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For much of the past decade, one of the defining characteristics of markets has been the Federal Reserve’s 
increasing transparency. Detailed forward guidance, quarterly dot plots, and regular communication helped 
reduce uncertainty around monetary policy. Investors didn’t always agree with the Fed’s decisions, but they 
generally had a good sense of where policy was heading.

Chair Kevin Warsh’s first months in office suggest that this may be changing.

The June FOMC meeting delivered a hawkish surprise, but the more interesting development wasn’t the 
possibility of another rate hike. It was the way the Fed communicated. The statement was noticeably shorter, 
previous forward guidance was removed, and Warsh announced a broad review of the Fed’s communications 
framework. Several market participants now believe this could ultimately lead to less reliance on dot plots 
and other forms of explicit forward guidance. 

What this tells us is that the bigger story may not be the level of interest rates. It may be the return of policy 
uncertainty.

That distinction matters because markets don’t simply react to where rates end up. They react to how 
confidently they can anticipate the journey. If the Federal Reserve deliberately provides less guidance and 
allows incoming data to play a greater role in shaping policy expectations, investors will need to price a wider 
range of potential outcomes. Even if the ultimate path for interest rates changes very little, the path to get 
there may become considerably more volatile.

For government bonds, the implications are relatively straightforward. Greater policy uncertainty should 
translate into greater volatility at the front end of the yield curve, where expectations around Fed policy 
have the greatest influence. If investors also conclude that the Fed has become less tolerant of above-target 
inflation, short-term yields could remain higher for longer than markets have become accustomed to.

Executive Summary
•	 The Federal Reserve’s evolving communication approach may mark the return of policy 

uncertainty. Reduced forward guidance and a greater reliance on incoming economic data 
could lead to increased volatility, even if the overall path of interest rates changes little.

•	 In a less predictable policy environment, resilience becomes a defining characteristic 
of successful credit portfolios. Companies with durable cash flows, conservative balance 
sheets, and manageable refinancing needs are likely to be better positioned as markets 
increasingly differentiate between strong and weak issuers.

•	 Periods of heightened uncertainty reinforce the value of active credit management. 
Greater credit dispersion can create attractive opportunities for disciplined security 
selection, allowing active managers to capitalize on mispriced risk while maintaining 
portfolio flexibility and resilience.
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For credit markets, however, we think the implications are more interesting.  Specifically, if policy becomes 
less predictable, what characteristics become more valuable in a credit portfolio?

The answer is not simply “higher quality.” Rather, it is resilience.

Credit spreads compensate investors for more than default risk. They also compensate investors for 
uncertainty. If uncertainty around monetary policy increases, we would expect greater differentiation 
between companies with durable cash flows, conservative balance sheets, and manageable refinancing 
needs, and those whose business models depend on consistently favorable financing conditions. Macro 
uncertainty has a way of exposing differences in credit quality that can remain hidden during more stable 
periods.

This is where we believe active management becomes increasingly valuable.

Passive credit exposure assumes the market is broadly pricing risk correctly. Active management starts from 
a different premise: periods of uncertainty often create mispricing. As volatility increases, credit dispersion 
tends to widen, creating opportunities to selectively add risk where spreads more than compensate for the 
underlying fundamentals, while avoiding issuers whose risks are not yet fully reflected in valuations.
Rather than attempting to predict each Fed meeting, we are focused on several broader signals. Will the 
Fed continue to reduce forward guidance? Does the market begin demanding a higher premium for policy 
uncertainty? Are refinancing conditions becoming more challenging for weaker borrowers? Most importantly, 
are we beginning to see greater dispersion between fundamentally strong and weak issuers?

Those are the developments that we believe will matter most for active credit investors over the coming 
quarters.

Our portfolio construction reflects that thinking. We continue to believe today’s all-in yields offer an attractive 
starting point for long-term investors, but we are increasingly focused on preserving flexibility, maintaining 
liquidity, and owning businesses that can generate resilient cash flows across a range of economic 
environments. If periods of policy uncertainty create temporary dislocations, we want portfolios that have the 
flexibility to take advantage of them rather than simply absorb them.

For much of the last decade, the market’s central question was, “When will the Fed cut?” Looking ahead, we 
think the more important question may be different: “How much uncertainty is the Fed willing to tolerate?” 
That distinction matters because it changes what investors are rewarded for. In our view, it shifts the 
advantage toward disciplined credit selection, resilient portfolio construction, and active management - 
precisely the environment in which we believe experienced active credit managers can add the most value.
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Important Information

The information herein is presented by RP Investment Advisors LP (“RPIA”) and is for informational purposes only. It 
does not provide financial, legal, accounting, tax, investment, or other advice and should not be acted or relied upon in 
that regard without seeking the appropriate professional advice. 

The information is drawn from sources believed to be reliable, but the accuracy or completeness of the information is 
not guaranteed, nor in providing it does RPIA assume any responsibility or liability whatsoever. The information provided 
may be subject to change and RPIA does not undertake any obligation to communicate revisions or updates to the 
information presented. Unless otherwise stated, the source for all information is RPIA.

The information presented does not form the basis of any offer or solicitation for the purchase or sale of securities. 
Products and services of RPIA are only available in jurisdictions where they may be lawfully offered and to investors 
who qualify under applicable regulation. The RPIA managed investment strategies discussed herein may be available 
to qualified Canadian investors through private and/or publicly offered investment funds. Eligibility and suitability of 
investing in these funds must be determined by registered dealing representatives of RPIA or third-party dealers.

“Forward-Looking” statements are based on assumptions made by RPIA regarding its opinion and investment strategies 
in certain market conditions and are subject to a number of mitigating factors. Economic and market conditions may 
change, which may materially impact actual future events and as a result RPIA’s views, the success of RPIA’s intended 
strategies as well as its actual course of conduct.


