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The Fed raises rates as inflation remains stubborn
v

Key takeaways

@ The Federal Reserve unanimously raised the federal funds target
range by 0.25% to 3.75%-4.00%, its first increase since July
2023, as higher energy prices have forced the Fed’'s hand to
tighten in an effort to control any further inflationary escalation.
The median projection in the Summary of Economic Projections
(SEP) points to one additional 0.25% hike this year, while
inflation is expected to return to the 2% target much more
gradually by 2029.

@ The Fed raised its 2026 and 2027 growth forecasts, lowered its
unemployment projections and modestly raised its inflation
forecasts for 2026. Chair Warsh described the economy as
strengthening, the labour market as around full employment, while remaining “hard-pressed” to
characterise broad financial conditions as restrictive. At the same time, he said inflation remains too
high and underlying trends haven’t improved sufficiently.
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€ We similarly expect one further 0.25% hike in December and then rates to remain at 4.00%-4.25%
throughout 2027, while markets are pricing in a somewhat higher path. We remain constructive on
US equities, supported by continued Al investment, resilient earnings and broader market
participation, and maintain a neutral fixed income stance with an active, medium-duration and
income-focused approach. We expect the US dollar to remain broadly supported.

What happened?

* The Federal Reserve raised the federal funds target range  The Fed sees stronger growth and higher
by 0.25% to 3.75%-4.00%, marking its first rate hike since rates
July 2023. The decision was unanimous, 12-0, compared
with July’s 9-3 vote to leave rates unchanged.

Summary of Economic
Projections September 2026
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+ The updated SEP continued to show resilient economic 2026 2027 2028 2029 9"
activity alongside persistent inflation. Median real GDP Change in real GDP 23242221 20
growth for 2026 was revised up to 2.3% from 2.2%, while June projection 22 23] 22 2.0
2027 growth increased to 2.4% from 2.3%. Unemployment rate a1 [ 4| a1 a1 | 42

« The unemployment rate projection was lowered to 4.1% in June projection 43 143142 4.2
2026 from 4.3% and remains steady through 2029. Inflation fetinflation 37123121120 2.0
projections moved modestly higher. June projection 36123120 2.0

Core PCE inflation 34|25 22| 20

* Changes to the September statement were limited, but the June projection 33 | 25| 2.1
Fed placed somewhat greater emphasis on economic Memo: Projected appropriate policy path
resilience and returning inflation to the 2% target. Federal funds rate 41141139]36] 32

June projection 38136 | 34 3.1

+ Chair Warsh’s opening statement reinforced the view that
the US economy has strengthened enough for the Fed to
focus primarily on inflation. He continued to describe
productivity growth as strong, while changing its
description of capital investment from “strong” to “robust.”

4P HsBe

Source: Federal Reserve, HSBC Private Bank and Premier Wealth
as at 16 September 2026. Forecasts are subject to change.
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The more meaningful change came in the inflation Markets price in further tightening through
language. In July, the Fed said inflation remained 2027

elevated relative to its 2% goal and partly attributed those
pressures to supply shocks, including energy. That

explanation was replaced by “inflation remains elevated” 35 - ™ #Hikes/Cuts (L) - 4.8%
and “today’s policy action will support a timelier returnto 3.0 { — Implied Rate (R) I j'ngz
the Committee’s 2% goal.” 25 . 4:52/0
Chair Warsh said inflation has been too high for too long, ?2 - Z‘jélzfi
and that summer inflation readings had not shown 1'0 | [ j%z
meaningful improvement in underlying trends. He 0'5 | F 4.0%
returned to his Jackson Hole standard that inflation needs '/ [ gg;’ﬁ
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He also highlighted improvements in hiring, private- RS
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sector earnings, capital investment and credit flows,
while emphaS|S|ng reSlll_ent domestic Spendlng, strong Source: Bloomberg, HSBC Private Bank and Premier Wealth
productivity and robust investment. as at 16 September 2026. Forecasts are subject to change.

