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After the first 50bps interest rate rise by the
Fed in over 20 years (with more fo come)
and the announcement of quantitative
tightening starting in June, there is no
doubt that the Fed is getting serious about
containing inflation. Inflation data in April
continued the pattern of the past year,
generally exceeding expectations, with
price rises becoming more broadly based
and accelerating to multi-decade highs
in the US and Europe. Strong demand,
supply chain shortages, and war in Ukraine
have combined to push producer price
inflation (PPI) in the US up by 11.2% in the
year to March. The figures are even more
dramatic in Europe, with German PPl up by
30.9%, the highest since immediately after
WWII, and this pricing pressure is feeding
through to consumers.

Both these central banks are now on a
much more aggressive tightening path than
anticipated only a few months ago. The
European Central Bank (ECB) signalled an
end to its huge asset purchase programme
in July, followed shortly thereafter by its
first-rate rise. The market is now expecting
the ECB’s policy rate, currently -0.5%, to
move into positive territory by Q4 2022,
although the extent to which the ECB can
tighten is limited by Europe’s much greater
exposure fo the knock-on effects of the war
in Ukraine.

It is the US, however, which is key in this
monetary cycle. The Fed is now expected
to push the Fed Funds rate close to or
above the rate which it estimates to be
the neutral rate by year end, being neither
expansionary nor contractionary. This
would imply a rate of close to 3%.

The result has been one of the worst
periods of performance for US Treasuries
in history, -3.2% in April and -8.2% year-
to-date (YTD). Bond markets around the
world have followed the US with big falls,
the only notable exception being Japan,
where inflation has remained remarkably
subdued, and the Bank of Japan has
reaffirmed its policy of yield curve control
and committed to buy unlimited amounts
of 10-year government bonds to cap the
yield at 0.25%. Inevitably the currency has
taken the strain, with the yen down 6.2% in
April and 11.3% YTD against a resurgent US
dollar.

All major currencies have fallen significantly
this year, and the USD trade-weighted
index has risen by 7.6%, including a rise of
4.7% in April, taking it fo a 20-year high. With
the Fed’s much more aggressive monetary
tightening than other central banks and
rapidly rising interest rate differentials in
favour of the dollar, further rises cannot be
ruled out, in effect imparting a significant
tightening of financial conditions globally
through the dollar’s status as the world’s
reserve currency and the widespread use
of dollar borrowings, especially across
developing countries.

We undoubtedly face a much more
challenging environment than for some
time, but, importantly, there are no
significant systemic risks arising from the
deterioration in the outlook, and unlike in
the Global Financial Crisis, banks are in
strong financial shape and well placed to
handle the difficult period we are entering.
The economy starts from a strong position,
with a very robust jobs market, and
household wealth and corporate balance
sheets in good shape.

The next few months are likely to be
volatile and uncertain in markets, but as
we move through the second half of the
year inflation is likely to have peaked, the
Fed’s tightening well underway and the
risks from war diminished. Equity markets
have already corrected, in some cases
materially, from peak levels and are
offering some valuation opportunities on
a longer-term perspective. With careful
diversification, now more important than
ever, we believe it is important to ride out
the short-term volatility and stay invested
for those longer-term opportunities now
emerging.

Source: Momentum Global Investment Management,
Bloomberg Finance L.P.
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
MERERBERAE

9th Floor, Centre Mark I

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed to negate conflicts of
interest. Unless otherwise stated, this e-mail
is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution  or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contfained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise to buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 28271199
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No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
attachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



