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Strategas Head of Fixed Income Research Tom Tzitzouris walks 
us through a challenging fixed income landscape. He touches on 
where the Fed can go from here, how their actions impact markets, 
and where he’s finding value in fixed income today. 
 

 

MORE TIGHTENING TO COME    ǀ    WHERE ARE YIELDS GOING?    ǀ    VALUE SPARSE     

ROSS MAYFIELD: With all of the focus on interest rates, how are you evaluating the broader package of financial conditions? 

TOM TZITZOURIS: At Strategas, we've argued that financial 
conditions (i.e., the broader package of financial inputs that affect 
economic behavior) need to tighten. If the Fed is going to be 
successful in bringing down inflation without putting the 
entire burden of monetary tightening on Main Street, then 
you're going to have to see further tightening in financial 
conditions. This will lead to a reduction in spending from the 
government, high net worth individuals, and even some 
businesses. Without that, all of the burden of monetary tightening 
falls on Main Street. And what's interesting is that for most of 
August, financial conditions actually eased despite the Fed 
raising interest rates. This didn't go unnoticed; I think there are 
members of the Fed who are glad to seek conditions tightening 
(interest rates higher, stock market lower, etc.) once again. 

ROSS: The Fed will also be tightening policy by letting assets roll off their balance sheet. What are you watching on that front? 

TOM: In the coming months, we should see the Fed double the pace of reduction—i.e., letting bonds on their balance sheet 
mature—capped at ~$95 billion of runoff in September. And as that ramps up, we’re watching the 10-year Treasury yield. The 
bond market has to soften to make room for what is going to be a modest increase in Treasury supply. Our question is: As 
the Fed stops buying Treasuries, will you see the 10-year push up to its cycle high of 3.50% again? 

ROSS: Digging in on that, how do you see the rest of the yield curve panning out over the remainder of the year?   

TOM: For the short end of the curve, it's just a matter of where you think the Fed will stop raising rates. Right now, the market 
is taking recent hawkishness to mean that that fed funds rate will top out somewhere around 4%, so you should see 2-year 
yields continue to meander towards that 4%. For the 10-year, we've probably seen the 2022 peak, and if we haven't, it's not 
going to be much higher than the 3.50% we hit in June. Then at some point, as the market really has to deal with the idea 
that a recession is coming, you'll see 10-year yields dip lower. So, the market is balancing the push higher from balance 
sheet runoff and the push lower from recessionary headwinds, but I do think we’ll make a move back below 3% by year-end. 

ROSS: Given this backdrop, how are you positioning the fixed income portfolios you manage?   

TOM: Quite frankly, we don't see a whole heck of a lot of value right now. We are about neutral on a duration basis versus our 
benchmark (the Bloomberg Aggregate Index). We do like short-duration (1-, 2-, and 3-year) corporate bonds because they are 
typically a safe haven under a wide range of economic scenarios and because that's where the most yield premium versus the 
expected path of the fed funds rate is priced in. Value is really concentrated in the front of the yield curve. One other 
interesting thing is that the yield curve is inverted in multiple places. That is a really tricky macroeconomic signal, but one we 
interpret to mean that the market is still pricing in rate cuts somewhere between 18 to 24 months from now. 
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IMPORTANT DISCLOSURES 
Past performance is not indicative of future results and diversification does not ensure a profit or protect against loss. All 
investments carry some level of risk, including loss of principal. An investment cannot be made directly in an index. 

This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 
distribute it to others without our express prior consent. This communication is provided for informational purposes only and 
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 
it be regarded as, investment research or a research report or securities recommendation and it does not provide information 
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 
conducting their own analysis, risk evaluation, and decision-making regarding their investments.  

For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 
Financial Conduct Authority.  

The information in this communication has been obtained from sources we consider to be reliable, but we cannot guarantee 
its accuracy. The information is current only as of the date of this communication and we do not undertake to update or 
revise such information following such date. To the extent that any securities or their issuers are included in this 
communication, we do not undertake to provide any information about such securities or their issuers in the future. We do 
not follow, cover or provide any fundamental or technical analyses, investment ratings, price targets, financial models or 
other guidance on any particular securities or companies. Further, to the extent that any securities or their issuers are 
included in this communication, each person responsible for the content included in this communication certifies that any 
views expressed with respect to such securities or their issuers accurately reflect his or her personal views about the same 
and that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations 
or views contained in this communication. This communication is provided on a “where is, as is” basis, and we expressly 
disclaim any liability for any losses or other consequences of any person’s use of or reliance on the information contained 
in this communication.  

Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 
LLC is also affiliated with and wholly owned by Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA 
member firm, although the two firms conduct separate and distinct businesses.  

A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/thirdpartyresearch-
disclosures.aspx.  

You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. Wisconsin Avenue, 
Milwaukee, WI 53202. 
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