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The Fed continues normalising 
policy

At the September meeting, 
the Federal Reserve (Fed) 
raised the fed funds target 
range by 25bp to 2.00-2.25%

The Fed has raised a total of 
200bp since the start of the 
hiking cycle in December 
2015

Given its economic and 
inflation outlook, the Fed is 
expected to continue 
normalising monetary policy

Our views

We do not change our 
asset class view as a 
result of this Fed 
meeting. An inflation 
shock in the US is still 
the biggest risk to a 
multi-asset portfolio

The Federal Reserve raised rates by 25bp to 2.00-2.25%
As widely expected, the Fed unanimously decided to raise the target 
range for the fed funds rate by 25bp to 2.00 2.25% at its September 
meeting. The monthly “cap” system for balance sheet shrinkage was left 
unchanged. This was the first voting meeting for Vice Chairman of the 
Board of Governors Richard Clarida

Little change to projections and forward guidance
The latest Summary of Economic Projections maintained an upbeat 
assessment of economic activity. GDP growth forecasts for 2018 and 
2019 were upgraded to 3.1% (previously 2.8%) and 2.5% (previously 
2.4%), respectively. Core PCE inflation is still expected to stay broadly 
close to 2.0% in both 2018 and 2019. Meanwhile, the unemployment 
rate forecast picked up modestly to 3.7% (previously 3.6%) this year 
and is anticipated to remain at 3.5% for the following two years.
The median projection of interest rates (or “dot plot”) still signals a total 
of four rate hikes in 2018, but the distribution has moved slightly higher. 
As before, three rate hikes are pencilled in for 2019. The median 
terminal rate was re-assessed to 3.0% (previously 2.875%).
Elsewhere, the accompanying statement dropped the word 
“accommodative” to describe the monetary policy stance. However, Fed 
Chair Powell emphasised that this purely reflects the fact that interest 
rates are now closer to policymakers’ long run terminal rate. At the 
press conference, he did not convey any major surprises, 
acknowledging that the US economy remains strong while noting that 
prolonged trade tensions could lead to downside risks.
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This commentary provides a high level overview of the recent economic environment, and is for information purposes only. It is a marketing 
communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell investments nor 
should it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination
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Rates inching towards “neutral”, with
some upside risks
Given the backdrop of good growth, continued 
tightening of the labour market, gradually rising wage 
growth and close-to-target inflation, we expect the 
Fed to continue normalising policy at the current 
pace.
Interestingly, Chicago Fed President Charles Evans, 
who dissented against the December 2017 rate hike, 
recently said that “given the outlook today, I believe 
this will entail moving policy first toward a neutral 
setting and then likely a bit beyond neutral”. Evans 
will be voter in 2019:

Table 1: the FOMC line-up in 2019
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Chair Jerome Powell Centrist

Vice Chair of BoG Richard Clarida Centrist

Vice Chair for Supervision Randal Quarles Centrist

Governor Lael Brainard Dove-ish

Governor Michelle Bowman* Centrist
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New York John Williams Hawk-ish

Chicago Charles Evans Hawk-ish

Boston Eric Rosengren Hawk

St. Louis James Bullard Dove

Kansas Esther George Hawk

(*) Still waiting Senate confirmation. There are still two more unfilled seats in 
the Board of Governors.
Source: US Federal Reserve, HSBC Global Asset Management, September 
2018

Market considerations
Market pricing of future rate hikes has moved up in 
recent weeks, leaving a higher hurdle for the Fed to 
surprise to the upside. We do not alter our asset class 
view as a result of this monetary policy decision.
To us, with wage growth inching higher, an inflation 
shock in the US is the biggest risk to a multi-asset 
portfolio. Such a scenario will weigh on US fixed 
income assets, as well as US equities, as corporate 
margins would be squeezed. If the Fed responds 
aggressively, this could also result in a stronger US 
dollar, which could be a potential headwind to EM 
currencies. We will continue to monitor this risk 
closely.
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Important information:

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in 
part, for any purpose. All non-authorized reproduction or use of this document will be the responsibility of the user and may 
lead to legal proceedings. The material contained in this document is for general information purposes only and does not 
constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may 
be considered forward looking statements which provide current expectations or forecasts of future events. Such forward 
looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results 
may differ materially from those described in such forward-looking statements as a result of various factors. We do not 
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is 
not by any means intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in 
any jurisdiction in which such an offer is not lawful. The views and opinions expressed herein are those of HSBC Global 
Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc. at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios’ composition. Individual portfolios 
managed by HSBC Global Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, 
and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. Past performance contained in this document is not a reliable indicator of future performance while any 
forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where 
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well 
as up. Investments in emerging markets are by their nature higher risk and potentially more volatile than those inherent in 
some established markets. Economies in Emerging Markets generally are heavily dependent upon international trade and, 
accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed 
adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with which 
they trade. These economies also have been and may continue to be affected adversely by economic conditions in the 
countries in which they trade. Mutual fund investments are subject to market risks, read all related documents carefully.
Please consider the investment objectives, risks, charges and expenses carefully before investing. The 
prospectus, which contains this and other information, can be obtained by calling an HSBC Securities (USA) Inc. 
Financial Advisor or call 888-525-5757. Read it carefully before you invest.

Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member 
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: 
OE67746. HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are 
provided by unaffiliated third parties and are offered through Insurance Agents of HSBC Insurance Agency (USA) Inc., a 
wholly owned subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all 
states. California license #: OD36843.

Investment, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its 
affiliates; Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by 
the bank or any of its affiliates; and subject to investment risk, including possible loss of principal invested.

All decisions regarding the tax implications of your investment(s) should be made in consultation with your 
independent tax advisor.
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