
Monthly Cash Review 

The Federal Open Market Committee (FOMC) extended 
the expiration of liquidity programs and left rates 
unchanged. Although this came as no surprise, knowledge 
that FOMC programs remain in place boost sentiment 
should the markets go awry. 

The FOMC left rates unchanged at their July 29th meeting, surprising no one. They extended 
the expiration of the various liquidity programs, including the corporate credit facilities and the 
money market facilities, although at this point the market is far from needing this type of support. 
Nonetheless, the knowledge that the programs are in place should things go awry provides a 
boost in sentiment.

US gross domestic product recorded the largest decline since the 1940’s, -32.9%, highlighting the 
ongoing impact of Covid-19.

The US Treasury announced their quarterly refunding (how much debt they will issue at each of 
their auctions). As expected the Treasury increased the size of all note auctions (2-, 3-, 5-, 7- and 
10-year), bond auctions (20- and 30-year), inflation note auctions (TIPS) and floating rate debt 
auctions (2-year). The bill auction (1-, 2-, 3-, 6-month and 1-year) sizes remained steady through 
the month but are lower from the extraordinary sizes we saw in April, May and June. It is expected 
that Treasury bill issuance could increase once the second Covid-19 relief package is approved 
coupled with anticipation of the seasonal need we often see in the fourth quarter. Bill yields held 
steady over the course of the month.

Consumer Price Index (CPI) data for July came in at 1.6% ex-Food and Energy and 1% for 
headline, which was higher than expectations. Core Personal Consumption Expenditures (PCE) 
came in at 1.25% and remains under the 2% target the Federal Reserve (Fed) is looking for. Fed 
Chairman Powell’s speech at the Jackson Hole Symposium outlined how the Fed’s monetary 
policy framework would be updated including how the Fed will now be targeting an average 
inflation rate of 2% over time, thus allowing inflation to run over 2% at times. He highlighted four 
key economic developments that motivated the update: 

• First, the potential, or longer run, growth rate of the economy has declined. Some slowing 
could be expected as our population growth slows and ages, but more troubling is 
productivity growth which is the primary driver of improved living standards. 

• Second, the general level of interest rates has fallen both in the US and globally. Estimates of 
the neutral Fed funds rate have fallen substantially. This rate is not affected by the monetary 
policy rate but driven by fundamental factors in the economy. The median estimate from 
FOMC participants of the neutral Fed funds rate has fallen from 4.25% in 2012 to 2.5% today. 
This has profound implications for monetary policy as the Fed has less room to cut rates to 
stimulate growth and maintain price stability. 
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• Third, the record-long expansion that ended earlier this year led to the best labor market seen 
in some time. Labor force participation was increasingly undoing what some had thought was 
permanent damage to the labor market. Moreover, the gains were felt across demographics, 
including job gains among Black and Hispanic populations. Chairman Powell highlighted the 
benefit of these gains to families and communities. 

• Fourth, these record gains in employment did not trigger a significant rise in inflation. As 
the unemployment rate moved below the neutral rate — which in 2010 was 5.5% — Fed 
officials expected a rise in inflation. However, after inflation remained subdued, officials 
revised their estimate lower and at present it stands at 4.1%, ultimately contributing to lower 
inflation outcomes. Chairman Powell noted that global disinflationary pressures could also be 
accountable for low levels of inflation as the labor market tightened.

Chairman Powell went on to explain why these low levels of inflation could be problematic for 
an economy. Because expected inflation leads to general levels of interest rates and lower 
expectations, the Fed has limited ability to lower interest rates in order to promote growth and 
boost employment. Furthermore, lower inflation expectation or deflation can create lasting 
damage on an economy. The Fed’s new statement explicitly acknowledges the challenges posed 
by the proximity of interest rates to the effective lower bound (0.00%). To counter these risks, 
they are prepared to use their full range of tools to support the economy. This appears to be 
highlighting the fact the Fed will use various forms of quantitative easing on a perpetual basis.

The Fed expressed that maximum employment is a broad based and an inclusive goal, noting 
their appreciation of a strong labor market in many low- and moderate-income communities. 
They will be informed by the shortfalls of employment from its maximum level rather than 
deviations from its maximum level. Such a change should reflect a robust job market can be 
sustained without causing an outbreak in inflation.

Importantly, Chairman Powell notes they are not tying themselves to a specific inflation average. 
Their approach is viewed as a flexible form of average inflation targeting with plenty of room 
to maneuver. 

With this new understanding of the Fed’s Monetary Policy framework, it would be easy to expect 
interest rates to remain at the lower bound for considerably longer than they had through the 
economic recovery period of 2008 to 2015. Over the last 20 years, Core PCE has averaged 1.73%. 
As noted by the FOMC, demographic trends are in place in the US, across developed markets as 
well as the move towards globalized economies. And while our current administration can try to 
stop the trend, it appears to be too late and would be hard to imagine Core PCE rising above 2% 
for a prolonged period of time long enough to warrant a FOMC rate hike. Therefore it could be 
expected that the FOMC will not raise their target rate range above zero for a decade or more.
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Figure 1 
Personal 
Consumption 
Expenditures —  
20 years

  PCE Core YOY %

  1 Year Average

Figure 2 
Personal 
Consumption 
Expenditures —  
60 years 

  PCE Core YOY %

  1 Year Average

Source: Bureau of Labor Statistics, Bloomberg as of August 31 2020.

Source: Bureau of Labor Statistics, Bloomberg as of August 31 2020.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
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Start with rigor We take a highly disciplined and risk-aware approach built on exhaustive 
research, careful analysis and market-tested experience to meet client needs. Rigor is behind 
every decision we make.

Build from breadth Today’s investment problems demand a breadth of capabilities. We build 
from a universe of active and index strategies to create cost-effective solutions.

Invest as stewards We help our portfolio companies see that what is fair for people and 
sustain-able for the planet can deliver long-term performance. As fiduciaries, we believe good 
stewardship is good investing.

Invent the future We created the first ETF in the US and are pioneers in index, active, and ESG 
investing. Using data, insights and investment skill, we are always inventing new ways to invest.

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care..
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products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated.
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