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FED FAR FROM DONE, UNDETERRED BY STRONG MAY JOBS DATA

STRATEGY TEAM

¢ Inits June policy meeting, the US central bank re-
affirmed its commitment to support the labour mar-
ket, sending an overall dovish monetary policy mes-
sage.

e By suggesting that policy rates will remain near zero
during the next two years, while stressing the signifi-
cance of the downturn, the Federal Open Market
Committee signals that it stands ready to keep mon-
etary policy accommodative.

o We expect the Federal Reserve to keep its current
pace of asset purchase in place for a long time, with
interest rates anchored near zero.

Bleak on the economy, generous on policy stimulus—this Is
the main message from the latest US Federal Reserve policy
meeting this week.

First, the US central bank’s Federal Open Market Committee
(FOMC) remains notably pessimistic on the economy. By predict-
ing an economic contraction of 6.5% this year, followed by a re-
covery of a mere 5% next year, the internal outlook of the US
central bank is bleak. The International Monetary Fund, for in-
stance, expects the contraction of the US economy this year to
be less pronounced, while also forecasting a more dynamic re-
covery in 2021, where US GDP is expected to grow by nearly
6%, a near full percentage point higher than the economic pro-
jections by the Federal Reserve (Fed).

Second, we note that the Fed does not believe that the current

FED TO CONTINUE ITS BALANCE SHEET EXPANSION

crisis will severely damage US long term growth or other key
macroeconomic variables. For instance, only “longer run” growth
is revised slightly downward (to 1.8%, -0.1ppt), while the
‘equilibrium’ unemployment and inflation rate were both kept
unchanged. Also, the Fed sees inflation — headline and core
personal consumption expenditures (PCE) index, the Fed’s most
favorite inflation gauge — to reach only 1.7% by 2022 — notably
unambitious. Given the current disinflationary impact of the
downturn, we believe that this target, under current circumstanc-
es, will be difficult to meet.

In the shorter term, by predicting an inflation rate below 1% this
year and an unemployment rate of more than 9%, the challenges
remain huge.

Further announcements include the intention to increase its
US Treasury and Mortgage-Backed Securities holdings ($80bn
and $50bn, net) “at least at the current pace” over coming
months. Possible future policies which include yield curve control
remain “an open question”, according to Fed Chair Powell, while
no further hints on negative rates were given.

Our main take is that given the pessimistic forecasts by the
Federal Reserve itself, with key indicators expected to be far off
objectives, the Federal Reserve will keep its very generous mon-
etary policy in place for a long time, with a bias to do even more.

Implications for asset allocation. Recent decisions are in line
with our main convictions. Those include prudence on US equi-
ties following the recent rally—we keep our underweight expo-
sure. In fixed income, we continue to favor higher duration bonds
in the US Treasury market. Finally, with interest rates remaining
near zero for a long time, and asset purchases by global central
banks to continue, we remain overweight in gold.

ECONOMIC PROJECTIONS: THE OUTLOOK IS BLEAK, FED SAYS
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FOMC Staff Projections

[June 2020]

GDP Growth [Real] -6.5% 5.0% 3.5%

December 2019 2.0% 1.9% 1.8%
Inflation [PCE] 0.8% 1.6% 1.7%
December 2019 1.9% 2.0% 2.0%
Unemployment Rate 9.3% 6.5% 5.5%
December 2019 35% 3.6% 3.7%

Sources: FOMC, Mirabaud Asset Management



IMPORTANT INFORMATION

This document is for the exclusive use of the individual to whom it has been given and may not be either copied or transferred to third parties. In addi-
tion, this document is not intended for any person who is a citizen or resident of any jurisdiction where the publication, distribution or use of the infor-
mation contained herein would be subject to any restrictions or limitations.

The contents of this document are provided for information purposes only and shall not be construed as an offer or a recommendation to subscribe for,
retain, pursue or dispose of fund units, shares, investment products or strategies. Potential investors are recommended to seek professional financial,

legal and tax advice prior to making an investment decision. The sources of the information contained in this document are deemed reliable. However,
the accuracy or completeness of the information cannot be guaranteed, and some figures may only estimates. All investment involves risks. Any views
and opinions expressed are those of the author and may be subject to change without notice.

This communication may only be circulated to Eligible Counterparties and Professional Investors and should not be circulated to Retail
Investors for whom it is not suitable.

This document is issued by the following entities: in the UK: Mirabaud Asset Management Limited which is authorised and regulated by the Financial
Conduct Authority under firm reference number 122140; in Switzerland: Mirabaud Asset Management (Suisse) SA, 29, boulevard Georges-Favon,
1204 Geneva. In France: Mirabaud Asset Management (France) SAS, 13, avenue Hoche, 75008 Paris. In Spain: Mirabaud Asset Management
(Espafia) S.G.I.I.C., S.A.U.., Calle Fortuny, 6 - 22 Planta, 28010 Madrid.

www.mirabaud-am.com PREPARED FOR NOW



