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 • Markets now expect the Fed to cut rates or hold, ending the first tightening regime since the global  
financial crisis

 • Markets could be caught off guard, however, if a reactive Fed resumes rate hikes in response to a quick  
rebound in economic indicators

 • Global central banks may have, once again, engendered a tailwind for financial assets 

At its March meeting, the U.S. Fed hit pause on future 

policy rate increases. Not only did the Fed reiterate 

patience with further rate hikes but it also exceeded 

already-dovish investor expectations by accelerating the 

end of its quantitative tightening program.1 Investors 

remain uncertain about what this policy “pivot,” as the 

media has come to describe it, actually portends for the 

trajectory of monetary policy and, in turn, the outlook for 

equities, bonds, and other financial assets. In this brief 

note, we offer a perspective on both issues.

The Fed had set the stage for its move in January, 

when it expressed uncertainty about future rate increases 

amid concern about tepid domestic and global growth. 

This view marked a material change from prior policy 

indications of three expected rate increases in 2019.  

Against that backdrop, the Fed’s March messaging 

offered a strongly supportive tone for risky assets and 

reaffirmed market expectations of a “Powell put.”2 We 

could interpret the Fed’s actions and messaging in terms 

of two divergent scenarios: 1) it marks the end of rate 

hikes or tightening, and we should expect easing going 

forward, or 2) it’s a temporary pause, and we may well 

see hikes resume. 

Currently, markets are leaning towards the former 

interpretation. Specifically, interest rate futures are 

pricing in the scenario that policy rate increases have 

ended and that the Fed either will cut or hold over the 

next nine months. That timing would be consistent 

with the historical average duration between the end of 

tightening and subsequent easing, roughly eight months. 

(Figure 1) Another piece of evidence to support this view 

is that the Fed’s median long-term expectation for the 

policy rate has declined over time and is now closer to 

current levels (Figure 2), leaving less “headroom” for 

further increases. 

In this scenario, the Fed’s concerns materialize, 

global growth slows further, and yields fall. The 

much-anticipated “normalization” ends without a 

corresponding return to pre-financial crisis levels 

of inflation and growth. Despite multiple rounds of 

quantitative stimulus, and a nearly five-fold increase 

in the size of the Fed balance sheet,3 the central bank 

struggles to keep core inflation from falling below 2%. 

(Figure 3) The Fed would thus rejoin other central banks 

that have remained focused on sustaining and expanding 

stimulus programs, and long-term yields resume their 

secular decline.

In the second scenario, we would interpret the 

messaging as reflective of a data-driven and reactive 

Fed, which leaves open the real possibility of renewed 

rate hikes after a short pause.  For precedent, we 

only need to look back to early 2016, when economic 

softness and market stumbles led the Fed to pause for 

about six months following its first hike from zero, but 

then to resume its tightening regime. As evidence that 

we currently may be in a similar scenario, the Fed has 

achieved price stability in core inflation concurrent with 

a meaningful recovery in wage growth. (Figures 3 and 4) 

In addition, some of the macroeconomic indicators that 

raised the Fed’s concern in March, such as consumer 

spending, have more recently recovered. A further 

rebound in wages and spending could well push core 

inflation above 2%, and thus trigger a resumption of rate 

hikes. The political environment, in particular the “low 

rates” rhetoric from the White House and the influence 
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3 Credit and Liquidity Programs and the Balance Sheet: Recent Balance Sheet Trends published by the Federal Reserve at www.federalreserve.gov.
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of new FOMC nominees on Fed decisions, represents a 

wildcard with respect to how the Fed might respond to 

positive economic news. 

Regardless of which scenario unfolds, investors can 

expect the Fed and other global central banks to continue 

to play an influential role in driving the performance 

of assets via stimulus and sentiment. We can use our 

Multi-Asset Class Strategies (MACS) models to trace the 

impact of the Fed’s “pivot” via these channels. Since 

December, falling global government bond yields and 

concomitant positive sentiment, evidenced by narrowing 

credit spreads, contributed to a markedly better outlook 

for risk assets such as equities and commodities. 

