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Down the Rabbit Hole
“…To enter into a situation or begin a process or journey that is particularly strange,
problematic, difficult, complex, or chaotic, especially one that becomes increasingly so as it
develops or unfolds...” -- thefreedictionary.com
We couldn't think of a more fitting title to this week's note, given the manic news flow surrounding
Chinese trade negotiations coupled with market's fickle response to Fed messaging, concerns over a hard
BREXIT and the irrefutable slowdown in global growth. Although a fair amount of economic data has been
supportive of markets over the last few days (retail sales, Empire State/Philly Fed surveys), the yield curve
once again inverted, compelling the talking heads on Bloomberg/CNBC and others to suggest that a
recession is afoot…but not for another 12-18 months (always hedging).
Investors relying on the Federal Reserve to guard against economic softness or market weakness may get
their wish in the near term. Jerome Powell’s much anticipated Jackson Hole speech not only hinted to
support of additional the “mid-cycle adjustment” from a few weeks back, but also added further caution
surrounding several of the geopolitical/economic risks we have already mentioned.
Some pundits are drawing parallels to the mid-90’s (as did Powell this morning), when the US (along with
several other central banks) cut policy rates to keep the expansion from ending. Starting in July 1995
through March 1996, the Fed cut rates by 0.75%, through what is now coined as the “mid-cycle
adjustment” of the mid-90’s. We too, believe there are many similarities between now and then; for
example, President Clinton was running for re-election, the US was exhibiting solid employment trends,
and the stock market was for bid, which ultimately lead to then Chairman Greenspan's famous quote
“irrational exuberance.”
But Chairman Powell also reminded listeners of other events in the '90 that didn't bode too well for
capital markets:
"…In 1998, the Russian debt default and the related collapse of the hedge fund Long‑Term
Capital Management rocked financial markets that were already fragile from the Asian
financial crisis. Given the risks posed to the U.S. economy, the FOMC again lowered the
federal funds rate over a period of months until events quieted…"
So while the consumer seemingly remains strong, and employment trends solid, we believe the equity
market (stocks) will remain volatile into the back-half of 2019. Investors should be prepared for more
unknown unknowns.
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