
 

 

 

 

Monday, September 23rd, 2019 

“Fed cuts rates and backstops repo market in busy week” 

In a widely expected move, the Federal Reserve lowered rates 25 bps last week for the second time in the 
past 3 months. The target range for the federal funds rate* now sits at 1.75-2.0%. Given that this move was 
already baked into expectations, the more relevant news was the forward guidance.  
 
The guidance from the Fed reflected a lot of mixed views, especially between voting members (10) and non-
voting members (7). Chairman Powell positioned the cut as a mid-cycle adjustment, a more “hawkish” stance 
that would assume fewer rate cuts in the near future.  Of the 17 total Federal Reserve members, 5 would have 
not cut rates at this meeting, 5 see no need for cuts after this one and 7 are projecting another rate cut by the 
end of the year.  
 

 
 

Not exactly a clairvoyant perspective from the Fed which expressed less certainty in the rate path compared 
to the late July meeting.  
 
The big divergence in the Fed is likely due to differing opinions on a) how much the economy is slowing, b) 
whether the global economy slowing should impact U.S. monetary policy and c) if lowering rates too far too 
quickly will leave little room for stabilization in the event of a more systemic economic slowdown.  
 
Throw in some additional pressure from President Trump, who was quick to criticize Powell after 
Wednesday’s announcement for not being more accommodating. Even if the Fed is supposed to act 
independent, it is hard to imagine that there isn’t at least some impact from the President’s influence.  
 
The other big news last week was a short-term issue in the overnight repo market that brought back bad 
memories from the financial crisis. On Monday, rates on short-term repurchase agreements (“repos”), a 
source of overnight funding for banks, briefly spiked above 10%. Typically these overnight repo rates price 
right around the federal funds rate and are a way banks bridge cash reserves with Treasury collateral.  
 

 



In response to these unexpected liquidity issues, the Federal Reserve Bank of New York added $75 billion to 
the financial system to relieve funding pressure in money market funds. This was the first time since the 
financial crisis that the Fed had taken such actions. 
 
The Fed still has the ability to step in again as needed for temporary liquidity issues in the treasury market, 
but we wouldn’t be surprised if there was a more permanent fix on the horizon. Jerome Powell also 
mentioned during last week’s press conference that the Fed would consider balance sheet expansion “sooner 
than we thought”.  
 
So like a kid who is forced to keep living off their parents well after college, we are slowly crawling back into 
the basement and find ourselves asking our parents (the Fed) “what’s for dinner?” Our parents are conflicted 
but at least content that we aren’t the neighbor’s kids (Europe), who never left and appear to have stolen 
their parents credit cards as well.   
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*For a description of the federal funds rate, see https://www.investopedia.com/terms/f/federalfundsrate.asp 
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