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Today, the Federal Open Market Committee (FOMC) lowered the Federal Funds Rate from an upper range of 5.50% to 
5.00%. This is a 50 basis point, or one-half percent (0.50%), decrease, and the first rate reduction in 4 ½ years. We 
expected a decrease, but the size of the cut was debated. 

What was their reasoning? 

Jerome Powell, the Chair of the Federal Reserve, stated: 
“Recent indicators suggest that economic activity has continued to expand at a solid pace. Job gains have slowed, and 
the unemployment rate has moved up but remains low. Inflation has made further progress toward the Committee's 
2 percent objective but remains somewhat elevated.” 

It is important to note that the decision was not unanimous. One member voted against this substantial move, 
preferring a ¼% reduction instead. However, all members anticipate multiple rate cuts by the end of the year and look 
forward to a "soft landing" scenario, if it can be achieved. 

We have a few concerns with this large cut: 

Economic and labor market conditions: Rates are generally not lowered if the economy and labor market are in great 
shape. Rates are typically reduced when there are signs of challenges ahead, or when the Fed is trying to preempt 
potential issues. Chair Powell even emphasized their commitment to “not get behind.” Our perspective is that the Fed 
should be more reactive than proactive and wait to see more concrete signs of an economic slowdown before making 
moves—if at all. 

Signal of a looming recession: A large initial decrease in interest rates tends to signal a looming recession. Currently, a 
significant reduction in GDP (Gross Domestic Product) is expected for this quarter (3rd), along with another decline 
projected for the 4th quarter of this year. 

Inflation and consumer spending: Prices remain high, and in some cases, are still rising, while consumers continue to 
overspend. If rates are lowered and money becomes more accessible, we could see an increase in spending and 
borrowing, which can drive inflation. Should inflation persist alongside declining GDP, we could face something we 
prefer not to mention—stagflation. At this point, we don’t know if that is even in the cards, but we will keep an eye on 
the trends and data. 
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One good area, and one we have been eagerly expecting, is the bond market—specifically the longer-term government 
bond market. As interest rates decrease, bond prices rise, with longer-term bonds experiencing greater price swings. 

We have been positioning more heavily into long-term government bonds since early this year, and they now represent 
the single largest holding we have in the entire portfolio of assets. We saw this move as both conservative and 
opportunistic, given our conviction that rates would be lowered this year. 

As always, if you have any questions, please feel free to reach out. 

Thank You, 

Your SharpePoint Team 
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