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Strategas Head of Fixed Income Research Tom Tzitzouris breaks 

down the recent decision from the Federal Reserve to raise interest 

rates, how the market is disagreeing with the Fed’s outlook, and 

where Strategas is seeing value in the bond market.  
 

 

FED RAISES RATES    ǀ    IS THE FED DONE?     ǀ    LOOKING FOR VALUE 

ROSS MAYFIELD: What is your high level read on the Fed’s recent decision and what it means heading forward? 

TOM TZITZOURIS: The Fed delivered a 25 basis point rate hike (0.25 percentage points), as we expected, and they made no 
change to their current pace of balance sheet reduction via quantitative tightening. That is, they're continuing to let the Treasurys 
and Mortgage-Backed Securities that they accumulated over the last decade-plus run off their portfolio. And while they’re actually 
currently expanding the balance sheet as part of their emergency liquidity program for the banking sector, they've made no 
indication that either rate cuts or a pause to quantitative tightening are on the horizon. That's where the Fed stands.  

Now, they’ve also accepted that there’s some tightening being done via credit 
channels because of the banking crisis. And that might suggest that there's 
no need for further rate hikes at this point; in fact, the Fed more or less hinted 
that they're done tightening for now. The problem is that the bond market 
is saying, “Yes, we know that tightening is about to end, but we also 
think rate cuts are coming soon.” And the Fed is not committing to 
anything close to that. The bond market sees rate cuts in the next or 3 or 4 
months and through the rest of 2023. The Fed, on the other hand, is 
suggesting that cuts aren't likely until the end of 2023 or even into 2024. So, 
that’s a big disconnect that needs to be rectified. 

ROSS: Where do you stand on that disconnect? How do the odds of inflation coming down and recession affect that?  

TOM: We take the view that a recession is coming, and we think that what's happening in the banking sector increases the odds 
of recession this year. With that said, the market, again, is saying it thinks the Fed is going to get weak knees, abandon its inflation 
fight, and engage in something like 150–200 basis points of cuts between now and the end of 2024. Our view is perhaps a bit 
more hawkish – we don’t see the Fed deserting its inflation mandate until at least the second half of this year, but even if they do, 
we don’t think they move that aggressively. I think the bond market's a little ahead of itself in thinking that Powell will cave 
to the weakening growth outlook rather than remaining focused on inflation. 

ROSS: How should investors think about falling yields in this environment? Is it a risk-on or risk-off indicator?  

TOM: We see value emerging in the Mortgage-Backed Security (MBS) space. We’d gone underweight MBS in anticipation that 
banks would pull away from supporting the market this year, and that's exactly what's happened. As the banking sector has 
become stressed, they've moved away from activity in the MBS market and spreads have widened out. So, we’re seeing some 
value begin to emerge there. The offset to that underweight in mortgages is our overweight in Investment-Grade (IG) corporate. 
That’s done well in 2023, and we expect that to continue for the time being despite the recent strain. At some point, we'll look for 
an opportunity to reduce our IG exposure as this cycle matures. But before the cycle matures, spreads will likely widen out 
and Treasury yields push lower because recession is going to be on everybody's radar as 2023 progresses. 
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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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