
CHIEF INVESTMENT OFFICER NOTE

IT’S ALL IN THE PRESENTATION 
A change in Fed policy was the easy part – interpreting the path will be more difficult.

While the second quarter delivered gains across the board to risk asset investors, July’s 
returns were mixed, with U.S. assets showing greater resiliency against the backdrop of a 
stronger dollar. 
Equity markets enjoyed a great start to the year, and at least 

in the United States, that continued through the month of July. 

Much of the enthusiasm of the markets was centered on the 

Fed’s move towards a rate cut, but all was quiet on the eastern 

front as well, as it appeared that negotiations with China 

were either stalled or moving forward, rather than pointing to 

escalating tensions. In addition, earnings reports thus far have 

been better-than-expected – granted, they usually are – and 

concerns have eased around a meaningful earnings recession 

during 2019. Growth stocks in the U.S. continued to lead the 

charge forward, and this year is shaping up to be another year 

where the “inevitable” rotation to underpriced value stocks 

does not occur. Outside of the U.S., returns were a bit shakier, 

as economic data in Europe and increased uncertainty around 

the eventual Brexit agreement hurt stocks in those regions. 

Emerging markets remain correlated to U.S. dollar movement, 

with a somewhat surprisingly strong move higher detracting 

from investor enthusiasm for the asset class.

From an economic standpoint, there are clearly two sides to the 

story in the United States, and they center on the trade conflict 

outlined above. Measures of sentiment in the manufacturing 

sector – commonly referred to as PMIs – continue to trend 

downward, and industrial production for June came in under 

consensus expectations. The second quarter GDP print came 

in ahead of expectations at +2.1%, but that was driven by 

consumer spending – business investment was actually down 

for the quarter. 

Consumer confidence, remains at historical highs, with the 

University of Michigan’s consumer sentiment index cresting 

the 98 mark for the first time in a decade. Data is not quite as 

rosy outside of the U.S., however, as the German Ifo Business 

Climate index trended down once again on both current 

economic conditions and expectations for the next sixth 

months, and regional PMIs for July throughout the European 

Union disappointed. The European Central Bank, for their part, 

announced additional easing measures to point the economy In 

the region towards more robust growth – a challenge that has 

proved significant over the last several years. 

IN SHORT
 � The decision by the Federal Reserve to cut interest rates by 25 basis 

points in the month of July was much anticipated, but nonetheless 
caused some market disruption.

 � While economists have been skeptical of the Fed’s messaging around the 
need for an “insurance” cut for months, recent economic data provided 
evidence that the consumer led service economy remains robust, and 
therefore additional cuts may not be necessary.

 � Upsetting the “low growth is still good growth” story is the threat of new 
tariffs on China, which the Trump Administration has indicated could be 
on the horizon in September.
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IN FOCUS: INTEREST RATES & THE FED
As mentioned above, expectations for a Fed rate 

hike in the July meeting were extremely high, and 

Chairman Powell did not disappoint. However, what 

is challenging now for both the Fed and investors 

is determining what’s next. While the statement 

released at the time of the rate cut indicated that 

this was a “mid-cycle adjustment” – interpreted 

with finality by the equity markets almost 

immediately – it was clear from the comments in 

the press conference that there could be additional 

cuts if the data pointed towards the necessity 

for them. The challenge for investors is that the 

economic data overall appears to point towards at 

least a slow growth economy for the back half of 

the year, which would make it difficult for the Fed to use 

their limited tools in that scenario. However, certain parts 

of the economy – namely, anything tied to China, either 

on the input or output side – continue to deteriorate as 

management judgment on hiring and capex is clouded by 

the changing relationship with our largest trading partner. 

Therefore, the Fed is in a difficult position, to either rely 

on the thesis that the U.S. consumer will provide the 

necessary growth to the economy, or that higher prices 

and policy uncertainty will lead to a decline in consumer 

spending, similar to what we have seen on the producer 

front. With that as the backdrop, perhaps then it makes 

sense why the Fed is keeping all of their options open. 

INFLATION EXPECTATIONS CONTINUE TO DECLINE

WHAT WE’RE WATCHING  
For the last year, the two headed monster of Fed policy and Chinese trade tensions have captivated the markets. This is unlikely to change. 

With the Fed initiating its first rate cut since the financial crisis, 

a new phase in this economic expansion is clearly upon us. Of 

course, there are two sides to economic policy here in the United 

States, and while monetary policy can be a tool to support the 

economy, political decisions can have a meaningful impact 

on economic growth. Whether in the form of increased tariffs 

on Chinese goods, which are once again on the horizon, or a 

potential infrastructure package that has been in discussion 

since prior to the 2016 election, these policy decisions will 

affect both sentiment and then eventual transmission into the 

economy. As such, we remain keenly focused on Washington 

D.C. – both now and as we move through this already hot election 

cycle.
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