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SUMMARY 

› We ‘mark-to-market’ our policy rates forecasts taking into account a more resilient 
labour market in the US, and the central banks’ hawkish reaction function.  

› US consumer inflation eased only modestly to 8.3% in August amid persistent core 
price pressures, leaving the Federal Reserve (Fed) on high alert for now. A third 
75bp ‘jumbo’ rate hike is likely on 21 September, followed by 50bp in November 
and 25bp in December, pushing the Fed’s terminal rate to 4.0% (versus our previous 
expectation of 3.25%). As growth and employment start to deteriorate by the turn of 
the year, we think the Fed will cease hiking in 2023, but not lower rates again. 

› A delayed Fed pivot may create room for other central banks to tighten their policy 
stance for longer – especially in Europe where inflation has not peaked yet. 

› We expect the European Central Bank (ECB) to front-load more rate hikes, bringing 
the deposit rate to 2.0% by year-end (previously: 1.50%) and the Swiss National 
Bank (SNB) to catch up faster to 1.25% (previously: 0.75%). 

More monetary frontloading, higher terminal rates, and no cuts in 2023 

Central banks have made it abundantly clear that they intend to reduce inflation, even at 
the expense of growth. Given their bad track record on inflation so far this year, and 
given the risks of second-round effects from the energy shock (especially in Europe), we 
expect central banks will ”keep at it” until their job is done—in other words until they 
see convincing evidence of slowing demand and inflation. Their approach might be 
backward-looking, putting more weight on current inflation data than on expectations 
and forward-looking indicators, but this is the reality of their new reaction function. 

CHART 1: CENTRAL BANKS’ POLICY RATES INCLUDING PROJECTIONS 

 
Source: Pictet Wealth Management, Bloomberg Finance L.P., 13.09.2022 

-1.0

0.0

1.0

2.0

3.0

4.0

5.0

6.0

05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Fed BoE ECB SNBMain policy 
rates, %

PWM forecasts

Fed: 75bp in September; 50bp in November; 25bp in December 
(terminal rate: 4.0%)

BoE: 50bp in September; 50bp in November; 50bp in December 
(terminal rate: 3.25%)

ECB (deposit rate): 75bp in October; 50bp in December 
(terminal rate: 2.0%)

SNB: 75bp in September; 50bp in December; 25bp in March 
(terminal rate: 1.25%)
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US: a resilient job market may cause the Fed to keep hiking 

Despite numerous internal and external challenges, including the winding-down of 
pandemic support packages and the normalisation of demand growth, the US labour 
market is still humming.  Payroll growth averaged a robust 378,000 per month in the 
three months to end-August.  New jobless claims, while they have risen from their March 
2022 lows, are still very modest; the ‘jobless claims unemployment rate’ is only 1.0%. 
Focusing on labour market trends, the Fed may conclude that the US economy can 
easily absorb additional monetary tightening.  

While CPI inflation has started to ease, the August CPI report was disappointing. 
Headline inflation slowed only modestly from 8.5% to 8.3 year-on-year (y-o-y) in August 
while core CPI was much stronger than expected at 0.6% on the month and 6.3% y-o-y. 
Details were consistent with a frustratingly slow deceleration in core price pressures. 
Looking at the ‘sticky’ services items, medical services inflation rose to 5.6% YoY while 
shelter and rents rose to 6.2% and 6.7%, respectively. Still, we don’t think these numbers 
mark a reversal in trend. We forecast CPI inflation to decline to close to 6% in Q4 2022. 

Meanwhile, recent Fed commentary has been surprisingly hawkish. Chairman Jerome 
Powell in his brief Jackson Hole speech said that combating high inflation remains the 
Fed’s overarching priority. Echoing these hawkish comments at a conference on 8 
September, Powell did not push back against market pricing of future rate hikes. 

The Fed seems especially worried about two things: first, while they have been easing, 
that inflation expectations become de-anchored if high inflation persists; second, that a 
tight job market  continues to boost wage growth, with the risk of a wage-price spiral 
(although recent data show some moderation in wage growth). 

In short, the Fed’s ‘reaction function’ seems to be still very much based on actual 
inflation rather than the trajectory of future inflation. The one-year US inflation swap is 
pricing ‘only’ 2.5% inflation over the next twelve months. 

As a result, we have adjusted our Fed scenario to take into account the new reaction 
function, and the stronger-than-expected momentum in the US job market. We now 
believe the Fed will hike by 75bps on 21 September, then 50bps on 2 November. We 
expect a final hike of 25bps on 14 December, bringing the terminal rate for the top fed 
funds target rate to 4.0%. Following the August CPI print, fed funds futures have moved 
to price in a peak of 4.30% by March 2023. 

