
Wide Angle Shot: Monetary policy on "new"
conventional paths in 2022/23?
Inflationary pressure should ease in the US in 2022, not so inside the euro area. The more
stubborn inflation remains, the more central banks have to take their inflation fighting
mandate seriously. We see autumn 2022 as decisive here because long-term effects in
price trends will become more visible here. This could also impact on ECB's monetary
policy going forward. Contrary to ECB the Fed already sees a different medium-term
inflation trend around the corner.

Inflation from "temporary" to long-term global trend

In 2021, COVID-19 was still in the foreground for politics and society, but solid inflationary
upside pressure has gained in relevance. For markets and central banks, inflation risks are
increasingly becoming the potential (long-term) game changer. A good year ago, almost
all major central banks still used the term "transitory". But by the middle of 2021, the
Fed already adopted a more cautious approach. The ECB, on the other hand, stubbornly
stuck to its "temporary" assessment until Q4 2021. In September, this stance was still
reflected in a HICP projection for 2022 of lowish 1.7% and meagre 1.6% for 2023. Since
autumn 2021, the Fed has dropped the vocabulary of "transitory". Especially since the
very last meeting of the Federal Open Market Committee (FOMC) in 2021 mid-December,
fighting inflation has been the primary goal of US monetary policy. This is despite the fact
that the Fed, unlike the ECB, has a dual mandate (price stability plus full employment).
That said, the Fed's latest medium- and long-term projections show no sign of temporary
price pressures. References to a global low-inflation environment driven by long-term
global trends are also less and less to be found in statements by Fed officials.

Inflation forecasts major central banks (Dec 2021)
2021 2022 2023 2024

Federal Reserve 5.3 2.6 2.3 2.1

European Central Bank 2.6 3.2 1.8 1.8

Fed, ECB, RBI/Raiffeisen Research

Fed: Priority for fighting inflation

After inflation topping 5% on average in 2021, the Fed forecasts inflation to gradually
approach the central bank target of 2% in 2022 (+2.6%) and 2023 (+2.3%) through 2024
(+2.1%) — but from upside. Many market players rather expect inflation above 3% in
the US in 2022. The outlook of 4 (!) years of inflation hovering above the inflation
target prompted the Fed to act. And it did so earlier than skeptics had thought. Fed
Chairman Powell's communication is crystal clear nowadays: the increased inflation is a
threat to the goal of full employment. This means that the monetary policy course for
2022 is currently set for rapid normalization on all fronts. COVID-19-related emergency
measures, such as the extensive fourth Quantitative Easing from March 2020 and the
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return to zero interest rates, are to be ended as quickly as possible. If USD 120 bn of bond
purchases were still on the Fed's asset purchase agenda every month until October 2021,
the last net purchases will probably take place in March 2022. Then interest rate hikes are
looming. Currently, FOMC members expect three rate hikes in 2022. We see potential for
four steps and these may well go beyond small steps of 25 basis points in H2 2022.

FOMC Member Projections for the Federal Funds Rate

Fed, RBI/Raiffeisen Research

Financial markets more cautious since FOMC minutes

Initially, markets reacted in a measured way to the Fed's U-turn. Initial interest rate
hikes are often not poison for (stock) markets. For some time established stock markets
have continued their record chase, US yields have remained stable. Only the publication
of the last FOMC minutes in Jan 2022 caused more market shifts due to talk of (swift)
balance sheet contraction by the US Fed soon after initial rate hikes. A termination of
full reinvestment of maturing bonds on Fed's balance sheet could take place as early as
H2 2022. This holds true although in the past such tightening came much later after initial
hikes and was discussed for longer. This time around there was still no mention of such
a move at the press conference after the FOMC meeting mid-December 2021.

Such a tightening would be a significant change for financial markets. On the one hand,
liquidity would again be withdrawn from the financial sector, and on the other hand,
in view of the rapid changes in the US Federal Reserve's wording, it is clear that central
bank action is evidently becoming more short-term oriented and data-driven. Ideas
of a longer-term market steering and expectation management as a central component
of unconventional monetary policy ("forward guidance") are losing importance. In fact,
this is a return to normality. Given the complexity of central banking it is appropriate to
maintain such flexibility. Particularly since inflation drivers that already posed upside risks
to price developments in 2021 currently point to no material relief on this front in 2022.
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Ultimately, Fed's behavior is also rational from a broader market perspective, as with
timely intervention in times of mounting inflation risks, fixed-income investors trust it to
succeed in fighting inflation. Thus, increases in long-term yields — central to debt
sustainability — should be manageable in the medium- to long-term. Moreover, inflation
rates of more than 4-5% have historically been met with poor performance in equity
markets.

