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Blackwell Global is a global brokerage, aiming to be
the most trusted financial service provider. We are
committed to transparency, integrity and service
excellence.

Founded in 2010, we now have global presence in
over 90 countries, with main offices in the separately
regulated markets of Australia, Cyprus, New Zealand
and the United Kingdom.

We believe that sound investment and trading decisions
begin with a strong grounding in financial education.
Our goal is to make this available to everyone - and this
free eBook is part of that commitment.

To find out more about Blackwell Global, please visit:
www.blackwellglobal.com
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—HE FED:
TRADING TH
HIKING CYCL

FOREWORD

Monetary policy changes from central banks can have
big implications for the currency markets.

One monetary policy programme which is currently
drawing the attention of traders and investors comes
from the Federal Reserve. The US central bank is
currently in a hiking cycle.

In this eBook, we look at what higher interest rates
mean for the US economy and USD. We also explore
what traders can expect from the Federal Reserve in the
coming months.

Patrick Latchford
CEO, Blackwell Global Investments (UK) Limited
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HE ROLE OF
CENTRAL
SBANKS

CONTROLLING MONETARY POLICY

Every major economy has a central bank which is separate from
government. The purpose of these institutions is to control
something known as monetary policy. As a Forex trader, you need
to be aware that monetary policy is used to control the flow of
capital within an economy.

The reasons for controlling the flow of capital are actually

quite simple. By encouraging or discouraging spending, central
banks can help foster economic growth and employment, while
maintaining the rate of inflation at a sustainable level. Clearly, this
is an extremely important portfolio, as central banks play a key role
in maintaining the economic health of their respective countries/
regions.

When central banks pursue a particular monetary policy, it can
affect the value of their sovereign currency. The mechanics behind
why this happens are quite simple. Currencies which are in
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demand appreciate in value, while those that have an oversupply
depreciate. So when a central bank loosens or tightens monetary
policy, it impacts the supply and demand dynamics for that
currency.

MONETARY POLICY TOOLS

To control the flow of capital, central banks tend to employ two
primary monetary policy tools. You may have come across these
terms before - but we'll explain why they matter from a trading
perspective.

INTEREST RATES

One monetary policy tool is interest rates. A central bank has
the ability to change base interest rates within their country.
Think of interest rates as the cost of borrowing money. In most
modern economies, central banks lend money to private banks.
By adjusting their interest rates, central banks are essentially
changing the cost of private banks borrowing money. Clearly,
this can have a direct impact on the amount of capital that is
distributed within an economy.

Higher interest rates encourage private banks (and therefore
consumers and businesses) to hold onto their capital and save.
This tool is often employed if a central bank is concerned about
high inflation (the increase in the cost of goods and services) -
which is driven by high levels of consumer and business spending.
Higher interest rates tend to increase the value of a currency over
the long-term. This happens because of two reasons. Firstly, higher
interest rates taper the supply of that currency. Secondly, foreign
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investors tend to move their capital to countries with higher
interest rates - as they can yield larger saving returns.

Lower interest have the opposite effect. They encourage private
banks to lend more money to consumers and businesses. The
intended impact here is to boost job creation, and therefore
economic growth. When an economy is struggling to grow, or has a
problem with unemployment, central banks usually implement low
interest rates. Currencies depreciate in value under low interest
rates - primarily because it increases the supply of that currency.

QUANTITATIVE EASING

Another monetary policy tool used by central banks is something
called quantitative easing. This is where the central bank
deliberately injects more capital into the private banking system
(typically by buying private bonds). When this happens, private
banks have more capital to lend to consumers and businesses.
Again, this monetary policy tool is used when an economy needs a
kickstart.

MONETARY & FISCAL POLICY

At this point, it's important to distinguish monetary policy and fiscal
policy. Monetary policy is controlled by the central banks. Fiscal
policy is controlled by elected governments - and usually involves
specific plans for taxation and spending. Both play a key role in
maintaining economic growth.
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"EDERAL
SESERVE

HIKING INTEREST RATES

The Federal Reserve is the central bank of the United States of
America. Currently, it's the only major central bank to be in a hiking
cycle. This means the bank is in a period of increasing its interest
rates.

First, let's get some context. Since 2008 and the global financial
crisis, most major central banks have had interest rates close to
zero. This was because most economies needed substantial help
to return to growth.

