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DB Fed Watcher: Teeing up another super-sized hike

Summary: Fedspeak signals another 75bp hike in September.
DB View: 75bp hike in Sept, 50/25bps for Nov/Dec. 4.1% terminal rate reached in 2023Q1. Moderate recession and rate cuts in 2023H2.

Fedspeak Fedspeak, continued
Who**  Takeaways Bias* Who**  Takeaways Bias*
Powell = Committed to achieve price stability Waller [4] = Raise rates until at least early-23
(09/08) = No premature policy loosening, (09/09) = Needs ‘compelling’ evidence of
should act forthrightly’ on inflation inflation cooling off, hike size data
= Very important that inflation dependent, rate peak can be >4%
expectations remain anchored depending on inflation behavior
= Labor demand remains very strong = ‘Another significant’ hike in Sept.
= Hope to achieve period of below trend = Current stance ‘not good enough’
growth, will give better labor balance = 0.3% m/m core PCE rise is not
= Money supply/inflation relationship sufficient progress
unstable, dual mandate not in conflict = Recession fears faded thanks to
= Non-monetary factors drive level of robust labor market
maximum employment = Supports treasuries-based B/S.
" Adjust B/S run-off as economy needs Mester [4] = Favors rates above 4% in early 2023
Brainard = Full effect of tightening takes time, (09/07,09) = No rate cuts in ‘23, no recession in

2] (09/07)

Evans [1]
(09/08)
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uncertainty on lag creates risk

= Fed must defend expectations anchor

= Need several months of data to
confirm slower inflation

= Restrictive policy needed ‘for some
time’, no premature pause

= Risks more 2 sided ‘at some point’

= Strong labor market ‘hard to reconcile’
with other weak indicators

= House prices cooling in some places

= High inflation, labor market really
strong, priority is to achieve 2% target

= Rates 3.25-3.5% end-22,
overtightening a concern above 3.5%

= Expects to hold jobless rate @4.5%

= Terminal rate 4% in 23, ‘forceful’ path

= ‘Open minded’ on 50/75 bps in Sept.

1

Matthew Luzzetti | (+1) 212 250 6161 | matthew.luzzetti@db.com

September 12, 2022

outlook, hike size data dependent,
debate on 50/75bps in September

= Too soon to say inflation has peaked,
2% won'’t be achieved before 2024

= Backs MBS sales sometime in future

= Prices likely to cool b/w 5-6% by 2023

= Needed Fed action will shoot UR
above 4% by late 2023

= Need ‘compelling’ evidence of falling
inflation, cooler labor market will
stabilize the economy

= Risks on both sides of the policy

= Favors auto pilot on B/S run-off, focus
on liquidity levels as B/S shrinks

= No housing crash with systemic
implications, policy shouldn’t create
financial stability risks

* Bias of speech / research for monetary policy:
Dovish4 Neutral Hawkish

Fedspeak, continued

Who**

George =
[5] (09/09)

Barkin =
(09/07) .
Collins [2] =
(09/07) .

Barr =
(09/07)

Bullard [5] =
(09/09) .

Takeaways

Bias*

Hikes should continue, inflation ‘still
far above’ 2% target

Terminal rate to be determined by
economic performance

More clarity on B/S can tame
volatility

Hikes can manage demand amidst
supply issues, B/S wrap-up going
well

B/S trimming may involve asset
sales

Rates stay high until inflation eases
‘Bias towards moving more quickly’
Real rates need to be positive

Inflation ‘simply too high’

Returning to 2% ‘really job one’
Premature to specify Sep. decision
Supply factors important in inflation
Focus on broad-based labor market
strength

Inflation ‘far too high’, committed to
bring inflation down

‘Strongly’ supports 75bps hike
Markets underpricing ‘higher for
longer’ rates, 3.5-4% by end-22
More frontloading, ‘sooner is better’
Tight labor, lots of wage pressure
Good CPI will not affect Sept. call

**The numbers in the bracket signify the Hawk-Dove score for 2

each Fed official. Scale: Dove = 1,

, Hawk =5


mailto:matthew.luzzetti@db.com

Provided for the exclusive use of corporate.communications-ny@db.com on 2022-09-12T719:00+00:00. DO NOT REDISTRIBUTE

Chart highlights

Market is pricing 75bps hike in Sept meeting with

about ~90% probability Measures of broad-based inflation near highs
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Financial conditions eased from last week Recession probabilities* considerably higher

when we consider Fed distance from target

Recent publications:
Fed Notes: 75 but not so sunny for the September
FOMC — Sep-09-2022

