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By David Ader, Chief Macro Strategist for Informa Financial Intelligence 

I’ll start here with an about face.  It was just a few days ago – though those intervening few days which saw both brisk data 

and rather alerting Fedspeak that has changed the market’s opinion and therefore my own on the likelihood of a Fed hike in 

March.  To wit, we find April Fed Fund futures at 84 bp vs. 63.5 bp in early February, which pushes the odds of a March hike 

to over 80%.   

 

There are other ‘thoughts’ I have about the Fed hiking sooner rather than later.  First, they might want to get ahead of what 

could be an ugly debt ceiling fight oddly, perhaps, within the GOP itself.  The deadline is March 31, although they’ll have a 

lot of time before a crisis ensues.  Second, if we believe Trump, Yellen is a lame duck so gone, perhaps, is her erring on the 

side of monetary patience and in its place is an urgency to get ahead of the fiscal side of the equation.  Let’s be honest with 

each other, the general proposals unveiled are hardly gradualism.  In a sense it’s a warning … you spend more, you tax less, 

you gonna pay.  This may be too conspiratorial, but if the raw economics justify a hike then the fiscal threats rather encourage 

that. 

 

And if we get that hike we’re going to have to hear more about use of the balance sheet, especially to offset the fiscal policy 

potential.  That means less Fed buying (I don’t expect actual selling) and from the fiscal side more long bond issuance as 

Treasury Secretary Mnuchin has alluded to.  I can’t recall a Fed hiking cycle that came with a bear steepening of the yield 

curve, but can certainly envision such.  (P.S. we’ve not had a bear steepening hiking cycle.)  My technicals project 10s to 

2.75% but I think a rise of that to, say, 3% would stall stocks, rally the dollar and finally give the VIX a jab.  My bearishness 

doesn’t yet go beyond that sort of level. 

 

(It works this way: Fed Fund futures measure the average rate for the month.  If the average currently is 62.5 bp and the 

meeting is, like March’s, mid-month then the 75.25bp ‘average’ seen for March implies a rate in the second half of the month 

closer to 87.5 bp – (62.5+87.5)/2 – or largely discounting a rate hike to that new 75-100 bp range.) 

 

How the market got there is pretty straightforward.  Much of the emotion has been robust such as the gains to such items as 

the regional manufacturing reports, the upward revision to U Michigan’s consumer sentiment survey, Chicago PMI and the 

Conference Board survey on Consumer Sentiment.  The latter reached its highest level since, gulp, 2001.  Have things really 

improved that much? 

 
It’s a good narrative; better sentiment, enhanced animal spirits, people feeling good so maybe they spend more, save less, 

return to labor force (i.e. increased Labor Participation) and all is well with the world.  However, as David Rosenberg of 

Gluskin Sheff advises, sentiment does not contribute to GDP.  Indeed, some aspects to recent data such as ISM’s gain in New 

Orders are at odds with more empirical measures of such things like January’s drop in core Durable Goods measures.  Still, 

the stock market is rising and that’s contributed to the rise in confidence though equity valuations, too, don’t contribute to 

GDP directly.  
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We got a revised vision of Q4 GDP with the headline gain of 1.9% aggressively unchanged from the earlier release.  Still, I 

managed to extract something negative from that release.  Here I refer to my ongoing concern with the state of business 

investment which should lead to productivity gains and in turn better profits and wages.  I’m dubious that over these last several 

years (we’re reaching back more than a decade) businesses have been waiting for the still vague tax policies of the likes of a 

Trump Administration before deciding to invest. 

 

Anyway, the point is that in the revision, investment was revised even lower.  The first chart below shows the initial figures with 

Non-Residential Fixed Private Investment contributing 0.3% but that being trimmed to 0.17%.  The reduction in other investment 

categories is evident as well with overall Gross Private Investment trimming to 1.67% of GDP to 1.45%.  This is a very slow 

pace indeed meaning softness here was offset by Personal Consumption.  I ponder how that will be sustained in a bit. 
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 With latest revisions, 

 
Did you by chance see the Atlanta Fed’s macroblog on February 28 entitled “Can Tight Labor Markets Inhibit Investment 

Growth?”  Of course not, but I did (http://macroblog.typepad.com).  This blog starts with, “One of the most vexing developments 

of the current expansion has been the long and persistent reduction in the pace of business fixed investment” and offers a version 

of the chart below (mine’s better).  The blog reiterates that the slow investment has been a major factor in low productivity 

growth to say nothing of a broader impact on GDP BUT that employment growth has diverged, i.e. been decent. 

