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Four More Years…Of Zero Rates 
We're back. As we suggested, just before we went on vacation, we are moving to a new distribution format. We plan 

to share our thoughts no less than twice a month or as markets warrant. We are also re-branding our note entitled, 

"PCG Capital Market Chronicle." If you wish to hear from us more frequently, just pick up a phone or send us an 

email. We are always eager to discuss our views. 

On Wednesday, the Federal Reserve Open Market Committee (FOMC) announced the results of the two-day 

September FOMC Meeting. This was the last FOMC meeting before the U.S. presidential election on Nov. 3. While it 

was widely anticipated that no change would be made to the overnight borrowing rate, investors were keenly 

focused on the Fed's Summary of Economic Projections, or SEP. Four times a year, the FOMC provides investors 

projections for GDP growth, the unemployment rate, inflation, and the appropriate overnight borrowing rate (Fed 

Funds). The summary also provides insight into policymakers' views regarding the uncertainty and risks attaining 

their outlook. The projections give expectations on what Fed Governors believe will most likely prevail in the 

current year, the subsequent two years, and over the longer run. According to the September SEP,  investors should 

expect rates to be on hold until at least 2023, implying four calendar years of the Fed Funds Rate of no higher than 

0.1%. Also, policymakers expect GDP growth of negative 3.7% in 2020, compared to negative 6.5% as of the last SEP 

release in June, then a growth rate of 4.0% and 3.0%, in 2021 and 2022, respectively. Further, the full-year 2020 

unemployment rate is expected to fall to 7.6%, from 8.4% currently, and down from June's SEP projection of 9.3%. 

By year-end 2022, the Fed expects unemployment of only 4.6%, trending toward their long-term expectations of 4% 

by 2023. Inflation is also expected to tick modestly higher than previously projected, up by 1.5% compared to 1.0% 

back in June. After all – that is the entire purpose of this ZIRP (zero interest rate environment), right?  Well, 

following the 2 pm release of the news, equity markets initially rallied over 0.6%. However, at roughly 2:40 pm, the 

S&P 500 began to sell off, losing over 1.2% through the remainder of the trading day. At the same time, the 10Yr 

Treasury initially found a bid, but also sold off through the rest of the day as well, closing at close to 0.70bps, the 

highest yield levels in almost a week.  

What's Our Take: While the price action in both bonds and stocks didn't suggest too much at first glance, we found it 

interesting that both asset classes sold off by the end of the day. We think the back-up in yields (lower prices for 

bonds) and the sell-off in equities occurred just as Chair Powell conveyed his confidence that the Fed will meet its 

inflation expectation of 2.0%. And in fact, Chair Powell suggested an accommodative environment for rates to trend 

"moderately above 2% for some time, so that inflation averages 2% over time." This implies inflation could run as 

hot as 4% before the Fed steps in. Simultaneously, the SEP suggested better than previously forecasted economic 

conditions (unemployment/GDP) while the prospects of a therapeutic or vaccination in the coming weeks are 

gaining traction. So perhaps equity investors think that equity risk premiums and negative real rates have bottomed. 

So our position is that while on the surface, the Fed delivered a dovish release, markets are already looking 

toward potential hawkish undercurrents.  

Moving forward, with only 46 days until the election, we continue to position client portfolios, in general, for more 

volatility, increased policy uncertainty, and the negative impact from a contested election. Capital markets do not 

like uncertainty. So while forward multiples are down from early September highs of 23x (+3 standard deviations), 

they remain elevated at 22x on a forward 12-month basis. Said differently, stocks remain rich. 

We'd love to hear your thoughts. 

https://www.investopedia.com/terms/f/federalfundsrate.asp
https://www.bloomberg.com/news/articles/2020-09-16/fed-signals-rates-will-stay-near-zero-for-at-least-three-years?sref=H3gidcll
https://www.federalreserve.gov/monetarypolicy/files/fomcprojtabl20200916.pdf
https://en.wikipedia.org/wiki/Zero_interest-rate_policy#:~:text=Zero%20interest%2Drate%20policy%20(ZIRP,2015%20in%20the%20United%20States.
https://static.fmgsuite.com/media/documents/4c17c3b6-d67e-4402-b1e7-72e009998ec4.pdf
https://www.marketwatch.com/story/how-wall-street-reacts-to-election-recounts-2016-11-28
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Disclosure: The information in this publication and references to specific securities, asset classes and financial markets are provided for illustrative purposes and 
do not constitute an offer to sell, or solicitation of an offer to purchase, any securities, nor does they constitute an endorsement with respect to any investment 
area or vehicle. This material serves to provide general information to clients and is not meant to be legal or tax advice for any particular investor, which can only 
be provided by qualified tax and legal counsel. Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not 
guaranteed. Investment products (other than deposit products) referenced in this material are not insured by the FDIC (or any other state or federal agency), 
are not deposits of or guaranteed by Northeast Private Client Group, and are subject to investment risk, including the loss of principal amount invested. Portfolios 
are subject to investment risks, including possible loss of the principal amount invested. In addition, foreign investments may be less liquid, more volatile and less 
subject to governmental supervision than in the United States. The values of foreign securities can be affected by changes in currency rates, application of foreign 
tax laws, changes in governmental administration and economic and monetary policy. Investors should consider the investment objectives, risks, charges, and 
expenses of ETFs carefully before investing. This and other information are contained in the fund’s prospectus, which may be obtained from your investment 
professional. Please read it before you invest. Investments in ETFs are subject to risk, including possible loss of the principal amount invested. This information 
is being provided to current Northeast Private Client Group clients and should not be further distributed without Northeast Private Client Group’s approval. 
S&P 500 Index is a market index generally considered representative of the stock market as a whole. The index focuses on the large-cap segment of the U.S. 
equities market. Dow Jones Industrial Average is a widely used indicator of the overall condition of the stock market, a price-weighted average of 30 actively 
traded blue chip stocks, primarily industrials, but also includes financial, leisure and other service-oriented firms. Russell 2000 Index measures the performance 
of the smallest 2,000 companies in the Russell 3000 Index of the 3,000 largest U.S. companies in terms of market capitalization. NASDAQ Composite Index is a 
market value-weighted index that measures all NASDAQ domestic and non-U.S. based common stocks listed on the NASDAQ stock market. Each company's 
security affects the index in proportion to its market value This commentary contains forward-looking statements and projections. Actual results may differ from 
current expectations based on a number of factors including but not limited to changing market conditions, leverage and underlying asset performance. 
Northeast Private Client Group makes no representation or warranty, express or implied that this information shall be relied upon as a promise or representation 
regarding past or future performance. This material contains the current opinions of the author but not necessarily those of Guardian or its subsidiaries and such 
opinions are subject to change without notice. Past performance is not a guarantee of future results. Indices are unmanaged, and one cannot invest directly in an 
index. Data and rates used were indicative of market conditions as of the date shown. Opinions, estimates, forecasts, and statements of financial market trends 
are based on current market conditions and are subject to change without notice. Securities products and advisory services offered through Park Avenue 
Securities LLC (PAS), member FINRA, SIPC. OSJ: 200 Broadhollow Road Suite 405, Melville, NY 11747, 631-589-5400. PAS is a wholly-owned subsidiary of The 
Guardian Life Insurance Company of America® (Guardian), New York, NY. Northeast Private Client Group is not an affiliate or subsidiary of PAS or Guardian. 
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