
A Change of Mood

Financial Markets 
United States equity markets had a difficult week, driven by stronger-than-expected economic data.  Interestingly, 
under different circumstances, markets may have rallied.  However, in the current state of the world, financial markets 
are dominated by inflation concerns and Federal Reserve decisions.  Market participants analyze every new piece of 
information through the lens of how it will impact the Fed’s monetary policy decisions.  The major market indexes 
declined on the news of a strengthening economy.

This strengthening of the U.S. economy comes as investors and analysts try to analyze President-Elect Trump’s 
economic plans, which many see as inflationary.

Economics
Since the beginning of the year, markets have reacted somewhat counterintuitively to economic indicators.  To some 
degree, economic strength is bad, and weakness is good.  Portfolio managers and analysts are concentrating on 
monetary policy and the Federal Reserve’s Open Market Committee more than the real economy.  Of course, that’s a 
bit of an exaggeration, but not much.

On Friday, the employment report was released, and it was remarkably robust.  Immediately, investors slashed their 
2025 rate cut expectations down from two to just one.  Perhaps some market reaction stems from concerns that the 
president-elect’s economic plans may add to inflationary pressures.  An immediate reversal in the Fed’s easing 
trajectory is certainly not a guarantee and, perhaps, not even likely.  Economic statistics, government-sourced or not, 
are not hard truths.  It is common for the data to be revised after the fact, and it can often change velocity and even 
direction unpredictably.  

Moving quickly from monetary policy to national income accounting.  The growing budget deficit is undoubtedly a 
looming problem.  It might not be quite the immediate problem that some believe, but work must be done soon.  
However, it seems unlikely that a combination of tariffs, tax cuts, and stricter limits on immigration will painlessly solve 
the problem.  The most reasonable path will require a long-term solution.  Under any circumstances, the United States 
remains the standout economy of the developed world.
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Yield Curve Update

Yields have been on the rise to start the new year, driven, in large part, by reduced expectations for Fed rate cuts and 
concerns over the inflationary effects of potential Trump policies.  As it relates to the former, stickier inflation, firmer 
growth, and a resurgence in labor market strength have resulted in Fed officials dialing back their expectations for rate 
cuts in the future.  Since the start of the year, 2-year and 10-year yields have increased by 14 and 20 basis points, 
respectively, while the 2-year/10-year spread has steepened by 5 basis points to 0.38%.   Relative to one year ago, 
the 2-year yield is about flat, while the 10-year yield is higher by 73 basis points, steepening the 2/10 spread from -
0.33% to +0.38%.

Last Monday morning, yields briefly declined when the Washington Post reported that Trump's tariff plan could be 
dialed back by covering only critical imports.  Trump quickly refuted the report, sending yields even higher than they 
were to begin the day.  While tariffs alone won't single-handedly reignite inflation, all of Trump's signature campaign 
promises—sweeping tariffs, mass deportations, and tax cuts—are inflationary rather than deflationary.  Notably, Fed 
officials are factoring in the potential impacts of Trump's policies in their monetary policy decisions, with the minutes of 
the Federal Reserve's December FOMC meeting confirming as much.  

Somewhat counterintuitively, the 10-year yield bottomed before the Fed's first rate cut in September and has risen by 
more than 100 basis points (1.0%) since.  This has played out despite the Fed enacting three rate cuts totaling 100 
basis points in rate reductions.  While the election outcome, deficit concerns, and Treasury supply dynamics have 
certainly pressured rates higher, surprising strength in the U.S. economy and implications for Federal Reserve policy 
have also been dominant factors.  In this past week alone, job openings increased, the ISM Manufacturing and 
Services PMIs came in ahead of consensus, unemployment claims fell to near 1-year lows, the unemployment rate
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unexpectedly declined, and employers added 100,000 more jobs last month than expected.  Last week's economic 
reports were broadly consistent with the trend since the Fed's first rate cut in September.  Ultimately, these economic 
surprises have fueled expectations for stickier inflation, firmer growth, and a stronger labor market. Considering the 
incoming data, Fed Chairman Powell has indicated that future rate cuts may not be as significant as investors had 
hoped.  Recent comments from Fed officials have confirmed this less dovish policy stance, highlighting additional 
upside risks to inflation as reasons to proceed with a more cautious and gradual approach to rate cuts this year.

While a stronger labor market is favorable in that it will continue to support wage gains, consumption, and economic 
growth, the worry is that these factors could lead to another wave of inflation and a hawkish policy response from the 
Federal Reserve.  Fed Funds futures have adjusted accordingly.  A few weeks ago, the market was expecting four 
rate cuts this year but fell to two cuts after the December Fed meeting, and expectations now sit closer to just 1 cut 
after this week's stronger economic reports.

Conclusion
If we were to pick a risk to the U.S. markets, it would be economic overheating—not the kind that would force the Fed 
to slam on the brakes but enough to back away from their easing stance.  The rest of the developed world is stuck in 
an economic and political quagmire.  Yes, we know about throwing stones, but the United States economy really is in 
quite decent shape, especially relative to the rest of the world.  Vigilance, as always, is in order.
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I. Front End Disclosure

The information provided here is for general informational purposes only and should not be considered an individualized recommendation or 
personalized investment advice. No part of this material may be reproduced in any form, or referred to in any other publication, without the express 
written permission of 1919 Investment Counsel, LLC (“1919”). This material contains statements of opinion and belief. Any views expressed herein are 
those of 1919 as of the date indicated, are based on information available to 1919 as of such date, and are subject to change, without notice, based on 
market and other conditions. There is no guarantee that the trends discussed herein will continue, or that forward-looking statements and forecasts will 
materialize.  

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no 
guarantee that these investment strategies will work under all market conditions or are appropriate for all clients and each client should consider their 
ability to invest for the long term, especially during periods of downturn in the market. No representation is being made that any account, product, or 
strategy will or is likely to achieve profits, losses, or results similar to those shown.

All investments carry a degree of risk and there is no guarantee that investment objectives will be achieved. 

This material has not been reviewed or endorsed by regulatory agencies. Third party information contained herein has been obtained from sources 
believed to be reliable, but not guaranteed. 

There is no guarantee that employees named herein will remain employed by 1919 for the duration of any investment advisory services arrangement.  

1919 Investment Counsel, LLC is a registered investment advisor with the U.S. Securities and Exchange Commission. 1919 Investment Counsel, LLC, a 
subsidiary of Stifel Financial Corp., is a trademark in the United States. 1919 Investment Counsel, LLC, One South Street, Suite 2500, Baltimore, MD 
21202. ©2025, 1919 Investment Counsel, LLC. MM-00001541

II. Investment Analysis

The information shown herein is for illustrative purposes. 1919 may consider additional factors not listed here or consider some, but not all, of the 
factors listed here as appropriate for the strategy’s objectives. 

There is no guarantee that desired objectives will be achieved. 1919 has a reasonable belief that any third party information used for investment 
analyses purposes is reliable but does not represent to the complete accuracy of such information by any third party.  

III. Portfolio Composition

For illustrative purposes. There is no guarantee that the portfolio composition for the strategy discussed herein will be comparable to the portfolio 
shown here. 
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