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US Fed Chairman Powell’s “shock and awe” tightening
strategy is a response akin to former Fed Chairman Paul
Volcker’s actions in the 1980s. While Powell may crush
inflation, the costs will be considerable. Digesting the
Fed’s news, stocks revisited their lowest levels of the
year last week, mortgage rates rose to new highs, home
sales fell for the 7th consecutive month and the US
dollar soared to new 20- year highs. The Fed is
undertaking a near-term “pain maximizing” strategy.
CIO sees probability of a US recession next year at 70%
and expects a material fall in employment. The pain
inflicted on households and small businesses will have
lingering negative impacts into 2024. CIO strongly
doubts the Fed’s higher rate views, together with
Quantitative Tightening, are compatible with its
expectation for positive growth in 2023.

Portfolio Considerations

The rough end to 2022 and the likely uncertain entry for 2023 is a mere “moment” in the life of an investor’s
portfolio. CIO’s defensive actions for portfolios seek to help investors avoid making decisions that may negatively
impact long-term wealth-building strategies.

Source: Bloomberg as of Sept. 22, 2022. Past performance is not indicative of 
future returns.
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Weekly Market Analysis: 
A Fed Too Far? Preparing for What’s Ahead

3 Things to Know

To Crush Inflation, the Fed Will Crush 
the Economy

Last week the US Federal Reserve raised rates 
by 75 basis points for a third consecutive time 
and provided forward guidance designed to 
maximize the impact of its actions –
telegraphing its intentions to tighten conditions 
for longer. 
_________________

Greater Unemployment Ahead

CIO doubts that the Fed’s higher rate view, 
combined with QT, are compatible with its own 
2023 economic outlook. Given the potency and 
size of its actions, the Fed’s forecast of a 1.2% 
gain in real GDP next year with just a 0.6% 
increase in unemployment appears to be 
wishful thinking.
_________________

Peak Rates Means Attractive Bonds

Investors should prioritize capital preservation 
and look to high quality fixed income in 
portfolios. Short-duration US investment grade 
fixed income opportunities now yield between 
5% and 7% across various market segments. 

Summary

3-Month US Treasury Bill Yield
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To crush inflation, the Fed will crush the economy
The Fed has never succeeded (or tried in modern times) to arrest a supply-induced inflation shock. The inflation seen
to date has had very little connection to domestic labor market conditions. Therefore, in our view, this action
represents an economic experiment. So much medicine for this atypical inflation seems severe. We expect many
unforeseen outcomes that are likely to be magnified by the broader slowdown in the global economy. Powell’s
“shock and awe” tightening strategy after more than a year’s worth of its own excessive economic accommodation is
a response akin to Volcker’s actions, but under very different circumstances. By acting comparatively early compared
to 1970s policymakers, he may prevent the need for further actions to fight inflation, but at considerable economic
cost. The pain inflicted on households and small businesses will have lingering negative impacts into 2024.

Greater unemployment ahead
While the Fed may be able to continue raising US policy rates over the remainder of this year as US employment
continues to grow, CIO envisions a different scenario unfolding in the coming year. Maximizing the impact of the
Fed’s tightening will extract pain from the economy. CIO sees the probability of a US recession next year at 70%, and
with that a material fall in employment to begin. Led at first by a loss of housing-related employment, CIO believes
the loss of broad private employment is likely to approach 2 million jobs in manufacturing, trade, finance and
marketing areas during 2023. Periods of falling housing-related employment are not isolated to housing. As such, a
rise in the unemployment rate of about 2% assuming the labor force grows is, in CIO’s view, more likely than the
Fed’s forecast next year at just one-third of that loss.

Peak Rates Means Attractive Bonds
History shows the Fed’s policy forecast can change abruptly and is secondary to the Fed achieving its economic goals.
In CIO’s view, the Fed will reverse policy later in 2023 after several months of major employment declines. While CIO
thinks the Fed is going too far and too fast for the health of the economy, high short-term rate instruments offer
investors income, and given their very short duration, low risk of large mark-to-market losses should rates continue
rising. Based on the recent FOMC meeting and projection for future rate hikes, the Fed may continue raising rates by
another 100-125bps by early 2023 before a likely reversal in the second half of 2023, at which point CIO expects
unemployment to have significantly increased. Fed policy has adjusted cyclically when the US economy has had self-
reinforcing declines in total employment. As inflation buckles from the economic slowdown caused by this aggressive
Fed, CIO believes the horizon for easing is sooner than the Fed implied at its September 21 press conference.

