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With the economy currently running at full steam, Americans are witnessing a significant increase in both job crea�on and wage 
growth. Unemployment is down at 60-year lows and growth is expected to be 3.2% this year ahead of earlier es�mates of 2.3%. Yet, 
with such posi�ve indicators, why has the Federal Reserve changed its stance on interest rates, sugges�ng that they could even      
reduce rates if economic condi�ons require it?

As President Trump intensifies his trade war with China, we are seeing ji�ery markets and asset prices are fluctua�ng. Whilst Trump   
remains certain that raising tariffs will see him ‘win’ the trade war, the increase in levies from 10% to 25% on $200bn of Chinese im-
ports to the US will soon end up hur�ng US consumers, and ul�mately the US economy. 

With the economy performing so well a�er a decade of 
(historically) cheap money, the �me had come for the Federal Re-
serve to begin raising interest rates and �ghtening its belt. This has 
an impact on mortgage rates, consumer credit, and the cost of US
government debt interest for the US taxpayer. Interest rates can be
lowered in order to provide s�mulus to a slowing economy and 
they can subsequently be raised when the economy is performing
well in order to keep it from overhea�ng. It is the main policy lever 
available to central banks in order to keep growth smooth and pre-
dictable.

A�er a number of rate rises in 2016-17 under then Federal Chair
Janet Yellen, the appointment of Jerome Powell in her place in
2018 was seen by many as con�nua�on of the current path to nor-
malisa�on. Seen as a ‘pro-market’ chairman by Trump, investors
were keen to see a Federal Reserve that would accommodate the
stock market. Whilst the first four mee�ngs under Powell saw rates 
rise, this came to an abrupt halt in early 2019 when the Fed held
rates steady and indicated they would be pa�ent with future rate 
rises – ul�mately indica�ng support for stock markets if the econo-
my started to weaken.

So, why the change of direc�on? Is this a jus�fied shi� in policy? Or 
like many people, organisa�ons and you could say, countries, was 
the Fed influenced by a President who once called them a ‘bigger 
threat than China?’ Throughout this overview we will explain why
rates had been rising in the US, why the Fed’s strategy changed and
how this has impacted markets.

A key aim of central banks is to keep growth steady and infla�on 
under control. In order to maintain the la�er, central banks can 
raise interest rates to keep the ‘real rate’ manageable.

The US held rates at 0%-0.25% for nearly seven years (2009-16),
but with the jobs market growing, unemployment falling and in-
creasing wage growth, although marginal, the �me of cheap money 
was quite rightly over. The then Federal Reserve Chairwoman Janet
Yellen, who had been at the Fed since 2010, presided over 4 years
of fiscal prudence whilst at the helm as the first female chair, as 
she sought to end the United States $4tn quan�ta�ve easing pro-
gram and the near decade long environment of low interest rates.
Yellen did this with a high degree of diligence. Previously working
under Ben Bernanke during the financial crisis she had a track rec-
ord of strong and informed decisions and made it clear that she
saw the smaller picture too, reminding her colleagues that mone-
tary policy is ul�mately about the people, not facts, ideals and 
graphs.

Yellen brought stability to the economy and steered it through the
worst, leaving the US in a very strong posi�on. Her departure 
though, was not her choice as this responsibility ul�mately rests 
with the President, who decided to not offer her a second term. In 
late 2017, when Trump nominated Jerome Powell to become Fed
Chairman, many saw this as a posi�ve move. Should the economy 
con�nue at its then pace, it was expected that Powell would con-
�nue along a similar path to Yellen.  Yet the move to end Yellen’s 
tenure and replace her with a similar candidate was seen in many
circles as an unnecessary switch. However, having sat on the board
of the Federal Reserve since 2012, Powell was well in tune with the
processes that the Fed was undertaking and certainly he was well
qualified to fulfil the role.
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During a tumultuous 2018 the Fed would end up raising rates four
�mes. Ironically, the rate rises came amidst posi�ve news  - at the
beginning of February 2018, the Labour Department in the US
reported a long-awaited jump in average hourly earnings.
Alongside this Labour report, falling unemployment and strong
growth expecta�ons (not to men�on Trump’s corporate tax cut) 
had driven the markets higher for several years, all the while being
supported by cheap money and a cau�ous Fed.  However, these 
be�er than expected figures made investors think (quite rightly) 
that the Fed would start to �ghten their belts more aggressively 
than expected.  With the shi� in policy stance towards higher 
interest rates, the stock market had been warned that the party
may be coming to an end. The next fortnight (Feb 2018) saw
markets fall over 10%. This is defined as a market correc�on and 
gave many investors a nasty shock a�er years of decent growth. 