US administration cautious on interest rate hikes - rise in yields not to be
overestimated

However, interest rate risks at the long end should not be overrated in the USA for other
reasons either. USTs still carry the most attractive medium- and longer-term risk/
return ratios among global "safe assets". Even 10-year Greek government bonds (no
safe asset!) yield meager 1.6%, less than USTs of the same maturity (1.85%), in light of the
substantial dampening effects of the ECB on long-term European interest rates. For euro-
based investors, US Treasuries are currently even yielding a positive currency-hedged
return.

Interestingly, no negative "noise" about Fed's change of monetary policy course have
been heard from the Biden administration. Treasury Secretary Janet Yellen — in the
dovish camp as a Fed decision-maker — welcomed rate hikes six months ago as a signal
for recovery and inflation fighting. But as finance minister, she has a vested interest
in keeping long-term capital market interest rates lowish — while consistently fighting
inflation. Another political background is also essential here: In Nov 2022, mid-term
elections (Senate, House of Representatives) will take place. The Biden administration
would be at a clear disadvantage if inflation remains stubbornly high. Traditionally,
elevated price pressure is a burden on Democratic voters.

Fed: Full employment as a control variable for interest rate hikes - bond sales in
the 2nd half of 2022?

Which factors will shape the pace of the Fed's exit from expansionary monetary
policy going forward? According to the FOMC's assessment, full employment should
be reached in the course of 2022 and maintained in 2023 and 2024. The targeted
and estimated unemployment rate of 3.5% by the end of 2024 expresses this. If the
employment rates of disadvantaged social strata and ethnic groups (e.g. focus on blacks
and Hispanics) can also increase, then fighting inflation will be given absolute priority in
the trade-off. This is because high inflation in the longer term endangers employment. A
wage-price spiral would weaken the labour market and the purchasing power of workers.

ECB: Still with completely different monetary policy communication

Contrary to the Fed, ECB has communicated a much less activist monetary policy
stance for 2022. Similar to the Fed, COVID-19 risks to the economy are not taking
prominent role in its monetary outlook argumentation. But unlike the Fed, ECB still sees
rather below-average price growth in the medium to longer term inside the euro area.
It may have set a first drumbeat with its HICP forecast revision from 1.7% to 3.2% for 2022
in December, but that is not yet enough for it to quickly exit from its ultra expansionary
monetary policy. The inflation projections for 2023 and 2024 are still a touch below
the 2% target at 1.8% each. Christine Lagarde has also made it clear so far that the
ECB's medium-term target has not yet been reached: "1.8 % is not 2.0 %!"; a quote from
16.12.2021 in response to the question: "At 1.8%, the ECB's inflation target is as good as
met, isn't it?"

Broad spectrum of opinions in the Governing Council, ECB wording becomes more
cautious and multi-layered

However, the spectrum of opinions is currently extremely broad within the ECB
Governing Council when it comes to the inflation outlook. This can be seen in the various
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statements. There are voices that are already talking about a key rate hike before the end
of QE. Others are calling for more flexibility in reduced bond-buying, and others do want
to stick with the status quo for as long as possible. Heterogeneity across many dimensions
inside the euro area makes it difficult to communicate as clearly as at the Fed: "[...] unlike
to raise interest rates in 2022, but tentative what data will tell us!" said Christine Lagarde
in December 2021, clearly intentionally ambiguous.

A few days after the ECB Governing Council meeting in December, relevant statements
by ECB officials have been issued, which, depending on how they are interpreted, partly
contradict ECB's pre-commitment for 2022 (and beyond?). "We are well aware of the
uncertainty in our inflation forecasts. There is an upside risk," said Isabel Schnabel. "We
should take a risk management approach so that we can react quickly if there are signs
that inflation is persistently above our two per cent target." Opinions could not be much
further apart on the ECB's governing council. The moderate Slovak central bank chief
summarised that if ECB's inflation forecasts for 2023 and 2024 do not hold, "the ECB will
have to act". There is a "not small risk" of such err, the Slovak central banker said.

Euro area: Raiffeisen Research inflation forecasts
HCPI (% yoy, averages) 2020 2021 2022f 2023f

Euro area 0.3 2.6 3.6 1.6
Core inflation (excl. food & energy) 0.7 1.5 2.3 1.9**

Eurostat, RBI/Raiffeisen Research

** Year-end value 2.0%

To what extent does the upward pressure on prices diminish?

