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THIS MONTH’S WEBINAR: (WATCH IT HERE.)

M e  Economic update
a | n g e n S e e Where do markets go from here?
WHAT’S NEXT?
2023 Market Outlook Coming Mid-December

What Will It Take for the Fed to Stop Hiking Rates?

The Federal Reserve has aggressively hiked the federal funds rate since March of this year to curb record-high inflation.
Now that inflation is slowly moving in the right direction, many ask when the Fed might pivot on policy tightening. As stated in
our response to October’s better-than-expected Consumer Price Index report (CPI), the rate of inflation remains far too high,
and we believe the Federal Reserve will keep monetary policy tight until it is clearly and persistently in a downward trend.

What prerequisite is there for the Fed to stop hiking the federal funds rate? One thing to watch for is positive real interest
rates. The Fed is closely monitoring the relationship between the federal funds rate and inflation. As shown in Figure 1, currently,
the federal funds rate is significantly lower than the rate of inflation according to this month’s CPI report. Ideally, the Fed would
like to see interest rates move above inflation rates, which has been a prerequisite for the end of prior tightening cycles as the
chart shows. Consensus believes the rate of inflation will likely continue to moderate, but the Fed needs to see a sustained
downtrend before easing policy. The Fed will likely continue its hawkish tone to contain all-important inflation expectations.

In December, we’'ll be watching November’'s CPI report as well as the Federal Reserve’s final meeting for 2022.

Bottomline for markets: Wall Street analysts’ bottom-up consensus expectation for S&P 500 12-months forward is 4,461 or
~13% return from close on November 10th close of 3,956.

Figure 1ii:
Fed Funds Target Rate Upper Bound & CPI
At The End Of Prior Tightening Cycles
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https://landing.firstcitizens.com/rs/296-CPX-295/images/Making%20Sense%20-CPI%20November%202022.pdf
https://fast.wistia.net/embed/channel/3szt6oi0ia?wchannelid=3szt6oi0ia&wvideoid=rqxg5ebnep
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The views expressed are those of the author(s) at the time of writing and are subject to change without notice. First
Citizens does not assume any liability for losses that may result from the information in this piece. This is intended for
general educational and informational purposes only and should not be viewed as investment advice or recommendation
for a security, investment product or personal investment advice.

Your investments in securities, annuities and insurance are not insured by the FDIC or any other federal government
agency and may lose value. They are not a deposit or other obligation of, or guaranteed by any bank or bank affiliate and
are subject to investment risks, including possible loss of the principal amount invested. Past performance does not
guarantee future results.

First Citizens Wealth Management is a registered trademark of First Citizens BancShares, Inc. First Citizens Wealth
Management products and services are offered by First-Citizens Bank & Trust Company, Member FDIC; First Citizens
Investor Services, Inc., Member FINRA/SIPC, an SEC-registered broker-dealer and investment advisor; and First Citizens
Asset Management, Inc., an SEC-registered investment advisor.

Brokerage and investment advisory services are offered through First Citizens Investor Services, Inc., Member
FINRA/SIPC. First Citizens Asset Management, Inc. provides investment advisory services.
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