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The Fed delivered a hawkish cut, its first since the Great Financial Crisis in 2008. While there
was some debate whether the Fed might cut 50 basis points (bp), in the end the Fed cut the
Fed funds target range by 25bp to 2.00%-2.25% at the July Federal Open Market Committee
(FOMC) meeting. This was more or less in line with expectations. It was not a unanimous
decision, as there were two dissenters, with Esther George of the Kansas City Fed and Eric
Rosengren of the Boston Fed advocating no rate cut. But in the FOMC statement, the Fed
cited concern about the implications of global weakness for the economic outlook, as well as
muted inflationary pressures, as key reasons behind the monetary easing. The Fed
recognized that the US economy remains in good shape and slightly upgraded its assessment
of personal consumption.
However, the hawkish forward guidance was unexpected by financial markets. The FOMC
statement said the future path of Fed funds will be essentially data dependent, and reiterated
its recent mantra: “will act as appropriate to sustain the expansion”. This was followed by a
hawkish bias in Powell’s press conference, where he said the rate cut has an insurance and
risk management aspect to it. He also stated that this easing is not the start of a long cutting
cycle, but he kept the door open for another cut.
Our view prior to the FOMC decision was that market expectations of 100bp in rate cuts,
which were priced into the market in early July, were too aggressive considering the healthy
macroeconomic fundamentals of the US economy. The market has a tendency of pricing too
much easing for rate cuts triggered largely by external events, while underpricing easing for
domestic factors like recession. This time is no different, and the market is now reducing its
rate cut expectations for the next six months.
We do not expect any more cuts this year. This is in contrast to the market, which expects two
more cuts in 2019 and one cut in 2020. While it is a close call, we are not expecting any more
Fed rate cuts this year as long as consumer spending does not materially weaken this year
and next and risks (in particular related to the trade war) do not escalate further.
In view of the market’s unrealistically high rate cut expectations, we favored short duration
fixed-income exposure ahead of the FOMC meeting. Ongoing worries about the weakness in
global growth and uncertainty over US-China trade are weighing on global interest rates and
in turn, US Treasury yields. We believe US Treasuries have priced in a lot of negative news
and current valuations are not reflecting the relatively robust domestic fundamentals. We
expect 10-year yields to stay in a range of 1.9%-2.4% between now and year-end. However,
international trade issue remain the largest wildcard that could inject volatility into Treasury
yields. As a result, we are cautious on US Treasuries and continue to prefer US fixed income
securities that benefit from sound domestic fundamentals.
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Important Information
Diversification does not guarantee a profit or protect against a loss.
Unless otherwise stated, all information contained in this document is from Amundi Asset Management and is as of July 31, 2019.
The views expressed regarding market and economic trends are those of the author and not necessarily Amundi Asset Management , and are subject
to change at any time based on market and other conditions and there can be no assurances that countries, markets or sectors will perform as expected.
These views should not be relied upon as investment advice, as securities recommendations, or as an indication of trading on behalf of any Amundi
Asset Management product. There is no guarantee that market forecasts discussed will be realized or that these trends will continue. These views are
subject to change at any time based on market and other conditions and there can be no assurances that countries, markets or sectors will perform as
expected. Investments involve certain risks, including political and currency risks. Investment return and principal value may go down as well as up and
could result in the loss of all capital invested.
This material does not constitute an offer to buy or a solicitation to sell any units of any investment fund or any services.
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AMUNDI INVESTMENT INSIGHTS UNIT
The Amundi Investment Insights Unit (AIIU) aims to transform our CIO expertise, and Amundi’s overall investment knowledge, into actionable
insights and tools tailored around investor needs. In a world where investors are exposed to information from multiple sources we aim to
become the partner of choice for the provision of regular, clear, timely, engaging and relevant insights that can help our clients make
informed investment decisions.
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