US Economic Chartbook: Still going... - Sep-06-
2022

US Economic Perspectives: “CIE”ing (5y5y
ahead) is believing (the Fed) — Sep-01-2022

US Economic Perspectives: Inflation: Stayin’ alive
on supply in the 70s, dancing to demand today —

Aug-29-2022

Fed Notes: Fed heads to Jackson with inflation in

Index —DB FCI Probability ——wJo Distance from Fed  Probabilty  rover — Aug.19.2022
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Key economic forecasts

Economic Activity

(% qoq, saar)

GDP

Private consumption

Investment
Nonresidential
Residential

Gov't consumption

Exports

Imports
Contribution (pp):
Inventories

Net trade

Unemployment rate, %

Prices (% yoy)
CPI

Core CPI

PCE

Core PCE

Fed Funds
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Q1

-1.6
1.8

5.0
10.0
0.5

-2.9

-4.8
18.9

-0.4
-3.2

3.8

8.0
6.3
6.3
5.2

0.375

2022
Q2 Q3F
-0.6 3.0
15 1.7
-13.2 -0.2
0.0 3.6
-16.2 -155
-1.8 -0.7
17.6 9.1
2.8 -5.9
-1.8 -0.2
14 2.3
3.6 3.6
8.6 8.2
6.0 6.1
6.5 6.0
4.8 4.9
1.625 2.875

Q4F
1.9
2.1
3.9
4.1
-7.5
18

21
5.3

0.4
-0.8

3.7

7.2
5.8
5.3
4.6

3.625
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2023
Q1F Q2F Q3F
1.1 0.2 -3.2
1.6 1.3 -11
-1.9 -6.4 -153
1.0 -0.9 -4.2
-2.0 -1.0 -1.0
3.2 1.2 1.2
13 -2.0 -4.4
2.1 -3.3 -5.0
-0.4 -11 -2.4

-0.2 0.4 0.4

3.9 4.3 5.2

5.8 3.9 3.6
51 4.4 3.9
4.4 3.2 3.1
4.1 3.9 3.5

4125 4.125 3.625

Q4F
-0.5
-1.0
1.2
3.1
-1.0
1.2

-3.0
-3.0

0.3
0.2

5.6

3.4
3.6
3.0
3.1

2.625

Q1F
2.6
0.5

14.7
3.8
2.5
1.1

2.4
4.5

1.9
-0.6

5.5

3.3
3.3
2.9
2.9

2.625

Source: Deutsche Bank

2024
Q2F Q3F
3.1 2.7
3.0 2.7
6.4 55
4.0 5.0
2.4 2.6
11 11
3.5 3.5
4.5 4.5
0.5 0.2
-0.4 -0.4
5.2 5.0
3.2 3.0
3.1 2.8
2.8 2.6
2.6 2.4

2.625 2.625

Q4F
2.3
2.3
5.0
4.3
2.7
11

3.5
4.5

0.2
-0.4

4.6

2.9
2.7
2.5
2.3

2.625

0.7
1.8
-1.4
4.3
-9.9
-0.9

5.7
4.9

0.7
-0.8

3.7

7.2
5.8
53
4.6

3.625

-0.6
0.2
-6.4
-1.8
-1.3
1.7

-2.0
-2.3

-0.7
0.2

5.6

3.4
3.6
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3.1

2.625
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*Other information available upon request

*Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and
other vendors. Other information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or
estimates made on securities other than the primary subject of this research, please see the most recently published company report or visit our global
disclosure look-up page on our website at https://research.db.com/Research/Disclosures/FICCDisclosures. Aside from within this report, important risk and
conflict disclosures can also be found at https://research.db.com/Research/Disclosures/Disclaimer. Investors are strongly encouraged to review this information
before investing.

Analyst Certification
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But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibility
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Singapore: This report is issued by Deutsche Bank AG, Singapore Branch (One Raffles Quay #18-00 South Tower Singapore 048583, 65 6423 8001), which may be contacted in respect of any matters arising
from, or in connection with, this report. Where this report is issued or promulgated by Deutsche Bank in Singapore to a person who is not an accredited investor, expert investor or institutional investor (as
defined in the applicable Singapore laws and regulations), they accept legal responsibility to such person for its contents.

Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should independently evaluate investment risks and are solely responsible for their investment decisions.
Deutsche Bank research may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without written consent. Information on securities/instruments that do not trade in
Taiwan is for informational purposes only and is not to be construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch may not execute
transactions for clients in these securities/instruments.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre Regulatory Authority. Deutsche Bank AG - QFC Branch may undertake only the financial
services activities that fall within the scope of its existing QFCRA license. Its principal place of business in the QFC: Qatar Financial Centre, Tower, West Bay, Level 5, PO Box 14928, Doha, Qatar. This
information has been distributed by Deutsche Bank AG. Related financial products or services are only available only to Business Customers, as defined by the Qatar Financial Centre Regulatory Authority.

Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company (registered no. 07073-37) is regulated by the Capital Market Authority. Deutsche Securities Saudi Arabia may undertake only the
financial services activities that fall within the scope of its existing CMA license. Its principal place of business in Saudi Arabia: King Fahad Road, Al Olaya District, P.O. Box 301809, Faisaliah Tower - 17th
Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only
undertake the financial services activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International Financial Centre, The Gate Village, Building 5, PO Box
504902, Dubai, U.A.E. This information has been distributed by Deutsche Bank AG. Related financial products or services are available only to Professional Clients, as defined by the Dubai Financial Services
Authority.

Australia and New Zealand: This research is intended only for 'wholesale clients' within the meaning of the Australian Corporations Act and New Zealand Financial Advisors Act, respectively. Please refer to
Australia-specific research disclosures and related information at https://australia.db.com/australia/content/research-information.html Where research refers to any particular financial product recipients of the
research should consider any product disclosure statement, prospectus or other applicable disclosure document before making any decision about whether to acquire the product. In preparing this report,

the primary analyst or an individual who assisted in the preparation of this report has likely been in contact with the company that is the subject of this research for confirmation/clarification of data, facts,
statements, permission to use company-sourced material in the report, and/or site-visit attendance. Without prior approval from Research Management, analysts may not accept from current or potential
Banking clients the costs of travel, accommodations, or other expenses incurred by analysts attending site visits, conferences, social events, and the like. Similarly, without prior approval from Research
Management and Anti-Bribery and Corruption (“ABC”) team, analysts may not accept perks or other items of value for their personal use from issuers they cover.

Additional information relative to securities, other financial products or issuers discussed in this report is available upon request. This report may not be reproduced, distributed or published without Deutsche
Bank's prior written consent.

Backtested, hypothetical or simulated performance results have inherent limitations. Unlike an actual performance record based on trading actual client portfolios, simulated results are achieved by means of
the retroactive application of a backtested model itself designed with the benefit of hindsight. Taking into account historical events the backtesting of performance also differs from actual account performance
because an actual investment strategy may be adjusted any time, for any reason, including a response to material, economic or market factors. The backtested performance includes hypothetical results that
do not reflect the reinvestment of dividends and other earnings or the deduction of advisory fees, brokerage or other commissions, and any other expenses that a client would have paid or actually paid. No
representation is made that any trading strategy or account will or is likely to achieve profits or losses similar to those shown. Alternative modeling techniques or assumptions might produce significantly
different results and prove to be more appropriate. Past hypothetical backtest results are neither an indicator nor guarantee of future returns. Actual results will vary, perhaps materially, from the analysis.

The method for computing individual E,S,G and composite ESG scores set forth herein is a novel method developed by the Research department within Deutsche Bank AG, computed using a systematic
approach without human intervention. Different data providers, market sectors and geographies approach ESG analysis and incorporate the findings in a variety of ways. As such the ESG scores referred to
herein may differ from equivalent ratings developed and implemented by other ESG data providers in the market and may also differ from equivalent ratings developed and |mplemented by other divisions
within the Deutsche Bank Group. Such ESG scores also differ from other ratings and rankings that have historically been applied in research reports published by Deutsche Bank AG. Further, such ESG scores
do not represent a formal or official view of Deutsche Bank AG.

It should be noted that the decision to incorporate ESG factors into any investment strategy may inhibit the ability to participate in certain investment opportunities that otherwise would be consistent with
your investment objective and other principal investment strategies. The returns on a portfolio consisting primarily of sustainable investments may be lower or higher than portfolios where ESG factors,
exclusions, or other sustainability issues are not considered, and the investment opportunities available to such portfolios may differ. Companies may not necessarily meet high performance standards on all
aspects of ESG or sustainable investing issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility, sustainability, and/or impact performance.
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