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“Bond Market Starts to Price in More Rate Cuts” 

The bond market is once again getting ahead of the Fed’s own expectations for future rate cuts. As of the end 
of last week, there was less than a 15% implied probability, based on yields in the treasury market, that rates 
will be left where they are (between 1.50-1.75%) by the end of 2020. Those same implied probabilities also 
showed greater than a 50% chance that we would get at least two more rate cuts by the end of the year.  
 

 
  Source: Compound Capital Advisors, as of 2/20/20 

 
As of the end of 2019, the Fed’s own expectations were for no further actions to be taken on rates until at 
least 2021. 
 
Whether it is due to deflationary risks, coronavirus fears or just general expectations of the Fed wanting to 
appease capital markets, the bond market is implying that the Fed continues to cut rates in 2020. It would 
not surprise us if we inevitably end up at zero given where other central banks are positioned, the moderate 
levels of current inflation, and the general eagerness from the Fed to keep the economy humming along.   
 
On Friday, stocks sold off after the Purchasing Manager’s Index (PMI) showed an abrupt drop in February, 
contracting for the first time in 6 years. This index combines both services and manufacturing expectations 
and the weakness is very likely related to slowdown concerns from the economic impact of the coronavirus 
in China. Within the index data, new orders from the private sector fell for the first time since 2009.   
 



The 30-year Treasury hit an all-time low on Friday and fell further again this morning, approaching a fresh- 
low near 1.80%. The 10-year Treasury was also approaching its all-time low of 1.33% set in June of 2016 
(1.35% as of this morning).  
 
The plus side of rates setting new lows is that mortgage rates continue to get more attractive. Housing data 
has looked relatively strong in recent months, and if you held off on re-financing your mortgage, now would 
be a good time to inquire on rates.   
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