Portfolio considerations
CIO’s “up-in-quality” fixed income ideas include US Treasuries, investment grade bonds, municipal bonds and notes,
and preferred securities. Unlike equities, even if bonds experience mark-to-market decline, they always repay at par
(barring default). With a negative economic backdrop for the year ahead, capital preservation is a critical goal, one
that high quality fixed income can provide. For example, almost all Treasury rates now offer historically high yields.
The generic 3- month US T-Bill currently pays almost 3.17%, the highest rate since 2007.

Note: Past performance is no guarantee of future results. Real results may vary. Source: Bloomberg. Data as of 23 September 2022.

Performance is reported in local currency terms.
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Important information
This Communication is prepared by Citi Global Wealth Investments (“CGWI”) which is comprised of the Investments and 

Capital Markets capabilities of Citi Private Bank, Citi Personal Wealth Management and International Personal Bank U.S. 

CGWI personnel are not research analysts, and the information in this communication is not intended to constitute 

“research”, as that term is defined by applicable regulations. Unless  otherwise indicated, any reference to a research 

report or research recommendation is not intended to represent the whole report and is not in itself considered a 

recommendation or  research report.

The information in this communication has been obtained from reports issued by Citigroup Global Markets Inc. (“CGMI’) 

and Citi Private Bank (“CPB”). Such information is based on sources CGMI and CPB believe to be reliable. CGMI and CPB, 

however, do not guarantee its accuracy and it may be incomplete or condensed. All opinions and estimates constitute 

CGMI and CPB's judgment as of the date of the report and are subject to change without notice. This communication is for 

general information purposes only and is not intended as a recommendation or an offer or solicitation for the purchase or 

sale of any security or currency. No part of this communication may be reproduced in any manner without the written 

consent of Citibank N.A. Information in this communication has been prepared without taking account of the objectives, 

financial situation, or needs of any particular investor. Any person considering an investment should consider the 

appropriateness of the investment having regard to their objectives, financial situation, or needs, and should seek 

independent advice on the suitability or otherwise of a particular investment. Investments are not deposits, are not 

obligations of, or guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any

local government or insurance agency, and are subject to investment risk, including the possible loss of the principal 

amount invested. Investors investing in funds denominated in non-local currency should be aware of the risk of exchange 

rate fluctuations that may cause a loss of principal. Past performance is not indicative of future performance, prices can 

go up or down. Investment products are not available to US persons. Investors should be aware that it is his/her 

responsibility to seek legal and/or tax advice regarding the legal and tax consequences of his/her investment transactions. 

If an investor changes residence, citizenship, nationality, or place of work, it is his/her responsibility to understand how 

his/her investment transactions are affected by such change and comply with all applicable laws and regulations as and 

when such becomes applicable. Citibank does not provide legal and/or tax advice and is not responsible for advising an 

investor on the laws pertaining to his/her transaction.

Citi Research (CR) is a division of Citigroup Global Markets Inc. (the "Firm"), which does and seeks to do business with 

companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of 

interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in 

making their investment decision. 

For more information, please refer to https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Australia

Any advice is general advice only. It was prepared without taking into account your objectives, financial situation, or 

needs. Before acting on this advice you should consider if it's appropriate for your particular circumstances. You should 

also obtain and consider the relevant Product Disclosure Statement and terms and conditions before you make a decision

about any financial product, and consider if it’s suitable for your objectives, financial situation, or needs. Investors are 

advised to obtain independent legal, financial, and taxation advice prior to investing. Past performance is not an indicator 

of future performance. Investment products are not available to US people and may not be available in all jurisdictions.

Bahrain

Investment and Treasury products are subject to Investment risk, including possible loss of principal amount invested. 

Past performance is not indicative of future results: prices can go up or down. Investors investing in investments and/or 

treasury products denominated in foreign (non-local) currency should be aware of the risk of exchange rate fluctuations 

that may cause loss of principal when foreign currency is converted to the investors’ home currency. Investment and 

Treasury products are not available to U.S. persons. All applications for investments and treasury products are subject to 

Terms and Conditions of the individual investment and Treasury products. Customer understands that it is his/her 

responsibility to seek legal and/or tax advice regarding the legal and tax consequences of his/her investment transactions. 

