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Making Sense of the Fed’s 
Latest Decision

Key Takeaways

• The U.S. Federal Reserve (Fed) left interest rates 

unchanged Wednesday but signaled it is ready to 

cut interest rates in the future to address rising 

global uncertainty.

• The last time the Fed cut interest rates was the 

beginning of the Great Recession. Today, while 

economic conditions have begun to slow down, the 

backdrop is notably healthier.

• Investors should view a cut in interest rates as a 

likely course alteration from the Fed to address 

rising uncertainty and not as a signal of an 

imminent recession.

The Fed’s latest decision

The Fed on Wednesday held rates steady in its latest 

meeting. However, in contrast to its previous meetings, 

the Fed said it was ready to address growing global and 

economic risks with potential interest rate cuts beginning 

as early as July. The central bank’s rate-setting committee 

said the economic outlook is generally positive, with low 

unemployment and strong consumer spending. However, 

escalating trade tensions, a slowdown in manufacturing 

and muted inflation have injected more uncertainty in the 

economic landscape. 

The discussion of lowering interest rates is notable, 

especially when you compare it to the last time the Fed cut 

rates. The current target range for the fed funds overnight 

lending rate is 2.25 – 2.50 percent. By contrast, it was 5.25 

percent in 2007, the start of the last recession. The Fed cut 

rates 10 times to end at an all-time low of 0.25 percent in 

December 2008. Essentially, the Fed cut rates effectively 

to zero to combat the Great Recession. During the Great 

Recession, unemployment surged to 10 percent, financial 

markets had imploded (recall Lehman Brothers had filed 

for bankruptcy in September 2008) and oil prices collapsed 

from $140 dollars a barrel in mid-2008 to nearly $40 a barrel 

by the end of 2008. Interest rates remained near zero until 

December 2015 enabling the economy to improve. Starting 

December 2015, the Fed raised interest rates nine times 

under the previous chair Janet Yellen and current chair 

Jerome Powell to the current target range of 2.50 percent. 

Today, while economic conditions have begun to slow down, 

the environment is notably healthier than the last time this 

discussion began.
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Key indicators to watch

Historically, the Fed has paid close attention to a few key 

indicators before cutting interest rates. The indicators 

include the health of the labor market, consumer spending, 

inflation, the shape of the yield curve and the pace of 

manufacturing. Today, only the shape of the yield curve and 

low inflation are potentially signaling an imminent rate cut. 

Short term rates on 3-month Treasury bills are currently 

higher than longer-term rates on the 10-year Treasury 

bond. This occurrence is called an inverted yield curve and 

historically has been a leading indicator of recession. It 

should be noted, however, that the lag time between an 

inverted yield curve and a subsequent recession can be long 

and variable. Also, there have been a few false signals in the 

past. The Fed’s model that tracks the shape of the interest 

rate curve shows a 30 percent chance of a recession in the 

next 12 months, the highest since the Great Recession. 

In addition, inflation has been stuck below the Fed’s 2.00 

percent target, raising fears of deflation. Deflation signifies 

broad declines in prices, which causes people to delay 

major purchases because they think prices will go even 

lower. The economy gets caught in a vicious cycle leading 

to weak consumer spending and to an eventual recession.  

It’s important to state that low inflation does not necessarily 

mean we are in a deflationary environment. Meanwhile, the 

labor market remains strong with the unemployment rate at 

3.60 percent, a 50-year low, even as job growth has slowed 

over the last months. The outlook for manufacturing activity 

has softened but is not contracting. Consumer spending, 

which drives nearly 70 percent of U.S. economic growth, 

remains robust. Against this mixed backdrop, the Fed 

marked down its assessment of overall economic activity in 

the latest meeting. The Fed historically cuts interest rates to 

stimulate economic growth as well as manage inflation.

Conclusion

The U.S. economy is powered by consumer spending, which 

remains strong, and there is reason to believe business 

sentiment could improve quickly if trade tensions subside. 

The Fed has stated its intention to keep the economy 

growing for as long as possible. Interest rates are near 2.50 

percent, the highest level in more than a decade but low 

by historical standards. The Fed has a balancing act—on 

one side it wants to sustain economic growth, but on the 

other side, it wants to avoid the risk that if they cut rates 

too soon, they could be left with fewer tools to fight a larger 

hit to the economy down the road. At times like this when 

stock markets are celebrating potential interest rate cuts to 

set potential record highs, investors might want to consider 

staying focused on the fundamental economic factors and 

try not to get diverted too much in any direction. Investors 

should view a cut in interest rates as a likely course 

alteration from the Fed to address rising uncertainty and not 

as a signal of an imminent recession.
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Disclosures

This commentary is not intended as investment advice or an 

investment recommendation. It is solely the opinion of our 

investment management team at the time of writing. Nothing 

in the commentary should be construed as a solicitation to buy 

or sell securities. Past performance is no indication of future 

performance. The author has taken reasonable care to help 

ensure that the information is accurate. 

Some of the data used including data for indices, charts and 

graphs, has been obtained from third party providers. The 

data is believed to be reliable and is subject to revision. The 

commentary is given for informational purposes and is not a 

solicitation to buy or sell a security or strategy. The information 

is not intended to be used as the sole basis for financial 

decisions, nor should it be construed as advice designed to 

meet the particular needs of an individual’s situation. GFPC has 

taken reasonable care to help ensure that the information is 

fairly presented. Diversification does not protect against loss.

Global Financial Private Capital, LLC is an investment adviser 

registered with the Securities and Exchange Commission.


