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FOMC meeting leaves little for stock bulls
Nothing in the FOMC statement suggests that rates will not be raised
further in coming quarters, or that inflation will be allowed to run hot

Source: Federal Reserve

Inflation - core and headline, at target - more rate rises coming
"The FOMC could not have been clearer in its statement yesterday. Inflation, whichever way you
look at it, is no barrier to further rate rises. But with inflation expectations remaining subdued,
there is no need for the Fed to speed up its pace of tightening either.  The key sentences are
"...both overall inflation and inflation for items other than food and energy have moved close to 2
percent. Market-based measures of inflation compensation remain low; survey-based measures of
longer-term inflation expectations are little changed, on balance."

The full FOMC statement is available here. 

That wasn't enough to get 10Y US Treasury yields over the 3% hurdle, and it provided little comfort
for stock bulls, as equities fell, though they remain some distance from levels that would suggest a
bigger correction was imminent. The USD was not hurt by the move, and continues to make gains
against the EUR, despite some comments by Jens Weidemann about the timing of rate hikes next
year - you're not the ECB President yet Jens!

Some market pundits suggest the equity sell-off was on hints that the FOMC might be prepared to
let inflation run a little hot. That is bunkum. Not only is there no suggestion of an asymmetric
approach to inflation in this statement, if that really were the case, then stocks, which are a

https://www.federalreserve.gov/monetarypolicy/files/monetary20180502a1.pdf
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nominal, not real asset, should rally and bond yields would have shot higher. Neither happened
because "running hot" hypothesis is entirely unsupported by the facts today. That could yet
change. And don't forget the US jobs report tomorrow - especially wages, which could push the
inflation story again. 

Mnuchin et al are in China - but for how long?
We wrote earlier this week about the US mission to China to strike a deal on trade and avert a
trade war. Well, they are on the ground now, though the mood music coming out isn't great. It
sounds like they have flexible plane tickets, as they continue to stress that they will return early if
they do not think there is much promise of progress. Watch the wires for hints of the direction this
is going, This could be a market mover in either direction. But more likely down.   

No respite for PM May, or the GBP as Lord's votes amendment
on Brexit bill
UK sterling remains under downward pressure against even a falling EUR, with the Brexit woes of
PM Theresa May piling up around her. Last night's amendment on ensuring no physical restrictions
at the Irish border with Northern Ireland, marks the tenth defeat in the House of Lords. And though
a spokesman for the PM suggested that the amendments would be stripped out of the Brexit
legislation, it is not clear that May has the support necessary in the Commons to enable her to do
so. The only way out currently is for a type of "hard border" mid-way across the Irish Sea, if
Northern Ireland is kept within a customs union and possibly the single market. Its hard to see how
the UK could accept that. Accepting a Customs Union for the whole of the UK is another option that
could sort this, but that would remove most of the point of Brexit for those who want to leave the
EU. Difficult for the PM, difficult for the GBP. Answers needed soon or the UK could find itself leaving
the EU without a deal. One wonders if some of the less economically and financially literate
members of the UK cabinet secretly want this...
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Snap | 2 May 2018

Indonesia: Moderate inflation but
currency still a risk
The gradual rise of inflation in April is unlikely to alter the central
bank's view that a rate hike is needed to support the currency

3.41% April Inflation Rate
Unlikely to alter rate hike view

Lower than expected

Bank Indonesia remains vigilant about the persistently weak
IDR despite moderate inflation
April inflation of 3.41% is lower than the consensus forecast of 3.5% and steady with the inflation
rate in March. The April inflation turnout is a shade below the central bank's 3.5% 2018 target
inflation rate and near the mid-point of the target range of 2.5% to 4.5%. The government has
implemented measures to limit the impact of higher crude oil and coal prices on Indonesia’s
energy prices but the pressure on inflation comes from higher food and processed food prices.
Nevertheless, with moderate inflation rates for April and March, BI would have reason to keep
policy rates steady at the mid-May meeting. However, concerns over a weakening Indonesian
rupiah and its impact on inflation have increased, with BI stating its readiness to adjust interest
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rates on a persistently weak IDR. We believe that an interest rate signal from BI would complement
effort’s to rein in the currency, which currently trades around IDR13900, more than 3% weaker
than this year's government budget assumption. We now expect BI to hike its policy rate by 25bps
in 2Q as IDR weakens further.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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