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Disclaimer

This presentation is for discussion purposes only and is not intended to be an offer to sell or the solicitation of an offer to buy any securities, or any commitment

to underwrite, subscribe for or place any securities, is not an offer or commitment to provide any financing or extension of credit or service, and does not contain

any tax or legal advice. This presentation has been prepared by SMBC Group (which may include, collectively or individually, any of the following entities in the

Americas Division: Sumitomo Mitsui Banking Corporation (“SMBC”), SMBC Nikko Securities America, Inc. (“SMBC Nikko”), SMBC Nikko Securities Canada, Ltd.

(“Nikko Canada”), SMBC Capital Markets, Inc. (“SMBC-CM”), SMBC Leasing and Finance, Inc., JRI America, Inc., and SMBC Rail Services LLC) and is being

furnished by SMBC Group solely for use by the client or potential client to whom such materials are directly addressed and delivered. This presentation is

confidential, and is the property of SMBC Group subject to copyright. Any reproduction of this presentation, in whole or in part, is prohibited, and you may not

release these materials to any person, except to your advisors and professionals to assist you in evaluating these materials, provided that they are obligated, by

law or agreement, to keep the presentation confidential. These materials do not constitute research, a recommendation or an offer or solicitation to any person to

enter into any transaction or adopt any hedging, trading or investment strategy. Prior to participating in any such transaction, you should consult your own

independent, competent, legal, tax, accounting and other professional advisors.

In preparing this presentation, SMBC Group has relied upon information available from third parties, including public sources, and we have assumed, without

independent verification, the accuracy and completeness of such information. Specific prices, indices or measures, including ranges, listed in this document

were prepared at the time the document was prepared, and are subject to change without notice. SMBC Group makes no representations to and does not

warrant this presentation’s accuracy or completeness. SMBC Group expressly disclaims any liability for any use of the information set forth herein, including,

without limitation, any use of the information set forth herein in the preparation of financial statements or accounting material.

These materials may contain forward looking statements, which may include projections, forecasts, income estimates, yield or return, future performance targets

or similar analysis. These forward looking statements are based upon certain assumptions. All forward looking statements are based upon currently available

information and SMBC Group is not obligated to provide an update. Actual events may differ from those assumptions. Opinions, projections, price/yield

information and estimates are subject to change without notice. There can be no assurance that estimated returns or projections will be realized, that forward

looking statements will materialize or that actual results will not be materially lower than those presented. Past performance is not necessarily indicative of future

results. Any transactions or strategies addressed may not be suitable for all parties. The value, price or income from transactions or strategies may fall as well as

rise. SMBC Group or an affiliate may have a position in any of the underlying instruments, assets, indices or rates mentioned in this document. You should make

your own independent judgment or seek independent financial and tax advice with respect to any matter contained herein.

SMBC is subject to Japanese firewall regulations and therefore absent client consent, non-public client information may not be shared with SMBC Nikko

Securities Inc.

SMBC Nikko is a US registered broker-dealer of SMBC Group. Nikko Canada is a U.S. and Canadian registered broker-dealer of SMBC Group. SMBC-CM is

provisionally registered as a U.S. swap dealer with the CFTC. Capital markets and other investment banking activities for SMBC Group are performed by a

combination of SMBC Nikko, Nikko Canada, SMBC Nikko Securities Inc. and SMBC-CM. Lending and other commercial banking activities are performed by

SMBC and its banking affiliates. Derivative activities may be performed by SMBC-CM or SMBC. SMBC Group deal team members may also be employees of

any of the foregoing entities. SMBC Group does not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any

attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated

with SMBC Group or for the purpose of avoiding U.S. tax-related penalties. © 2022 SMBC Group. All rights reserved.
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Higher Inflation Puts Demand and Supply Under Pressure

Inflation Stays High Longer The Fed Will Likely Overlook the Economy’s Sluggishness

 The June Consumer Price Index (CPI) accelerated its pace of 

month-over-month increase to 1.3%, while the core CPI 

excluding food and energy also increased by 0.7% from the 

previous month.

 Where the spread of price increases among goods and service 

items has been pronounced in recent months, the price 

increases have gained further momentum. The pace of price 

increases in services, which are less volatile than goods, has 

also been accelerating.

 Once the upward trend in service prices takes hold, it will take 

time for the trend to turn downward. Owners’ equivalent rent, 

which carries a particularly large weight, rose 0.7% month over 

month, well above the range of the past 30 years. Medical 

services also accelerated to 0.7% month over month. Price 

increases for dentists and ophthalmologists boosted the overall 

increase. In addition, the cost of services at nursing homes also 

accelerated, indicating a broadening in the rise in prices of 

services for daily necessities.

 Food prices also continue to soar, fueling consumer fears of 

persistent inflation. Food products as a whole showed a 

remarkable 12.2% growth over the previous year. Among fresh 

foods, eggs rose 33.1%, milk 16.4%, and flour 19.2%.

