
 

It’s Christian Brobst here with Chuck Carmody, and we’re 

discussing the outcome of today’s Fed meeting, both the 

statement and the press conference. 

CB: Chuck, I think it’s safe to say this was the most uncertain 

Fed meeting outcome in recent years, especially given 

that people made compelling arguments for at least three 

different possible outcomes. In your opinion, did the Fed do 

the right thing today? Or did they do what they had to do, 

given the corner that they had painted themselves into?

CC: I think both things are true, actually. I think the Fed had 

painted themselves into a corner, as they had telegraphed 

to the market that a 25-basis point cut was highly likely. As 

far as whether they did the right thing, in my estimation, 

they absolutely did. While the Fed has been pleased with 

the employment situation domestically, they’ve been 

undershooting their target as far as inflation goes. So, from 

that perspective, I think the Fed absolutely was justified in 

cutting today.

CB: So, then, let’s take things in the order they occurred.  

What are your thoughts on the statement specifically?

CC: I think what was interesting coming into this meeting is that 

Powell has been able to “out-dove the doves,” if you will, 

the last few meetings. And the question was, could he do it 

again today? Could he deliver on market expectations? After 

reading the statement and listening to the press conference, 

it appears that he has succeeded in doing just that.

 To review, the Fed cut rates by 25 basis points. As for the 

rationale for that cut, they continue to cite strength in the 

consumer space, but concern around business investment. 

The biggest concerns they cited in both the statement and 

the press conference were weakening global growth and 

subsequent manufacturing weakness, and also the fact that 

domestic inflation continues to undershoot.

FED ‘DOES THE RIGHT THING’  
BY CUTTING RATES  

CHUCK CARMODY, CFA

Vice President,  
Co-Portfolio Manager, 
Sr. Fixed Income Trader

CHRISTIAN BROBST

Vice President,  
Associate Portfolio 
Manager

JULY 31, 2019



 The only other interesting point I’d highlight from the 

statement is that the Fed decided to end the balance sheet 

runoff early. It had been scheduled to expire in September, 

and it will actually end in August. So, I wouldn’t say that 

was a huge surprise. It had definitely been discussed in 

the marketplace prior to the meeting, but it was not a 

consensus view. And along with that, I would just note 

that, as they end the balance sheet runoff, all the MBS 

proceeds that had been running off will now be invested 

in U.S. Treasuries. With that said, was there anything you 

found interesting in the statement, Christian?

CB: The biggest takeaway that I had from the statement itself 

was what seemed to be a hyper-focus on inflation. Inflation 

was mentioned four times in what was a shorter statement 

than they have been recently, and three of those times 

referenced the symmetric two-percent inflation target 

specifically.

 The question then becomes, why do inflation expectations 

matter? The reality is that if the Fed makes a statement that 

it has a two-percent inflation target, then it needs to back 

up to the market that it has the ability to get there on a 

symmetrical basis.

 When they continue to undershoot in terms of both the 

actual inflation prints as well as market expectations and 

survey expectations, they can end up in a kind of negative 

feedback loop, where lower inflation expectations actually 

drive consumption and investment behavior, pushing 

consumption out further because people aren’t worried 

about the prospect of things costing more in the future. So, 

you get into this downward spiral that we’ve seen, that DOJ 

and the ECB get stuck in with regard to inflation.

 That was the thing that stood out most to me. What 

I would also mention is the fact that the inflation 

environment outside the U.S. is even more challenging. 

We’ve got EU inflation that’s below one percent, with their 

GDP growth slowing from an already paltry 0.4 percent in 

the first quarter to 0.2 percent in the second quarter. So, I 

think the Fed has a lot to contend with [in terms of what] 

they brought up in the statement.

 Going back to the second stage of today’s events, in the 

press conference, the media seemed to be clearly looking 

for direct communication on foreign policy, which Powell 

either can’t or won’t give. I’m not sure which it is. What do 

you think about that?

