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Fed edging towards the exit 
 

At the June meeting, the 
Federal Reserve (Fed) 
maintained the federal funds 
target range at 0.00-0.25% 
 
 
 
Growth and inflation 
projections were pushed up; 
the median expectation of 
FOMC members is now for two 
rate hikes in 2023 
 
 

The Committee discussed 
asset purchases and will have 
further discussions in the 
coming months 
 
  

Our views 
 

With the economy in an 
expansion phase, yields 
have the potential to rise 
further; hence, we remain 
underweight US 
government bonds.  
 
The potential for higher 
yields means we are also 
selective in our exposure to 
risk assets 

 
 
 
 

Current policy appropriate 
At its June meeting, the Federal Open Market Committee (FOMC) of the US Federal Reserve 
(Fed) left the target range for the federal funds rate at 0.00-0.25%. The Fed also maintained its 
guidance on the policy. Specifically, it expects to keep the federal funds target range at 0.00-
0.25% until conditions are consistent with “maximum employment, and inflation has risen to 2% 
and is on track to moderately exceed 2% for some time”. On asset purchases, the Fed will 
continue to buy at the current pace, or higher, until “substantial further progress has been made 
toward the Committee's maximum employment and price stability goals”. 

Beginning to talk about tapering 
There were, however, material changes to the Committee’s median economic projections that 
resulted in some FOMC members shifting forward their expectations for the timing of the first 
interest rate hike. The biggest revisions were to growth and inflation in 2021 with GDP now 
expected to increase by 7.0% (previously 6.5%) and core PCE now seen at 3.0% in Q4 
(previously 2.2%). Importantly, core inflation for 2022 has also been pushed up marginally, 
which means it is now expected to run above the Fed’s 2.0% target for three consecutive years. 
As a result, the median expectation of FOMC members is now for two rate hikes coming in 
2023. In March, the median expectation was for the first hike coming beyond 2023. 
Table 1: FOMC median economic projections 

 2021 2022 
 

2023 Longer run 
GDP (% yoy) 7.0 3.3 2.4 1.8 

Mar 2021 Fed projection 6.5 3.3 2.2 1.8 
Unemployment rate (%) 4.5 3.8 3.5 4.0 
Mar 2021 Fed projection 4.5 3.9 3.5 4.0 
Core PCE inflation (%) 3.0 2.1 2.1 2.0* 
Mar 2021 Fed projection 2.2 2.0 2.1 2.0* 

Fed funds rate (%) 0.1 0.1 0.6 2.5 
Mar 2021 Fed projection 0.1 0.1 0.1 2.5 

Source: US Federal Reserve * Longer run figure is headline PCE inflation rather than core PCE 

In his press conference, however, Chair Powell played down the projections for the funds rate, 
noting they were individual members’ expectations, not a committee forecast. He also noted that 
it would be “highly premature” to discuss the timing of “lift off” for the policy rate. The main 
message from the projections, according to Chair Powell, was that many participants see the 
economy on track to meet the conditions set out in the Fed’s forward guidance “somewhat 
sooner than previously anticipated”. As a result, Chair Powell confirmed the FOMC had 
discussed asset purchases at this meeting and that it will have further discussions in the coming 
meetings. He went on to say that the Committee would provide “advanced notice” before 
announcing any decision on tapering.  
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Macro and market considerations 
US Treasury yields have moved higher since the start of 2021, increasing their prospective returns. However, with the economy in an expansion 
phase, yields have the potential to rise further, as they did after the June policy announcement. We therefore remain underweight. 
With US inflation expectations having already risen substantially since the start of the year, the upside to nominal Treasury yields is more likely to 
arise from the real, inflation-adjusted, component. This “real” yield is still well below equilibrium levels and should rise as the Federal Reserve 
moves towards reducing the current degree of policy accommodation. 
The potential for higher bond yields suggests a cautious and selective approach to risk assets is sensible given the current subdued level of 
expected returns following a strong year-to-date performance. In this context, exposure to the value factor continues to make sense. We like Europe 
and ASEAN equities as a way to access this factor. Valuations in some parts of EM fixed income, especially in China local debt, also look attractive. 
We continue to expect the US dollar to weaken moderately in the near-term, reflecting loose US fiscal and monetary conditions and catch-up growth 
in the rest of the world. This should be supportive for emerging market fixed income. However, an earlier, or quicker, tightening by the Fed could put 
upward pressure on the dollar. Other risks include the possibility of a faster pace of credit tightening in China, which could weigh on global growth 
and lead to dollar strength. 
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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 education information 
purposes only and is neither intended as, nor does it constitute, advice or a recommendation to buy or sell 
investments, as defined by the US Securities and Exchange Commission. For individualized tailored 
recommendations based on your needs or objectives, please contact your financial professional directly for more 
information. 
 
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 Consultant or call 888-
525-5757. Read it carefully before you invest. Bonds are subject generally to interest rate, credit, liquidity and 
market risks. Investors should consider the investment objectives, risks and charges and expenses associated with 
bonds before investing. Further information about a bond is available in the issuer’s official statement. The official 
statement should be read carefully before investing.  
 
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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