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Powell testimony and FOMC minutes: 
Will the first cut be the deepest?

n Chair Powell’s testimony and the minutes to the June FOMC meeting today 
largely confirmed the Fed’s intention to ease monetary policy at their July 
31 meeting. As we anticipated, Powell’s testimony adhered to his 
statements from the June 19 post-FOMC press conference. Indeed, Powell 
went one step further by stating that “Since then, based on incoming data 
and other developments, it appears that uncertainties around trade 
tensions and concerns about the strength of the global economy continue 
to weigh on the U.S. economic outlook. Inflation pressures remain muted.”

n In the wake of Powell’s testimony and the June minutes, bond market 
pricing indicates increasing odds of a 50-basis point (bp) rate cut in July. 
While we continue to expect the Fed to cut 75 bps by year end, we remain 
of the view that the Fed will ease 25 bps in July, and proceed on a meeting-
by-meeting basis as they evaluate the incoming growth and inflation data. 
In this piece, we weigh the arguments for easing 50 bps in July versus our 
baseline position that they will ease 25 bps.

Peter Hooper

Global Head of Economic Research

+1-212-250-7352

Justin Weidner

Economist

+1-212-469-1679

Brett Ryan

Senior US Economist

+1-212-250-6294

Matthew Luzzetti

Chief US Economist

+1-212-250-6161

Distributed on: 10/07/2019 21:51:07 GMT

7T2se3r0Ot6kwoPa

Provided for the exclusive use of maryanne.caruso@db.com on 2019-07-11T00:57+00:00. DO NOT REDISTRIBUTE

mailto:peter.hooper@db.com
mailto:justin-s.weidner@db.com
mailto:brett.ryan@db.com
mailto:matthew.luzzetti@db.com


10 July 2019

Fed Notes

Page 2 Deutsche Bank Securities Inc.

The case for 50

While the case for additional policy stimulus at this juncture is strong, we concur 
with St. Louis Fed President Bullard (voter/dove) that 50 bps of cuts would be over-
done. There are two major arguments in favor of a more aggressive initial policy 
easing which in our view are less compelling than the case for easing policy at a 
more measured pace, which we cover in the next section.

The first argument is that with the market currently pricing a base case scenario of 
a 25 bp cut at the July meeting, the Fed would need to cut by more than that in order 
to boost financial conditions and thus affect growth. Our previous research has 
shown the primary effect of easier financial conditions is to shore up downside risks 
to the outlook. However, financial conditions do not seem to be at levels that would 
be expected to weigh on growth. The most recent reading from our financial condi-
tions index shows +0.12, which is slightly supportive of growth. This, combined 
with the strong GDP growth reading from Q1 (+3.2% year-over-year), would imply 
just over a one percent chance of negative growth over the next four quarters. As 
such, the need to cut over and above what is being priced in by the market would 
provide limited benefits.

An argument for a 50 bp cut that holds more water is that in a low interest rate envi-
ronment where the Fed faced the possibility of being constrained by the zero lower 
bound, it should act more aggressively when facing potential negative shocks to 
the economy. This has been previously argued by many prominent Fed officials, 
including New York Fed President Williams (neutral). In fact, Chair Powell himself 
was asked about this rationale in the press conference after the June meeting. 
Though he acknowledged the rationale, he ultimately demurred. In the days after 
the meeting though, Minneapolis Fed President Kashkari (nonvoter/dove) revealed 
that he advocated for a 50 bp rate cute and a commitment to not raise rates until the 
Fed hit its 2% target, stating that "an aggressive policy action such as this is required 
to re-anchor inflation expectations at our target". However, Williams' comments 
about aggressive action were more in the context of the economy facing deflation 
risk or a very sharp slowdown, neither of which seem likely given the recent mixed 
data. In addition, the minutes indicated that some participants thought further eas-
ing could prove unnecessary and potentially fuel unwanted imbalances. The latter 
point was recently made by Dallas Fed President Kaplan (nonvoter/dove).

Finally, some observers would note that when Chairwoman Waters asked Powell 
about a possible 50 bp move in July, he did not take the opportunity to push back 
or discourage such expectations. We would note at the same time, neither did he 
say anything to endorse this view—possibly because there may not be a consensus 
within the FOMC to move this aggressively. In fact, recent comments by both Phila-
delphia Fed President Harker (nonvoter/neutral) and Cleveland Fed President Mes-
ter (nonvoter/hawk) indicate that they did not think rate cuts were appropriate, opt-
ing instead for a wait-and-see approach. This indicates that consensus for a 50 bps 
cut would be harder to reach than that for a 25 bp cut.

The case for 25

As discussed in the previous section, there is unlikely to be a consensus on the 
FOMC to ease 50 bps in July even with eight Fed officials calling for rate cuts by year 
end. Indeed, St. Louis Fed President Bullard (voter/dove), who dissented at the June 
19 meeting, reiterated that while he expects the Fed to cut 50 bps by year end, he 
does not think that the current situation warrants cutting 50 bps at the July 31 meet-
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ing. In turn, a 25 bp cut in July appears much more likely in our view.

Recent developments have been mixed, including on the positive side, the resump-
tion of trade negotiations with China, a solid jobs report and a strong stock market. 
While the Fed can make a good case for easing due to concerns about the global 
growth outlook against the backdrop of muted inflation pressures, it is also possible 
that additional rate cuts will prove unnecessary if the data take a more positive turn. 
In other words, while it makes sense to move preemptively from a risk management 
perspective, the data do not argue for moving aggressively, especially given the 
potential for policy easing from other central banks—namely, the ECB.

