
Key takeaways

 US’s headline CPI (8.2%) continues to decline but core inflation (6.6%) 
remains sticky. Both were above expectations. Markets continues to look at 
labour markets for clues on Fed policy as the strength in the labour market 
and strong wages are largely responsible for the sticky services inflation. 

 The Fed’s intention is to lift the policy rate to a "sufficiently restrictive level," 
after which "it likely would be appropriate to maintain that level for some time 
until there was compelling evidence that inflation was on course to return to 
the 2% objective.” 

 As growth is slowing, we maintain a defensive sector strategy and continue 
to look for quality companies (strong earnings power and manageable 
leverage) and further lift returns through durable dividends. We prefer 
investment grade bonds and maintain short duration as rates remain volatile.
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• September headline CPI was a little higher than forecast (8.2% vs 8.1%) but the y-o-y rate still decelerated from 

8.3% in August, and from a recent high of 9.1% in June. Energy prices declined as expected but were still up 19.8% 

y-o-y, while food prices rose 0.8% and are expanding 11.2% from last September. This is the fastest rise in food 

prices since 1979. 
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So far, this is the most aggressive Fed tightening 
cycle ever

Source: Bloomberg, Federal Reserve, HSBC Global Private Banking as at 13 October 2022.

• Core inflation rose from 6.3% in August to 6.6% (vs 

expectations of 6.5%). The Fed will monitor inflationary 

trends in housing, with home prices having risen at a 16% 

annualised rate in this business cycle, up materially from 

a 5.9% rate in the prior business cycle. Rents should 

decline as mortgage rates are rapidly dampening activity 

and prices in the housing market, but rents move with a 

lag. Hence, rents could continue to rise till the spring. 

• It is the services part of the economy that is contributing 

to the core inflation issue, largely due to strong labour 

markets and solid wage growth, while goods price 

inflation is decelerating as transportation costs and some 

supply chain bottle necks are easing. 

• Following the upside CPI surprise, financial markets 

slightly increased their rate hike expectations, and now 

factor in a 0.75% hike in early November and an even 

split between 0.5% or 0.75% at the December meeting. 

0.0%
0.5%
1.0%
1.5%
2.0%
2.5%
3.0%
3.5%
4.0%
4.5%
5.0%

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22

Months in tightening cycle

6-cycle average (0.15% per month)

Current actual (0.43% per month)

HSBC Forecast (0.30% per month)

2022 tightening cycle average = 
0.38% per month.

Average of 6 prior 
Fed tightening cycles

The views and opinions expressed in this publication are based on the HSBC Global Investment Committee at the time of preparation, and are subject 
to change at any time. These views, including the short-term views (3-6 months), may not necessarily indicate HSBC Asset Management‘s (AM) current 
portfolios’ composition and are independent of, and may not be consistent with, AM’s investment strategy implemented in the HSBC Mutual Funds, 
World Selection® Portfolio service and Private Investment Counsel service. Individual portfolios managed by AM primarily reflect individual clients’ 
objectives, risk preferences, time horizon and market liquidity requirements.



PUBLIC

Fed policy outlook

• The Fed has made its intentions clear to continue to lift policy rates to fight inflation. However, the FOMC must 

balance the desire to control inflation with the increased risk of recession in the US and economic weakness 

abroad due to higher US rates and the strong US dollar. Stubbornly high inflation has put further pressure on 

the FOMC to continue to lift rates at such an aggressive pace. 

• The September FOMC minutes show that US policymakers see the risks of doing "too little" to bring down 

inflation as outweighing the risks of doing "too much". Policymakers have repeatedly stressed that a failure to 

prevent high inflation from becoming entrenched could lead to the need for even tighter monetary policy and 

greater economic pain in the future, as the corrosive effects of inflation have to be brought under control.

• Despite the more hawkish tone, the Fed also discussed its intention to "slow the pace of policy rate increases" 

at some point, which could provide some relief for financial markets here and abroad. The FOMC does not plan 

to simply continue raising the Fed funds rate indefinitely. The intention is to lift the policy rate to a “sufficiently 

restrictive level,” after which “it likely would be appropriate to maintain that level for some time (i.e. in our view 

and according to the dots charts: no cuts in 2023) until inflation was on course to return to the 2% objective.” 

• The real Fed funds rate could head into positive territory sooner than expected if inflation continues to fall. After 

all, nominal Fed funds are already above the long-term “neutral” rate and the Fed Chairman indicated of about 

2.5%, financial conditions are restrictive and real rates on many bonds are in positive territory. As inflation 

slows, the red Fed funds policy rate could be in positive territory at some point next year.

Investment implications

• Financial markets are pricing in elevated risk that the Fed may go too far in its efforts and topple the US into 

recession or create economic difficulties in other parts of the world. The good news is that the Fed is 

approaching the terminal rate for Fed funds it set out as its target in the Summary of Economic Projections in 

September. In addition, markets are now pricing in the median expectations for Fed funds as per the dots chart.

• Inflation is decelerating, albeit more slowly than hoped for. It seems clear that economic growth should slow 

further as we head towards 2023. US growth should remain more resilient than in many other countries due to  

strong balance sheets in both the household and corporate sectors last year and cash levels remain high while 

debt levels have been refinanced extensively. Consumer spending should remain buoyant with continued price 

discounting, especially in the goods area.

• Near-term risks include the midterm elections and the third-quarter earnings season. With more clarity, equity 

investors may feel that lower forward multiples may provide attractive entry points, thereby providing further 

upside to the US equity markets. Even as earnings get downgraded for 2023, the steep declines we have seen 

in equity market indices and forward multiples should provide equity investors with interesting medium-term 

opportunities.  

• Equity investors should continue to look at total return strategies as companies look to increase returns to 

shareholders through dividend payouts. For fixed income investors, we remain focused on investment grade, 

quality companies and maintain short duration in this period of rising rates.  

• We forecast hikes of 0.75% in November, 0.5% in December and a final 0.25% in February 2023, taking the 

policy rate to the 4.50-4.75% range. The market’s expectation for the Fed funds rate at the end of December 

2023 now almost fully prices in the Fed’s ‘dot’ level of 4.6%, which reduces the risk of big further upside 

pressure to short maturity bond yields. 
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