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Trying to Get Ahead of an Economic Slowdown 

The Federal Open Market Committee (FOMC) cut its target range for the fed 

funds rate 50 bps today. The timing of the move was a bit unusual, coming 

ahead of the next regularly scheduled FOMC meeting on March 18. But as 

we pointed out in a report we published on March 2, we expected that the 

Fed would be cutting rates in the near term. The decision to cut rates 

50 bps today was unanimously supported by all ten voting FOMC members. 

In the statement that announced the rate cut, the FOMC said that the 

“fundamentals of the U.S. economy remain strong.” But it also noted that 

“the coronavirus poses evolving risks to economic activity.”  

In that regard, there are three channels through which the coronavirus could 

affect the economy. First, there is the hit to aggregate demand that the 

outbreak poses. Specifically, growth in the countries that have been 

adversely affected by the outbreak to date (e.g., China, South Korea, Italy, 

etc.) should exert headwinds on U.S. export growth in coming months. In 

addition, individuals in the United States are starting to cancel travel, which 

will negatively affect U.S. airlines and travel destinations. Second, the 

temporary closure of factories in the affected countries could lead to supply 

chain disruptions in the United States, which could then cause production in 

the economy to downshift sharply. Third, the recent swoon in the stock 

market and the associated widening in corporate bond spreads represents a 

tightening in financial market conditions (top chart). As we discussed in a 

recent report, Fed easing can help to offset some, albeit not all, of these 

growth-slowing effects. 

Further Easing Likely, but Timing Is Uncertain 

Our current forecast, which was compiled in early February, looks for real 

GDP in the United States to grow 2.0% in 2020 (middle chart). We will not 

be formally updating our forecast until March 11, but clearly the risks to this 

outlook are skewed to the downside. Therefore, we look for the FOMC to cut 

rates further. As we pointed out in our March 2 report, the exact timing of 

additional rate cuts is highly uncertain because it depends largely on the 

evolution of the coronavirus outbreak. But at this point we look for the 

committee to cut rates a total of 50 more basis points by the end of the  

second quarter (bottom chart). That said, we readily acknowledge that this 

forecast could be upended by the evolution of the outbreak. If the outbreak 

is quickly contained, not only in the United States but in most foreign 

economies as well, then the FOMC may not end up cutting further. If, on the 

other hand, the outbreak in the United States accelerates sharply, then the 

U.S. economy could conceivably slip into a mild recession. In that event, the 

FOMC could cut rates all the way back to the zero lower bound. Stay tuned. 
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Fed Cuts Rates 50 bps—Further Easing Likely in Store 
The FOMC cut rates 50 bps today due to the risks that the coronavirus outbreak poses to the U.S. economy. We 
look for the committee to ease further by the end of the second quarter. 

mailto:jay.bryson@wellsfargo.com
https://image.mail1.wf.com/lib/fe8d13727664027a7c/m/4/fed-forecast-update-20200302.pdf
https://image.mail1.wf.com/lib/fe8d13727664027a7c/m/4/covid-19-and-fed-easing-20200226.pdf


 

 

Wells Fargo Securities Economics Group 

 

Jay H. Bryson, Ph.D. Acting Chief Economist (704) 410-3274 jay.bryson@wellsfargo.com 

Mark Vitner Senior Economist (704) 410-3277 mark.vitner@wellsfargo.com 

Sam Bullard Senior Economist (704) 410-3280 sam.bullard@wellsfargo.com 

Nick Bennenbroek Macro Strategist (212) 214-5636 nicholas.bennenbroek@wellsfargo.com 

Tim Quinlan Senior Economist (704) 410-3283 tim.quinlan@wellsfargo.com 

Azhar Iqbal Econometrician (212) 214-2029 azhar.iqbal@wellsfargo.com 

Sarah House Senior Economist (704) 410-3282 sarah.house@wellsfargo.com 

Charlie Dougherty Economist (704) 410-6542 charles.dougherty@wellsfargo.com 

Erik Nelson Macro Strategist (212) 214-5652 erik.f.nelson@wellsfargo.com 

Michael Pugliese Economist (212) 214-5058 michael.d.pugliese@wellsfargo.com 

Brendan McKenna Macro Strategist (212) 214-5637 brendan.mckenna@wellsfargo.com 

Shannon Seery Economic Analyst (704) 410-1681 shannon.seery@wellsfargo.com 

Matthew Honnold Economic Analyst (704) 410-3059 matthew.honnold@wellsfargo.com 

Jen Licis Economic Analyst (704) 410-1309 jennifer.licis@wellsfargo.com 

Hop Mathews Economic Analyst (704) 383-5312 hop.mathews@wellsfargo.com 

Coren Burton Administrative Assistant (704) 410-6010 coren.burton@wellsfargo.com 

     
Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the 
U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp.  
Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not limited to,  
Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited,  
Wells Fargo Securities Canada, Ltd., Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited.  
Wells Fargo Securities, LLC. is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a 
member in good standing of the National Futures Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading 
Commission as a swap dealer and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC. and  
Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products, any of which may be discussed within this 
publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.  
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and 
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general 
information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC 
assume any liability for any loss that may result from the reliance by any person upon any such information or opinions. Such information 
and opinions are subject to change without notice, are for general information only and are not intended as an offer or solicitation with 
respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo Securities, LLC is a separate legal entity 
and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2020 Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 

For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated 
investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of Section 21 of the UK Financial Services 
and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does 
not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and 
Markets Act 2000 for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be 
available. This report is not intended for, and should not be relied upon by, retail clients. 

 
SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


