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The Federal Reserve actions and interest rates have 
not gone as predicted by many economists and 
analysts. We examine what went wrong and where do 
we go from here.  

October 2019 
 

There is an old saying that “one who lives by the crystal ball must learn to eat ground glass.” This has proven true this 
year when it comes to interest rates. We began the year with most forecasting that the Fed would raise its fed funds 
target rate by at least 50 basis points (bps) in 25 bps increments and the yield on the 10-year benchmark Treasury note 
would rise above 3.00%.   
 
As ESPN College Game Day guru Lee Corso likes to say, “Not so fast my friend.” The Fed has instead cut the funds 
target rate 50 bps (25 bps at the July and September meetings) and the yield on the 10-year note has plummeted below 
the 1.50% level – now yielding 1.75%. Worse, the yield curve inverted (as measured by the yields on the 2-year/10-year 
note) which is generally viewed as an omen that the economy will experience a recession within the next couple of years. 
 
What happened – well the world happened. Interest rates in the U.S. while lower are the highest of the G-7 countries with 
German, Japanese, and French 10-year note yields at negative levels (with Germany leading the pack at a negative 
0.39% yield).  When looking at shorter-term interest rates it is even worse. The 2-year yield is negative at the previously 
listed countries as well in Italy.  Again, Germany has the lowest yield at negative 0.68%. We note that some European 
banks are beginning to charge fees to wealthy clients on the money held in deposit in their banks. Thus, while American 
yields have fallen to 1.75%, they are attractive when compared to other developed countries.   
 
Continuing the global theme, global trade policy has changed over the past few years with the NAFTA agreement being 
renegotiated and an escalating tariff war between the U.S. and China largely driven by American concerns about 
technology transfers from domestic companies to Chinese companies/government (which has been a bipartisan issue in 
America for a couple of decades). This has led to economists lower their forecasts for global economic growth because of 
the uncertainty concerning trade wars. 
 
In addition, there are concerns over the governance in Italy and Israel, the Brexit, Hong Kong, Iran and related terrorism 
acts that can impact energy prices, and repo rates in the U.S. (where the replacement for LIBOR called SOFR spiked to 
9.0% in mid-September) where the Fed had to inject liquidity into the system are among the other things that keep 
economist awake at night.    
 
Where do we go from here? It is expected that the current slow growth environment in the U.S. will persist – forecasts 
are for GDP growth this year are below the Fed’s preferred target range of 2.5%-3.5% (2.3% from the Bloomberg 
consensus forecast) before falling to 1.7% and 1.8% in 2020 and 2021, respectively. Bond yields, as measured by the 10-
year Treasury note are forecast to remain below 2.0% until 2021 when they climb above 2.17% by the end of the year. 
Markets expect that the Fed will lower the funds rate by 25 bps later this year but the FOMC is divided with two members 
voting to not raise rates at the September meeting and one voting to raise rates by 50 bps so any additional rate hikes are 
not a certainty. In the meantime, we will be looking for a beverage that compliments a meal featuring the ground glass 
from our crystal ball. 
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