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The Federal Reserve cut interest rates for the first time since the 
2008 Financial Crisis from a fed funds target rate of 2.25%–2.5% 
to 2%–2.25%. This well-telegraphed and long-expected 25 basis 
point cut on Wednesday, July 31, 2019, roughly 11 years after 
their last cut in December of 2008, signals a shift in the Fed’s 
monetary policy towards one of dovish1 stimulus after a period 
of hawkishness from 2015 to 2018 that saw the Fed raise the fed 
funds target rate nine times from 0–0.25% to 2.25%–2.5%.

The Fed’s two central aims are to keep unemployment below a 5% threshold 
and inflation at around a 2% constant. As shown in Exhibit 1 on the following 
page, this latest interest rate cut occurs when unemployment is well below 
that 5% threshold — which by itself shows that stimulus is not necessary, while 
inflation is lower than that 2% target — which by itself shows that some stimulus 
would not hurt. The reasons for the Fed’s cut are twofold. On the domestic 
front, the Fed’s concerns include a weak business earnings environment and the 
fact that low unemployment has not driven inflation higher. Looking globally, 
the Fed has unease surrounding the persistently slow global economy, high  
U.S. rates relative to low and negative rates2 set by other central banks, and 
concerns over the tariff escalation between the U.S. and several countries such 
as China as well as Brexit, both of which could further threaten global growth.
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The S&P 500 spent most of the day roughly at the previous day’s close of 3,010, dipped to a low of 2,958 after 
the Fed announcement, and recovered slightly to end the day down slightly at 2,980, suggesting that the 
market had perhaps overpriced stimulus from a rate cut going into it and perhaps may have included some 
segments of the market pricing in a 50 basis point cut. However, overall, the markets could be considered 
relatively stable given how well-telegraphed the cut was from Fed officials and how much the market had 
already expected a 25 basis point cut.

The 10-year Treasury yield declined slightly from 2.06% at the start of the day to 2.02% by the end the day at 
2.02% and; the yield curve flattened slightly as the 2-year rose from 1.85% to 1.89% and the 30-year fell from 
2.58% to 2.53%.

Currently, fed funds futures show a 62% probability of another rate cut at the September FOMC meeting 
to lower the fed funds target rate to 1.75%–2%, and a 55% probability of yet another rate cut at the January 
2020 FOMC meeting to lower the fed funds target rate to 1.5%–1.75%.

Confirming the expectations above in Exhibit 2 below, treasury forwards show that the market expects short 
term rates to continue declining, effectively pricing in one to two more rate cuts over the next 12-month pe-
riod and eradicating the inversion on the short end. They also show that the market expects the yield curve 
to rise in the next few years and remain upward sloping, suggesting that the market expects the stimulus to 
be positive for the economy and drive longer term yields up.

Exhibit 1:  Fed Funds Target Rate Upper Bound vs. Unemployment & Inflation 
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Source: Bloomberg as of market close on July 31, 2019; unemployment as measured by seasonally-adjusted U-3, inflation as measured by Core PCE

Exhibit 2:  Treasury Forward Curves 

1.5

2.0

2.5

3.0

0 5 10 15 20 25 30

Y
ie

ld
 (

%
)

Maturity (Year)
Spot (7/31/2019) Forward (7/31/2020) Forward (7/31/2021)

Forward (7/31/2022) Forward (7/31/2023)
Source: Bloomberg as of market close on July 31, 2019

0%

5%

10%

15%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Fed Funds Target Rate Upper Bound (%) Unemployment
Unemployment Threshold Inflation
Inflation Threshold

0%

5%

10%

15%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Fed Funds Target Rate Upper Bound Unemployment
Unemployment Threshold Inflation
Inflation Threshold

0%

5%

10%

15%

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Fed Funds Target Rate Upper Bound Unemployment
Unemployment Threshold Inflation
Inflation Threshold



3

PREPARED BY MARQUETTE ASSOCIATES 

180 North LaSalle St, Ste 3500, Chicago, Illinois 60601    PHONE 312-527-5500    
CHICAGO   BALTIMORE   MILWAUKEE   PHILADELPHIA   ST. LOUIS   WEB MarquetteAssociates.com

 

The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently verified all 

of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on financial market trends 

constitute our judgment and are subject to change without notice. References to specific securities are for illustrative purposes only 

and do not constitute recommendations. Past performance does not guarantee future results. 

Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended. Registration 

does not imply a certain level of skill or training. More information about Marquette including our investment strategies, fees and 

objectives can be found in our ADV Part 2, which is available upon request.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a focused 

client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions to become more 

effective investment stewards. Marquette is a completely independent and 100% employee-owned consultancy founded with the 

sole purpose of advising institutions. 

For more information, please visit www.marquetteassociates.com.

NOTES

1 Dovishness is a term used to describe central banks and central bankers who want to provide economic stimulus to keep 
unemployment low by reducing interest rates, which makes it easier for businesses to borrow and therefore hire people because 
of greater economic activity. This is in contrast with hawkishness, which describes central banks and central bankers who want to 
slow the economy down in order to contain inflation by raising interest rates, which makes it tougher for businesses to borrow and 
therefore restrains prices because of less economic activity.

2  Negative interest rates have recently become more prevalent among German and Japanese short term bonds as those economies 
continue to languish and their governments continue to provide more stimulus.


