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Happy Fed Independence Day! 
 

Interest Rates, Balance Sheets, and Punch Bowls 
 “Fed Independence Day.” On March 4, 1951, due to the need to address the pressures of rising inflation, 

President Truman’s Treasury Department agreed to the Treasury-Federal Reserve Accord that established the 

Federal Reserve’s independence and key role of keeping inflation in check. As stated by William McChesney 

Martin Jr., the 9th Federal Research Chairman, the job of the Federal Reserve was "to take away the punch 

bowl just as the party gets going."   

 Quantitative Tightening & Its Effects. After years of bond buying following the financial crisis, the Fed’s balance 

sheet topped out at ~$4.5 trillion in late 2014. On October 2017, the Fed began a gradual process of unwinding 

these purchases by allowing some bond holdings to mature and roll off the balance sheet. This process sped 

up in 2018 as the Fed allowed a faster pace of bonds to mature without replacing them with purchases. 

 Slowing Quantitative Tightening. Quantitative tightening also shrinks the amount of reserves available to the 

banking system, impacting bank liquidity. In testimony to Congress last week, Powell indicated that the Fed 

may end the quantitative tightening process earlier than planned in recognition of these concerns.   

 Economic Backdrop Healthy, Watch Inflation. The first print of Q4 2018 GDP showed 2.6% real growth Q/Q, 

implying a relatively healthy economic backdrop in the U.S. While labor markets remain tight by historical 

standards, inflation continues to appear under control, hovering around the Fed’s 2% target. However, should 

inflation trend materially above 2%, this may force the Fed to tighten further than expected. 
  

Our Take: Recent Fed communications have tilted dovish, a reflection of their intention to sustain this expansion. 
  

 

Good News on Trade, But Major Hurdles Remain 
 Trade Deadline Extended. Last week, President Trump tweeted that “substantial progress” had been made in 

negotiations with China, concluding that the U.S. will not hike tariffs on $200 billion of Chinese goods as 

originally scheduled. Many have interpreted this development as a sign of a forthcoming trade deal. 

 U.S. Trade Envoy Addresses Congress. In his testimony to Congress, top trade representative Lighthizer struck a 

circumspect tone in describing the progress of negotiations. The hardline adviser played down the idea that 

Trump may accept a “light deal,” confirming the need to resolve structural concerns. Lighthizer also discussed 

the nature of enforcement mechanisms proposed to assure China adheres to its agreements.  

 What Form Will a Deal Take? U.S. officials continue to express optimism that a historic deal is imminent. Details 

on progress suggest China has agreed to buy more soybeans and natural gas, strengthen intellectual property 

protections and increase some foreign access to financial firms. However, it appears there is much to address 

on the enforcement mechanisms required to ensure promises made are kept. 
  

Our Take: Trade optimism has grown considerably as talks progress, but risks remain as issues are unaddressed.   
 

 

Brexit: A High Likelihood of Nothing 

 May’s Party Softens Stance on Delay. With less than 30 days until Britain’s departure from the E.U., Theresa May 

has made clear that she will support an amendment to delay Brexit if her unpopular deal fails to pass on March 

29th. The majority of E.U. leaders oppose further concessions, but have signaled a willingness to delay. 

 The Odds Point to a Delay. Based on the betting market Predictit.org, the public anticipates a 66% likelihood 

of a delayed Brexit, ultimately yielding a deal. On the other hand, there appears a 23% probability of a “Hard 

Brexit,” and an 11% chance that momentum builds for a second Brexit referendum by March 31st.  

 Uncertainty Affecting Sentiment. U.K. consumer confidence levels are near their lowest levels since 2013, as 

British citizens and businesses are grappling with the uncertainty around the outcome of Brexit proceedings. 

With such a tight window for Parliament and the E.U. to come to terms, many are preparing for the worst. 
 

Our Take: It seems likely that May’s inability to pass a deal will trigger a Brexit delay and a continuation of “nothing.” 
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Chart of the Week:  
 

Fed Balance Sheet: Level vs. Flow 

 
 

Dates of interest:  
3/4: U.S. Construction Spending; Eurozone PPI; Japan Svcs PMI; China Svcs PMI 

3/5: U.S. Auto Sales, Building Permits, Markit Svcs PMI, ISM Non-Mfg PMI & New Home Sales; Eurozone Markit Svcs 

PMI & Retail Sales; Germany Markit Svcs PMI 

3/6: U.S. ADP Employment, Trade Balance, Durable Orders, & Fed Beige Book; Germany Construction PMI  

3/7: U.S. Jobless Claims & Consumer Credit; Eurozone GDP, ECB Refinance Rate & Monetary Policy 

Announcement; Japan PCE, Real Income & Q4 GDP 

3/8: U.S. Hourly Earnings, Nonfarm Payrolls, Unemployment Rate, Wholesale Inventories & Fed Chair Powell Speech; 

Germany Mfg Orders & Turnover; China New Yuan Loans, Loan Growth, Trade Balance, CPI & PPI. 
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Source: Glenmede, FactSet Data through 3/1/2019

Data shown in the top chart is the absolute level of the Federal Reserve's balance sheet in tril lions of U.S. dollars. Data shown in the 

bottom chart is the 12 month change in assets in the Federal Reserve's balance sheet in billions of U.S. dollars.
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