Skip, hop and jump?

All eyes are on the direction of central bank monetary
policy. After expecting a policy pivot, investors now think
the most likely outcome is a skip in tightening followed by
a hop to pause mode before a jump to interest rate cuts.

It's a big week for some of the world's biggest central
banks. First up, we get the US Federal Reserve (Fed)'s
latest interest rate decision on Wednesday, followed by the
European Central Bank (ECB) on Thursday and the Bank
of Japan (BoJ) on Friday.

Earlier this year investors were firmly focused on the

idea of a Fed pivot away from its super-aggressive rate
increases and towards significant rate cuts from mid-year.
But over the last few months they've shifted away from
expectations of a sharp pivot to rate cutting and have been
pricing in a more gradual policy shift. They now seem to
be endorsing the idea that the Fed's next move is most
likely to be a skip - a temporary pause in policy tightening
that leaves the door open for more hikes if necessary.

Skipping this time around would give the Fed around

six weeks before its July meeting to consider how the
economy is holding up, with the next round of labour
market and inflation data coming in the gap. A skip might
also allow the Fed to get a sneak peek at US second-
quarter GDP figures ahead of the July meeting.

Fed Governor and vice chair nominee Philip Jefferson

and Philadelphia Fed President Patrick Harker recently
suggested we might have to wait a bit longer for this cycle's
rates peak. Both these voting Fed-members stressed that

a potential pause in June wouldn't signal that the Fed's
tightening cycle had come to a definitive end.

Policy expectations have moved a lot since banking sector
turmoil erupted in early March with the collapse of Silicon
Valley Bank. Back then, most investors thought there'd

be a sharp pivot to Fed cuts by the summer because they
feared an imminent banking crisis. Those fears now seem
to have been averted - and expectations of a pivot have
been pushed out later and later into this year. In fact, bets
on a pivot at all by year-end are now hanging by a thread.

For now, investors seem to be pricing only about a 30%
chance of a Fed hike on Wednesday, though conviction in
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a skip was tested by surprise rate hikes from the central
banks of both Canada and Australia last week. These
seemed to counter hopes that most big central banks are
on the verge of concluding their rate hikes, particularly
since the Bank of Canada was one of the first formally to
signal a likely pause in tightening back in January.

We should get a clearer sign on where the Fed is headed
when the latest US inflation figures covering May are released
on Tuesday. US consumer price inflation (CPI) is expected

to have fallen from 4.9% in April to 4.1%, though core CPI
excluding food and energy prices is likely to be stickier, down
from 5.5% in April to a consensus estimate of 5.3%.

As long as the data don't show a definitive reacceleration
in the labour market and the pace of inflation, our view
is that after a skip this week, the Fed will hike again once
more and then hop towards a prolonged policy pause
before finally cutting rates late this year or early in 2024.

For its part, the ECB is expected to raise rates by another
quarter percentage point on Thursday even though the
Eurozone's official shift into recessionary territory (marked
by two consecutive quarters of contracting GDP) was
confirmed last week. And the BoJ is expected to stay on hold.

Bad week for big political hitters

Meanwhile, it's shaping up to be a tumultuous week in
politics as big hitters both sides of the pond try to defend
their reputations in the face of damning allegations.
Former President Donald Trump is due in court on
Tuesday to face 37 charges, most of them relating to claims
he improperly held on to highly classified documents after
leaving office. It's the first time in US history that a former
President who is also running against the sitting President
has faced federal criminal charges. Unsurprisingly, he's
fighting back hard, claiming the charges represent "horrific
abuses of power".

Former Prime Minister Boris Johnson seems to be
following Mr Trump's lead and vociferously airing a litany
of grievances as his fortunes turn. The Parliamentary
investigation into claims he misled Parliament about
breaches of COVID rules when in office is due to report its
findings this week. After receiving a confidential copy of



the report on Friday, Mr Johnson abruptly resigned from
the House of Commons. The committee had the power

to force Mr Johnson into a by-election to hold on to his
constituency - a contest he might well have lost. He seems
to have pre-empted that move by quitting on Friday, but
has claimed the investigation was a “witch hunt" aimed at
forcing him out of politics.

Mr Johnson clearly faces less immediate legal problems
than Mr Trump. But his political fortunes may be less
promising, at least in the short term. Mr Trump commands
a healthy lead in the polls of Republican primary
candidates and the latest historic legal actions against him

could deliver a boost of energy, and potentially donations,
to his presidential bid. It's happened before.

If you would like to hear more about what's going on in
the global economy and how it affects the way we invest,
please join us for our next Investment Insights webinar on
Tuesday 11 July at 12.30pm. You can register here.

If you have any questions or comments, or if there's anything
you would like to see covered, please get in touch by emailing
review@rathbones.com. Wed love to hear from you.
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This document is published by Rathbones Investment Management Limited
and does not constitute a solicitation, nor a personal recommendation for the
purchase or sale of any investment; investments or investment services referred
to may not be suitable for all investors. No consideration has been given to the
particular investment objectives, financial situations or particular needs of any
recipient and you should take appropriate professional advice before acting

The price or value of investments, and the income derived from them, can go
down as well as up and an investor may get back less than the amount invested
Rathbones Investment Management Limited will not, by virtue of distribution of
this document, be responsible to any other person for providing the protections
afforded to customers or for advising on any investment. Rathbones Investment
Management International is the registered business name of Rathbones
Investment Management International Limited which is regulated by the Jersey
Financial Services Commission. Registered office: 26 Esplanade, St Helier,

Jersey JE12RB. Company Registration No. 50503

Rathbones Group Plc is independently owned, is the sole shareholder in each of
its subsidiary businesses and is listed on the London Stock Exchange. Rathbones
is the trading name of Rathbones Investment Management Limited, which is
authorised by the Prudential Regulation Authority and regulated by the Financial
Regulation Authority and the Prudential Regulation Authority. Registered office
Port of Liverpool Building, Pier Head, Liverpool L3 INW. The information and
opinions expressed herein are considered valid at publication, but are subject

to change without notice and their accuracy and completeness cannot be
guaranteed. No part of this document may be reproduced in any manner
without prior permission

in a foreign currency.

Any views and opinions are those of the author, and coverage of any assets in no way reflects an investment
recommendation. Past performance should not be seen as an indication of future performance. The value of
investments and the income from them may go down as well as up and you may not get back your original
investment. Fluctuations in exchange rates may increase or decrease the return on investments denominated
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