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Key takeaways


As expected from their March meeting, the Federal Open Market Committee
(FOMC) raised the Federal funds rate by 0.25%, to the 0.25-0.5% range.

Jose A Rasco

Chief Investment Officer, Americas
Global Private Banking and
Wealth, HSBC



The FOMC projects that the Fed funds rate could reach 2.75% by the end of
2023, well above market expectations of 2.0%. We have revised our previous
expectations with total rate hikes now forecasted at +1.75% in 2022 and
+0.75% in 2023.



Markets have been fearful that inflation was potentially becoming a longer-term issue. The Fed’s action
suppressed this concern and good for risk appetite. Equities, and the financial sector in particular, should benefit.



We advocate investors to remain invested in well-diversified and resilient portfolios, focused on quality assets and
companies with strong margin power. We also prefer short-duration bonds as the yield curve is now even flatter.

What happened?

• At its March meeting, the Federal Reserve began the process of normalisation of policy rates. As expected, the

FOMC raised the Fed funds rate by 0.25% to the 0.25-0.5% range. They have also made it clear that they would
raise rates at a steady clip: most probably by 25 basis points during each of the remaining six meetings in 2022.
Chairman Jerome Powell indicated that “if it is appropriate to move more quickly, we will do so”. The Fed would
be prepared to move on policy action for quantitative tightening (reduction of the Fed’s balance sheet), yet gave
no indication on timing or how the policy would be enacted.

• While the Fed cites that the economy continues to

“strengthen and that job gains have been strong in
recent months”, they also indicated that “inflation
remains elevated reflecting supply and demand
imbalances related to the pandemic“. The fact that
the Fed acknowledged inflation as a longer-term
issue has been a long time in coming. To illustrate
this, the Fed raised its outlook on inflation to 4.3%
in 2022 (up from its December forecast of 2.6%).
In 2023, the Fed expects inflation to fall to 2.7% as
an annual average.

• The FOMC believes it should normalise as higher

rates and increased supply create a new
supply/demand balance. They have clearly
established that price stability remains a key
objective, which can be achieved by getting
inflation back towards a symmetric 2% target rate.

Median of the FOMC projections, March 2022
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• The Fed maintains the economy is strong with more than one million jobs created in the last three months,

coupled with a 3.8% unemployment rate (a post-pandemic low). However, the Fed reduced its growth rate of the
economy in 2022 from 4.0% to 2.8%, reflecting on the European conflict and effects of higher global food and
energy prices on growth. While Covid-19 did negatively affect growth in the US during the first quarter, the
underlying demand seems healthy enough to ensure that this will rebound.

• In terms of the median expectations for the Fed funds rate, the FOMC’s summary of economic projections gives
an interesting perspective. In 2022, the FOMC board members project that the Fed funds rate could approach
2.0%. In 2023, the FOMC projects that Fed funds could reach 2.8% as a median value for the year. To quell
fears that the Fed may continue to raise rates, the FOMC indicated that the longer-term Fed funds rate should
be near what has long been considered the neutral rate of 2.5%.

• Many investors believed that the Fed was way

“behind the curve” in terms of its tightening process.
With the recent rate hike and projections for the next
two years, the Fed took a major step forward to
reclaim credibility as an inflation-fighting central
bank. Powell and the FOMC have made it clear that
this is not the Volcker Fed. In the early 1980s,
Chairman Paul Volcker raised rates so aggressively
that he was willing to push the US economy into two
recessions to achieve his goal of price stability.
While price stability remains a central goal, the
current Fed will not sacrifice labour market strength
or push the US into recession to accomplish that.

Implied Fed fund target rate

Source: Bloomberg, Federal Reserve, HSBC Global Private Banking as at 16 March 2022.

Market consideration

• High inflation and geopolitical conflicts are hurting risk appetite, but fundamentals still remain broadly supportive for
the medium term. We advocate investors to not overreact as historically, markets have often rebounded after a
short sharp sell-off. However, stubbornly high inflation and increased uncertainty due to geopolitical strife have
accelerated the pace of interest rate normalisation. As a result, we recommend to focus on quality companies that
produce cash, have low debt service, and can protect margins.

• For US equity investors, the economic re-opening provides relative value opportunities as the services sector

improves materially. In this environment, food and energy companies should benefit from the current global supply
disruptions, while investment in renewable energy is also picking up globally. Despite higher rates, the energy and
housing sectors should benefit from improving demand and perhaps higher prices. Financial companies may not
see a steep yield curve, but the strength in the economy, housing, and M&A activity should benefit the sector.
Value investors may also look to equity markets in ASEAN and Europe ex UK where value opportunities remain
quite attractive.

• In fixed income, we keep duration short to medium term, as the yield curve is very flat, and we look towards the

high yield and emerging market credit markets. We find attractive income generation opportunities in short-dated
high yield, EM hard currency bonds and dividend stocks and exploit high volatility levels to generate income.

• In terms of the US dollar, the more aggressive Fed policy relative to other major central banks suggests perhaps a
modest upward glide for the currency.

• Volatility should remain elevated, which needs to be managed in portfolios. As for gold, the higher real yields are a

potential headwind, but we think that the global risk environment, set by the growth and geopolitical outlook, will be
the principal driver of gold’s direction and keep some for diversification purposes.
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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, annuities, and variable life insurance products 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
offered by 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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