
ECB Delivers, Fed On Deck
• All Eyes on FOMC

• The Fed will likely cut rates at its meeting this week, a measure meant to 
prolong this economic expansion

• Unpacking the ECB’s New Stimulus
• Outsized stimulus measures from the ECB should help European 

economies navigate the industrial slowdown

• Easing Trade Tensions
• The heat from trade tensions has dialed back from a boil, though watch 

for signs of trade sensitivity from consumers
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All Eyes on FOMC

• Anticipating Another Fed Rate Cut. The Federal Open Market Committee (FOMC)
will meet this week to discuss the current stance of monetary policy here in the U.S.
Fed Funds Futures are implying a near-certainty that rates will be cut by a quarter-
percent for the second straight meeting. While the August jobs report shows labor
markets remain at or near full employment, inflation remains stubbornly below the
Fed’s 2% target (via Core PCE), giving the Fed some flexibility to cut rates.

• Global Synchronized Monetary Easing. The Fed Funds Futures market currently
implies a roughly 70% chance of one more rate cut this year at the Fed’s December
meeting, continuing the path of further accommodation. However, this is not a
trend unique to the U.S. In fact, multiple other central banks have been getting
increasingly accommodative in the back-half of this year, with expectations to
continue to do so moving forward.

• Expectations for the New Dot Plot. Alongside the Fed’s decision on rates this week,
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 dot plot was last published in
June, when the median dot expected no change in rates by year-end – since then
the Fed has already cut rates. If the Fed follows through with a cut Wednesday, Fed
Funds Futures expect one more cut in 2019 and one more in 2020. Investors will likely
use this as a baseline in assessing the messaging out of this week’s meeting.
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The Fed will likely cut rates at its meeting this week, a 
measure meant to prolong this economic expansion
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Unpacking the ECB’s New Stimulus

• ECB’s Shiny New Stimulus Package. The European Central Bank (ECB), hoping to
jump-start the European economy, delivered on expectations for further
accommodation last week. It moved the deposit rate lower to -0.5% and
announced open-ended quantitative easing (QE) at €20B per month starting in
November. Also, in an effort to insulate banks from the adverse effects of negative
rates, the ECB unveiled a two-tiered deposit system and improved terms on cheap
loans. ECB President Draghi noted muted recession risk at this time, though specified
those assumptions do not account for a Hard Brexit or escalation in trade tensions.

• Dovish Forward Guidance. On the surface, the cut in the deposit rate and the
monthly pace of QE was perhaps smaller than some had anticipated. However, the
ECB vowed not to raise interest rates “until it has seen the inflation outlook robustly
converge” with its target just below 2%. In addition, the new round of quantitative
easing came without a time limit, implying intentions to continue to pump liquidity
into the market indefinitely.

• Draghi Urges for Fiscal Stimulus. During the press conference announcing the array
of changes to European monetary policy, Draghi noted that “governments with
fiscal space should act in an effective and timely manner” given “the continued
prominence of downside risks.” This is a point of contention in Germany, which may
be on the precipice of recession given a slowing manufacturing economy, but
government officials have taken a more balanced approach to the budget.
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Easing Trade Tensions

• Trade Gestures of Goodwill? President Trump announced he will delay the imposition
of a 5% tariff hike on $250 billion of Chinese goods by two weeks, in what many have
viewed as a gesture of goodwill. This allows importers extra time to boost imports
ahead of the deadline when those products may become more expensive. In
response, China made their most significant purchase of U.S. soybeans since June
and have reportedly added other U.S. agricultural goods to its tariff exemption list.

• Considering a Mini Trade Deal. Chinese officials have reportedly sought to narrow
the scope of negotiations, hoping to direct the focus toward trade matters and
away from thornier national security issues that will offer a path out of the current
impasse. President Trump, in remarks last Thursday, indicated that he prefers a
comprehensive agreement with China, but would consider a limited trade deal.
Officials from both countries are scheduled to meet face-to-face in October, when
investors hope the U.S. and China can make headway on their dispute.

• Consumer Remains Strong, Despite Looming Tariffs. Significant tariffs on Chinese
goods remain scheduled to go into effect by year-end, including duties on many
consumer goods. Despite this, the domestic consumer continues its positive trend,
with retail sales for August beating expectations at a 0.4% seasonally-adjusted
monthly gain. In addition, the University of Michigan’s Consumer Sentiment index
rose to 92.0 after falling precipitously last month following the announcement of new
tariffs. Overall, the U.S. consumer remains resilient in the face of trade tensions.
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Outsized stimulus measures from the ECB should help 
European economies navigate the industrial slowdown

The heat from trade tensions has dialed back from a boil, 
though watch for signs of trade sensitivity from consumers
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