According to our models, the outlook for the U.S. dollar 

improved as well, driven mostly by positive sentiment 

and despite a partial offset from falling yields’ depressive 

effect on carry. At the same time, our developed market 

bonds outlook deteriorated sharply, driven by lower real 

yields, flatter curves, and the higher growth and inflation 

expectations associated with the positive sentiment in 

equities and commodities. (See Figures 5 and 6.)

Declining long-term yields and flattening yield 

curves, however, suggest that slower growth and lower 

inflation may lie ahead, a view that appears inconsistent 

with one implied by strengthening equity markets, 

rising commodities, and improving credit conditions. An 

outcome that would reconcile the conflict would be lower, 

yet positive, growth. A material shift towards further 

easing by global central banks, led by the Fed and the 

ECB, and ongoing monetary and fiscal stimulus by the 

BOJ, the PBOC, and other major emerging central banks 

may have moderated a sharp downturn in global growth 

prospects and, once again, engendered a tailwind for 

financial assets.

FIGURE 1: HISTORICAL TIGHTENING REGIMES 

Shaded periods indicate historical tightening regimes defined as periods of at least two consecutive Fed policy rate increases. Sources: Acadian analysis, 
Bloomberg. All Rights Reserved. For illustrative purposes only. 
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FIGURE 2: MEDIAN FOMC LONG-TERM TARGET VS. U.S. 2Y TREASURY YIELD 

Sources: Acadian analysis, Bloomberg. All Rights Reserved. For illustrative purposes only. 

FIGURE 3: U.S. CORE CPI—PERCENT CHANGE, YEAR-ON-YEAR

Source: Bloomberg. All Rights Reserved. For illustrative purposes only. 
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FIGURE 4: U.S. AV. HOURLY EARNINGS OF ALL EMPLOYEES—TOTAL PRIVATE: % CHANGE, YEAR-ON-YEAR

Source: Federal Reserve Economic data from the St. Louis Fed. All Rights Reserved. For illustrative purposes only. 

FIGURE 5: GLOBAL THEMES—SUMMARY OUTLOOK* (AS OF 31-MARCH-19)

Source: Acadian Asset Management LLC. Return forecasts are shown in z-scores, which can be interpreted as number of standard deviations attractive or 
unattractive. Return forecast horizon ranges from 1-3 months.

* Forecasts based on the Dynamic Allocation and Cross-sectional elements in our proprietary models. For illustrative purposes only.  The information provided 
is for illustrative purposes only based on proprietary models. There can be no assurance that the forecasts will be achieved.  This is not intended to represent 
investment returns generated by an actual portfolio. They do not represent actual trading or an actual account but were achieved by means of using Acadian’s 
multi asset universe of securities for the period specified above. Results do not reflect transaction costs or other implementation costs. Past results are no 
guarantee of future results. Every investment program has an opportunity for losses as well as profits.
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Quarterly 
Change

Monthly 
Change

Positive on DM equities Falling yields, favorable credit conditions, attractive 
valuations albeit earnings strength is weak 0.6 1.4 0.2

Positive on EM equities 
relative to DM equities

Driven primarily by attractive relative valuations (other factors 
have roughly offsetting contributions) 0.8 0.2 -0.2

Negative on DM bonds Lower real yields and flatter yield curves across global bonds -0.8 -1.2 -0.1

Positive U.S. Dollar vs DM 
currencies

Positive sentiment, U.S. offers attractive short-term interest 
rates relative to DM and positive equity performance 0.9 0.7 0.0

Mildly positive on Petroleum Positive seasonality and tightening supply-demand balance 
offset by stronger U.S. dollar and weaker growth indicators 0.3 2.4 0.0
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FIGURE 6: GLOBAL THEMES—FACTOR CONTRIBUTION TO OUTLOOK CHANGE* FROM 31-DEC-18 TO 31-MAR-19

Source: Acadian Asset Management LLC. Return forecasts are shown in z-scores, which can be interpreted as number of standard deviations attractive or 
unattractive. Return forecast horizon ranges from 1-3 months. 

