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POWELL RIDING HERD CALMS (AT LEAST SOME
OF) THE MARKETS

By Ellen Gaske, PhD, CFA, Lead Economist G10 Economies, Global Macroeconomic Research Team
and Robert Tipp, CFA, Chief Investment Strategist and Head of Global Bonds

The Federal Reserve kept its policies unchanged at its meeting on March 17, 2021, as expected, with little change to its
statement released after the meeting. But alongside this steadiness, the Fed also released updated economic projections,
which showed a significant boost in the outlook compared to their last release back in December. Chairman Powell
nonetheless reiterated the Fed won't try to be pre-emptive in tightening monetary policy in anticipation of better growth.
Instead, it intends to be more patient this cycle than it has in the past; the Fed will want to see a recovery in the actual
data - not just in its forecasts - before removing any of its current stimulus.

After a slowdown in growth late last year amidst rising virus counts, economic activity appears to be reaccelerating
alongside a pickup in the pace of vaccinations and over $4 trillion of fiscal support to date piled on top. Fed officials’ median
projection for GDP growth this year was raised by over 2 percentage points to 6.5%, echoing upward revisions made by
private sector economists this year. The unemployment rate projected for this year dropped to 4.5% and now glides to
3.5% by 2023. Core PCE inflation is expected to temporarily rise this year as last year’s low inflation readings fall out of
year-over-year comparisons and short-term supply bottlenecks remain. The projections indicate core PCE is expected to
settle at 2% next year and 2.1% in 2023.

If the forecasted rebound in economic activity actually pans out this year, our base case assumes that the Fed’s tone
will change later in 2021. The Fed’s current forward guidance on Treasury and MBS purchases indicates they will continue
at least at a net pace of $80 billion and $40 billion, respectively, until substantial further progress has been made towards
the Fed’'s 2% inflation and full employment goals. We think this condition will likely be met towards the end of this
year, with the Fed likely to announce tapering sometime later this fall or thereabouts with subsequent tapering
over the next several quarters.

On the rates front, though, the Fed’s forward guidance tells us they plan to keep the Fed funds rate unchanged not just
until the economy has made substantial further progress, but rather, until 2% inflation has actually been achieved (and is
on track to exceed 2% for a time) and the labor market has reached full employment. Most Fed officials project this more
stringent set of conditions for rate lift-off won’t be achieved until sometime after 2023. But four Fed officials now project
that time will likely come as soon as 2022, and seven now expect rate hikes by the end of 2023. While we think rate lift-
off in 2022 is unlikely, if the economy continues to recover rapidly as vaccinations accelerate this spring, we
anticipate even more Fed officials might join those currently anticipating modest rate hikes beginning at some
point in 2023.

Expectations for Strong Growth Here for Now Before Potentially Fading
With the economy rapidly recovering, the Treasury curve had been aggressively bear steepening ahead of the Fed’s latest
meeting. Despite a few more dots in the FOMC'’s projections pencilling in rate hikes, the front-end of the Treasury yield

curve was calmed by Chair Powell's emphasis on keeping rates low until the Fed solidly achieves its dual mandate. The
Fed’s growth-positive message was also well received by risk markets, boosting stock prices and driving credit spreads
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tighter. On the other hand, longer-dated Treasury yields continued to inch higher, which we believe reflects
concerns that the Fed may indeed create strong growth and potentially incite excessive inflation (Figure 1).

FIGURE 1: CHAIR POWELL'S COMMENTS HELPED TO STABILIZE SHORT AND INTERMEDIATE TREASURY
YIELDS, ALTHOUGH LONGER-DATED TREASURY YIELDS AND INFLATION EXPECTATIONS CONTINUED TO
INCH HIGHER.
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Looking ahead, longer-dated yields may remain on edge as the next round of stimulus checks flow through the economy,
keeping investor concerns about economic overheating and rising inflation at a low boil. However, looking towards the
second half of 2021 and 2022, as growth begins to moderate, market concerns about overheating, inflation, and
significant Fed rates hikes are likely to wane. In turn, expectations for a slow-going Fed should prove supportive
of asset markets, particularly fixed income, and encourage investors to move further out the yield curve and down-
in quality in search of yield and return.

This material reflects the views of the author as of March 18, 2021 and is provided for informational or educational purposes only.
Source(s) of data (unless otherwise noted): PGIM Fixed Income.
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Important Information
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headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii)
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is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated
in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions
worldwide.
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obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such
information, assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the date of issuance (or
such earlier date as referenced herein) and is subject to change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor
do we make any express or implied warranties or representations as to the completeness or accuracy or accept responsibility for errors. All investments involve risk,
including the possible loss of capital. These materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial
instrument or an y investment management services and should not be used as the basis for any investment decision. No risk management technique can guarantee
the mitigation or elimination of risk in any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could
lose value. No liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or
derived from this report. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed
herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations
of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities,
financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must
make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial
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Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.
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