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SUMMARY
Author > At the end of its 25-26 January meeting, the Federal Reserve is likely to signal its
THOMAS COSTERG intention to hike rates at the next Federal Open Market Committee (FOMC) meeting
tcosterg@pictet.com in March.

>  The Fed seems disorientated by persistently high monthly inflation prints and a
tight labour market. Calls are growing within its leadership to accelerate monetary
tightening.

> A surprise at the January meeting would be to see the Fed abruptly calling an end
to its monthly bond purchase programme, currently scheduled to end in March.

> The post-meeting press conference will be monitored for signals about the timing
and potential extent of the future balance-sheet runoff.

> The Omicron variant could have a net inflationary effect due to additional supply-
chain disruptions (and a limited hit to consumer demand). Fed anxiety could
remain high in the coming weeks as data percolate.

CHART 1: THE HIGH LABOUR-MARKET ‘QUITS RATE’ IS MAKING THE FEDERAL RESERVE ESPECIALLY ANXIOUS
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Preparing for a March rate hike

There has undoubtedly been a sizeable ‘hawkish pivot’ at the Federal Reserve since
December, coinciding with Jerome Powell’s re-appointment as Fed Chairman. Powell
has been given the explicit mandate by president Biden to curb high inflation (which
could be a political issue for the Democrats going into the November midterms) as
economic data show persistently high inflation, driven by goods, and a very tight labour
market.

The December unemployment rate fell to 3.9%, while the Atlanta Fed median wage
growth print for the same month accelerated to 4.5% year-on-year (y-o-y). At the
December FOMC meeting, during which the Fed moved forward the end of its monthly
bond purchase programme from June to March 2022, Powell expressed his surprise about
high wage growth, which the Fed tracks closely because of the potential spillovers into
inflation more generally.

Subsequently, the minutes of that meeting as well as the Senate testimonies of Jerome
Powell and Lael Brainard (Biden’s nominee to be vice-chair of the Fed) revealed that the
Fed was having active internal discussions about reducing its balance sheet, with a
decision likely before year’s end, according to Powell.

The Omicron variant can only amplify the Fed’s concerns about the potential build-up
of inflation, especially as the Fed has tended in recent weeks to be very much backward
looking rather than forward looking. In other words, the Fed seems to be concentrating
on what is happening in the US economy right now rather than on what will come once
Omicron fades. There are signs that Omicron is having a sizeable impact on labour
markets through an increase in work absences. This could add fuel to the fire when it
comes to wage growth, especially in low-income, services industries where jobs cannot be
done from home on a computer.

Meanwhile, supply-chain disruptions may keep goods price inflation elevated; continued
logistical issues at several US ports is not a good omen for merchandise inflation in
coming weeks. The ongoing robustness in commodity prices, including food prices, is the
icing on the inflation cake.

Judging from recent speeches by Fed officials, the central bank seems to believe that it
needs to act more forcefully. At the same time, the Fed has long sought to avoid
“rocking the boat” and has not wanted to shock markets in particular. There is now rising
tension between the need to react to rising inflation on the one hand and still have
gradualist approach to rate tightening and look serene on the other. It will be interesting
to see what the Fed decides about quantitative easing (QE). Although at a progressively
reduced rate, the Fed is indeed still buying bonds each month — until March. But it could
decide to end its monthly purchases before then if it is really intent on shrinking its
balance sheet early. By contrast the “gradualist” approach would call for letting QE end
as initially scheduled, in March.

Decisions about QE may inform the debate about the size and pace of Fed rate hikes:
Should they remain at a pedestrian pace of 25bps per quarter (our main scenario) or
should the Fed shift gears and hike the Fed funds rate by 50bps per quarter, or even
50bps at a single meeting (the Federal Reserve meets twice per quarter). The last 50bps
rate hike dates back to May 2000 at a time when the Fed, then led by Alan Greenspan,
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worried that high asset prices risked boosting demand too much and nurturing
inflationary pressures further down the line. We do not think the current Fed overall has
reached this point in its reflections, although a few members of the FOMC may be
heading that way.

Bottom line, we think the Fed will indicate that a 25 bps rate hike is coming at its March
meeting, with a 40% probability that QE is ended in February instead of March. In 2022,
we think the Fed will stick to a predictable, gradualist approach to rate hikes. We also
think that the Fed’s balance sheet shrinkage will remain passive—in other words, bonds
will just be let mature rather than actively sold; and with some monthly caps to avoid
too-large redemptions.

