
 

 

 

 

A Quick Take on Yellen’s Swan Song 
Post-Fed Reaction                                                                                                                        Dec. 13, 2017 

In Federal Reserve Chair Janet Yellen’s last press conference, she discussed the Fed’s decision to raise its 

benchmark interest rate by 0.25%. Our fixed-income experts share their views on the move as well as recent 

economic expansion, monetary policy, inflation and their implications for bond investors. 
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On Wednesday, the Fed raised the target range on short-term interest rates to 1.25% to 1.5%, marking its third 

rate hike in the past year. Seven FOMC members voted in favor of the move while two FOMC members—Neel 

Kashkari and Charles Evans— voted against the action, due to ongoing concerns about below-target inflation. 

 

While the rate hike wasn’t a surprise, it comes on the same day that inflation data disappointed with a 0.1% rise 

in the consumer price index. We believe that inflation will be the leading indicator to watch in 2018, serving as a 

guide to whether or not the Fed continues to raise rates. The market reaction was muted. 

 

Through its forecasts, the FOMC is signaling three 0.25% rate hikes in 2018. With the unemployment rate at 

4%—below what is considered full employment—and inflation under control, we wonder why the FOMC was so 

firm its desire to raise rates. Perhaps the Fed’s unofficial mandate of financial stability is in the back of central 

bankers’ minds. 

 

With the stock market reaching new all-time highs with each passing day and corporate credit spreads 

extremely tight, favorable financial conditions are likely playing a role. Further, fiscal stimulus in the form of tax 

reform—currently being debated in Congress—was also a consideration, Yellen said during her press 

conference. Some FOMC members have factored tax reform into their economic projections while other 

members have taken a “wait-and-see” approach, she noted.  

 

The Fed’s economic projections or “dots” were relatively unchanged with three interest-rate hikes expected in 

2018. Its forecast for core PCE, the Fed’s preferred measure of inflation, was unchanged at 1.9%. However, 

economic growth projections were raised to 2.5% from 2.1%. On the jobs front, the Fed forecast for the 

unemployment rate dropped to 3.9% from 4.1%.  

 

The bond market actually rallied on the day with the yield curve continuing to flatten. Specifically, AAA 

municipal bond yields were down. The stock market closed out the session at a record high.  

 

For more on what rising rates and a new Fed chairman mean for bond investors, read How to Play a Powell-Led 

Fed, an interview with Leo Dierckman and Michael Richman.  
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Tax-Exempt Municipal Bonds are issued by state and local governments as well as other governmental entities to fund 

projects such as building highways, hospitals, schools, and sewer systems. Interest on these bonds is generally exempt from 

federal taxation and may also be free of state and local taxes for investors residing in the state and/or locality where the 

bonds were issued. However, bonds may be subject to federal alternative minimum tax (AMT), and profits and losses on 

bonds may be subject to capital gains tax treatment. Municipal securities may lose their tax-exempt status if certain legal 

requirements are not met, or if tax laws change. 

 

The financial condition of the issuer may change over time and it is important to monitor the changes because they may 

affect the ability of the issuer to meet its financial obligations. The MSRB's EMMA website (www.emma.msrb.org) allows 

investors to sign up to receive alerts about the availability of important information that may affect their municipal bonds. 

The MSRB makes official statements and continuing disclosures submitted to it by issuers and others available to the public 

for free through its EMMA website. EMMA also provides municipal securities trade price information through its Real-time 

Transaction Reporting System ("RTRS") and free public access to certain municipal credit ratings. - See more at: 

http://www.finra.org/investors/alerts/municipal-bonds_important-considerations-individual-

investors#sthash.snkM0mxf.dpuf    

 

High-yield bonds, those rated below investment grade, are not suitable for all investors. The risk of default may increase 

due to changes in the issuer's credit quality. Price changes will occur as a result of changes in interest rates and available 

market liquidity of a bond. When appropriate, these bonds should only comprise a modest portion of a portfolio. 

 

Liquidity risk refers to the risk that investors won’t find an active market for a bond, potentially preventing them from 

buying or selling when they want and obtaining a certain price for the bond. Many investors buy bonds to hold them rather 

than to trade them, so the market for a particular bond, or a small position in a bond may not be especially liquid and 

quoted prices for the same bond may differ. 

 

Barclays US Corporate High Yield Index measures the US corporate market of non-investment grade, fixed-

rate corporate bonds. Securities are classified as high yield if the middle rating of Moody’s, Fitch, and S&P 

is Ba1/BB+/BB+ or below. 
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Investment Advisers (OIA) is a division of Oppenheimer Asset Management Inc. The opinions expressed are those of 

Oppenheimer Asset Management Inc. (“OAM”) and its affiliates and are subject to change without notice. No part of this 

presentation may be reproduced in any manner without the written permission of OAM or any of its affiliates. Any 

securities discussed should not be construed as a recommendation to buy or sell and there is no guarantee that these 
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Past performance does not guarantee future comparable results.  Special Risks of Fixed Income Securities -there is a risk 

that the price of these securities will go down as interest rates rise. Another risk of fixed income securities is credit risk, 

which is the risk that an issuer of a bond will not be able to make principal and interest payments on time. Neither OAM nor 

its affiliates offer tax advice. OAM is a wholly owned subsidiary of Oppenheimer Holdings Inc.  which also wholly owns 

Oppenheimer & Co. Inc. (“Oppenheimer”), a registered broker/dealer and investment adviser. Securities are offered 

through Oppenheimer and will not be insured by the FDIC or other similar deposit insurance, will not be deposits or other 

obligations of Oppenheimer or guaranteed by any bank or other financial institution, will not be endorsed or guaranteed by 

Oppenheimer and will be subject to investment risks, including the possible loss of principle invested. OIA121317CM1 

  


