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Review: Another step towards less accommodative
monetary policy

Key takeaways

Like in June, the Fed was more hawkish than anticipated at the July meeting. The Fed
now says that “the economy has made progress towards” the goals and that the Fed
“will continue to assess progress in coming meetings”. It was one of the interim
meetings without updated projections and new dots.

The Fed repeats that high inflation is “largely reflecting transitory factors” (Fed Chair
Jerome Powell repeated that the Fed still expects inflation to moderate and that high
inflation is tied to a handful of categories during the press conference), so the change
of toneis likely due to the improvement in the labour market (not just nonfarm payrolis
but also other indicators like job openings).

That said, Fed Chair Jerome Powell said that the labour market recovery still “has a
ways to go” during the press conference. So the labour market remains key for the
timing of less accommodative monetary policy.

The Fed says that “the sectors most adversely affected by the pandemic have shown
improvement but have not fully recovered”. Since the June meeting, the Fed has
removed the comments that these sectors “remain weak”.

Basically, the Fed continues moving closer to making monetary policy less
accommodative. Fed Chair Jerome Powell repeated that the timing depends on data
(and is not pre-determined) and overall Powell sent a less hawkish signal during the
press conference than the statement, also saying that the first rate hike is still far away.
This may indicate that disagreements within the FOMC are growing. Markets turned
around during Powell’s press conference.

We continue to expect that the Fed will turn more and more hawkish in coming months
so that actual tapering will start in Q4. We think it is too early for the Fed to make the
next change in connection with the Jackson Hole (also given Fed Chair Powell’s more
dovish comments during the press conference) but think the September meeting is more
likely (two jobs reports away). We expect tapering is concluded in summer 2022. We
expect the first rate hike in H 2022. For more details see next page.

Important disclosures and certifications are contained from page 5 of this report.
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US yields unchanged after the meeting
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Still more hawkish signal due to strong
labour market indicators including
record-high number of job openings
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Fed not overly concerned about high

inflation due to well-anchored

expectations
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Our Fed call

We continue to expect that the Fed will turn more and more hawkish in coming
months so that actual tapering will start in Q4. We think it is too early for the Fed to
make the next change in connection with the Jackson Hole (also given Fed Chair Powell’s
more dovish comments during the press conference) but think the September meeting is
more likely (two jobs reports away). We are not surprised if the tapering is faster in
mortgage-backed securities than treasuries given the development in the housing market,
however Powell said that the Fed expects the tapering pace will be the same. We expect
tapering is concluded in summer 2022.

We expect the first rate hike in H 2022.

Ovwerall, we see a road from here with tapering, rate hikes and a mild liquidity
tightening in coming years.

2| 28July 2021

https://research.danskebank.com




Fed Research

Fed charts

Monetary policyis still accommodative
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US balance sheet has been increasing rapidly

Fedis still buying USD120bn worth of bonds per month
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Macro charts

Employment remains significantly below pre-corona levels
but jobs indicators are overall strong

US debt toincrease further
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PCE coreinflation has moved sharply higher but the Fed
expects it to moderate

Inflation expectations have risen since 2020 but remain well-
anchored
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Disclosures
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is Mikael Olai Milhgj, Chief Analyst.
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Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part ofthe compensati on
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject
to the rules and regulation ofthe relevant regulators in all other jurisdictionswhere it conducts business. Danske
Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority
(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation
Authority are available fomDanske Bank on request.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
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research based on research objectivity and independence. These procedures are documented in Danske Bank’s
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Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
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Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology &
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obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
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Expected updates
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Date of first publication

See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation ofan offer to purchase or sell any relevant financia
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) [(‘ Relevant
Financial Instruments”’).]

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representationor
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness ofthe information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss ofprofits, arising fromreliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report ofany such change nor ofany other changes related tothe information provided in thisresearch
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.
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Disclaimerrelatedto distributionin the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for thisresearch report in connection with distributioninthe United States solely
to ‘U.S.institutional investors’.

Danske Bank A/S is notsubject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements ofa non-U.S. jurisdiction.

Any U.S.investor recipientofthis research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware thatinvesting in non-U.S. financial
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards ofthe U.S.
Securities and Exchange Commission.

Disclaimerrelatedto distributionin the United Kingdom

In the United Kingdom, this document is for distribution onlyto (I) persons who have professional experience in

matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000

(Financial Promotion) Order 2005 (the Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In

the United Kingdom, this document is directed only at Relevant Persons, and other personsshould not act or rely

on this document or any ofits contents.

Disclaimerrelatedto distributionin the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU)2017/1129) (‘Qualified Investors’). Any person inthe EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on awholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any ofits contents.
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