To be sure, sentiment in favor of 50 may well have gotten a lift because Powell 
seemed to emphasize the negatives in the picture over the positives. But we read 
this as the Chair making clear that positive developments since the June meeting 
have not changed the Committee's bias toward taking some preemptive easing.

Powell’s testimony suggested that policy will be reacting as various developments 
unfold ahead, which augurs for moving on a meeting-by-meeting gradual 
approach: "Moreover, a number of government policy issues have yet to be 
resolved, including trade developments, the federal debt ceiling, and Brexit." The 
debt ceiling in particular would be relevant for the Sept 18 meeting and the Brexit 
deadline is October 31, a day after the October FOMC meeting.

Recent Fed commentary, particularly from Chair Powell’s press conference and tes-
timony, also point towards the benefits of a tight labor market. At minimum, they 
reiterated that the Fed's goal is to sustain the expansion. The input from Fed Listens 
events regarding positive externalities to labor force participation and productivity 
growth from tight labor markets seem to have resonated with many Fed officials, 
such as San Francisco Fed President Daly (nonvoter/dove) as well as Powell himself. 
With interest rates in the vicinity of neutral, and inflation pressures muted, extend-
ing the expansion argues for a more gradual pace of policy adjustment that 
attempts to reap as many benefits of low interest rates before incurring the costs—
i.e. higher inflation or other economic imbalances.

From a political point of view, the optics of a 25 bps interest rate cut seem to be 
better than those of a 50 bp cut. With the Trump Administration continuing and even 
increasing its jawboning of Fed officials, doing more than is strictly priced in risks 
feeding into the mistaken perception that political pressure from the Administration 
is influencing how the Fed conducts monetary policy. In short, overdoing it could 
risk a credibility issue.

Another argument against a 50 bps cut is that without projection materials, it risks 
being misinterpreted and fueling negative narratives that the Fed is seeing some-
thing that market participants are missing. In this sense, a 50 bp cut at the Septem-
ber meeting would make much more sense than at the July meeting as Fed officials 
would have the SEP to back up their statements about the intended effects of such 
a large rate cut.

Conclusion

While there are certainly arguments to be made in favor of a 50 bps July cut and we 
are not completely surprised at the market pricing some probability of that out-
come, we believe that the balance of the evidence favors an initial 25 bps cut. With 
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a bevy of additional data between the July and September meetings, including two 
more jobs reports, additional inflation data, and a better view of Q2 growth, the Fed 
can then ease again in September if there is no dramatic improvement in the data, 
and at the same time provide a benchmark for market participants to gauge 
prospects for further easing through the September SEP. With such limited policy 
space, the Fed will need to be efficient in using its available rate cuts.
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report are provided for reader convenience only. Deutsche Bank neither endorses the content nor is responsible for the 
accuracy or security controls of those websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or 
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quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ from 
recommendations contained in others, whether as a result of differing time horizons, methodologies, perspectives or 
otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on. Analysts 
are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading 
and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do not 
necessarily reflect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides liquidity 
for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes have 
shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for 
equities are listed as Catalyst Calls on the Research Website (https://research.db.com/Research/) , and can be found on the 
general coverage list and also on the covered company’s page. A Catalyst Call represents a high-conviction belief by an analyst 
that a stock will outperform or underperform the market and/or a specified sector over a time frame of no less than two weeks 
and no more than three months. In addition to Catalyst Calls, analysts may occasionally discuss with our clients, and with 
Deutsche Bank salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a near-
term or medium-term impact on the market price of the securities discussed in this report, which impact may be directionally 
counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche Bank has 
no obligation to update, modify or amend this report or to otherwise notify a recipient thereof if an opinion, forecast or estimate 
changes or becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and 
company-specific economic prospects make it difficult to update research at defined intervals.  Updates are at the sole 
discretion of the coverage analyst or of the Research Department Management, and the majority of reports are published at 
irregular intervals. This report is provided for informational purposes only and does not take into account the particular 
investment objectives, financial situations, or needs of individual clients. It is not an offer or a solicitation of an offer to buy or 
sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a 
product of the analyst’s judgment.  The financial instruments discussed in this report may not be suitable for all investors, and 
investors must make their own informed investment decisions. Prices and availability of financial instruments are subject to 
change without notice, and investment transactions can lead to losses as a result of price fluctuations and other factors.  If a 
financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely 
affect the investment.  Past performance is not necessarily indicative of future results. Performance calculations exclude 
transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the previous 
trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors.  Data is also sourced from 
Deutsche Bank, subject companies, and other parties. 

The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our 
organizational arrangements and information barriers we have to prevent and avoid conflicts of interest with respect to our 
research are available on our website (https://research.db.com/Research/) under Disclaimer. 

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor who is long fixed-rate instruments (thus receiving these cash flows), increases 
in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the 
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in 
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to 
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets 
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency 
conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are 
also important risk factors. The sensitivity of fixed-income instruments to macroeconomic shocks may be mitigated by 
indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in 
emerging markets.  The index fixings may – by construction – lag or mis-measure the actual move in the underlying variables 
they are intended to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating 
coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. 
Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps 
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