The ECB will now closely analyse, especially at the beginning of 2022, how much base
effectds will ease the up-pressure on the Harmonised Consumer Price Increase inside
the euro area in Jan. Dampening effects of more than one percentage point must be
clearly noticeable from Germany. But due to the stubbornness of energy and commodity
prices, inflationary impulses are likely to continue to emanate from this important price
segment. Further statistical relief would then only be likely in H2 2022. A decisive factor
for the ECB's monetary policy stance will be the level from which the HICP inflation
rate enters months of autumn. If "inflation remains more stubbornly above target
than thought" (ECB chief economist Lane January 7, 2022), then a new ECB HICP forecast
for 2023 will be due in September. But even if the ECB does not raise its inflation
forecasts until the December 2022 Council meeting, financial market could demand a
clear positioning late autumn 2022. Moreover, there could be an increasing number of
voices calling for decisive monetary policy reactions from the ECB as early as late 2022, no
later than 2023. In this respect, the ECB will probably have to come clean in 2022 about
its position on QE, an end to negative interest rates and the primacy of price stability.

Euro area: Expansion closer to US business cycle than in the last decade
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 * Real GDP, Index (2008=100 & 2019=100)

ECB rate hikes on the horizon

We think that this time around ECB will not be able to afford such a pronounced
monetary policy divergence from the Fed like seen in the last decade. This time, price
and economic developments in the euro area should be determined by less specific
trends as in the 2010s (deleveraging, euro crisis, internal devaluations in the euro area) or
in the context of ECB's "permanent crisis policy", while in the long run price and interest
rate trends have a cross-country and global component.

All in all, for the first time in a long time we see measured ECB rate hikes around
the corner, i.e. within a standard forecast horizon of 12 to 18 months. This can also
be expressed in a very long-term correlation of key interest rates and monetary policy
changes at the Fed and ECB (Bundesbank before) at 0.7 compared to a value closer to 0
in the last decade.

Long-term key rate trends US & Europe (euro area)
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ECB continues to be dominant on the bond market

Nevertheless, we are neither worried about the sustainability of government debt in
the euro area, nor about possible drastic jumps in yields for government securities in
the euro area. In contrast to the Fed, ECB is not yet thinking about reducing its securities
holdings at all. At the December 2021 meeting ECB did it extend the reinvestment
phase of maturing bonds until the end of 2024. This means that the central bank will
continue to push down the long-term interest rates on core European bond markets and
German Bunds for a long time, resulting in lowish yields across European government
bond markets. And yet ECB should not close its mind to the option — if necessary — of
ending the APP programme and adjusting the deposit rate for the first time before the end
of 2022 to deliver bolder signals - if needed. Analogous to the Fed, ECB could be forced
to show more focus on fighting inflation. Moreover, only moderately rising long-term
government bond yields in the euro area should make such a step feasible through an
interplay of reinvestments and successful inflation fighting. In view of the protracted ECB
interest-rate-dampening reinvestment activity, inflation rates will in all likelihood remain
above the government bond issuance yields for most euro area countries for the time
being.
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Trend-setting 2nd half of 2022

All in all, the second half of 2022 could turn out to be really fascinating for financial
market investors in terms of monetary policy re-orientation. The crucial question will
be possibly how quickly Fed and ECB are willing and able to return to a monetary
policy with fewer unconventional elements and significantly less steering of market
expectations. Surprises at the Fed and the ECB could partially influence each other. But
one should certainly take into account one or two twitches on the financial markets before
and after individual interest rate meetings. In this context, we find the statement of the
French central bank governor highly interesting, clearly stating that ECB inflation forecasts
do not represent a "blind certainty", "[...] should inflation prove to be more persistent,
we undoubtedly have the determination and the ability to quickly adjust our monetary
policy".
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 Risk notifications and explanations

Disclosure
Risk notifications and explanations

Warnings

• Figures on performance of economic data presented in this publication refer to the past. Past performance of these data is not
a reliable indicator for future results and the development. This is particularly true in cases when the data has been available
short (e. g., for less than 12 months). In particular, this very short comparison period is not a reliable indicator for future results
and the development of economic data.

• The performance of economic data can rise or fall due to exchange rate fluctuations.
• Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may deviate from

the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of economic data.

The information in this publication which is contributed by analysts from RBI’s subsidiary banks are disseminated unaltered under
RBI’s responsibility.

A description of the concepts and methods used in the preparation of macro economic analyses is available under:
www.raiffeisenresearch.com/concept_and_methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context of
macro economic analysis) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

 
Disclaimer

Responsible for this publication: Raiffeisen Bank International AG („RBI“)

RBI is a credit institution according to §1 Banking Act (Bankwesengesetz) with the registered office Am Stadtpark 9, 1030 Vienna,
Austria.

Raiffeisen RESEARCH is an organisational unit of RBI.

Supervisory authority: As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International
AG is subject to the supervision by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank
of Austria (OeNB, Oesterreichische Nationalbank). Additionally, RBI is subject to the supervision by the European Central Bank
(ECB), which undertakes such supervision within the Single Supervisory Mechanism (SSM), which consists of the ECB and the
national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation). Unless set out herein explicitly otherwise,
references to legal norms refer to norms enacted by the Republic of Austria.