The US was the first bank to break this trend when they increased
interest rates from 0.25% to 0.5% in December 2016. Alongside
this increase in interest rates, the Federal Reserve also stated that
it expected three further rate rises in 2017. In March 2017, the
Federal Reserve hiked its rate again - from 0.5% to 0.75%.
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WHY IS THE FED HIKING RATES?

The Federal Reserve entered a hiking cycle primarily because of
two factors. The first was the overall health of the US economy
(GDP growth and unemployment data were consistently strong).
The second was the prospect of rising inflation. The Federal
Reserve reached a judgement that the US economy was strong
enough to continue to grow with a slightly higher interest rate.

YELLEN'S TESTIMONY

So as recently as March - the market was expecting two further
interest rate rises for 2017. However, the rate of inflation has
remained unexpectedly low (under the Federal Reserve's target of
2%).

Federal Reserve chair - Janet Yellen - recently appeared (July 2017)
before congress to testify about the US economy and future
monetary policy. During her testimony, Yellen commented that the
Federal Reserve was open to changing its monetary policy plans if
inflation continued to undershoot its 2% target.

Despite these comments, we still expect the Federal Reserve to

finish its cycle of hiking rates. Depending on future inflation (CPI)
data, we could see the cycle slowed - but the US economy is still
fundamentally strong.

PROSPECTS FOR THE US DOLLAR

The Federal Reserve’s current monetary policy suggests long-term
strength for the dollar. However, there are multiple factors at play.
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Firstly, there are doubts about whether President Trump's fiscal
plans can secure support from Congress and the Senate. The
current President has promised to slash corporate tax rates and
embark on a $1 trillion spending plan. These plans would put
upward pressure on inflation. However, all of President Trump's
plans have faced fierce political opposition.

Secondly, the current administration could be damaged by the
ongoing Russia investigations. Members of Trump's campaign are
under investigation for alleged collusion with Russia in an attempt
to influence the 2016 election. This clearly has the potential to
disrupt the current administration. Such disruption could cause
further political deadlock - potentially derailing the implementation
of fiscal plans.

Lastly, it's unlikely that Janet Yellen will remain as the chair of
the Federal Reserve beyond February 2018. President Trump is
apparently open to replacing her with an appointment of his own.
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WHY
SLACKWELL
GLOBAL?

We can't pretend that is easy to become a successful trader. But
we are here to help and support you as you make your trading
journey, providing dedicated resources such as our demo trading
accounts and regularly published research materials.

Founded in 2010, Blackwell Global was established to offer
brokerage solutions for private and institutional clients. Blackwell
Global is a Straight Through Processing or STP broker who provide
their clients with superior liquidity and price feeds from top
international banks. These are offered alongside 24-hour technical
support, market research tools, educational materials, professional
partnership programmes and fully integrated trading platforms.

We offer access to multiple asset classes including more than
60 currency pairs, precious metals and other contracts for
differences. As a global broker, we are always striving to achieve
excellence in our customer service, as well as developing
innovative technology to support our customers needs.
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Today, the Blackwell Global group of companies has a presence in
over 90 countries, with its main offices situated in the individually
regulated markets of Australia, Cyprus, New Zealand and the
United Kingdom.

To find out more about Blackwell Global please go to:

www.blackwellglobal.com

Or contact Customer Support:

Tel: +44 (0)203 695 0898
Email: cs@blackwellglobal.com

Risk Warning: Trading Foreign Exchange (FX) and Contract for Differences (CFD) on margin is highly
speculative, it carries a high level of risk, and may not be suitable for all investors, so please consider
your investment objectives, level of experience, financial resources, risk appetite and other relevant
circumstances carefully. FX and CFDs are leveraged products and you may lose your initial deposit
as well as substantial amounts of your investment. The high degree of leverage can work against
you as well as for you. Seek independent advice if necessary. Please read and understand the risk
disclosure policy before entering any transaction with Blackwell Global Investments (UK) Limited.

Disclaimer: The report provided by Blackwell Global Investments (UK) Ltd is meant for informative
reading and should not be relied upon as a substitute for extensive independent research and is
no guarantee of a successful trading outcomes. The opinions expressed in this eBook are do not
take into account any particular individual's investment objectives, financial situation, or needs,

and should not be interpreted as financial advice nor an encouragement to trade any investment
product.
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