 

In theory, strong employment growth should bode well for investment as has been the case in the past.  They point to ‘high-

pressure’ labor markets (when the unemployment rate is under the so-called natural rate, i.e. NAIRU) in the past as having such 

a correlation.  However, there are cautions that this economy is on the cusp of an investment boom. 

 

 

The authors of this blog cite the recent Fed’s Small Business Credit Survey of 16,000 businesses, a majority of which are 

employers.  One question was about the factors that constrained investment over the prior years.  Getting more or less equal 

weightings were 1) lack of financing, 2) uncertain sales outlook, 3) preference not to take on debt and winning by a minuscule 

margin, 4) unable to find or retain qualified staff.  The latter was particularly true of those employing macro-interest rate 

strategists. 
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Well, maybe not.  What was especially interesting was the part of the survey looking at more established establishments which 

definitively put hiring and holding staff as the main restraint on investment.   

 

 

This is where it becomes dicey.  The authors were ‘modest’ in efforts to interpret that as they have no historic comparisons – 

they only asked the question once – and they were not sure if it was merely a problem as opposed to a restraint on investment.  

This is where I come in. 

 

If this were truly an issue why aren’t there more signals of wage gains due to labor shortages?  There’s been scant evidence of 

that heretofore.  Further, businesses could retain and hire if they were to invest in training.  It’s an interesting piece of a complex 

puzzle, but only a piece. 
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That sort of kind of segues into a bit of income data.  We just got a look at PCE data for January (notably a bit disappointing) 

which showed the deleterious impact of higher inflation.  This report showed a bigger-than-expected real decline in Personal 

Spending, down 0.3% for the month, even as the YoY deflator came in a bit less than expected.   Another way of looking at this 

is via REAL Disposable Income which fell 0.2% for the month (rounded) and grew 2% YoY which is the slowest pace since 

early 2014.  The point is, we don’t really see wage pressures here and underscore the tax that higher inflation can provide on 

consumption. 

 

 

David Ader is Chief Macro Strategist for Informa Financial Intelligence. For further information on our 

products and services, please see: https://financialintelligence.informa.com/  

 
Bringing 30 years of investment strategy experience to his role at Informa Financial Intelligence, David Ader has 
held senior positions at major investment banks and financial information firms as well as serving on investment 
policy committees and management teams. Most recently Partner, Head of Government Bond Strategy for CRT 
Capital, he headed the team voted #1 in U.S. Rates Strategy for the last 11 years and #1 in Technical Analysis for 
the last five years in Institutional Investor’s annual survey. 

https://financialintelligence.informa.com/


 

 

 

 
 
 

 London New York Tokyo Hong Kong Singapore Shanghai 

 +44 20 7017 5402 +1 212 907 5802 +81 3 5210 2468 +852 2234 2000 +65 6411 7788 +8621 6133 0177 

FED UPS THE ANTE: HAVE THINGS REALLY IMPROVED THIS MUCH? 

 Informa Financial Intelligence obtains information for its analysis from sources it considers reliable, but does not guarantee the accuracy or 
completeness of its analysis or any information contained therein.  Informa Financial Intelligence and its affiliates make no representation or warranty, 
either express or implied, with respect to the information or analysis supplied herein, including without limitation the implied warranties of fitness for 
a particular purpose and merchantability, and each specifically disclaims any such warranty.  In no event shall Informa Financial Intelligence or its 
affiliates be liable to clients for any decision made or action taken by the client in reliance upon the information or analyses contained herein, for delays 
or interruptions in delivery for any reason, or loss of business revenues, lost profits or any indirect, consequential, special or incidental damages, 
whether in contract, tort or otherwise, even if advised of the possibility of such damages.  This material is intended solely for the private use of Informa 
Financial Intelligence clients, and any unauthorized use, duplication or disclosure is prohibited.  This material is not a comprehensive evaluation of the 
industry, the companies or the securities mentioned, and does not constitute an offer or a solicitation of an offer or a recommendation to buy or sell 
securities.  All expressions of opinion are subject to change without notice. 


