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Week ending 16th June 2023 

Top of Mind: A pause but no pivot yet. 

 
Wh t’s G i g    He e? 
 
Having already lifted its benchmark rate to the highest levels since 2007, the Fed has for the first time in over a 
year decided to hold interest rates steady with the target for its benchmark rate remaining at 5%-5.25%. 
 

What Does This Mean? 
 
In keeping interest rates at the current level, the Fed acknowleged that policy works with a lag and said that it 
wanted time to assess the impact of the hikes so far. The bank has already raised rates ten times since March 
2022 as it battles to bring inflation under control. While maintaining the rate at the current level, the Fed framed 
it as a pause rather than a change in direction. Committee members continue to indicate that they still expect to 
hike further in subsequent meetings. 
 
Federal Reserve chairman Jerome Powell said the bank was still waiting for evidence that inflation was slowing 
“decisively.” Consumer prices rose 4% in the 12 months to May, climbing just 0.1% from a month earlier as 
reported by the Labor Department. That remains higher than the 2% rate the bank considers healthy while prices 
for items beyond food and energy continue to rise steadily. Powell added in his accompanying statement that 
the progress made is not suffient and said, "we're going to have to keep at it." 
 

Why Should I Care? 
 

We have already seen other central banks pause and then raise rates at subsequent meetings. Most notably here 
in Australia where the RBA again raised the cash rate at the last meeting after a pause. Canada also followed that 
path citing stubborn inflation pressures as they began raising rates again. The European Central Bank also raised 
rates at its meeting last week by 25bps to 4%. 
 
But back to the US, Powell noted that going forward, " it may make sense for rates to move higher but at a more 
moderate pace". Higher borrowing costs should reduce demand for home loans, business expansions and other 
activity, eventually cooling the economy and easing pressures that have been pushing up prices. 
 
Fed policymakers now expect the economy to grow 1% this year - stronger growth than anticipated in March, 
according to projections that accompanied the rate announcement. The unemployment rate is also forecast to 
be 4.1%, lower than previously estimated. The estimates also show they see less progress controlling inflation 
than in March. 
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Mr Powell said he saw no chance that rates would come down this year. Meaning that rates are most likely going 
to end the year higher than they are now but how much higher still to be determined.  
 

Portfolio Implication? 
 
We had expected a hawkish pause from the Fed, and it delivered, signalling two more rate hikes this year. The 
meeting raises the risk the Fed does even more, but for now we are sticking with our view that a looming 
recession discourages further tightening beyond another 25-50bps. We think this downturn will trigger an easing 
cycle as inflation falls and unemployment rises, with a first cut pencilled in for next year. 
 
From a portfolio positioning perspective, we believe the above scenario lends itself to adding exposure to US 
fixed income which we have added to our real return fund. The eventual slowdown and potential recession 
should see a flight to quality and bonds. The subsequent fall in yields will correspond to a bond market rally.  
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Key events this week:  

 

This week it is relatively quiet in relation to local data points with the focus instead back on the RBA Minutes for 

June published on Tuesday. 

Overseas, Fed Chair Powell gives House (Wednesday) and Senate (Thursday) testimony with focus on whether 

the July FOMC meeting is truly “live,” and if the Fed dot plot of two more hikes is a true base case depending on 

the data or more ‘aspirational.’  

Across the pond, the BoE meets on Thursday where we expect a 25bps hike given very elevated inflation and 

wage pressures. A day before the meeting the CPI is out, which may further shape expectations.  

Global PMIs on Friday will provide an important update on whether the services side of the global economy is 

continuing to hold up, or whether the weakness currently seen on the manufacturing side broadens. 
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Important information 
The approximate portfolio change amount is not a guarantee of a change to a client's portfolio. There may be differences between the Model 

Portfolio and a client's portfolio due to the timing and transaction prices for portfolio changes, client investments and withdrawals during the 

period, timing of receipt of dividends and income distributions, platform administration fees, transactional costs associated with the client's 

portfolio, and any portfolio exclusions required by the client. 

This communication is provided by abrdn Australia Limited (ABN 59 002 123 364 and AFSL 240263), the portfolio manager responsible for 
designing and managing the composition of this managed portfolio to meet the investment objectives and investment strategy detailed in the 
model portfolio sub-advisory agreement. This document and any supporting material are only intended for financial advisers. Neither abrdn 
Australia Limited ABN 59 002 123 364 AFSL No. 240263, nor any member of the abrdn Group guarantees the repayment of capital, 
performance, or any distribution from the portfolio. Investments are subject to investment risk, including possible delays in repayment and loss 
of income and principal invested.  
Although non-abrdn specific information has been prepared from sources believed to be reliable, we offer no guarantees as to its accuracy or 

completeness. All indices are copyrighted by and proprietary to the issuer. Past performance is not an indicator of future results. Any 

performance forecasts are not promises of future performance and are not guaranteed. 

Opinions expressed may change. This document describes some current internal investment guidelines and processes. These are constantly 

under review and may change over time. Consequently, although this document is provided in good faith, it is not intended to create any legal 

liability on the part of abrdn and does not vary the terms of any relevant investment management agreement.  

The information in this report is general information only and does not take into account your individual objectives, financial situation, needs or 

circumstances. The information is not intended to be financial product advice or legal advice. Model Portfolio performance is based on the 

theoretical performance of the Model Portfolio and does not take into account any fees applicable to the Model Portfolio. Actual portfolios may 

not perform in the same manner as the Model Portfolios, depending on customisations and timing issues. Accordingly, the actual after tax 

returns you receive are likely to be different from the Model Portfolio returns and those of other investors. Rounding used in the presentation of 

data may result in minor variations. 

 


