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Monetary policy backdrop mostly in sync, positive for capital markets and risk assets.  

▪ Federal Reserve cut for the second time this year and gave itself maximum optionality to determine the 

future direction of rates. 

▪ Rates are well positioned given the economic environment.  Monetary policy now provides 

reasonable support for the economy and markets countering heightened trade policy uncertainty. 

▪ Markets are predicting only a 50/50 to 70/30 probability of further cuts by January 2021. (See Chart 

on Page 2)   

▪ Policy action indicates that the ‘Neutral Rate’ is below the inflation rate.

▪ With both Core PCE Inflation and 10 Year Breakeven Inflation rate near 1.65%, real returns from cash 

are effectively 0%. The Fed could not sustain its Funds rate above the rate of inflation.  Continuing 

negative news for savers and risk averse and low risk investors. (See Chart on Page 3)

▪ Credit spreads, as measured by both investment grade and high yield bonds remain near or below their 

cycle averages.

▪ Corporate borrowing costs have fallen in tandem with falling Treasury yields as corporate spreads 

have not widened. (See Chart on Page 4)

▪ Lending standards remain stable and have not tightened. 

▪ Both spreads and lending standards are key indicator to monitor in conjunction with the flat yield 

curve. 
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The Fed lowers rates, spreads remain narrow and credit is stable
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Fed cuts rate, leaves all future policy paths open 
• Fed policy continues to 

be hampered by 
negative European and 
Japanese rates. 

• Fed has implemented 

full reversal from Dec. 
2018 meeting.  

• During press 
conference, Chair 

Powell (1) indicated  
balance sheet 
expansion is back on 

the table (2) was non-
committal towards 

future direction of rates 
(3) retained full 
optionality to respond 

to incoming data. 

• Net positive for capital 
markets. Real rate is 

near 0% and provides 
cushion and flexibility 

going forward

Source: Federal Reserve for rates.

CME Group for rate hike and rate cut forecast per CME FedWatch Tool as at  September 19, 2019 
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Fed Funds rate 1.75%- 2.0%, unable to exceed inflation target

• 10 Year Break Even 

Inflation Rate near 
1.65% while Core PCE 
is near 1.6%.  Fed 

forecast and target for 
Core PCE is 2.0%. 

• Real returns from 
Cash remain near or 

below 0%. 

• Fed could not maintain 
a rate over 2% for 
longer than 3 quarters.

• Historically, real 

returns from cash have 
averaged 50bps to 
100bps.  Neutral rate 

should be ~ 2.75%.

• Income focused 
investors must  
continue to accept 

higher levels of risk in 
order to generate 

positive real returns.

Source: Federal Reserve Economic Data, St. Louis Fed and Bureau of Economic 

Analysis, September 19, 2019

10 Year Break Even Inflation Rate

Core PCE Inflation Rate, yoy %
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Corporate Spreads remain stable as 10 Year Treasuries yield fall

Source: Moody’s Seasoned Aaa Corp Bond Yield (AAA10Y) relative to Yield on 10 Year Constant 

Maturity, Moody’s Baa Corp Bond Yield (BAA10Y) relative to 10 Year Constant Maturity, High Yield 

Option Adjusted Spread (BAMLH0A0YM2). Federal Reserve Bank of St. Louis, September 19, 2019

Spreads on investment grade corporate bonds, as measured by Moody’s AAA and Moody’s Baa are generally in line with or 

just below their averages for the cycle. With the US 10 Year near cycle lows, stable corporate spreads indicate that credit i s 

readily available.  Spreads are further supported by C&I bank loan growth which is near its cycle average and lending 

standards which have not tightened. 

Market size:  Baa accounts for near 
50% of IG market per MS and Citi

High Yield Spread

Moody's Baa Spread

Moody's AAA Spread
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How Boutique CIO Works with Advisors
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❑ 1. Boutique CIO provides comprehensive OCIO & Investment Solutions to Advisors, Family Offices, 

B/Ds and their Clients.

❑ 2. Boutique CIO provide Research and Asset Management across five key verticals.

▪ Investment Strategy:

Investment Strategy provides a consistent and timely Market Outlook and Overview integrated within an 
investment decision making framework and actionable asset allocation ideas. 

▪ Manager Research and Due Diligence:

Manager Research and Due Diligence provides advisors with quality research on third party managers 
covering traditional equity and fixed income categories, ETFs and alternative strategies focusing on long/short 
equity, relative value, macro, venture capital, real estate, private equity and other niche strategies. 

▪ Model Portfolios:

Model Portfolios provide advisors with multi-asset allocation strategies incorporating securities, mutual funds 
and ETFs. Certain strategies are available for white labelling.

▪ Proprietary Asset Management:

Proprietary Asset Management provides Advisors with access to niche and sophisticated strategies covering 

Enhanced Income, Long Short Equity and Best Ideas. Certain strategies are available for white labelling. 

▪ Customized Endowment Strategies:

Customized Endowment Strategies provide an SMA solution for Ultra High Net Worth, Family Offices and other 
institutional investors. 
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Disclosures:

• This document is a general communication being provided for informational purposes only. It is 

educational in nature and not designed to be as advice or a recommendation for any specific 

investment product, strategy, plan feature or other use. 

• All examples used are generic, hypothetical and for illustration purposes only. This material does not 

contain sufficient information to support an investment decision and it should not be relied upon by 

you in evaluating the merits of investing in any securities or products. 

• All users should make an independent assessment of the legal, regulatory, tax, credit, and 

accounting implications and determine, together with their own professional advisers, if any 

investment mentioned herein is believed to be suitable to their personal goals. 

• Investors should ensure that they obtain all available relevant information before making any 

investment. Any forecasts, figures, opinions or investment techniques and strategies in this 

document are for information purposes only and are based on assumptions and current market 

conditions and are subject to and will change without prior notice. 

• No warranty of accuracy is given and no liability in respect of any error or omission is accepted 

relating to any information within this document. Investment involves risks, the value of investments 

and the income from them may fluctuate in accordance with market conditions.   With any 

investment, investors may not get back the full amount invested.  Past performance is not indicative 

of future results. Current yields are not indicative of future results. 

• Copyright 2019 AK Global Investment Management, LLC. All rights reserved. This document may 

not be printed or reproduced without the written consent of AK Global Investment Management, LLC. 


