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Fed goes lower-for-even-longer

US Federal Reserve (Fed) 
Chairman Jerome Powell 
announced changes to 
monetary policy strategy

The Fed will maintain its main 
goals of targeting 2% inflation 
and maximum employment

However, a shift to average
inflation targeting and focus on 
closing employment shortfalls 
officially provides room for 
inflation to temporarily exceed 
target

Our views

A lower-for-even-longer 
Fed interest rate policy 
supports our strategic 
overweight stance on US 
and global equities

Meanwhile, the Fed’s 
greater tolerance of higher 
inflation suggests a 
possible downside 
scenario to government 
bond prices 

US Federal Reserve revises its monetary policy strategy
On 27 August, US Federal Reserve (Fed) Chairman Jerome Powell announced the main 
conclusions from the central bank’s eagerly-awaited monetary policy review. Before Powell’s 
speech at the Jackson Hole symposium, the Fed published a revised Statement on the 
Longer-Run Goals and Monetary Policy Strategy outlining formally the key changes. 
The statement affirmed the Fed’s dual-mandate to achieving an inflation rate of 2% in the long 
term and ‘maximum employment’. In addition to this, as widely expected, the central bank 
formally adopted an average inflation targeting regime. This means that policymakers will allow 
inflation to go ‘moderately above’ its 2% target after periods of persistently low inflation. 
Meanwhile, on its employment objective, the central bank noted that “shortfalls of employment 
from its maximum level” rather than “deviations” will inform future policy decisions.

Lower-for-even-longer
The move towards using ‘shortfalls’ of employment to guide policy suggests that high 
unemployment is more a cause for concern for the central bank than low unemployment, 
unless the latter generates significantly above-target inflation. 

Meanwhile, the move to 
average inflation targeting
follows an extended period of 
below-target inflation in the 
US. Between 2009 and 2019, 
the PCE core deflator – the 
Fed’s preferred measure of 
inflation – has averaged 
1.6%, 40bp below its long-
term target (Figure 1). 
Overall, these measures 
imply that policy is likely to 
remain accommodative for a 
long time. This not only 
includes “lower-for-even-
longer” interest rates, but also
the possibility of an extended 

period of asset purchases. The market reaction was relatively muted, consistent with the switch 
to average inflation targeting being widely expected. 

Market considerations
Average inflation targeting, by potentially lifting inflation expectations, is a step in the right 
direction for the Fed to sustainably achieve its inflation target. However, the success of the 
policy is far from guaranteed, especially if consumers do not believe the policy will actually 
achieve higher inflation, for example if unemployment is high and demand in the real economy 
is weak. 
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Figure 1: US core PCE inflation*

*Personal Consumption Expenditures. Source: Bloomberg, 27.08.20

0.0

0.5

1.0

1.5

2.0

2.5

3.0

2000 2004 2008 2012 2016 2020

US inflation rate (yoy)
2009-2019 average rate
Fed 2% target

%



PUBLIC

2

For the time being, underlying inflation trends remain very soft while in the aftermath of the Covid-19 shock demand remains below potential supply. 
This means fiscal policy support becomes critical in backing the recovery, and the Fed’s announcement confirms their willingness to accommodate 
fiscal easing. In our baseline “swoosh-type” recovery scenario that sees the Fed on hold, robust, demand-side policy measures are likely to be 
needed while unemployment remains elevated. 
Lower-for-even-longer interest rates also imply a low discount rate of future equity dividends, supporting current pricing. Overall, the Fed’s policy 
stance is an important factor in our overweight strategic view on US and global equities.
Meanwhile, the Fed’s tolerance of above-target inflation, with no detail on the degree of its tolerance, suggests some upside risks to US inflation in 
the longer term as the economy recovers. This suggests a possible downside scenario to government bond prices, where we maintain an
underweight view. Nevertheless, we should also bear in mind that a longer period of asset purchases by the Fed can also provide support to global 
bond markets.  
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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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