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Stocks moved higher last week, continuing to build on the 
momentum generated after the Federal Reserve decided to cut 
short-term rates by 0.50 percent. 
 
The Standard & Poor’s 500 Index gained 0.59 percent, while the 
Nasdaq Composite rose 0.95 percent. The Dow Jones Industrial 
Average added 0.62 percent. The MSCI EAFE Index, which tracks 
developed overseas stock markets, gained an eye-catching 3.53 
percent.1,2 

 
Congress Passes Spending Bill 
Stocks started the week tepidly but in the green, as investors mostly 
shrugged oƯ Tuesday’s weak consumer confidence report. Then, at 
midweek, markets put on the brakes as investors appeared to take 
profits after a four-day winning streak.3,4 

 
On Thursday, markets rallied on news that the final Q2 gross 
domestic product estimate showed the economy increased at an 
annual rate of 3.0 percent. Then Friday, the PCE, or Personal 
Consumption and Expenditures Index, showed inflation had cooled 
slightly more than expected in August, which some believe may 
influence the Fed’s decisions on short-term rates at its November 
meeting.5 

 
Finally, a continuing resolution was passed by both houses of 
Congress last week and signed by President Biden Friday morning, 
assuaging concerns over a government shutdown. The resolution 
funds the government until December 20.6 

 



 
 

 



 
China’s Stimulus Package 
This week, the head-turning performance came from outside 
the U.S. 
 
As measured by the MSCI EAFE (Europe, Australia, and Far 
East) Index, international stocks rose more than 3 percent 
following news of China’s stimulus package, which could be 
as much as 2 trillion yuan, or $284 billion. China’s program 
also cut banks’ reserve requirements and lowered a key 
short-term interest rate.  
 
While the EAFE Index doesn’t track stocks from Mainland 
China, the stimulus package had far-reaching implications 
for other countries.7,8 

 
This Week: Key Economic Data 
Monday: Fed Chair Jerome Powell speaks. Fed OƯicial 
Michelle Bowman speaks. 
Tuesday: ISM Manufacturing Index. Construction Spending. 
Fed OƯicial Raphael Bostic speaks. 
Wednesday: ADP Employment Report. Motor Vehicle Sales. 
Fed OƯicials Beth Hammack, Alberto Musalem, Michelle 
Bowman, and Thomas Barkin speak. 
Thursday: Jobless Claims. Factory Orders. ISM Services 
Index. 10-Year Treasury Note announcement. Fed OƯicials 
Raphael Bostic and Neel Kashkari speak. 
Friday: Employment Situation. Fed OƯicial John Williams 
speaks. 
 



 
 
“There’s no good way to do a bad thing, and no bad time to 
do a good one.”  
 
– A friend 

 

 
 
The Federal Reserve decided to cut rates by 50 basis points 
despite what Chairman Powell considers “no risk of a 
recession or downturn,” a “solid economy,” and a “strong job 
market.” 
 
After ignoring the impact of monetary aggregates and the 
warning signs of inflation, the Federal Reserve has breached 
its price stability mandate for three consecutive years, 
preferring to prioritize liquidity injections, i.e., printing 
money, to the recovery of the currency’s purchasing power. 
The “higher for longer” policy only lasted eighteen months. 
Furthermore, the latest reading of the Chicago Fed National 
Financial Conditions Index indicates extremely loose 



conditions. In fact, the Fed has never cut rates by so much 
when financial conditions have been this loose. 
 
If financial conditions are extremely loose and the economy 
and the labor market are strong, according to the FOMC 
minutes, there is no sign of recession and inflation remains 
above target, especially the core CPI, why should they cut 
rates so fast? What happened? 
 
The Fed decided to bail out the government in the middle of 
an election process of all moments. The Fed’s questioned 
independence is even more doubtful today. Cutting rates to 
help an overly indebted government has become part of the 
electoral campaign. 
 
The Fed did not panic in September after the negative 
revision that lost 818,000 jobs from the previous reading. 
The Fed had already panicked in June when it delayed its 
tightening cycle, which coincided with a burst in sovereign 
bond yields. Despite persistent inflation and an overheated 
economy, the Committee decided to “slow the pace of 
decline of its securities holdings by reducing the monthly 
redemption cap on Treasury securities from $60 billion to 
$25 billion.” Additionally, the Fed announced it would 
“reinvest any principal payments in excess of this cap into 
Treasury securities.” The Fed panicked because the two-year 
Treasury yield soared to 5.03% between January and May 
2024, despite an alleged robust economy and very 
encouraging oƯicial headline figures. 
 



The fiscal policies of the administration had driven the 
annual deficit to new highs despite record tax receipts and 
better-than-expected GDP growth. Of course, we all know 
that the economy is not as strong as it looks and that 
headline figures disguise a much weaker labor market and 
productive economy, but the Fed reacted with its first 
loosening action once it saw that Treasury yields soared to 
new highs and because the demand for U.S. public debt of 
foreign investors started to decline visibly. 
 
Things just got worse on the fiscal front after the “quiet 
easing” announced in June. The U.S. budget deficit reached 
$1.897 trillion in the first eleven months of the 2024 fiscal 
year, and annual interest costs on the public debt topped $1 
trillion for the first time, according to the Treasury 
Department. Furthermore, in its own projections, the 
Treasury expected an increase of $16 trillion in government 
debt between 2024 and 2034. The Congress Budget OƯice 
estimates that the implementation of the Harris economic 
plan will result in a further $2.25 trillion increase in debt. 
The Fed had to act with a large rate cut to bail out the 
Treasury. It has certainly impacted the markets. On 
September 20, the two-year yield was 3.59, the lowest level 
since September 2022. However, artificially reducing 
sovereign bond yields will not disguise the enormous fiscal 
problem of the United States; it will make it worse. 
Lowering rates will have a limited impact on the real 
economy because a 15-year eƯective mortgage rate remains 
at 5.6%, and financial conditions will not ease significantly. 
Furthermore, it is diƯicult to believe that families and 
businesses will start demanding more credit with record 



levels of credit card debt and an already weak economy that 
has seen no growth in sales or earnings of the Russell 2000 
in the past four years. 
 
Lowering rates is a tool to rescue the government, but it will 
also make the Treasury add more debt in the next few 
months. If you make it easy for governments to borrow, they 
will gladly do it and continue printing currency, leading to the 
currency’s slow decline. 
 
The Fed rate-cut cycle will likely continue. However, this will 
also continue to erode confidence in the currency and 
international demand for government bonds, perpetuating 
the U.S. dollar’s loss of purchasing power. 
 
The Fed is now in campaign mode and will support the 
government debt as much as possible, passing along the 
negative impact to real wages and small businesses. If the 
Fed cannot curb the appetite for deficit spending and debt of 
the government, it will lose one of its reasons to exist. If the 
Federal Reserve becomes a government agency that 
prioritizes sovereign debt issuance over price stability, the 
endgame is likely to be a Japanese-style stagnation and the 
end of the US dollar as the world’s safest asset in global 
central banks’ balance sheets.9 
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