CC: I thought that was actually the most interesting part of the 

press conference. Powell was, I guess you could say, non-

committal around future policy and how the Fed intended 

to proceed. There were a few comments I would highlight 

as we discuss that, and I think we can talk about each of 

these independently.

 The first thing – and this actually kicked off a bit of a 

market sell-off – was that Powell came out and said the 

economy is as close to its goals as it had been in a long 

time and that this is a mid-cycle adjustment to policy. The 

market really seemed to get hung up on that “mid-cycle 

adjustment to policy” comment, as the stock market sold 

off modestly and rates sold off along with it. 



 Here’s a second highlight from the press conference that I 

thought was very interesting. In responding to a question, 

Powell actually acknowledged that this was somewhat of an 

“insurance” cut, using that term. Obviously, that had been 

kicked around in the market quite a bit ahead of time, but 

he did come out and acknowledge that. Again, he cited 

the same rationale that we discussed earlier: global growth 

concerns, the subsequent manufacturing weakness and 

the fact that domestic inflation continues to undershoot its 

target.

 The third thing that I thought was very interesting from the 

press conference was – and this is where things got a little 

bit interesting as far as his commentary goes—when Powell 

said, “This rate cut isn’t necessarily the start of an easing 

cycle.” From there, he proceeded to say, “Well, this is not 

the beginning of a series of rates cuts. I didn’t say it was just 

one rate cut.” So, again, [he was sending] a contradictory 

message. He was a little bit non-committal as the press 

continued to push him for an answer on future policy.

 The final thing I would note from the press conference is that 

[Chair Powell] continued to emphasize the Fed’s focus on 

financial conditions, and he referenced it two or three times 

that I can remember off the top of my head. Obviously, 

it’s something we discuss on a regular basis as we evaluate 

markets, but it’s clear that the Fed is very focused on 

financial conditions.

CB: You’re right, and I think you bring up a point that is a good 

one. There was almost a contradiction within his responses 

to different questions, though his inability to be committal 

at this point in the cycle—and at this point, given the data 

and the dependency that they’re going to have on it going 

forward—actually makes sense to me.

 One of the things that I picked up on in the press conference 

was that he was specifically asked about the dissenting 

voters today, and his response was something to the effect 

of—voters have a responsibility to do their best thinking 

and present that thinking—almost communicating that 

he is accepting of and welcomes dissenting votes, which I 

think could make for interesting voting going forward in the 

remaining three meetings this year.

 But what’s more interesting to me is that, as we turn the 

calendar into 2020, you’re going to have some interesting 

rotation of the voting membership on the FOMC. You lose 

Esther George, who is probably the most hawkish voter on 

the current voting membership. You lose [James] Bullard, 

who’s probably the most dovish of the current voters. You 

pick up Neel Kashkari, who is at least as dovish as Bullard, if 

not more.

 And so, on the balance, I would say they’re going to lean 

slightly more dovish in 2020. That doesn’t even include the 

possibility of Christopher Waller, who is the vice chair of the 

St. Louis Fed under Bullard, potentially being confirmed as a 

permanent voting governor, which would indicate an even 

more dovish bent, in my opinion, in 2020.

 Lastly, Chuck, I’ll turn it back to you and just ask what your 

expectations are as we move forward from this point.
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CC: I think the Fed did a masterful job today of not only 

managing the market expectations coming into the meeting, 

but also delivering on those expectations with both the 

statement and the press conference. If you just look at 

markets post-meeting, everything is largely unchanged. I 

think stocks are down modestly. The curve is a bit flatter, 

with the long end rallying a little bit. But, on balance, 

markets are largely unchanged. To me, that’s a sign that 

the Fed did a pretty good job of delivering on market 

expectations.

 If you look ahead to the September meeting, I think it’s 

interesting to note that the market currently is pricing in 

about a 63% chance of an additional 25 basis points of 

cuts. The Fed will have the benefit of almost two full months 

of data when they get to that meeting, so they should 

have a much better sense of where the economy is come 

September, [enabling them] to evaluate and make additional 

decisions. 

CB: We’ll leave you with that and look forward to checking in 

again after the September meeting.


