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Fed Aims Hard at Soft Landing

By Ellen Gaske, PhD, CFA, Lead Economist, G10 Economies,
and Robert Tipp, CFA, Chief Investment Strategist, Head of Global Bonds

An optimistic tone regarding a soft-economic landing accompanied the beginning of the Fed’s rapid advance on the
inflation front, fueling a rally in equities, credit spreads, and long-term interest rates. It marks a point where Fed policy
entered a second stage - likely with some market consolidation and less volatility - as the Fed funds target catches up with
market expectations.

At its FOMC meeting on May 4, 2022, the Fed began the follow-through on its guidance that it intends to move
“‘expeditiously” towards a more neutral policy stance. As was well telegraphed, the Fed hiked 50 bps, bringing the Fed
funds rate target to 0.75%-1.0%, with Powell suggesting at his press conference that additional 50 bps hikes are on the
table as possibilities for the Fed’s next two meetings. The Fed also announced that in June, it will begin the process of
shrinking its balance sheet, letting Treasury and MBS securities roll off at a faster pace than during the Fed’s previous
Quantitative Tightening (QT) cycle in 2017-2019. All of this was in line with expectations and what the Fed had already
signaled in published minutes of its meeting last month.

While Powell began his press conference acknowledging currently high inflation and the pain that it can cause, he later
noted the uncertainty the Fed faces in terms of where policy will need to land in order to get inflation back under control.
The Fed intends to speed towards neutral, but what neutral will turn out to be and how much beyond that the Fed might
need to go remain uncertain at this point. While those are not questions for today - the here and now is high inflation,
driving the Fed to step up and front-load its tightening - those are expected to become key questions for the Fed later this
year. The Fed will be watching how much financial conditions tighten as it lifts the Fed funds rate and launches QT as well
as how quickly and to what extent economic activity and inflation respond. Powell noted that, as of yet, the Fed doesn’t
see strong evidence that an inflation psychology is taking hold, but it doesn’t want to take chances that it may.

Coupled with the intended hawkish message on combating inflation, Powell again reiterated that a soft landing remains a
very real possibility - i.e., a scenario in which excess demand and attendant inflation are tamped down, but positive
economic growth and a healthy labor market remain. While the Fed has a difficult road ahead, we would agree that the
base case is likely a soft landing, but with notable tail risks around that. Household and corporate balance sheets in
aggregate are in very strong shape, and there are few visible imbalances aside from high inflation. We expect interest
sensitive sectors of the economy will likely respond in coming quarters to tighter financial conditions and that companies’
pricing power in general will begin dissipating as workers’ wage increases continue to lag.

Thus, given the front-loading of Fed rate hikes, coupled with a rapid ramp-up of QT starting in June, we think risks are
likely skewed towards a slower pace of Fed rate hikes by the second half of this year. At that point, the Fed will have had
more time to assess the effects of headwinds that are already building - e.g. tighter financial conditions; a fiscal roll-back;
high energy and food prices against lagging wages; and a slowing global economy. But for the pace of Fed tightening to
slow later this year, monthly inflation readings will need to have convincingly peaked by that point. If inflation does not show
signs of moderating as expected, we think any “Volcker” moment of more aggressive Fed action would likely not come until
late this year or early next year. As Powell noted, though, his view of a Volcker moment is one in which the Fed does the
right thing and what is ultimately needed for the long-run health of the economy.

For Professional Investors Only. All Investments involve risk, including the possible loss of capital.



Fed Aims Hard at Soft Landing May, 2022

Embarking on the Second Stage

As far as the markets were concerned, the message was clear: the Fed wants to get inflation down to target, shoot for a
soft landing, and moderate growth with an appropriate amount of rate hikes. While not presupposing a terminal policy rate,
the FOMC has nonetheless made the leap, as in previous meetings, that at least getting to a neutral, mid-2% level will be
needed. The markets, on the other hand, came into today's meeting already braced for a peak rate north of 3%.

Today's relief rally in stocks, credit spreads, and most of the Treasury curve (Figures 1 and 2) suggests the market is set
to transition from the first stage of the rate-hiking cycle - rates and risk aversion rising as the market braces for hikes - to
the second stage where volatility falls as markets consolidate as they wait for the Fed to catch up with market pricing.

FIGURE 1 and 2:
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Source: Bloomberg, PGIM Fixed Income.

Given the Chair's guidance today and the current market pricing, this consolidation phase could easily last through much
of the remainder of the year, leaving the rate outlook fairly symmetrical. Looking further ahead, the cycle peak in long-term
rates will ultimately depend on just how much tightening is required to bring the economy into balance, which again, as the
Chair highlighted today, will be an empirical exercise. As a result, we will remain keenly focused on the incoming data over
the days and weeks ahead.

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from sources
that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information. This outlook, which
is for informational purposes only, sets forth our views as of this date. The underlying assumptions and our views are subject to change.
Past performance is not a guarantee or a reliable indicator of future results. ESG investing is qualitative and subjective by nature; there
is no guarantee that the criteria used or judgment exercised by PGIM Fixed Income will reflect the beliefs or values of any investor.
Information regarding ESG practices is obtained through company engagement or third-party reporting, which may not be accurate or
complete, and PGIM Fixed Income depends on this information to evaluate a company's commitment to, or implementation of, ESG
practices. ESG norms differ by region. There is no assurance that PGIM Fixed Income's ESG investing techniques will be successful.

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of May 4, 2022.
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Important Information

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a
Prudential Financial, Inc. ("PFI") company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is
headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (ii)
PGIM Netherlands B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. ("PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong)
Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore ("PGIM Singapore”). PFl of the United States
is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated
in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions
worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about
managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. Clients seeking information regarding their particular investment
needs should contact their financial professional. These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes,
securities, issuers or financial instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally delivered
and to such person’s advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without
prior consent of PGIM Fixed Income is prohibited. Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to be
reliable as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such
information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to
change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied warranties or
representations as to the completeness or accuracy or accept responsibility for errors. All investments involve risk, including the possible loss of capital. These
materials are not intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment management
services and should not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or elimination of risk in any
market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. No liability whatsoever is
accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM Fixed
Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts
of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations
of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities,
financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the recipient(s) of this report must
make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities referenced herein.
PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy or sell securities or financial
instruments referenced herein. PGIM Fixed Income and its affiliates may develop and publish research that is independent of, and different than, the recommendations
contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or written market
commentary or ideas to PGIM Fixed Income’s clients or prospects or proprietary investment ideas that differ from the views expressed herein. Additional information
regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income’s Form ADV.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited
is authorised and regulated by the Financial Conduct Authority (“FCA") of the United Kingdom (Firm Reference Number 193418). In the European Economic Area
(“EEA"), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten ("AFM") in the Netherlands and operating on the
basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses
available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued
by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional
clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In certain countries in Asia-Pacific, information is presented by PGIM
(Singapore) Pte. Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by
PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is
licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong)
Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd ("PGIM Australia”) for the general
information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the
requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by
virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United
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international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and is
advising you in reliance upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is
New Jersey, U.S.A; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets
may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as
follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP,
1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H
4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’'s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta:
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