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When Doves Fly: 

Investors were bombarded with news throughout July, 
climaxing with the U.S. Federal Reserve Bank (aka, the fed) 
cutting interest rates by .25% on the final day of the month.  
This is the first rate cut since 2008.  The fed also announced 
the end of its $3.8 trillion balance sheet runoff.  Market 
participants widely anticipated this move, viewing it as a 
necessary “insurance cut”, insulating the U.S. economy 
from the negative effects of rising global trade tensions and 
slowing economic growth abroad.  Federal Reserve 
Chairman Jerome Powell corroborated this view at the 
press conference following the rate cut announcement.  He 
suggested the rate cut was anticipatory in nature and 
frequently described it as a “mid-cycle adjustment”.  While 
the rate cut may seem a little foreboding, there were 
several signs the economy is in good shape.  For example, 
U.S. GDP grew at an annual rate of 2.1% for Q2, beating 
market expectations of 1.8%.  Also, per the Wall Street Journal, as of July 29th 225 S&P 500 companies 
had reported quarterly earnings and 179 surprised investors with better than expected results.  U.S. 
Stocks as measured by the S&P 500 Index finished the month up +1.44%, barely off a record high set 
earlier in the week.  Bonds as measured by the Barclays Aggregate Index were up +.22%. 

Like the U.S. Federal Reserve, the European Central Bank 
(ECB) is increasingly dovish.  The ECB signaled a rate cut is 
imminent in September and it could restart a bond 
purchase program to further stimulate the economy.  
German 10-year bond yields hit record lows on the news at 
negative -.466%.  Eurozone Q2 GDP growth came in at a 
lukewarm .8% in July and has not been above 2% since Q4 
of 2017.  Economic data is increasingly negative across 
Europe.  With global markets so interconnected, this 
weakness contributed to the rate cut decision by the U.S. 
Fed.   

Perhaps the most concerning datapoint is the accelerating rate of decline for the German Manufacturing 
PMI Index.  This is index is considered a leading economic indicator as trends here typically precede 
trends for the overall German (and Eurozone) economy.  50 is the mark that separates growth and 
recession for the index.  After reaching 63.3 in February of 2018 it has steadily fallen.  The latest reading 
in July was only 43.1, the lowest since 2012.  The German economy relies heavily on exports, so this 
could be a sign global trade disputes are making an increasingly negative impact on economic growth.  
In July, international developed stocks declined.  The MSCI ACWI Ex USA Index lost -1.21%.  Emerging 
market equities were flat, with the Morningstar Emerging Markets Index +.06% for July. 

 

This Cartoon is Almost 40 Years Old.  Some 
Things Never Change. 

Major Central Banks are Expected to 
Increase Bond Purchases and Drop Interest 

Rates. Source:  Goldman Sachs. 
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Playing with Fire: 

Forest fires, while destructive can benefit the forest.  Past 
human attempts to eliminate them led to catastrophes.  In a 
recent blog from SUNY titled, Why are Wildfires Good for the 
Environment, Dr. Timothy Mihuc had this to say; “Wildfires, 
when allowed to burn in areas where they do not impact human 
development, are regenerative for the forest, revitalizing for the 
watershed, renew the soil, and reset the clock for the 
ecosystem.  As a researcher on wildfire and streams let me 
recount the many ways that natural wildfire is beneficial.  Many 
forests cannot sustain themselves without natural wildfire, 
including pine barrens, lodgepole pine forests, Eucalyptus forests 
and many more.  These forests require canopy fires to regenerate because the trees in the forest are 
adapted to only produce seeds following a major fire event.  Hence, fires can be regenerative for the 
forest, and without them many of these forest types would decline on the landscape.”  He went on to 
say, “The bottom line is that we may need today’s natural wildfires on our forested landscape to prevent 
more serious catastrophic fire events in the future. That lesson was learned in Yellowstone in 1988 
which was a year of disastrous large-scale fires after more than 50 years of fire suppression.”   

There may be a parallel between wildfires and recessions.  Is it 
wise to go against nature, attempting to never have forest fires, 
or to defy the economic cycle in order to never have a 
recession?  In the whole scheme of things, while a .25% rate cut 
is probably not a huge deal, it is indicative of a concerning 
trend.  Global banks have done whatever needed over the last 
decade to stimulate economic growth and dampen financial 
market volatility.  Extreme, never used before actions such as 
quantitative easing, and zero interest rates were initially 
designed to flood financial markets with liquidity and prevent 
the collapse of the financial system in the last recession.  Is this 
prudent now, after a ten-year economic expansion?  Negative 
interest rates are unnatural, not believable in even a sci-fi novel ten years ago.  By forcing stability into 
financial markets, “endogenous risk”, or risk within the financial system itself will increase.  As investors 
grow complacent, assuming central banks will ward off future recessions, they will take more and more 
risk.  Debt laden companies that cannot survive without low interest rates and access to capital markets 
will become an increasingly large portion of the economy.  By going to extremes to prevent a recession, 
does this just mean we are in for a doozy down the road?  Maybe, global central bankers and world 
leaders could learn a thing or two from mother nature and the forests. 

Actionable Idea:   

Don’t get caught swimming naked when the tide goes out.  Endogenous risk is increasing and could 
become an issue down the road.  Stick with your long-term asset allocation but take some time to 
evaluate the financial risk (leverage) in your stock holdings and default risk of your bonds.   

New Lodgepole Pine Trees Grow After 
Forest Fires. 

Central Bank Balance Sheets Are Set to 
Begin Expanding Further.  Source:  CLA 