 People’s anxiety about prolonged inflation is strong. The 

consumer survey conducted by the Federal Reserve Bank of 

New York indicates that people are expecting further price 

increases for food, rents, and healthcare costs.

 The University of Michigan’s monthly survey revealed that 

inflation fears are putting further downward pressure on 

consumer confidence. Households’ assessment for six months 

ahead is deteriorating rapidly and has fallen below the lows 

recorded during the global financial crisis.

 However, people’s inflation expectation is rather adaptive. 

Households’ one-year inflation expectation edged down to 5.2% 

from the previous month but nonetheless remains very high.

 Economic data all point to the U.S. economy being under pressure 

from inflation.

 Deducting price inflation, retail sales in June declined by 1.3% from 

the previous month, the second consecutive month of decline and the 

beginning of a fall below the pre-pandemic trend line. 

 Gasoline prices appear to have peaked in early June and have been 

declining ever since. However, in relation to past spending, the price 

adjustment is not sufficient to increase gasoline sales volume. The 

focus will be on the extent to which service consumption increases 

during the summer vacation period. Restaurant sales, which are 

included in services in retail sales, have increased in nominal terms 

for two consecutive months, but are unchanged when inflation is 

deducted. It cannot be said that the shift of spending from goods to 

services has begun.

 From the broader point of view, the pace of the adjustment seen in 

household spending is a small margin, with a steady increase of 

labor compensation. The high purchasing power of asset holders, 

benefiting from the existing rise in asset prices, also mitigates the 

downside risks to consumption. However, the slow convergence of 

inflation to a high rate, combined with the effects of sharp interest-

rate hikes limiting borrowing and a deteriorating labor market, are 

expected to reduce consumption more sharply.

 The recovery of supply capacity also slowed down in May-June. 

There is also a growing sense of caution among manufacturers about 

a rapid deflation of demand in the process of continued rapid rate 

hikes. Particular attention should be paid to the production 

adjustment pressure on consumer durable goods.

 With inflation certain to remain high for a longer period of time, the 

Federal Reserve Board (the “Fed”) is in a hurry to raise interest rates 

quickly and significantly. Fed officials seem determined to show that 

inflation cannot be controlled this time without going that far. Even if 

economic indicators show a more pronounced slowdown in the 

second half of this year, we do not expect the central bank to ease off 

on interest-rate hikes.
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Sources: Bureau of Labor Statistics, University of Michigan, Federal Reserve Board

Retail sales in real terms continued to decline, falling below the 

trend line before the pandemic period. 

The rise in the Consumer Price Index has been transmitted from 

commodity goods to service items. 

Higher Inflation Puts Demand and Supply Under Pressure (continued)

Consumers’ future assessment is now lower than during the 

global financial crisis period. 
Industrial production fell by 0.2% from the previous month. 

Manufacturers have become cautious against further rate increases. 
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SMBC Economy and Rates Forecast

Rates
2021 2022 2023

2021 2022 2023
Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

U.S.

FF target range

0.00

~

0.25

0.25

~

0.50

1.50

~

1.75

2.75

~

3.00

3.25

~

3.50

3.25

~

3.50

3.25

~

3.50

3.00

~

3.25

3.00

~

3.25

0.00

~

0.25

3.25

~

3.50

3.00

~

3.25
2yr UST 0.73 2.33 3.25 3.60 3.60 3.60 3.40 3.20 3.00 0.73 3.35 3.50

10yr UST 1.51 2.34 3.30 3.60 3.50 3.40 3.25 3.00 3.00 1.51 3.50 3.20

Germany

ECB refi rate 0.00 0.00 0.00 0.50 1.25 1.50 1.50 1.50 1.50 0.00 1.25 1.50

ECB depo rate -0.50 -0.50 -0.50 0.25 1.00 1.25 1.25 1.25 1.25 -0.50 1.00 1.25

2yr Schatz -0.64 -0.07 1.20 1.25 1.30 1.35 1.35 1.35 1.35 -0.64 1.30 1.35
10yr Bunds -0.18 0.55 1.70 1.90 1.75 1.60 1.50 1.40 1.35 -0.18 1.75 1.35

Japan

IOER -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10

2yr JGB -0.09 -0.03 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.05 -0.09 -0.10 -0.05

10yr JGB 0.07 0.22 0.20 0.20 0.20 0.20 0.20 0.20 0.20 0.07 0.20 0.20

China

Policy rate 3.80 3.70 3.70 3.70 3.70 3.70 3.70 3.70 3.70 3.80 3.70 3.70

2yr gov bond 2.39 2.31 2.50 2.60 2.75 2.90 2.95 3.00 3.05 2.39 2.75 3.05

10yr gov bond 2.77 2.79 2.95 3.00 3.10 3.20 3.25 3.30 3.35 2.77 3.10 3.35

2021 2022 2023
2020 2021 2022 2023

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

U.S.