* Forecasts based on the Dynamic Allocation and Cross-sectional elements in our proprietary models. For illustrative purposes only.  The information provided 
is for illustrative purposes only based on proprietary models. There can be no assurance that the forecasts will be achieved.  This is not intended to represent 
investment returns generated by an actual portfolio. They do not represent actual trading or an actual account but were achieved by means of using Acadian’s 
multi asset universe of securities for the period specified above. Results do not reflect transaction costs or other implementation costs. Past results are no 
guarantee of future results. Every investment program has an opportunity for losses as well as profits.
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GENERAL LEGAL DISCLAIMER
Acadian provides this material as a general overview of the firm, our 
processes and our investment capabilities. It has been provided for 
informational purposes only. It does not constitute or form part of any offer 
to issue or sell, or any solicitation of any offer to subscribe or to purchase, 
shares, units or other interests in investments that may be referred to herein 
and must not be construed as investment or financial product advice. Acadian 
has not considered any reader’s financial situation, objective or needs in 
providing the relevant information. 

The value of investments may fall as well as rise and you may not get back 
your original investment. Past performance is not necessarily a guide to 
future performance or returns. Acadian has taken all reasonable care to 
ensure that the information contained in this material is accurate at the time 
of its distribution, no representation or warranty, express or implied, is made 
as to the accuracy, reliability or completeness of such information.

This material contains privileged and confidential information and is intended 
only for the recipient/s. Any distribution, reproduction or other use of this 
presentation by recipients is strictly prohibited. If you are not the intended 
recipient and this presentation has been sent or passed on to you in error, 
please contact us immediately. Confidentiality and privilege are not lost by 
this presentation having been sent or passed on to you in error.

Acadian’s quantitative investment process is supported by extensive 
proprietary computer code. Acadian’s researchers, software developers, 
and IT teams follow a structured design, development, testing, change 
control, and review processes during the development of its systems and 
the implementation within our investment process. These controls and 
their effectiveness are subject to regular internal reviews, at least annual 
independent review by our SOC1 auditor. However, despite these extensive 
controls it is possible that errors may occur in coding and within the 
investment process, as is the case with any complex software or data-driven 
model, and no guarantee or warranty can be provided that any quantitative 
investment model is completely free of errors. Any such errors could have a 

negative impact on investment results. We have in place control systems and 
processes which are intended to identify in a timely manner any such errors 
which would have a material impact on the investment process.

Acadian Asset Management LLC has wholly owned affiliates located in 
London, Singapore, Sydney, and Tokyo. Pursuant to the terms of service level 
agreements with each affiliate, employees of Acadian Asset Management 
LLC may provide certain services on behalf of each affiliate and employees 
of each affiliate may provide certain administrative services, including 
marketing and client service, on behalf of Acadian Asset Management LLC.

Acadian Asset Management LLC is registered as an investment adviser with 
the U.S. Securities and Exchange Commission. Registration of an investment 
adviser does not imply any level of skill or training. 

Acadian Asset Management (Japan) is a Financial Instrument Operator 
(Discretionary Investment Management Business). Register Number Director-
General Kanto Local Financial Bureau (Kinsho) Number 2814. Member of 
Japan Investment Advisers Association.

Acadian Asset Management (Singapore) Pte Ltd, (Registration Number: 
199902125D) is licensed by the Monetary Authority of Singapore. 

Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is 
the holder of Australian financial services license number 291872 (“AFSL”). 
Under the terms of its AFSL, Acadian Asset Management (Australia) Limited 
is limited to providing the financial services under its license to wholesale 
clients only. This marketing material is not to be provided to retail clients. 

Acadian Asset Management (UK) Limited is authorized and regulated by 
the Financial Conduct Authority (‘the FCA’) and is a limited liability company 
incorporated in England and Wales with company number 05644066. Acadian 
Asset Management (UK) Limited will only make this material available to 
Professional Clients and Eligible Counterparties as defined by the FCA under 
the Markets in Financial Instruments Directive.


