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Federal Reserve goes all out

The Fed cut the funds rate by 
100bp and committed to at 
least USD 700bn of asset 
purchases in the “coming 
months”

The moves reflect the 
COVID-19-driven worsening 
in the economic outlook and a 
tightening of financial 
conditions

The Fed’s action follows
those from the ECB and Bank 
of England, which both 
delivered comprehensive 
easing packages

Our views

We believe it makes 
sense to adopt a more 
neutral tactical view on 
developed market 
equities in such a highly 
uncertain and volatile 
environment

However, we maintain a
strategically pro-risk 
stance in the context of 
hugely improved relative 
valuations for risky assets

Federal Reserve cuts rates and restarts asset purchases
Following an unscheduled meeting over the weekend the US Federal Reserve (Fed) announced 
on Sunday 15 March that it would cut the target range for the federal funds rate by 100bp to 0-
0.25 percent and committed to at least USD 700bn of asset purchases. The asset purchases 
would be across US Treasuries (at least USD 500bn) and agency mortgage-backed securities (at 
least USD 200bn). The Fed also announced other measures to support USD liquidity, including:

• Reducing the discount window interest rate by 150bp to 0.25%. The discount rate is 
applied to banks’ borrowing from the Fed

• Coordinated action with the Bank of Canada, the Bank of England, the Bank of Japan, 
the European Central Bank and the Swiss National Bank to enhance the provision of 
liquidity via the standing USD liquidity swap line arrangements

• Eliminating the reserve requirement for banks

COVID-19 requires a forceful response
The action follows a significant increase in the cases of coronavirus globally and within the US in 
recent days and a ramping up of administrative measures aimed at containing the outbreaks. Both 
the virus and the containment measures are likely to have a significant negative impact on 
economic activity; in his press conference, Fed Chair Powell mentioned the US and global 
economy are already seeing a fall in business activity. Financial conditions have also deteriorated 
with corporate bond spreads widening and equity markets falling sharply.
The Fed statement noted that it expects to maintain the funds rate at 0-0.25bp “until it is confident 
that the economy has weathered recent 
events and is on track to achieve its 
maximum employment and price stability 
goals”. As Chair Powell noted, it is highly 
uncertain for how long COVID-19 and the 
containment measures will impede 
economic activity.
The decision to announce large-scale 
purchases of US Treasuries and agency 
mortgage-backed securities was a reaction 
to signs of stress in both markets. The Fed 
expects asset purchases to support the 
availability of credit by encouraging proper 
functioning of these markets. The Fed 
intends to the make the purchases over the 
“coming months” at a “strong rate” with no weekly or monthly caps. 
The Fed’s action follows those from the ECB and Bank of England, which both delivered 
comprehensive easing packages. Central banks are acutely aware that policy makers must 
prevent a medical crisis triggering significant financial stress; recessions associated with high 
levels of financial stress tend to be deeper, longer and followed by a slower recovery.
Avoiding such outcomes is likely to require the forceful response by central banks to be backed up 
by large-scale fiscal measures, including public sector guarantees of private sector debt and, 
potentially, public sector equity injections into key industries. Significant fiscal stimulus is being 
floated in the US, but as yet the plans lack detail. We are monitoring these developments closely.
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Figure 1: New high for the balance sheet

Source: Macrobond
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Market considerations
Even with substantial policy easing, the economic outlook is likely to remain unusually uncertain and volatility in markets unusually elevated. 
Consequently, we believe a more cautious strategy is warranted in the short term. As part of this, we advocate a more neutral tactical view on 
developed market equities, including US equities (1-3 month view).
However, while the environment is very challenging, there is a silver lining. Recent market moves have incorporated a lot of bad news which has 
materially increased prospective returns for risky asset classes. The key question for investors is if this price action is in line with the expected 
deterioration in fundamentals or if emotions have run ahead of themselves and excess pessimism is being embedded in market prices. Although it 
is difficult to judge this at present, strategically (6-month+) we remain pro-risk, even allowing for higher perceived levels of volatility.
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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 offered through 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. Investments, 
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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