In the long run, we believe the Fed will be judged not by its ability to move rates up but
by its capacity to avoid having to cut nominal rates all the way back to zero again and
restart QE when the first external shock hits in the coming years. This is far from being
assured.

CHART 2: MUCH OF THE RECENT LIQUIDITY ADDITIONS IS ‘RETURNING’ TO THE FED VIA REVERSE REPOS
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CHART 3: THE FED'S BALANCE SHEET GREW STRONGLY, BUT STILL LESS THAN AT SOME OF THE FED’S PEERS
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CHART 4: MONEY MARKETS EXPECT THE FED TO STOP RAISING RATES BELOW ‘NEUTRAL’ (2.5%)
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REAL GDP AND PRIVATE CONSUMPTION GROWTH, % Y-0-Y
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CONF. BOARD LEADING INDEX, % Y-0-Y VS GDP GROWTH, % Y-0-Y  US YIELD CURVE SPREAD (10-YEAR YIELD MINUS 2-YEAR YIELD)
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Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P. 687
L-2016 Luxembourg.

Banque Pictet & Cie SA is established in Switzerland, exclusively licensed under Swiss Law and therefore subject to the supervision of the Swiss Financial Market Supervisory
Authority (FINMA).

Pictet & Cie (Europe) SA is established in Luxembourg, authorized and regulated by the Luxembourg Financial Authority, Commission de Surveillance du Secteur Financier.

This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution,
publication, provision or use would violate current laws and regulations.

The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general
or tailored to the personal circumstances of any person. Unless specifically stated otherwise, all price information is indicative only. No entity of the Pictet Group may be held
liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but
no representation or warranty, express or implied, is made as to its accuracy or completeness.

Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences.

Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer.
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value,
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and
economic situation in those countries is significantly less stable than in industrialized countries. They are much more exposed to the risks of rapid political change and economic
setbacks.

Past performance must not be considered an indicator or guarantee of future performance, and the addressees of this document are fully responsible for any investments they
make. No express or implied warranty is given as to future performance. Moreover, forecasts are not a reliable indicator of future performance. The content of this document can
only be read and/or used by its addressee. The Pictet Group is not liable for the use, transmission or exploitation of the content of this document. Therefore, any form of
reproduction, copying, disclosure, modification and/or publication of the content is under the sole liability of the addressee of this document, and no liability whatsoever will be
incurred by the Pictet Group. The addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information
reproduced in this document.

This document is issued by Banque Pictet & Cie SA. This publication and its content may be cited provided that the source is indicated. All rights reserved. Copyright 2021.

Distributor: Pictet & Cie (Europe) S.A., London branch (“Pictet London Branch”)
This is a marketing communication distributed by Pictet London Branch.

This document sets forth neither a personal recommendation tailored to the needs, objectives and financial situation of any individual or company (investment advice as defined
in the Financial Conduct Authority’s Handbook of rules and guidance (the “FCA Handbook”)), nor the results of investment research within the meaning of the FCA Handbook.
Moreover, it does not constitute an offer, or an invitation to buy, sell or subscribe to securities or other financial instruments, nor is it meant as a proposal for the conclusion of
any type of agreement. Furthermore, this document should not be considered a suitability report as Pictet London Branch has not received all the necessary information on the
recipient to complete its suitability assessment that covers the recipient’s knowledge and experience, tolerance to risk, investment needs and the recipient’s ability to absorb
financial risk. Should its addressee decide to proceed to any transaction in relation to a financial product referred to herein, this will be in his sole responsibility, and the
suitability/appropriateness of the transaction and other financial, legal and tax aspects should be assessed by an expert.

Any information contained in this document is disclosed for information purposes only, and neither the producer nor the distributor can be held liable for any fluctuation of the
price of the securities. No express or implied warranty is given as to future performance. The opinions expressed reflect an objective evaluation of information available to the
general public, such as rates from customary sources of financial information. The market value of securities mentioned may vary on the basis of economic, financial or political
changes, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer. Moreover, exchange rates may have a positive or negative
effect on the value, the price or the income of the securities or the related investments mentioned in this document. It is also expressly noted that forecasts are not a reliable
indicator of future performance, while past performance is not a reliable indicator of future results.

