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US Federal Reserve may start tapering monetary policy later this year
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In US Federal Reserve Chairman Jerome Powell’s speech at the Jackson Hole Symposium:

• Mr Powell reaffirmed the bank’s plan to begin tapering later this year but has not given the exact timing

• Further, he cautioned a move to begin tapering $120 billion a month bond buying programme should not be interpreted as a sign that

rate hikes would soon follow. Also, he affirmed the US economic recovery and explained why there is no rush to tighten monetary policy

Impact on dollar:

The Dollar Index declined by 0.4% on Friday after US Federal Reserve Chairman Powell in his speech at the Jackson Hole symposium

signalled tapering of $120 billion per month bond buying programme later this year but did not offer the exact timing of tapering. He further

stressed that the timing of taper will not have any bearing on any decision to raise interest rates.

The Dollar Index is likely to continue with its negative bias as the US Federal Reserve Chair affirmed the US economic recovery and indicated

that the central bank is in no rush to tighten monetary policy. Further, in his speech Mr Powell did not indicate that the ongoing concern of

spreading of highly infectious delta variant could lead to a delay in its plan of tapering. Additionally, he cautioned that a move to begin

tapering of the bond buying programme should not be interpreted as a sign that rate hikes would soon follow. Additionally, he signalled that

inflation is transitory and the recent surge is expected to fade, going ahead. In its June policy meeting the bank had signalled that Fed

officials expect two rate hike by the end of 2023. After this event, market participants will keep an eye on upcoming job data, inflation data

and US Federal Reserve monetary policy meeting and FOMC economic projections scheduled on September 22, 2021.

Important statements from Fed Chair Powell:

• “My view is that the "substantial further progress" test has been met for inflation. There has also been clear progress toward maximum

employment. At the FOMC's recent July meeting, I was of the view, as were most participants, that if the economy evolved broadly as

anticipated, it could be appropriate to start reducing the pace of asset purchases this year. The intervening month has brought more

progress in the form of a strong employment report for July but also the further spread of the Delta variant. We will be carefully assessing

incoming data and the evolving risks.”

• “The timing and pace of the coming reduction in asset purchases will not be intended to carry a direct signal regarding the timing of

interest rate liftoff, for which we have articulated a different and substantially more stringent test.”

2Source: Bureau of Economic Analysis, US Federal Reserve, Ticker
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Major economic data

3
• Source: Bureau of Economic Analysis, US Federal Reserve

Inflation CPI Personal Consumption Expenditures (PCE)

Unemployment rate Non-farm payrolls
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subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of

which are available on www.icicibank.com.

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part

or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities Limited. The author may be holding a position in currency

derivatives as on date of release of this report. ICICI Securities Limited may be holding a proprietary position in currency derivatives as on the date of release of this report." This report is

based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This

report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or

other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your

specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their

own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient

should independently evaluate the investment risks. ICICI Securities Ltd and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past

performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. This report is not directed or intended for distribution to,

or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be

contrary to law, regulation or which would subject ICICI Securities Ltd and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or

may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe

such restriction. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset

management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

5


