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Here's a quote from a mainstream media fixture. How recent is it? “Financial markets have soared during
the last month on expectations of a cut in rates. The Federal Reserve’s top officials...may have grown
increasingly reluctant in the last several weeks to risk causing turmoil on Wall Street by leaving rates
unchanged, analysts said.”

That little blurb from a New York Times article certainly sounds like it could have been written sometime
within the past, oh, forty-eight hours. In fact, that article came out on July 7, 1995, two days after the Alan
Greenspan Fed cut interest rates for the first time since 1992 (the article’s subtitle “Stocks and Bonds
Soar” of course would be no less appropriate for anything written during the week ending June 21, 2019).
The 1995 event was a particular flavor of monetary policy action called an “insurance cut,” and it has some
instructive value for what might be going through the minds of the Powell Fed today.

Anatomy of an Insurance Cut

In the chart below we illustrate the context in which the 1995 rate (and two subsequent cuts ending in
February 1996) took place. What we think of today as the “Roaring ‘90s” had not yet gotten into gear (in
fact it was just about to start with the initial public offering of Netscape, the Internet browser, just one
month after the Fed’s rate cut). In July 1995 the Fed had just capped off a series of seven rate hikes that
had begun in 1994 and that had taken the stock market by surprise. Core inflation had crept back up above
three percent, and a handful of economic indicators warned of a potential slowdown.
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Greenspan Fed’s “insurance cut” operations
reduce the Fed funds rate from 6% - 5.25%
over sixmonth period. Economy stays healthy
with inflationin check, and stocks run wild.

Source: MVF Research, Bureau of Labor Statistics, FactSet

Despite the upturn in inflation, many observers at the time — on Wall Street, in corporate executive suites
and in the Clinton White House alike — complained that the Fed’s rate hike program in 1994-95 had gone
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too far, too fast. Politics were certainly part of this mix, summer 1995 being a bit over a year away from
the next presidential election (stop us if you’ve heard this one before). While the headline numbers didn’t
suggest that a recession was imminent, there were indications that business investment had slowed with
a build-up in inventories. The index of leading indicators, often used as a predictive signal for a downturn,
had come in negative for four consecutive months. In announcing the rate cut, the Greenspan Fed
emphasized that this move was more about getting out in front of any potential downturn, and less about
the looming imminence of such a reversal.

Again, any of this sound familiar?
It’s a Different World

Equity investors, of course, would dearly love to imagine that a Fed insurance cut policy will always lead
to the kind of outcome seen in the latter years of that chart above; namely, the stock market melt-up that
roared through the late ‘90s and into the first couple months of the new millennium. Such an outcome is
certainly possible. But before putting on one’s “party like it’s 1999” hat, it would be advisable to consider
the differences between then and now.

The most glaring difference, in looking at the above charts, is the vast amount of blank space between the
Fed funds rate and inflation. Yes, there was positive purchasing power for fixed income investors back in
those days. Moreover, the US economy was able to grow, and grow quite nicely, with nominal interest
rates in the mid/upper-single digits. This was real, organic economic growth. Yes —it’s easy to conflate the
economic growth cycle of the late 1990s with the Internet bubble. But that bubble didn’t really take off
until the very last part of the cycle — and in actual economic terms, Internet-related commerce was not a
major contributor to total gross domestic product. This was a solid growth cycle.

The Greenspan insurance cuts, then, were undertaken with a fairly high degree of confidence in the
economy’s underlying resilience. Today’s message is starkly different. What the market and the Fed
apparently both conclude is that the present economic growth cycle cannot withstand the pressure of
interest rates much or at all higher than the 2.5 percent upper bound where the Fed funds rate currently
resides (and forget about positive purchasing power for anyone invested in high-grade fixed income
securities). It’s a signal that, if the economy does turn negative, then central banks are going to have to
get even more creative than they did back in the wake of the 2008 recession, because a rate cut policy
from today’s already anemic levels won’t carry much firepower.

For the moment, the mentality among investors is optimistic that a best-of-all-possible-worlds result will
come out of this. Dreams of a late-90s style melt-up are no doubt dancing in the heads of investors as
they shovel $14.4 billion into global equity funds this week — the biggest inflow in 15 months. But no two
bull markets are alike, and that goes for insurance-style rate cuts as well.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
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corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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