Our expectation of a slowdown in the pace of monetary tightening, and ultimately a 
pause, would be based on the following metrics: 

• Non-farm payrolls slowing to a moving average of 150,000 per month, or lower; 

• Business indicators like the ISM purchasing manager indexes showing outright 
contraction in economic activity or an impending recession (the ISM 
manufacturing index was a still resilient 52.8 in August, indicating a mild 
expansion in activity); or 
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• Core PCE inflation (the Fed’s preferred gauge) falling below 0.2% month-on-
month over several months (it has averaged 0.35% in the past three months). 

CHART 2: THERE IS AN ESPECIALLY PRONOUNCED DIVERGENCE BETWEEN GDP AND THE LABOUR MARKET 

 
Source: Pictet Wealth Management, Bloomberg Finance L.P., 13 September 2022 

Europe: hiking to neutral in a timely fashion 

A delayed Fed pivot may allow central banks in Europe to continue tightening their 
policy stance for longer as inflation has not peaked yet in either the euro area or the UK.  

We now expect the ECB to frontload more tightening in coming months. Having already 
raised the deposit rate by 75bp last week, we expect it to raise rates by 75bp again in 
October and by 50bp in December, bringing the terminal rate up to 2.0% at year-end 
(versus our previous forecast of 1.50%).  

By reducing downside risks to growth, a further decline in gas and electricity prices may 
lead to a more aggressive ECB. However, the scenario we deem as most likely is for 
Russia to cut gas flows to Europe entirely (with some small exceptions such as Hungary). 
Indeed, by making the resumption of Nord Stream 1 gas supplies conditional on the 
lifting of sanctions, Russia has officially signalled its willingness to ‘weaponise’ energy 
supplies. With winter approaching, Vladimir Putin knows that his leverage increases as 
temperatures drop. Rapidly rising gas storage levels in Europe only incentivise him to act 
more quickly, especially as Russia’s revenues from gas exports only represent a third of 
what it earns from oil sales. The latest geopolitical developments also raise the risk of 
further tensions in European energy supplies. Ukraine’s counteroffensives, which has 
been unexpectedly successful so far, at least in eastern Ukraine, may prompt a harsh 
response from Russia, both militarily and through further squeezing energy supplies to 
the West. Attempts by G7 countries to cap oil and gas prices may prove the last straw, 
pushing Putin to act on his threat to stop selling energy to countries that set price caps. 
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The European growth outlook remains highly dependent on energy prices and 
government interventions. While  fiscal support measures for households and companies 
may mitigate the drop in real income and overall economic activity, they will not fully 
offset the impact of renewed energy hardship (see “Euro area: a policy-mix dictated by 
energy worries”, 29 august 2022). Taking everything into consideration, our forecast of 
zero real GDP growth in the euro area in 2023 remains below consensus forecasts and 
below the ECB staff projections of 0.9%. 

We expect the ECB to downgrade its own outlook to include a recession at the turn of the 
year, a move that should provide it with a justification to pause tightening. However, the 
ECB could tighten its stance (or at least not ease it) via other policy instruments. In 
particular, we expect Quantitative Tightening to start in 2023 via the ending of 
reinvestments of debt securities under the Asset Purchase Programme (APP). The ECB’s 
balance sheet will also shrink as Targeted Longer-Term Refinancing Operations (TLTRO) 
mature, including EUR1.2 trn in June 2023 alone.  

In the near term, whether the ECB hikes rates by 50bp or 75bp at its 27 October meeting is 
a close call. But the likelihood that headline and core inflation edge higher in September 
may tip the balance. The ECB will also have the next release of the Survey of Professional 
Forecasters to consider before its Governing Council’s October meeting. But even if 
inflation expectations were to ease, other consumer surveys are still too elevated and 
wage growth is likely to pick up in coming quarters, keeping the ECB on high alert. 

CHART 3: ECB POLICY RATES AND THE ESTIMATED RANGE OF NEUTRAL RATES 

Source: Pictet Wealth Management, Bloomberg Finance L.P., as of 9 September 2022 
 

In Switzerland, we forecast the SNB to deliver larger rate hikes as well; 75bp in 
September and 50bp in December, followed by a final 25bp rise to reach a terminal rate 
of 1.25% in March 2023. With consumer price inflation above the SNB’s upper tolerance-
band of 2%, the SNB will likely continue to favour a strong CHF as a first line of defense 
against such imported price pressures, including by keeping a broadly stable rates 
differential with the ECB.
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DISCLAIMERS 

STOXX Limited (“STOXX”) is the source of Stoxx 600 and of Euro Stoxx and the data comprised therein. STOXX has not been involved in any way in the creation of any reported 
information and does not give any warranty and excludes any liability whatsoever (whether in negligence or otherwise) – including without limitation for the accuracy, 
adequateness, correctness, completeness, timeliness, and fitness for any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions 
in the Stoxx indices mentioned on this document or its data. Any dissemination or further distribution of any such information pertaining to STOXX is prohibited.”  

