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The Federal Reserve’s two central aims are to keep unemployment below a 5% threshold and inflation near a 
2% constant. This week’s chart looks at how the Federal Reserve addressed these aims as they cut interest rates 
on Wednesday, July 31st, 2019, for the first time since the 2008 Financial Crisis from a fed funds target rate of 
2.25%–2.5% to 2.0%–2.25%. This well-telegraphed and long-expected 25 basis point cut 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%. In conjunction with this rate cut, the Fed also 
halted the run-off of their balance sheet by restarting their reinvestment in government bonds, effectively infusing 
more cash into the economy to provide further support.

As shown in the chart, this latest interest rate cut occurs with unemployment well below their 5% threshold — which 
by itself shows that stimulus is not necessary, while inflation is lower than their 2% target — which by itself shows 
that some stimulus would not hurt. The reasons for the Fed’s cut include a persistently slow global economy, weak 
business earnings environment, high U.S. rates relative to low and negative rates2 set by other central banks, the 
fact that low unemployment has not been driving inflation higher, and potential threats to global growth including 
Brexit and the tariff escalation between the U.S. and several countries, such as China. 

For more information, please reference our full newsletter on the topic.
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Chart of the Week

Source: Bloomberg as of market close on July 31, 2019; unemployment as measured by seasonally-adjusted U-3,  
           inflation as measured by Core PCE.
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https://www.marquetteassociates.com/research/stoking-the-fire-the-first-post-recession-rate-cut/
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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.