This was ul�mately a warning sign for markets now that the days of 
cheap money were over. Whilst equi�es rallied over the course of 
the next two quarters, at the beginning of October 2018 we saw a
further rate rise by the Fed and the iconic 10-year treasury yield hit
3.26%. Trouble was brewing.

Strong data from the US and bullish comments from Powell
increased fears of faster than expected rate rises (again) and when
the 10-year government bond yield spiked to an 8-year high of
3.26%, investors began to sell. As in February, the news in October
2018 worried investors. In addi�on, fears of corporate earnings 
weakness in the technology sector and the escala�on of trade wars 
forced the S&P 500 to its worst decline since 2011. More pain
would come to markets by the end of 2018, with the US having its
worst December since the great depression.

Even as late as the December gathering of the Federal Reserve and
on the back of several vociferous tweets and comments from
Trump, Powell and the Fed raised rates again, which exacerbated
the broad sell-off in markets.

A�er such a bloody quarter, 2019 began on a cau�ous note. Whilst 
some saw the new year as a chance to buy back into stocks which
four months ago were in some cases 50% higher, others were more
conserva�ve about inves�ng their cash again. Within a few weeks 
though, the markets were boosted by the 29th January Federal
Reserve mee�ng, when Jerome Powell and the Fed halted rate rises 
and said they would be pa�ent with further rate hikes. 

“We’re in a place where we can be patient and flexible and
wait and see what does evolve, and I think for the meantime
we’re waiting and watching,” Jerome Powell 10/01/2019

This change in policy was welcome news to investors and to
President Trump who had laid the blame for US stock market
vola�lity squarely at the Fed’s door.

A central bank that is accommoda�ve to the stock market is not 
unusual. However, as shown, Trump’s anger towards the Fed and
Jerome Powell has been made very public. The Fed are not the first 
to face Trump’s ire. But with such vocal opposi�on, it raises the 
ques�on as to how much The White House has influenced the 
central bank into pausing rate hikes. Trump has made a lot of noise
about his annoyance with the Fed and you could be forgiven for

thinking rates are being kept stable to appease the president and
to keep the markets happy – there is enough evidence. However,
the key economic metrics point to the Fed making the correct call
and being pa�ent. With slowing growth in Europe and the trade 
war with China now escala�ng, the world is in a state of uncertainty 
and by being pa�ent the Fed are rather sensibly making the most 
prudent call.  Should the US economy con�nue to grow, and 
infla�on increase, then we would expect further rate rises (albeit at 
a slower rate) in the future. This will be an interes�ng development 
if no trade deal is reached with China.

You would be forgiven for forge�ng that the US government was 
in the middle of a shutdown at the start of this year! Since then,
a�en�ons have focused on more interna�onal developments, 
some of which could quickly become significant headwinds for the 
US economy. Individually or collec�vely, this could mean lower 
infla�on and slower growth or worse, high infla�on and lower 
growth! We s�ll remain op�mis�c about the short to mid-term
prospects for US growth, however we are ready to de-risk our
alloca�on to the US if unexpected policy shi� in Washington causes 
markets to become spooked.
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Ac�on Date

Fed raises rates by a quarter point Jun 13th 2018

Trump tweets: "not thrilled Fed is raising borrow-

ing costs"
Jul 19th 2018

Fed raises rates by a quarter point Sep 26th 2018

Trump tells a rally: "I think the Fed has gone crazy"

"going loco for rates"
Oct 10th 2018

Trump tells the WSJ: "Maybe" he regrets ap-

poin�ng Powell
Oct 23rd 2018

Trump tells reporters: the central bank is a

"problem" "like to see Fed lower rates"
Nov 20th 2018

Trump tells the WSJ: "I think the Fed right now is a

much bigger problem than China"
Nov 26th 2018

Trump tells Reuters: "I think it would be foolish"

for the Fed to raise rates
Dec 11th 2018

Fed raises rates by a quarter point Dec 19th 2018

Trump tweets: "only problem our economy has is

the Fed"
Dec 24th 2018

Fed leaves interest rates unchanged Jan 30th 2019

Trump a�acks Powell at Conserva�ve Poli�cal 

Ac�on Conference
Mar 2nd 2019

Powell receives call from Trump Mar 8th 2019

Fed leaves interest rates unchanged Mar 20th 2019

Trump tweets: Despite unnecessary and destruc-

�ve ac�ons by the Fed, economy looking strong"
Apr 4th 2019

Fed leaves interest rates unchanged May 1st 2019


