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What Will the Fed Do? 
 

• Markets expect the Fed Reserve to cut interest rates. 

• Many economic concerns are driven by the lingering trade war. 

• We expect the Fed to remain on a wait-and-see data dependent approach. 

 
Expectations surrounding future interest rates have dramatically changed since the beginning of this year. 

Heading into 2019, with a growing economy and potential trade war resolution, the markets priced in a 79% 

probability that the Fed would not raise rates this year. Today, however, markets have only priced in a 2% chance 

that rates will remain at current levels and an 85% probability of two or more rates cuts in 2019. The Fed is 

accomplishing its dual mandate for a strong labor market and stable prices. Outside of Fed Futures pricing in a 

greater likelihood of rate cuts, concerns about economic growth can be seen in the sharp decline in economically 

sensitive commodities such as copper, steel, and scrap metal. This can also be seen in the overall strength of the 

dollar and a three-week reversal in credit spreads. 

Most potential economic derailments center around the lingering trade war. Because of increasing concerns that 

tariffs will raise costs and hurt growth, there has been a sharp decline in many key data readings, especially 

around manufacturing and the consumer. For example, recent manufacturing activity readings show the lowest 

levels in 2.5 years while forward-looking data, such as new factory orders, is at the lowest level in 10 years. On 

the consumer front, despite near-record confidence levels, 50-year low unemployment levels, and a one percent 

drop in mortgage rates over the past year, both retail sales and new home sales have been lackluster. Weaker 

economic readings, along with the backdrop of fading fiscal stimulus, have led to a sharp decline in GDP 

expectations (3.1% for Q1 to current estimates of 1.3% for Q2).   

While the markets have placed a high probability that the Fed will cut rates this year, there are some reasons that 

the Fed may not cut rates. First, a resolved trade war, which is our expectation, could remove some of the 

obstacles to economic growth previously mentioned. Second, an unresolved trade war creates more inflation as 

costs rise year-over-year. Third, the labor market remains very strong and there has been a recent pick up in 

wage inflation. Fourth, the Fed wants to remain independent and cutting interest rates could raise questions about 

credibility given Trump’s demands for easing and that they raised interest rates just months ago.  

Despite expectations of multiple rate cuts this year, we believe the Fed remains on a wait-and-see data-driven 

approach and will only ease if the economic outlook materially deteriorates, either because of serious market 

weakness or a broad decline in the incoming data. Fed Chairman Powell alluded to this plan in his recent 

comments this week. With this in mind, we expect significant market swings and overall elevated levels of market 

volatility as investors get readings on the economy and try to determine the Fed’s next step. It is of utmost 

importance that investors rely on their advisors, who are experienced in these types of environments, to help 

navigate these swings.   
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance and other investment advice to its affiliated 
broker-dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group® 
Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of professional 
financial advice to individuals, families and company retirement plans across the country through trusted financial advisors 
and financial institutions. Cetera is the second-largest independent financial advisor network in the nation by number of 
advisors, as well as a leading provider of retail services to the investment programs of banks and credit unions. 
 
Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits of a large, 
established broker-dealer and registered investment adviser, while serving advisors and institutions in a way that is 
customized to their needs and aspirations. Advisor support resources offered through Cetera include award-winning 
wealth management and advisory platforms, comprehensive broker-dealer and registered investment adviser services, 
practice management support and innovative technology. For more information, visit cetera.com. 
 
"Cetera Financial Group" refers to the network of independent retail firms encompassing, among others, Cetera Advisors, 
Cetera Advisor Networks, Cetera Investment Services (marketed as Cetera Financial Institutions), Cetera Financial 
Specialists, First Allied Securities, and Summit Brokerage Services. All firms are members FINRA/SIPC. 
 
Disclosures 
The material contained in this document was authored by and is the property of Cetera Investment Management LLC. 
Cetera Investment Management provides investment management and advisory services to a number of programs 
sponsored by affiliated and non-affiliated registered investment advisers. Your registered representative or investment 
adviser representative is not registered with Cetera Investment Management and did not take part in the creation of this 
material. He or she may not be able to offer Cetera Investment Management portfolio management services. 
 
Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to 
any individual without the benefit of direct and specific consultation with an investment adviser representative authorized 
to offer Cetera Investment Management services. Information contained herein shall not constitute an offer or a solicitation 
of any services. Past performance is not a guarantee of future results. 
 
For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC 
Form ADV disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is 
registered with. Please consult with your adviser for his or her specific firm registrations and programs available. 
 
No independent analysis has been performed and the material should not be construed as investment advice. Investment 
decisions should not be based on this material since the information contained here is a singular update, and prudent 
investment decisions require the analysis of a much broader collection of facts and context. All information is believed to 
be from reliable sources; however, we make no representation as to its completeness or accuracy. The opinions 
expressed are as of the date published and may change without notice. Any forward-looking statements are based on 
assumptions, may not materialize, and are subject to revision. 
 
All economic and performance information is historical and not indicative of future results. The market indices discussed 
are not actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor 
for more information. 
 
Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, 
and differences in accounting standards. 
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