Real GDP (saar) 6.7 2.3 6.9 -1.5 1.1 2.1 1.6 1.3 1.5 1.4 1.5 -3.4 5.7 2.1 1.6

Inflation rate (YoY) 3.2 3.6 4.6 5.1 4.9 4.8 4.5 4.2 3.9 3.5 3.0 1.4 3.3 4.8 3.7

Jobless rate 5.9 5.1 4.2 3.8 3.6 3.7 3.7 3.8 3.9 4.0 4.0 8.1 5.4 3.7 3.9

Euro area

Real GDP (qoq) 2.2 2.3 0.3 0.6 0.4 0.5 0.4 0.4 0.5 0.5 0.5 -6.5 5.3 3.0 1.8

Inflation rate (YoY) 1.8 2.9 4.7 6.2 7.5 6.3 5.2 3.0 2.5 2.0 2.0 0.3 2.6 6.3 2.4

Jobless rate 8.0 7.5 7.1 6.8 6.7 6.6 6.6 6.6 6.5 6.5 6.5 7.9 7.7 6.7 6.5

Japan

Real GDP (saar) 2.6 -3.2 4.0 -0.5 6.3 4.4 3.0 1.6 0.9 0.9 1.0 -4.5 1.6 2.2 2.3

Inflation rate (YoY) -0.6 0.0 0.4 0.5 2.0 1.9 1.9 1.6 0.9 0.7 0.6 -0.2 -0.2 1.6 1.0

Jobless rate 2.9 2.8 2.7 2.7 2.6 2.6 2.5 2.5 2.4 2.4 2.4 2.8 2.8 2.6 2.4

China

Real GDP(YoY) 7.9 4.9 3.5 4.8 1.0 5.6 5.9 5.9 9.5 5.2 5.2 2.2 8.0 5.2 5.4

Inflation rate (YoY) 1.1 0.8 1.8 1.1 1.8 1.7 1.9 2.0 1.6 1.5 1.5 2.7 0.8 1.6 1.7

Jobless rate 5.0 5.0 5.0 5.5 5.3 5.2 5.0 5.0 5.1 5.2 5.0 5.0 5.1 5.1 5.1
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SMBC FX Forecast

2021 2022 2023

2021 2022 2023

Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

USD/JPY
Range

110.82

~

111.52

113.47

~

125.09

121.67

~

140.00

125.00

~

147.00

125.00

~

143.00

120.00

~

138.00

120.00

~

135.00

120.00

~

133.00

117.00

~

130.00

102.59

~

115.52

113.47

~

140.00

117.00

~

130.00

End of period 115.08 121.70 135.00 137.00 132.00 128.00 125.00 123.00 120.00 115.08 132.00 120.00

EUR/USD
Range

1.1186

~

1.1692

1.0806

~

1.1495

1.0200

~

1.1076

1.0000

~

1.1100

1.0100

~

1.1200

1.0200

~

1.1300

1.0400

~

1.1500

1.0500

~

1.1600

1.0700

~

1.1800

1.1186

~

1.2349

1.0000

~

1.1495

1.0200

~

1.1800

End of period 1.1370 1.0670 1.0500 1.0600 1.0700 1.0800 1.1100 1.1100 1.1300 1.11370 1.0700 1.1300

USD/CAD

Range

1.2321

~

1.2940

1.2477

~

1.2885

1.2400

~

1.3300

1.2400

~

1.3300

1.2200

~

1.3100

1.2100

~

1.3000

1.2100

~

1.3000

1.2000

~

1.2900

1.1900

~

1.2800

1.2035

~

1.2940

1.2200

~

1.3300

1.1900

~

1.3000

End of period 1.2637 1.2505 1.2900 1.2800 1.2600 1.2500 1.2500 1.2400 1.2300 1.2637 1.2600 1.2300

CAD/JPY

Range

87.77

~

92.75

89.77

~

98.60

97.87

~

106.87

102.00

~

111.00

100.00

~

111.00

98.00

~

109.00

95.00

~

106.00

95.00

~

106.00

93.00

~

104.00

80.69

~

92.75

89.77

~

111.00

93.00

~

109.00

End of period 91.08 97.35 104.65 107.03 104.76 102.40 100.00 99.19 97.56 91.08 104.76 97.56

EUR/JPY

Range

127.39

~

133.48

124.40

~

137.53

132.66

~

146.00

136.00

~

151.00

134.00

~

149.00

131.00

~

146.00

130.00

~

145.00

129.00

~

144.00

128.00

~

143.00

125.09

~

134.13

124.40

~

151.00

128.00

~

146.00

End of period 130.90 134.67 141.75 145.22 141.24 138.24 137.50 136.50 135.60 130.90 141.24 135.60

Oil price (WTI futures) 77.10 95.01 110.00 112.50 103.50 100.00 90.00 93.00 95.00 68.08 105.25 94.50


