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The Fed and the Trade War 
 

Easing into a Rate Cut 
• Rate Cut Expected…Just Not Yet. This week the Federal Open Market Committee (FOMC) will meet to discuss 

the current stance of monetary policy in the U.S. The consensus expectation is for rates to remain unchanged 
at this meeting, but investors will pay close attention to Chair Powell’s remarks regarding the decision. While 
recent economic readings are not on the surface dire enough by themselves to justify a rate cut, the Fed may 
consider implementing a rate cut as “insurance” against slower growth, particularly in light of ongoing trade 
policy uncertainty. 

• Yield Curve Highlights Easing Expectations. The recent inversion on the front end of the yield curve may shed 
some light on the future path of Fed policy. The current shape of the yield curve implies a 0.25% rate cut within 
the next three months. Importantly, there appear to be no instances since 1995 in which the yield curve had 
suggested a cut that did not occur. 

• Dot Plot in Focus. Investors will be closely anticipating the release of the FOMC’s projections for the fed funds 
rate for the next few years (i.e. dot plot). The Fed’s latest dot plot from March indicated intentions to neither 
raise nor lower the fed funds rate this year, an assessment that is now at odds with market expectations. The 
Fed Funds Futures market is pricing in two cuts through the rest of this year, so it will be interesting to see how 
many FOMC participants are of a similar view. 

• Singing the Inflation Blues. Inflation data released last week once again failed to show mounting price 
pressures amid a historically tight labor market. The Consumer Price Index (CPI) rose a seasonally adjusted 0.1% 
in May from the previous month and 1.8% year-over-year, slightly below the Fed’s target. Persistently soft 
inflations readings may discredit Chairman Powell’s emphasis on “transitory” factors holding down price levels 
and encourage the Fed to provide an “insurance” rate cut. 

 

Our Take: The prospective rate cut would likely be intended to extend the expansion and offset trade headwinds. 
 
 

The Art of the Trade War 
• Mixed Signals on Trade. Last week, President Trump said that he had not put a deadline on a trade deal but 

hopes to meet Chinese President Xi Jinping at the G20 summit later this month to continue negotiations. The 
Chinese foreign ministry has yet to comment as to whether or not a meeting will take place. Trump has made 
clear that he will not hesitate in taking a more aggressive stance if Xi fails to meet with him at the G20, 
potentially imposing tariffs “much higher than 25%” on $300 billion of Chinese goods. 

• Companies Confront White House. Today marks the beginning of public hearings on the proposed tariffs on 
$300 billion of Chinese goods, with the comment period expected to close this Friday. Last Thursday, over 600 
companies including Target, Walmart and Costco wrote a letter to the White House asking the President to 
resolve trade tensions, noting “an escalated trade war is not in the country’s best interest.” 

• Businesses Changing Game Plans. In the midst of ongoing trade frictions, large companies, including Apple 
and Google, are exploring new options to combat new obstacles. Last week, Foxconn, one of Apple’s largest 
manufacturing partners said it has the capability to produce iPhones outside of China, a plan Apple may 
consider adopting. Meanwhile some firms such as Google have avoided Chinese tariffs by shifting part of its 
production to neighboring regions, such as Taiwan and Vietnam. 

• Trade War Pressures Economic Data. Were Trump to impose 25% tariffs on all Chinese goods, as he has 
threatened in the past, Glenmede estimates this could represent 0.4% of U.S. GDP. This Friday, the U.S. Flash 
Purchasing Managers’ Index (PMI) data will be released, helping investors gauge business sentiment and assess 
any growth headwinds stemming from tariffs. Last month’s PMI data reflected a weakening business outlook 
as manufacturers reported only a marginal rise in production. This was the weakest reading in almost a 
decade, mainly the result of the first decline in new orders since August 2009. 

  

Our Take: While trade uncertainty weighs on business growth, some firms are adjusting to mitigate the tariff impact. 
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Chart of the Week:  
 

Future Fed Rate Cut Fully Priced In 

 
 

Dates of interest:  
6/17: U.S. Empire State Index & NAHB Housing Index 
6/18: U.S. Building Permits & Housing Starts; Eurozone CPI & Trade Balance; Germany ZEW Sentiment; Japan Trade 
Balance 
6/19: U.S. FOMC Meeting; Germany PPI; Japan BoJ Meeting 
6/20: U.S. Jobless Claims, Philly Fed Index; Eurozone Consumer Confidence; Japan CPI & Markit Flash Mfg PMI 
6/21: U.S. Markit Flash Mfg & Svcs& Existing Home Sales; Eurozone Markit Flash Mfg & Svcs; Germany Markit Flash 
Mfg & Svcs 
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Source: Glenmede, FactSet
*Implied Fed Funds Rate 3mo Change based on interpolating the shape of first 6 months of the Treasury
yield curve.

Implied Fed Funds Rate 3mo Change* Actual Fed Funds Rate 3mo Change

   
 