You shall only take investment decisions when you fully understand the relevant financial product and the involved risks. In particular, the relevant product documentation
(such as the issuance program, final terms, prospectus, simplified prospectus and key (investor) information document), as well as Appendix 4: Risk Warnings Relating to
Trading in Financial Instruments of the Terms and Conditions of Pictet London Branch, shall be read. Structured products are complex financial products and involve a high
degree of risk. The value of structured products depends not only on the performance of the underlying asset(s), but also on the credit rating of the issuer. Furthermore, the
investor is exposed to the risk of default of the issuer/guarantor.
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In respect of any product documentation, including key information documents of Packaged Retail and Insurance-based Investment Products (“KIDs”) and key investor
information documents of Undertakings for Collective Investment in Transferable Securities (“KIIDs”), please note that these may change without notice. You should therefore
ensure that you review the latest version of them prior to confirming to Pictet London your decision to invest. If you have been provided with a link to access the respective
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The content of this document shall only be read and/or used by its addressee. Any form of reproduction, copying, disclosure, modification and/or publication in any form or by
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addressee of this document agrees to comply with the applicable laws and regulations in the jurisdictions where they use the information provided in this document.

Pictet London Branch is a branch of Pictet & Cie (Europe) S.A.. Pictet & Cie (Europe) S.A. is a société anonyme (public limited liability company) incorporated in Luxembourg
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Authorised and regulated by the Commission de Surveillance du Secteur Financier. Deemed authorised by the Prudential Regulation Authority. Subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms to
operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct Authority’s website.

Distributors: Bank Pictet & Cie (Asia) Ltd (“BPCAL”) in Singapore and/or Banque Pictet & Cie SA, Hong Kong Branch (“Pictet HK Branch”) in Hong Kong.

The information, tools and material presented in this document are provided for information purposes only and are not to be used or considered as an offer, an invitation to offer
or solicitation to buy, sell or subscribe for any securities, commodities, derivatives, (in respect of Singapore only) futures, or other financial instruments (collectively referred to
as “Investments”) or to enter into any legal relations, nor as advice or recommendation with respect to any Investments. This document is intended for general circulation and
it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to
invest.

BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor, and accepts no fiduciary
duties to any investor in this regard, except as required by applicable laws and regulations. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no advice
concerning the appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct
its own investigation and analysis of the Investment and consult with its own professional adviser(s) as to any Investment including the risks involved.

This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall
as well rise. The market value may be affected by, amongst other things, changes in economic, financial, political factors, time to maturity, market conditions and volatility,
and the credit quality of any issuer or reference issuer. Furthermore, foreign currency rates of exchange may have a positive or adverse effect on the value, price or income of
any Investment mentioned in this document. Accordingly, investors must be willing and able to assume all risks and may receive back less than originally invested.

Past performance should not be taken as an indication or guarantee of future performance and no representation or warranty, expressed or implied, is made by BPCAL/Pictet
HK Branch regarding future performance.

This document does not constitute the investment policy of BPCAL/Pictet HK Branch, or an investment recommendation, and merely contains the different assumptions, views
and analytical methods of the analysts who prepared them. Furthermore, the information, opinions and estimates expressed herein reflect a judgment at its original date of
publication and are subject to change without notice and without any obligation on BPCAL/Pictet HK Branch to update any of them. BPCAL/Pictet HK Branch may have issued
or distributed other reports or documents that are inconsistent with, and reach different conclusions from, the information presented in this document.

While the information and opinions presented herein are from sources believed to be reliable, BPCAL/Pictet HK Branch is not able to, and do not make any representation or
warranty as to its accuracy or completeness. Accordingly, BPCAL/Pictet HK Branch accepts no liability for loss arising from the use of or reliance on this document presented for
information purposes only. BPCAL/Pictet HK Branch reserves the right to act upon or use any of the information in this document at any time, including before its publication
herein.

BPCAL/Pictet HK Branch and its affiliates (or employees thereof) may or may not have long or short positions in, and buy or sell, or otherwise have interest in, any of the
Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK
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The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet
HK Branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK Branch.
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matters arising from, or in connection with this document.
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