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What is the Fed Waiting For?

In a surprising shift that underscores diverging global monetary paths, Switzerland has
become the first major economy to return to a zero-interest rate policy (ZIRP). While the Swiss
National Bank (SNB) eases, the U.S. Federal Reserve remains firmly on hold — despite signs
that inflation and economic growth are cooling. What does this mean for markets, and when
might the Fed follow suit?

Switzerland Moves First

The Swiss economy is experiencing low inflation (1%) and sluggish growth (also around
1%). In response, the SNB cut its lending rate to 0% — and imposed a 0.25% penalty on com-
mercial banks holding excess reserves. This effectively creates negative rates for banks, push-
ing them to lend or invest instead of parking cash with the central bank. Switzerland’s early
move back to ZIRP reflects its traditionally conservative monetary stance and a recognition
that inflation is no longer the threat it was in 2022—-2023. It also signals a broader shift: major
central banks are gradually moving from inflation-fighting to growth-supporting mode.

The European Central Bank (ECB) has followed suit, cutting its policy rate to 2% after a to-
tal of eight rate reductions totaling 250 basis points. Eurozone inflation recently dipped below
the ECB’s 2% target, while GDP growth remains stuck near 1%. The response from investors
has been enthusiastic: European stocks, which entered 2025 at cheap valuations, have ral-
lied strongly. Capital flows, increased defense spending, and falling interest rates have helped
power the rebound.

The message from Europe is clear: inflation is under control, and now it’s time to support
the economy. Central banks there are acting decisively — and markets are rewarding them for
it.
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In contrast, the U.S. Federal Reserve is staying cautious. Despite inflation easing to around
2% and GDP growth slowing, the Fed has held rates steady between 4.25% and 4.50%. Fed
Chair Jerome Powell has taken a “wait-and-see” approach, signaling concern over two key
unknowns:

1. The potential inflationary impact of proposed tariffs from former President Trump
(which haven’t yet gone into effect), and

2. The strength of the job market, which remains surprisingly resilient.

Because these risks won’t play out for several months, the Fed isn’t ready to cut — yet. But
pressure is building.

When Will the Fed Cut Rates?

The market view is that the Fed will cut rates twice in 2025, likely starting in September or
later. Why? Several factors are aligning:

+ Core inflation is falling, and expectations are easing — both of which support a more
dovish stance.

- Wage growth has cooled, even as employment remains strong, reducing the risk of a
wage-price spiral.

- Other central banks are cutting, and the Fed won’t want to remain the global outlier
for long.

- Political pressure is rising, as Washington seeks relief from high interest payments on
government debt.

There’s also a growing consensus among some Fed officials that inflation is on a sustain-
able path back to 2%. Vice Chair for Supervision Michelle Bowman recently supported a rate
cut as soon as July, stating that trade policy is unlikely to reignite inflation. That’s a dovish
signal from someone who is typically more cautious.

Bottom Line for Investors

Markets are already reacting. U.S. Treasury yields recently fell by more than 10 basis points
as oil prices declined and expectations for Fed cuts grew. Lower rates tend to lift bond prices
and support equities, especially in rate-sensitive sectors like housing, technology, and finan-
cials.

While Powell remains cautious for now, we believe the Fed will ultimately join the global
easing cycle. For long-term investors, this opens up opportunities across bonds, global equi-
ties, and yield-sensitive assets.
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Why Lower Volatility Often Leads to Better Long-Term Returns

When it comes to investing, most people assume that higher risk leads to higher rewards.
After all, isn’t that what we’ve always been told? Take on more risk and you’ll get a better re-
turn—eventually. But what if that common belief is only partly true? The idea that you need
to swing for the fences to build wealth is a myth. In reality, slow and steady often wins the
investment race. Research shows that lower-volatility investments don’t just protect your
capital—they often outperform over time.

Research across decades, markets, and asset classes tells a very different story: invest-
ments with lower volatility often produce better long-term returns than their more volatile
counterparts. That means slower, steadier strategies can actually help you build more wealth
over time—with less drama along the way.

Volatility refers to how much an investment’s price swings up and down. High-volatility
assets may post big gains in some months—but can also suffer sharp losses in others. The
problem is that large losses are mathematically harder to recover from. For example:

A 50% loss requires a 100% gain just to get back to even.
A 10% loss only needs an 11.1% gain to recover.

So, while a high-volatility stock might average impressive returns on paper, real-world
investors rarely experience those full gains because of how compounding works. Volatility
eats into your long-term returns, especially when combined with emotional decision-making
(like panic selling).

What the Research Says

Numerous studies have examined the connection between volatility and returns. What
they consistently find is surprising:

From 1926 to 2014, the 100 least volatile U.S. stocks delivered an average return of 10.2%
per year, while the 100 most volatile stocks returned only 6.4%.

A global study across 90 years of data showed that low-volatility stocks outperformed
high-volatility ones in nearly every major market, including Europe, Japan, and
emerging markets.

Even more compelling: when adjusted for risk using Sharpe ratios, low-volatility port-
folios produced consistently higher scores. That means they weren’t just safer—they were
also more efficient at generating returns relative to the risk taken. This phenomenon is often
called the low-volatility anomaly, because it contradicts traditional financial theory (like the
Capital Asset Pricing Model), which says higher risk should be rewarded with higher returns.
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Why Low-Volatility Wins

So how can “boring” investments outperform the flashy ones? Here are a few reasons:

1. Compounding Favors Stability: When you avoid big drawdowns, your gains don’t get
wiped out as often—allowing compounding to work in your favor.

2. Investor Behavior Hurts Returns: High-volatility stocks tend to attract speculative
money. Many investors chase these “lottery ticket” stocks and often bail when volatil-
ity hits—buying high and selling low.

3. More Consistent Returns: Low-volatility strategies tend to produce steadier results,
which can lead to better long-term outcomes—especially when reinvesting dividends
or making regular contributions.

4. Better Diversification: Lower-volatility assets tend to be less correlated with specula-
tive market surges, providing more balance and helping reduce overall portfolio risk.

One increasingly popular way to reduce volatility without sacrificing return potential is by
incorporating alternative assets into a portfolio. These include investments like private cred-
it, real estate, hedge funds, infrastructure, and private equity.

Here’s why they help:

- LowCorrelation to Public Markets: Many alternative assets don’t move in lockstep with
stocks or bonds. For example, a private real estate investment may continue to gener-
ate income even if public equities decline. This low correlation helps smooth overall
portfolio returns.

- Stable Income Streams: Alternatives like private credit or real assets often generate
consistent cash flows, which can act as a cushion during periods of equity market vol-
atility.

- Longer Holding Periods Reduce Whiplash: Because many alternative investments are
less frequently traded, they don’t exhibit the same day-to-day price swings as public
stocks. This can help reduce overall portfolio volatility and emotional investing behav-
ior.

- Exposure to Unique Growth Opportunities: Private equity, venture capital, and infra-
structure investments can offer access to sectors and trends that aren’t available in
public markets—and with less short-term price pressure.

While alternative assets may come with their own risks—such as illiquidity —they can play
a powerful role in building more resilient, lower-volatility portfolios over time. By focusing
on consistency, reducing drawdowns, and exploring low-correlation alternatives, investors
can build a portfolio that compounds more reliably over time. »2&

HENRY PIZZUTELLO INSIGHT »= 4