On the labour market, he said conditions remain consistent with full employment. With unemployment
around 4.1% and other labour indicators remaining healthy, he argued that the Fed can focus more
directly on the price stability side of its mandate.

Al was also a notable theme. Chair Warsh specifically cited heavy financing demand from hyperscalers as
a key factor intensifying competition for capital. He said the Fed is closely assessing its implications for
both the demand and supply sides of the economy, including investment, productivity, labour markets,
potential growth and inflation.

Investment implications

The Fed's median projection implies one additional 0.25% hike in 2026 and no net change in rates
during 2027. We also expect one more hike this year, with rates remaining at 4.00%-4.25% throughout
2027, while markets are pricing in a somewhat higher path.

For equity investors, despite any potential cyclical slowing due to marginally higher policy rates, the US
equity outlook remains constructive, supported by strong earnings growth, healthy revenues and
increasingly broad market participation. Al-related investment continues to support the technology and
communication services sectors, while earnings strength is broadening beyond the largest growth
companies into smaller caps and cyclical areas. Industrial activity, infrastructure spending and
reindustrialisation are also widening the opportunity set. Against a backdrop of higher policy rates and
elevated long-term yields, selectivity remains important, with a focus on companies with stronger
earnings visibility and healthy balance sheets.

In fixed income, current yields continue to offer attractive income opportunities, but uncertainty around
inflation and the policy path argues against aggressively extending duration. We maintain a neutral
stance and favour an active, medium-duration, quality-focused approach. With markets already pricing
in a meaningful amount of further tightening, there may be less room for short-term bond yields to rise
sharply from here. Longer-dated yields could remain more volatile though, given ongoing concerns
around government borrowing, Treasury supply and inflation, reinforcing the case for staying flexible on
duration.

The Fed's hawkish message, resilient US growth and the prospect of further tightening remain
supportive of the US dollar. The currency is also relatively less exposed than the euro, sterling and yen
to the drag from elevated energy prices. However, with other major central banks also considering
tighter policy and only a modest gap between the Fed’s projected path and market expectations, any
further dollar gains are likely to be gradual rather than sharp.
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document or video must not be distributed in any jurisdiction where its distribution is unlawful. All non-authorised reproduction or use of this document or video will be
the responsibility of the user and may lead to legal proceedings. The material contained in this document or video is for general information purposes only and does not
constitute investment research or advice or a recommendation to buy or sell investments. Some of the statements contained in this document or video 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. HBAP and the Distributors 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 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 are based on the HSBC Global Investment Committee at the time of preparation and are subject to change at any time. These views may not necessarily
indicate HSBC Asset Management'’s current portfolios’ composition. Individual portfolios managed by HSBC 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 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. Investments are subject to
market risks, read all investment related documents carefully.

This document or video provides a high-level overview of the recent economic environment and has been prepared for information purposes only. The views presented
are those of HBAP and are based on HBAP's global views and may not necessarily align with the Distributors’ local views. It has not been prepared in accordance with
legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. It is not
intended to provide and should not be relied on for accounting, legal or tax advice. Before you make any investment decision, you may wish to consult an independent
financial adviser. In the event that you choose not to seek advice from a financial adviser, you should carefully consider whether the investment product is suitable for
you. You are advised to obtain appropriate professional advice where necessary.

The accuracy and/or completeness of any third-party information obtained from sources which we believe to be reliable might have not been independently verified,
hence customers must seek several sources prior to making investment decisions.

The following statement is only applicable to HSBC Mexico, S.A. Multiple Banking Institution HSBC Financial Group with regard to how the publication is distributed to
its customers: This publication is distributed by Wealth Insights of HSBC México, and its objective is for informational purposes only and should not be interpreted as an
offer or invitation to buy or sell any security related to financial instruments, investments or other financial product. This communication is not intended to contain an
exhaustive description of the considerations that may be important in making a decision to make any change and/or modification to any product, and what is contained
or reflected in this report does not constitute, and is not intended to constitute, nor should it be construed as advice, investment advice or a recommendation, offer or
solicitation to buy or sell any service, product, security, merchandise, currency or any other asset.

