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Federal Reserve Will Likely Pause For Now, But Another 

Interest Rate Hike Is Lurking Before Fall Elections  
  

 

Almost no one believes the Federal Reserve (Fed) will raise short-term interest rates another quarter-

point at its April policy meeting this week given the rough impact of last year’s first hike on U.S. and 

global markets late in 2015.  

 

And the forward-looking markets will also be discounting a rate hike in June with the Fed funds 

futures market implying only a 20% probability of a rate bump by midyear.  However, we believe there 

remains a reasonable chance that Chairperson Janet Yellen’s committee might try again if current 

conditions persist, namely the recent marked easing in global financial conditions, the firming up of 

energy and commodity prices, a stock market that could be pushing towards a new all-time high and, 

most importantly, our continued labor expansion with some signs of modest wage growth.  

 

Taking policy action during the summer would also allow the markets to absorb any possible blowback 

that could occur well before the November elections.  Many connected the first interest rate hike to the 

stock market’s worst-ever start early in this new year.  However, the markets both here and overseas 

have rallied strongly in March and April.  

 

So this week might be the pause that refreshes, but don’t automatically think we are done with rate 

increases for the year.  Concerns about the global economy and uneven GDP growth in the United 

States continue with the balance of risks still tilted a bit to the negative.   The Fed’s charter is guided 

more by long-term financial stability that promotes full employment and low inflation.   
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As such, we believe conditions should warrant at least one rate hike before the elections, perhaps as 

early as midyear if financial conditions continue to progress as they have recently.  

 

Takeaways:  

 

 We certainly will not get the four quarter-point rate hikes implied by the Federal Open 

Market Committee projections last December, but the Fed won’t be reticent to hike if 

financial conditions are right.  

 The markets are implying the next rate hike is closer to the end of this year, but we believe 

that is an underestimation of the likely rate hike path. 

 Keep an eye on both domestic job growth and wage improvements as well as overseas 

markets, whose continued improvement will be an indicator for a nearer-term rate.  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 
Past performance is no guarantee of future results, and the opinions and other information in the investment commentary are as of April 26, 2016. This summary 
is intended to provide general information only and is reflective of the opinions of The Commerce Trust Company Investment Policy Committee.   
 
This material is not a recommendation of any particular security, is not based on any particular financial situation or needs, and is not intended to replace the 
advice of a qualified attorney, tax advisor or investment professional. Diversification does not guarantee a profit or protect against all risk. 
 
The information in this commentary should not be construed as an individualized recommendation of any kind.  Strategies discussed here in a general manner 
may not be appropriate for everyone.   
 
Commerce Trust does not provide tax advice or legal advice to customers. Consult a tax specialist regarding tax implications related to any product and specific 
financial situations. 
 
Data contained herein from third-party providers is obtained from what are considered reliable sources. However, its accuracy, completeness or reliability cannot 
be guaranteed.  All expressions of opinion are subject to change without notice depending upon worldwide market, economic or political conditions. 
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