ICE-BofA Merril Lynch. The index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (”ICE Data”) and/or its Third Party Suppliers and has been licensed 
for use by Pictet. ICE Data and its Third Party Suppliers accept no liability in connection with its use.  

NYSE Euronext. All rights in the NYSE Euronext indices and/or the NYSE Euronext index trademarks vest in NYSE Euronext and/or its licensors. Neither NYSE Euronext nor its 
licensors accept any liability for any errors or omissions in the NYSE Euronext indices or underlying data. No further distribution of NYSE Euronext data and/ or usage of NYSE 
Euronext index trademarks for the purpose of creating and/or operating a financial product is permitted without NYSE Euronext’s express written consent.”  

Bloomberg Index Services Limited.  

”SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and the data comprised” SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and 
the data comprised therein. SIX Swiss Exchange has not been involved in any way in the creation of any reported information and does not give any warranty and excludes any 
liability whatsoever (whether in negligence or otherwise) – including without limitation for the accuracy, adequateness, correctness, completeness, timeliness, and fitness for 
any purpose – with respect to any reported information or in relation to any errors, omissions or interruptions in the SMI_SPI or its data. Any dissemination or further distribution 
of any such information pertaining to SIX Swiss Exchange is prohibited.  

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of any 
financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) 
any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance 
analysis, forecast or prediction. The MSCI information is provided on an ”as is” basis and the user of this information assumes the entire risk of any use made of this information. 
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the ”MSCI Parties ”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement. merchantability and fitness for a 
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, fast profits) or any other damages. (www.msci.com).  

@ 2021, Markit Economics Limited. All rights reserved and all Intellectual property rights retained by ”Markit Economics Limited.” or as may be notified by Markit to Pictet from 
time to time.  

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock Exchange, Inc. and Tokyo Stock Exchange, Inc. owns all rights and know-
how relating to the TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored, endorsed or 
promoted by Tokyo Stock Exchange, Inc. 
 

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.  
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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 2022. 

 

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. 

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 
KID/KIID/other product document, you should therefore click on the link immediately before confirming to Pictet London Branch your decision to invest, in order to review the 
most recent version of the respective KID/KIID/other product document. If you have not been provided with a link to access the relevant document, or if you are in any doubt as 
to what the latest version of the respective KID/KIID/other product document is, or where it can be found, please ask your usual Pictet London Branch contact.  

Pictet London Branch is not the manufacturer of the product(s) and the KID/KIID/other product document is provided by a third party. The KID/KIID/other product document is 
obtained from sources believed to be reliable. Pictet London Branch does not make any guarantee or warranty as to the correctness and accuracy of the data contained in the 
KID/KIID/other product document. Pictet London Branch may not be held liable for an investment decision or other transaction made based on reliance on, or use of, the data 
contained in the KID/KIID/other product document.  

By subscribing to the product(s) proposed herein, you acknowledge that you have (i) received, in good time, read and understood any relevant documentation linked to the 
product(s), including, as the case may be, the respective KID/KIID/other product document; (ii) taken note of the product(s) restrictions; and (iii) meet the applicable subjective 
and objective eligibility conditions to invest in the product(s). 

Pictet London Branch may, if necessary, rely on these acknowledgements and receive your orders, to transmit them to another professional, or to execute them, according to the 
relevant clauses of your mandate, as well as the Terms and Conditions of Pictet London Branch. 

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 
any means whatsoever is not permitted without the prior written consent of Pictet London Branch and no liability whatsoever will be incurred by Pictet London Branch. The 
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 
and registered with the Luxembourg Registre de Commerce et des Sociétés (RCS no. B32060). Its head office is at 15A, avenue J.F. Kennedy, L-2016 Luxembourg. Pictet London 
Branch is registered as a UK establishment with Companies House (establishment number BR016925) and its UK establishment office address is Stratton House 6th Floor, 
London, 5 Stratton Street, W1J 8LA. 

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 



FLASH NOTE PICTET WEALTH MANAGEMENT 
CIO OFFICE & MACRO RESEARCH 

13 September 2022 

 
 
 

 

 
7 OF 7 

 

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 
Branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document. 
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