Receiving parties should not consider this document as a substitute for their own judgment. The past performance of the securities or financial instruments mentioned
herein is not necessarily indicative of future results. All information, as well as prices indicated, are subject to change without prior notice; Wealth Insights of HSBC
Mexico is not obliged to update or keep it current or to give any notification in the event that the information presented here undergoes any update or change. The
securities and investment products described herein may not be suitable for sale in all jurisdictions or may not be suitable for some categories of investors.

The information contained in this communication is derived from a variety of sources deemed reliable; however, its accuracy or completeness cannot be guaranteed.
HSBC México will not be responsible for any loss or damage of any kind that may arise from transmission errors, inaccuracies, omissions, changes in market factors or
conditions, or any other circumstance beyond the control of HSBC. Different HSBC legal entities may carry out distribution of Wealth Insights internationally in
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India is a branch of The Hongkong and Shanghai Banking Corporation Limited. HSBC India does not distribute or refer investment products to those persons who are
either the citizens or residents of United States of America (USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or
regulation.

HSBC India is an AMFI-registered Mutual Fund Distributor and an AMFI-registered Specialized Investment Fund (SIF) Distributor. HSBC India distributes select mutual
fund schemes and SIF strategies of empaneled Asset Management Companies, and acts as a referrer of other third-party investment products. Mutual Fund
investments are subject to market risks, read all scheme-related documents carefully. AMFI-registered Mutual Fund Distributor | Date of Initial Registration: 19 Feb 2002
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HSBC India will receive commission from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor of HSBC Mutual
Fund. The Sponsor of HSBC Mutual Fund is HSBC Securities and Capital Markets (India) Private Limited (HSCI), a member of the HSBC Group. Please note that HSBC
India and the Sponsor being part of the HSBC Group, may give rise to real, perceived, or potential conflicts of interest. HSBC India has a policy in place to identify,
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The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan)
Limited (“the Bank") shall fulfill the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in offering trust services/ business.
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The following statement is only applicable to PT Bank HSBC Indonesia (“HBID"): HBID is licensed and supervised by Indonesia Financial Services Authority
("OJK”). Investment products that are offered in HBID are third party products, HBID is a selling agent for third party products such as Mutual Funds and Bonds. HBID
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Important information on ESG and sustainable investing

Today we finance a number of industries that significantly contribute to greenhouse gas emissions. We have a strategy to help our customers to reduce their emissions
and to reduce our own. For more information visit www.hsbc.com/sustainability.

In broad terms “ESG and sustainable investing” products include investment approaches or instruments which consider environmental, social, governance and/or other
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the impact of ESG and Sustainable investing products. ESG and Sustainable investing and related impact measurement criteria are (a) highly subjective and (b} may vary
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relation to measurement criteria. There is no guarantee: {a) that the nature of the ESG / sustainability impact or measurement criteria of an investment will be aligned
with any particular investor’s sustainability goals; or (b) that the stated level or target level of ESG / sustainability impact will be achieved. ESG and Sustainable investing
is an evolving area and new regulations are being developed which will affect how investments can be categorised or labelled. An investment which is considered to
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YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION TO THE INVESTMENT AND THIS DOCUMENT OR VIDEO. IF YOU ARE IN DOUBT ABOUT ANY OF THE
CONTENTS OF THIS DOCUMENT OR VIDEO, YOU SHOULD OBTAIN INDEPENDENT PROFESSIONAL ADVICE.

© Copyright 2026. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED.

No part of this document or video may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying,
recording or otherwise, without the prior written permission of The Hongkong and Shanghai Banking Corporation Limited.

PUBLIC



	Slide 1
	Slide 2
	Slide 3

