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The Fed’s About-Face Complete Amid Dissent 
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As Federal Reserve officials have been signaling in recent weeks, the Fed cut its target Fed funds rate by 25 bps to a target range 

of 2.0%-2.25% at the policy meeting that ended on July 31, marking its first interest rate cut since 2008.  In keeping its easing 

message consistent, the Fed also announced that it is pulling the end-date of its balance sheet run-off forward by two months to August 

2019.  As expected, the Fed’s statement left the door open for further easing, noting that it will continue to monitor incoming 

data and act “as appropriate” to sustain the economic expansion. 

Fed officials have been somewhat divided over whether a rate cut is necessary at this point in the cycle, and, indeed, two FOMC voters 

(Esther George and Eric Rosengren) dissented, preferring instead to keep the Fed funds rate unchanged.  On the one hand, 

household spending has rebounded sharply from weakness earlier this year, and housing market activity has shown signs of stabilizing 

after declining through much of last year.  On the other hand, though, business investment recorded an outright modest decline in Q2 

2019, and the global economic backdrop remains weak enough that many other G10 central banks are signaling a need to ease.  U.S. 

inflation continues to undershoot the Fed’s 2% target with the PCE and core PCE deflators up just 1.4% and 1.6% year-over-year as of 

June 2019.  It was the global backdrop and inflation undershoot that the Fed cited as reasons for today’s rate cut. 

While the near-term risks in the U.S. have been reduced with a budget and debt ceiling deal poised for completion and U.S./China 

trade discussions so far avoiding a further round of tariff increases, medium-term risks remain.  Trade negotiations continue to 

create uncertainties for businesses, U.S. fiscal stimulus is waning, and weaker economic growth in much of the rest of the world imparts 

downside risks for the U.S. economy.  We thus expect another cut in the Fed funds rate later in the second half of 2019 in order to 

support economic growth and a pickup in inflation towards the Fed’s 2% target. 

Markets Less Than Enthused; Likely to Present Opportunities to Add Value 

All said, the markets were disappointed with the Fed’s 25 bp cut.  While market pricing is clearly pointed towards a series of cuts 

over the quarters ahead, the two dissents against any move and Chairman Powell’s noncommittal press conference repriced some 

expectations across the markets.  As the most directly impacted, short-term yields rose amid reduced expectations for additional 

cuts.  However, long rates declined, suggesting that the less-dovish-than-expected Fed could dampen inflation and growth 

over the long run.  The less-dovish adjustment also pushed the U.S. dollar up, and the joint impact of a higher dollar and 

reduced-growth prospects pushed equity prices down. 

Looking ahead, what are the potential implications of a less-accommodative-than-anticipated Fed? A begrudging Fed notwithstanding, 

the backdrop continues to be one of muted economic fundamentals, suggesting the bond favorable “low for long” rate environment is 

likely to hold.   

If anything, the zone of 2% (plus or minus) for U.S. rates stands out as strikingly high against a developed-market rate 

landscape that is substantially sub-zero.  The global low-rate outlook is likely to continue to fuel the search for yield in fixed 

income, which should keep bonds on track to continue outperforming cash over the intermediate to long term.  Additionally, 

the novel low-rate backdrop—combined with risk factors including high leverage, low nominal growth, and proximity to the 

effective lower bound for monetary policy in many global jurisdictions—is likely to keep volatility intermittently high, which 

should continue to create opportunities to add value via active management. 
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