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We Have Rate Lift Off! A New Tightening Cycle Begins 
 
After seven long years of zero-interest-rate policy, the ten voting members of the Federal Open 
Market Committee (FOMC) unanimously decided to raise its key federal funds rate by ¼ point to a 
new target range of 0.25% – 0.50%. The committee’s policy statement emphasized that “future 
rate normalization (increases) will occur gradually” next year. The U.S. Federal Reserve’s official 
new forecasts call for its key interest rate to end 2016 at 1.375%, implying four additional ¼-point 
rate increases in 2016 from today’s new target range. Notably, the policy statement phrase “the 
timing and the size of future (rate) adjustments” means that the Fed retains flexibility for increases 
greater than ¼-point, if warranted. The Fed also raised the interest it pays on excess reserves that 
banks hold at the Fed from 0.25% to 0.5%. Likewise, key banks raised the Prime Rate from 3.25% 
to 3.5%. 
 
Today’s Federal Reserve action begins reducing its still historically-low accommodative interest 
rate policy. The FOMC embarked on its last tightening cycle in June 2004, with its last increase 
occurring in June 2006. Following the financial crisis, policymakers steadily lowered rates and 
moved to a near-zero (0% - 0.25%) rate stance in December 2008. 
 
Policymakers gave a largely positive assessment of the economy, saying that growth has continued 
at a “moderate pace,” and job market indicators confirm that “underutilization of labor resources 
have diminished appreciably since early this year.” Regarding the closely watched “dot plot,” 
showing Fed members various future rate outlooks, changes were few, with the most dovish 
member having a 2016 fed funds outlook of 0.75% – 1%, while the most hawkish view projects 
rates could rise to 2% – 2.25% next year. 
 
We identify four main takeaways surrounding the December FOMC policy statement and updated 
economic forecasts: 

 The Fed believes economic activity continues to expand at a moderate pace. 

 The Fed’s gross domestic product (GDP) growth outlook remains at 2.1% for 2015, while 
revised higher for 2016 to 2.4% from 2.3%. For 2017 and 2018, the Fed continues to 
project GDP growth of 2.2% and 2%, respectively. 

 In her press conference, regarding the $3 trillion worth of quantitative-easing (QE) 
monthly-acquired bond holdings, Fed Chair Janet Yellen said the Fed will keep its 
balances high until normalization is long under way. 

 The Fed believes future rate hikes will be “gradual” and dictated by economic outlook 
changes and incoming data, as inflation rises toward its 2% target. 

 
We believe the Federal Reserve’s description of gradual future rate increases will be on the light 
side and stay lower for longer. Notably, we observe the implied odds for an additional hike in 
January are just 6% and a 41% chance for March. Fed funds futures do not price in at least 70% 
odds for an additional rate hike until July 2016. We also highlight that rate policies remain highly 
accommodative overseas, with particular opportunity emphasis in Europe and Japan. We also 
expect market volatility to continue at elevated levels, as weak domestic manufacturing and 
greatly-diminished crude oil prices pose deflationary risks. We continue to recommend an 
allocation to equities in line with long-term investment objectives, and we maintain a somewhat 
defensive position in fixed income, with an overweight to credit sensitive bonds and a shorter 
duration. However, with the expectation that interest rates may remain lower for longer, it is 
possible that there will be fewer headwinds for bonds in the near-term. If that is the case, it may be 
prudent to start reducing the defensive positioning. 
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About Tower Square Investment Management 
Tower Square Investment Management LLC is an SEC registered investment adviser owned by 
Cetera Financial Group®. It provides investment research, portfolio and model management, and 
investment advice to its affiliated broker-dealers, dually-registered broker-dealers and registered 
investment advisers. 
 
About Cetera Financial Group 
Cetera Financial Group® is the retail investment advice platform of RCS Capital Corporation 
(NYSE: RCAP) that delivers the benefits of scale to its family of independent broker-dealer firms 
and registered investment advisers while providing a framework that nurtures relationships, 
unique cultures and unbiased objectivity. As the second largest independent financial advisor 
network in the nation by number of advisors and a leading provider of investment programs to 
financial institutions, Cetera Financial Group provides award-winning wealth management and 
advisory platforms, comprehensive broker-dealer and registered investment adviser services, and 
innovative technology to its family of broker-dealer firms nationwide. 
 
Through those firms, Cetera Financial Group offers the stability of a large, established broker-
dealer and registered investment adviser, while serving independent and institutions-based 
financial advisors in a way that is customized to their individual needs. Cetera Financial Group is 
committed to helping advisors grow their businesses and strengthen their relationships with their 
investor clients. All of the Cetera Financial Group broker-dealer firms are members of 
FINRA/SIPC. For more information, visit ceterafinancialgroup.com. 
 
The material contained in this document was authored by and is the property of Tower Square 
Investment Management LLC. Tower Square 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 Tower Square Investment Management and did not take 
part in the creation of this material. He or she may not be able to offer Tower Square 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 Tower Square 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 Tower Square Investment Management strategies and available 
advisory programs, please reference the Tower Square 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 unmanaged. Investors cannot directly invest in unmanaged indices. 
Please consult your financial advisor for more information. 
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Additional risks are associated with international investing, such as currency fluctuations, 
political and economic instability, and differences in accounting standards. 
 
While diversification may help reduce volatility and risk, it does not guarantee future 
performance. 


