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Title graphic: The first rate cut in over a decade
On July 31, the Federal Reserve cut the federal funds rate for the first time in over a
decade. While the cut was well telegraphed and widely expected by the markets, questions
remain as to exactly why the Fed decided to cut rates now. After all, less than a year ago, in
October of 2018, Fed chair Powell told the markets that “we were a long way from a neutral
interest rate,” and just last December the Fed increased the federal funds rate.
Title graphic: Why cut rates now?
For a Fed that claims to be data dependent, very little has actually changed in the Fed’s own
forward-looking economic projections over the last ten months. In fact, the Fed has made
no changes in its forward-looking GDP forecasts and we see only slight downgrades in their
forward looking inflation forecasts. Geopolitically, there have been some changes, and the
escalation in the trade dispute between the U.S. and China has had a negative impact on
future growth prospects. For now, however, most of the damage remains in manufacturing
segments of the economy as consumer confidence remains solid. As a result, global growth
projections have come down a bit, but not to levels that should be overly concerning for the
Fed.
So why cut rates now? The Fed is concerned that downside risks to the economy have
increased, and it is reducing rates proactively in an effort to guard against downside
surprises. Our concern is that this rationale deviates from the Fed’s stated reliance on data
dependence, and the Fed risks being pushed into future policy action by financial markets,
rather than relying on economic performance.
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Title graphic: Investor implications
The Fed certainly looks like it is going to reduce rates further this year, and this is in line
with our updated year-end rate target expectations. The fed funds futures market, however,
expects at least three more rates cuts this year—a stance we view as aggressive in light of
current data. That said, negative surprises could lead the Fed to more aggressive action.
With this in mind, we recommend that investors position portfolios near a neutral maturity
profile. Lower rates should be supportive of risk-based assets, if growth remains stable.
Given market uncertainties, we recommend that investors look to move up in quality within
their fixed income portfolios.

Risk Considerations
Each asset class has its own risk and return characteristics. The level of risk associated with a
particular investment or asset class generally correlates with the level of return the investment or
asset class might achieve. Investments in fixed-income securities are subject to interest rate,
credit/default, liquidity, inflation and other risks. Bond prices fluctuate inversely to changes in interest
rates. Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit
risk is the risk that an issuer will default on payments of interest and principal. This risk is higher
when investing in high yield bonds, also known as junk bonds, which have lower ratings and are
subject to greater volatility. If sold prior to maturity, fixed income securities are subject to market
risk. All fixed income investments may be worth less than their original cost upon redemption or
maturity.
General disclosures
The opinions expressed reflect the judgment of the speaker as of the recording date and are subject to
change without notice. The material has been prepared or is distributed solely for information
purposes and is not a solicitation or an offer to buy any security or instrument or to participate in any
trading strategy. Past performance is no guarantee of future results. Additional information is available
upon request.
Wells Fargo Investment Institute, Inc. is a registered investment adviser and wholly owned subsidiary
of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company.
The information contained herein constitutes general information and is not directed to, designed for,
or individually tailored to, any particular investor or potential investor. This report is not intended to
be a client‐specific suitability analysis or recommendation, an offer to participate in any investment, or
a recommendation to buy, hold or sell securities. Do not use this report as the sole basis for
investment decisions. Do not select an asset class or investment product based on performance alone.
Consider all relevant information, including your existing portfolio, investment objectives, risk
tolerance, liquidity needs and investment time horizon.
Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial
Industry Regulatory Authority, but is not licensed or registered with any financial services regulatory
authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s)
with Wells Fargo Advisors may not be afforded certain protections conferred by legislation and
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regulations in their country of residence in respect of any investments, investment transactions or
communications made with Wells Fargo Advisors.
Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo
Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank
affiliates of Wells Fargo & Company.
© 2019 Wells Fargo Investment Institute. All rights reserved. CAR-0819-00547
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