This document is for information purposes and may not be reproduced or distributed to other persons without RBI’s permission.
This document is a macro economic analysis, which contains no recommendations on financial instruments, indices or issuers of
financial instruments. This document constitutes neither a solicitation of an offer nor a prospectus in the sense of the Austrian
Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act (Börsegesetz) or any other comparable foreign law.
An investment decision in respect of a financial instrument, a financial product or an investment (all hereinafter “product”) must
be made on the basis of an approved, published prospectus or the complete documentation for such a product in question, and
not on the basis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Austrian
Securities Supervision Act (Wertpapieraufsichtsgesetz). Neither this document nor any of its components shall form the basis for
any kind of contract or commitment whatsoever. This document is not a substitute for the necessary advice on the purchase or
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sale of a financial instrument, a financial product or advice on an investment. In respect of the sale or purchase of one of the above
mentioned products, your banking advisor can provide individualised advice suitable for investments and financial products.

This analysis is fundamentally based on generally available information and not on confidential information which the party
preparing the analysis has obtained exclusively on the basis of his/her client relationship to a person.

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any
assurances regarding its accuracy and completeness.

The information in this publication is current as per the latter's creation date. It may be outdated by future developments, without
the publication being changed.

Unless otherwise expressly stated (https://www.raiffeisenresearch.com/specialcompensation) the analysts employed by RBI are
not compensated for specific investment banking transactions. Compensation of the author or authors of this report is based
(amongst other things) on the overall profitability of RBI, which includes, inter alia, earnings from investment banking and other
transactions of RBI. In general, RBI forbids its analysts and persons reporting to the analysts from acquiring securities or other
financial instruments of any enterprise which is covered by the analysts, unless such acquisition is authorised in advance by RBI’s
Compliance Department.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK): This document does not
constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter „KMG“) nor a
prospectus in the meaning of the KMG or of the Austrian Stock Exchange Act (Börsegesetz). Furthermore, this document does
not intend to recommend the purchase or the sale of securities or investments in the meaning of the Austrian Supervision of
Securities Act (Wertpapieraufsichtsgesetz). This document shall not replace the necessary advice concerning the purchase or the
sale of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact
your RAIFFEISENBANK. This publication has been either approved or issued by RBI in order to promote its investment business.
Raiffeisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Authority and subject to
limited regulation by the Financial Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA are available
on request. This publication is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall
therefore not be distributed to them. Neither the information nor the opinions expressed herein constitute or are to be construed
as an offer or solicitation of an offer to buy (or sell) investments. RBI may have affected an Own Account Transaction within the
meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position or holding in such
investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities
mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or
distributed within, the United States of America or Canada or their respective territories or possessions, nor may it be distributed
to any U.S. person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC
(“RBIM”), a U.S. registered broker-dealer, and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for
institutional investors and is not subject to all of the independence and disclosure standards that may be applicable to research
documents prepared for retail investors. This report was provided to you by RB International Markets (USA) LLC (RBIM), a U.S.
registered broker-dealer, but was prepared by our non-U.S. affiliate Raiffeisen Bank International AG (RBI). Any order for the
purchase or sale of securities covered by this report must be placed with RBIM. You can reach RBIM at 1177, Avenue of the Americas,
5th Floor, New York, NY 10036, phone +1 212-600-2588. This document was prepared outside the United States by one or more
analysts who may not have been subject to rules regarding the preparation of reports and the independence of research analysts
comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or
qualified as research analysts with the Financial Industry Regulatory Authority (“FINRA”) in the United States, and (ii) are not allowed
to be associated persons of RBIM and are therefore not subject to FINRA regulations, including regulations related to the conduct
or independence of research analysts.
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The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject
to change without notice. The information contained in this report has been compiled from sources believed to be reliable by RBI,
but no representation or warranty, express or implied, is made by RBI or its affiliated companies or any other person as to the
report’s accuracy, completeness or correctness. Securities which are not registered in the United States may not be offered or sold,
directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S under the Securities Act of
1933 [“the Securities Act”]), except pursuant to an exemption under the Securities Act. This report does not constitute an offer with
respect to the purchase or sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report
nor anything contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever.
This report provides general information only. In Canada it may only be distributed to persons who are resident in Canada and
who, by virtue of their exemption from the prospectus requirements of the applicable provincial or territorial securities laws, are
entitled to conduct trades in the securities described herein.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as
it is severable from the remaining terms, be deemed omitted from this Disclaimer. It shall in no way affect the legality, validity or
enforceability of the remaining terms.
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