3% and 2.5% in 2023, from 2.4%. Powell noted that output expanded at a strong pace in

the first half of the year  and positive momentum should persist in the second half. For now,

supply chain issues continue to prevent the economy reaching its full potential. A shortage of

labour is also posing problems for many business on this matter Powell noted that factors

weighing on the supply of labour should diminish and thereafter, job growth is expected to pick

up.

The Fed’s PCE inflation estimates were upwardly revised (4.2% from 3.4% in 2021, 2.2% from

2.1% next year) and it is projected to stay above the Fed’s symmetrical 2% target for four

consecutive years. On inflation, the Fed chair said “Inflation is elevated” and will likely remain so

before moderating – the tone was slightly less relaxed than in previous meetings. Supply

constraints are stoking inflation but these will eventually abate and then inflation is seen falling

back towards the Fed’s goal. Even so, these effects and the impact on inflation may be more

persistent than first anticipate. If needed, the Fed said it will act as necessary to contain

inflation.

The Fed didn’t rock the boat and the scenario is much different from that of 2013 when the
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Fed’s taper announcement shocked markets. After plenty of preparatory remarks in recent

weeks, markets took the developments in their stride; the S&P 500 closed higher and the yield

curve flattened marginally after the meeting. Now attention turns to the US debt ceiling. Powell

added his name to the list of policymakers, including former Fed Chair and Treasury Secretary

Janet Yellen, to warn of the consequences should US lawmakers fail to raise the debt ceiling

before September 30th when the current fiscal year ends. Failing to fund federal agencies past

this date could trigger the third partial government shutdown in a decade and a failure to

suspend the debt ceiling by mid-October brings the risk of a historic default that could rattle

financial markets and risk an economic slowdown.

The Democratic-controlled US House of Representatives has passed a bill to avert a

government shutdown and extend the US debt limit until December next year, but getting

Republican support is proving to be an arduous task and it is unlikely that the proposed

legislation will be approved by the Senate (where at least 10 Republicans would need to support

it).
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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.


