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Fed announces start of tapering  

At the November meeting, the 

Fed announced it would start 

tapering its asset purchases 

this month 

Inflation remains elevated, 

largely reflecting factors that 

are expected to be transitory. 

The Fed sees inflation 

declining from Q2 or Q3 2022 

The labour market has 

recovered enough to warrant 

tapering, but there remains 

some ground to cover to reach 

maximum employment and the 

Fed will be patient regarding 

rate rises 

Our views 

With the economy in an 
expansion phase and the 

Fed now tapering, yields 
have the potential to rise 

further  

The potential for higher 
yields means we are also 

selective in our exposure to 
risk assets 

Taper time 
At its November 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 maintained 
its guidance on the policy rate, saying it expects to leave the 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”. 

More importantly, however, the FOMC announced that it would begin reducing asset purchases 
this month. The Fed will cut purchases of US Treasuries (USTs) by USD 10bn per month from 

its current USD 80bn pace, starting in November. Purchases of mortgage-backed securities 
(MBS) will be lowered by USD 5bn per month from the current USD 40bn pace. Hence, if the 
Fed sticks to the plan it has set out, purchases will end around the middle of 2022, consistent 

with the timeline suggested by Chair Powell in the press conference following the September 
policy meeting. However, this month’s statement also notes that the Committee “is prepared to 
adjust the pace of purchases if warranted by changes in the economic outlook”. 

Uncertainty around inflation 
The FOMC made some subtle changes to the description of current economic conditions and 
the outlook. Importantly, inflation was described as “elevated, largely reflecting factors that are 
expected to be transitory”. In September, high inflation was seen as “largely reflecting transitory 

factors”. In the press conference, Chair Powell highlighted the inclusion of “expected to be” this 
month indicated uncertainty on behalf of the Fed regarding the outlook for inflation. 

Furthermore, Chair Powell used the press conference to clarify what the FOMC means by 

“transitory”, saying it implies inflation will not remain elevated on a permanent or persistent 
basis, rather than implying high inflation will be short-lived. In line with this, he noted that the 
Fed expects some of the factors that are currently boosting inflation, such as supply chain 

problems, to persist well into 2022. Nonetheless, the FOMC still sees inflation declining from Q2 
or Q3 2022. 

Chair Powell also emphasised that while inflation is well above target and there had been 

enough of an improvement in the labour market to warrant the tapering of asset purchases, 
there is still “some ground to cover” to reach maximum employment. He added that this means 
the Fed thinks it can be “patient” regarding the timing of policy rate lift-off. However, he also 

suggested that it was “within the realm of possibility” that maximum employment could be 
achieved in H2 2022.     

In terms of the growth outlook, the Fed views the path of the economy as now depending not 

only on “the course of the virus” and “progress on vaccinations,” but also on “easing of supply 
constraints”, which should “support continued gains in economic activity and employment as 
well as a reduction in inflation”. Chair Powell, confirmed the FOMC sees growth picking up from 

Q4 this year following Q3’s relatively soft reading.   

Macro and investment implications 
At the time of writing, the market reaction to the Fed’s announcement was relatively muted. 
Two-year Treasury yields were around 2 basis points higher while 10-year yields were up 5-6 

basis points, implying a modest steepening of the curve. Looking ahead, yields have the 
potential to rise further as the economy heals and the Fed gradually removes policy 
accommodation, first by running down asset purchases and then by raising the policy rate later 

in 2022 or early in 2023. 

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. At close to -100 basis points, this “real” yield is well below perceived equilibrium 
levels and will be hard to sustain as monetary policy is tightened.  

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. Value and cyclical factors have the space to perform, but upside surprises to 
growth are more limited at this stage of the cycle. 
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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 or video 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 AM 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 AM or HSBC Global Asset 
Management (Canada) Limited (“AMCA”) 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 or video is not a reliable indicator of future performance whilst 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. 

We accept no responsibility for the accuracy and/or completeness of any third party information obtained from sources we believe 
to be reliable but which have not been independently verified. 

This information has been prepared for informational purposes only, and is not intended to provide and should not be relied on for 
accounting, legal or tax advice. You are advised to obtain appropriate professional advice where necessary. 

All products and services of HIFC, AMCA, HIDC and HPIC are only available for sale to residents of Canada, unless the laws of a 
foreign jurisdiction permit sales to its residents. Please contact an HSBC Mutual Fund Advisor or HPIC Investment Counsellor for 
more details. The contents of this report should not be considered an offer to sell or a solicitation to buy products or services to any 
person in a jurisdiction where such offer or solicitation is considered unlawful. 
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HSBC Asset Management is a group of companies in many countries and territories throughout the world, including AMCA, that are 
engaged in investment advisory and fund management activities, which are ultimately owned by HSBC Holdings plc. AMCA is a 
wholly owned subsidiary of, but separate entity from, HSBC Bank Canada. 

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC”) 
HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC Mutual Funds and/or the HSBC Pooled Funds 
through the HSBC World Selection® Portfolio service. HIFC is a subsidiary of AMCA, and indirect subsidiary of HSBC Bank 
Canada, and provides its products and services in all provinces of Canada except Prince Edward Island. Mutual fund investments 
are subject to risks. Please read the Fund Facts before investing.  

®World Selection is a registered trademark of HSBC Group Management Services Limited. 

Important Information about HSBC Private Investment Counsel (Canada) Inc. (“HPIC”) 
HPIC is a direct subsidiary of HSBC Bank Canada and provides services in all provinces of Canada except Prince Edward Island. 
The Private Investment Counsel service is a discretionary portfolio management service offered by HPIC. Under this discretionary 
service, assets of participating clients will be invested by HPIC or its delegated portfolio manager, HSBC Global Asset 
Management (Canada) Limited (“AMCA”), in securities, including but not limited to, stocks, bonds, mutual funds, pooled funds and 
derivatives. The value of an investment in or purchased as part of the Private Investment Counsel service may change frequently 
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decisions and securities transactions. 

Copyright © HSBC Asset Management Limited 2021. All rights reserved. 

Expiry: February 28, 2022 

DK2100536A / H202111008 / P2111002 


