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Dovish Fed ✔, G-20 on Deck 
 

Fed Delivers 
 Fed on Hold, For Now. As expected, the Federal Open Market Committee (FOMC) left rates unchanged at its 

meeting last week. However, the language in the Fed’s statement appeared to set the stage for a potential 
rate cut with the removal of “patient” in reference to the future path of monetary policy. The statement also 
signals the committee’s near-term flexibility and intention to “act appropriately” to sustain the expansion. 

 Dots Turn Dovish. The Fed provided new projections for the forward path of interest rates in the form of its “dot 
plot.” While the median dot expects no change in rates by year-end, the composition of the dots around the 
median is noteworthy. In the last plot from March, none of the respondents expected a rate cut by year-end. 
Fast forward to today, where 8 of 17 respondents indicated at least a 25bp cut would be appropriate in 2019. 

 Insurance Cut on the Table. If the Fed were to move interest rates lower, this would likely be characterized as 
an “insurance” rate cut, meaning a rate cut that is not justified by slowing economic growth but is instead 
meant to provide a measure of protection from potential but unpredictable risks. The main risk to the economic 
outlook remains U.S.-China trade relations – either tensions continue to rise and more tariffs go into effect or 
they return to the negotiating table. 

 

Our Take: The Fed has essentially confirmed the market’s base-case that a rate cut is coming as early as July. 
 
 

Plenty to Discuss at G-20 
 Trump-Xi G-20 Meeting Confirmed. Last week, Trump announced he “will be having an extended meeting at 

the G-20” with Chinese President Xi Jinping to continue discussions on trade. The summit is set to begin on 
Friday, but negotiators will return to the table starting Wednesday. Jinping commented that the two economic 
superpowers should “play a leading role” to “inject confidence and vitality into the global market.” 

 Trade Tensions Straining Economic Growth. Markit’s Flash Manufacturing Purchasing Managers’ Index (PMI) fell 
to 50.1 for June vs. 50.5 in the month prior. It appears the uncertainty surrounding the fate of future tariffs and 
the rules of the game for conducting business across the Pacific is having an effect on growth in 
manufacturing. Markit’s Chief Business Economist Chris Williamson noted business optimism has become more 
subdued “amid intensifying worries about tariffs, geopolitical risk and slower economic growth.” 

 Businesses Adapting Supply Chains. To combat the threat of additional tariffs, many countries are shifting 
supply chains out of China. Apple asked its suppliers to analyze the costs of moving 15 – 30% of production 
from China to Southeast Asia. This followed a letter written by over 600 companies urging the White House to 
resolve trade disputes. If negotiations fall through and no deal is reached, the U.S. may implement 25% tariffs 
on $300 billion worth of Chinese goods, a move that may impact about 0.4% of U.S. GDP. 

 

Our Take: Although a trade deal is not guaranteed, reopening negotiations is a step in the right direction. 
 
 

Yielding to Economic Strength 
 A Benign Inversion? An extended inversion of the yield curve has historically preceded recessions. The yield 

curve component of Glenmede’s proprietary recession model, if viewed in isolation, estimates a roughly two-
thirds probability of a recession within the next 12 months. However, once accounting for the state of 
economic fundamentals and other factors, the model overall implies a near 10% chance of recession, 
bolstered by healthy credit markets and manageable debt burdens. 

 Reconciling the Rate Cut Dilemma. Although inverted yield curves have historically preceded recessions, it is 
important to note that the curve is most appropriately used to gauge market rate expectations, which are 
sometimes, but not always, tied to the performance of the broader economy. Easing expectations are 
currently more premised on addressing fears of exogenous shocks, such as an escalation in trade tensions, 
rather than a material deterioration in economic fundamentals by themselves. 

 

Our Take: Barring an exogenous shock, the yield curve inversion will likely continue to prove a red herring. 
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Dots Turn Dovish 

 
 

Dates of interest:  
6/24: U.S. Chicago Fed Index & Dallas Fed Index; Germany Ifo Sentiment 
6/25: U.S. Consumer Confidence, Richmond Fed Index, Building Permits & FHFA Home Price Index  
6/26: U.S. Durable Goods; Germany GfK Consumer Confidence; Japan Retail Sales & Trade Balance 
6/27: U.S. Q1 GDP, Jobless Claims, Pending Homes Sales, Kansas City Fed Index; Eurozone Confidence Indicators; 
Germany CPI; Japan Unemployment, CPI & Industrial Production 
6/28: U.S. PCE, Chicago PMI & Michigan Sentiment; Eurozone CPI; Japan Housing Starts 