If customer changes residence, citizenship, nationality, or place of work, it is his/her responsibility to understand how 

his/her investment transactions are affected by such change and comply with all applicable laws and regulations as and 

when such becomes applicable. Customer understands that Citibank does not provide legal and/or tax advice and are not 

responsible for advising him/her on the laws pertaining to his/her transaction. 

https://www.citivelocity.com/cvr/eppublic/citi
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Hong Kong                                  

This communication is distributed in Hong Kong by Citibank (Hong Kong) Limited ("CHKL") and Citibank N.A.. Citibank 

N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of this 

communication. Investment products are not available to US persons and not all products and services are provided by 

all affiliates or are available at all locations. Prices and availability of financial instruments can be subject to change 

without notice. Certain high-volatility investments can be subject to sudden and large falls in value that could equal the 

amount invested.

India

Products so distributed are not obligations of, or guaranteed by, Citibank and are not bank deposits. Past performance 

does not guarantee future performance. Investment products cannot be offered to US and Canada Persons. Investors 

are advised to read and understand the Offer communications carefully before investing.

Korea

Investors should be aware that investment products are not guaranteed by the Korea Deposit Insurance Corporation and 

are subject to investment risk including the possible loss of the principal amount invested. Investment products are not 

available to US persons.

Malaysia

Investment products are subject to investment risks, including the possible loss of the principal amount invested. These 

are provided for general information only and are not intended as a recommendation or an offer or solicitation for the 

purchase or sale of any security or currency or other investment products. 

Singapore

This report is distributed in Singapore by Citibank Singapore Limited (“CSL”). Investment products are not insured under 

the provisions of the Deposit Insurance and Policy Owners’ Protection Schemes Act of Singapore and are not eligible for 

deposit insurance coverage under the Deposit Insurance Scheme.

This communication is for general information only and should not be relied upon as financial advice. The information 

herein has no regard to the specific objectives, financial situation and particular needs of any specific person and is not 

intended to be an exhaustive discussion of the strategies or concepts mentioned herein or tax or legal advice. Viewers 

interested in the strategies or concepts mentioned herein should consult their tax, legal or other advisors, as 

appropriate. It is neither an offer nor a solicitation to purchase any products or services mentioned therein by Citibank 

Singapore Limited. This communication does not constitute the distribution of any information or the making of any 

offer or solicitation by anyone in any jurisdiction in which such distribution or offer is not authorized or to any person to

whom it is unlawful to distribute such information or make any offer or solicitation. 

Please seek advice from your financial adviser about the issues discussed herein or before investing in any investment 

products. Should you choose not to seek such advice, you should assess whether the investment product is suitable for 

you.

Thailand

Citi does not dictate or solicit investment in any specific securities and similar products. Investment contains certain 

risk, please study prospectus before investing. Not an obligation of, or guaranteed by, Citibank. Not bank deposits. 

Subject to investment risks, including possible loss of the principal amount invested. Subject to price fluctuation. Past 

performance does not guarantee future performance. Not offered to US persons.
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UAE                                             

This communication is distributed in UAE by Citibank, N.A. UAE. Citibank N.A. UAE is licensed by UAE Securities and 

Commodities Authority (“SCA”) to undertake the financial activity as Promoter under license number 602003.

Citibank N.A. UAE is registered with Central Bank of UAE under license numbers BSD/504/83 for Al Wasl Branch Dubai, 

13/184/2019 for Mall of the Emirates Branch Dubai, BSD/2819/9 for Sharjah Branch, and BSD/692/83 for Abu Dhabi 

Branch.

This is not an official statement of Citigroup Inc. and may not reflect all of your investments with or made through 

Citibank. For an accurate record of your accounts and transactions, please consult your official statement. Before 

making any investment, each investor must obtain the investment offering materials, which include a description of the 

risks, fees and expenses and the performance history, if any, which may be considered in connection with making an 

investment decision. Each investor should carefully consider the risks associated with the investment and make a 

determination based upon the investor’s own particular circumstances, that the investment is consistent with the 

investor’s investment objectives. At any time, Citigroup companies may compensate affiliates and their representatives 

for providing products and services to clients.

United Kingdom                         

This communication is distributed in the U.K. by Citibank UK Limited and in Jersey by Citibank N.A., Jersey Branch. 

Citibank UK Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. Our firm’s Financial Services Register number is 805574. Citibank UK 

Limited is a company limited by shares registered in England and Wales with registered address at Citigroup Centre, 

Canada Square, Canary Wharf, London E14 5LB, Companies House Registration No. 11283101. 

Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citi International Personal Bank is 

registered in Jersey as a business name of Citibank N.A. The address of Citibank N.A., Jersey Branch is P.O. Box 104, 38 

Esplanade, St Helier, Jersey JE4 8QB. Citibank N.A. is incorporated with limited liability in the USA. Head office: 399 Park 

Avenue, New York, NY 10043, USA. 

© All rights reserved Citibank UK Limited and Citibank N.A. (2022). 


