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COMMENTARY  
Repos and Rate Cuts; Busy Week for the Fed 
 

Key Takeaways: 

• The Federal Reserve cut the Fed Funds Rate by 0.25% and slightly raised their GDP forecast. 

• Separately, the Fed began providing liquidity to cash markets. 

• The liquidity operation is not like 2008, occurring for differing less-worrisome reasons. 

 
The Fed’s Busy Week 
The Federal Reserve had a busy week after policymakers voted 7-3 on September 18 to cut interest rates 
a second time this year, yet the central bank remains deeply divided on future rate direction. The Fed Funds 
Rate, the key lending rate to banks, was lowered by 0.25% to 1.75%-2%, with the majority of members 
signaling a preference for no further reductions in 2019 unless economic conditions warrant it. Separately, 
the Fed raised its 2019 GDP outlook to 2.2% from 2.1%. 
 
Before the rate cut on Tuesday, September 17, the Federal Reserve Bank of New York conducted an 
overnight “Repurchase Operation,” its first in over a decade. Repeated daily through September 25, these 
Fed interventions collectively added over $491B in cash liquidity to address a dislocation in the overnight 
credit funding market. These actions were needed to relieve money-market stresses, and were 
commonplace in the pre-financial crisis era, by temporarily injecting cash with the Fed taking government 
securities as collateral. These repurchase “repo” operations are aimed to better align repurchase rates back 
to within the Fed Funds target range of 2%-2.25% before the recent interest rate cut to the new target range 
of 1.75%-2%. If you are confused by all this, you are not alone. Let’s try to simplify. 
 
What is the repurchase “repo” overnight market? 
At the beginning of each day, banks that have excess cash can lend those reserves to another bank that 
needs cash for its daily operations. As part of the arrangement, the lending bank receives high-quality 
collateral in exchange. The collateral is typically U.S. Treasury, Agency, or Mortgage-backed Securities 
(MBS). The borrowing bank that pledges the collateral in exchange for cash also agrees to repurchase or 
buy back its securities at a negotiated price. The repurchase price is what determines the yield earned by 
the bank that lent the cash. Typically, the repurchase takes place the following day. 
 
Why this is different from 2008? 
During the global financial crisis, about 10% of the collateral represented in the market were subprime 
mortgages and other similarly risky assets. During that time, the repo market activity dramatically slowed 
as banks feared that the composition of collateral had become too risky. This past week, we had a different 
type of issue in the repo market. The Federal Reserve has been normalizing its balance sheet, allowing 
bonds to roll off its balance sheet as they mature. The net effect of this normalization is that the market has 
a higher supply of government bonds, which are less risky, and a lower supply of cash.  
 
In addition, the government also agreed to raise the federal debt limit in March, setting the stage for even 
more Treasury issuance. As a result, the financial system now features more U.S. Treasuries and less 
liquid cash. Compounding the issue, we saw a convergence of several other events. First, the Treasury 
auction from the previous week settled on Tuesday, September 17, which impacted liquidity. On the same 
day, corporate tax payments were due, which further drained the system of liquidity as cash left the balance 
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sheets of corporations when they made their tax payments. Both activities had the compounding effect of 
reducing short-term liquidity in the system, causing the demand for cash to rocket higher. Instead of 
borrowing cash for an interest rate that was supposed to be within the Fed Funds target range, the interest 
rates on certain repo deals, the rate agreed to between the overnight lender and borrower, were briefly as 
high as 9%.  
 
What did the Fed do? 
The New York Fed promptly entered the market on Tuesday, September 17 to collectively lend banks $75B 
(maximum daily limit) in liquid reserves. The support has continued through today and will continue through 
October 10 to help smooth end-of-quarter activity. It was an encouraging sign for markets on Monday, 
September 23 as the full $75B daily maximum was not required to support daily liquidity.   
 
Summary 
While the repo market has exhibited some unusual behavior, the risks that we saw a decade ago are not 
the same as we see today. At that time, the issue was a perception of risky securities being used as 
collateral that slowed repo activity. This time, it has been due to an oversupply of Treasuries and lack of 
liquid reserves. To ensure that liquidity is sufficient heading into quarter-end, the Fed  will offer three special 
14-day term repo operations this week for $30B on September 24, 26, and 27. Out of an abundance of 
caution, the New York Fed today announced that for its September 26 operations it has increased its 
maximum on overnight repo’s from $75B to $100B and doubled the size of its special 14-day repo to $60B.  
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About Cetera® Investment Management 
Cetera Investment Management LLC is an SEC registered investment adviser owned by Cetera Financial Group®. Cetera 
Investment Management provides market perspectives, portfolio guidance and other investment advice to its affiliated broker-
dealers, dually registered broker-dealers and registered investment advisers. 
 
About Cetera Financial Group® 
Cetera Financial Group (“Cetera") is a leading network of independent firms empowering the delivery of professional financial advice 
to individuals, families and company retirement plans across the country through trusted financial advisors and financial institutions. 
Cetera is the second-largest independent financial advisor network in the nation by number of advisors, as well as a leading 
provider of retail services to the investment programs of banks and credit unions. 
 
Through its multiple distinct firms, Cetera offers independent and institutions-based advisors the benefits of a large, established 
broker-dealer and registered investment adviser, while serving advisors and institutions in a way that is customized to their needs 
and aspirations. Advisor support resources offered through Cetera include award-winning wealth management and advisory 
platforms, comprehensive broker-dealer and registered investment adviser services, practice management support and innovative 
technology. For more information, visit cetera.com. 
 
“Cetera Financial Group” refers to the network of independent retail firms encompassing, among others, Cetera Advisors LLC, 
Cetera Advisor Networks LLC, Cetera Investment Services LLC (marketed as Cetera Financial Institutions or Cetera Investors), 
Cetera Financial Specialists LLC, and First Allied Securities, Inc. All firms are members FINRA / SIPC. 
 
 
Disclosures 

The material contained in this document was authored by and is the property of Cetera Investment Management LLC. Cetera 
Investment Management provides investment management and advisory services to a number of programs sponsored by affiliated 
and non-affiliated registered investment advisers. Your registered representative or investment adviser representative is not 
registered with Cetera Investment Management and did not take part in the creation of this material. He or she may not be able to 
offer Cetera Investment Management portfolio management services. 

Nothing in this presentation should be construed as offering or disseminating specific investment, tax, or legal advice to any 
individual without the benefit of direct and specific consultation with an investment adviser representative authorized to offer Cetera 
Investment Management services. Information contained herein shall not constitute an offer or a solicitation of any services. Past 
performance is not a guarantee of future results. 

For more information about Cetera Investment Management, please reference the Cetera Investment Management LLC Form ADV 
disclosure brochure and the disclosure brochure for the registered investment adviser your adviser is registered with. Please consult 
with your adviser for his or her specific firm registrations and programs available. 

No independent analysis has been performed and the material should not be construed as investment advice. Investment decisions 
should not be based on this material since the information contained here is a singular update, and prudent investment decisions 
require the analysis of a much broader collection of facts and context. All information is believed to be from reliable sources; 
however, we make no representation as to its completeness or accuracy. The opinions expressed are as of the date published and 
may change without notice. Any forward-looking statements are based on assumptions, may not materialize, and are subject to 
revision. 

All economic and performance information is historical and not indicative of future results. The market indices discussed are not 
actively managed. Investors cannot directly invest in unmanaged indices. Please consult your financial advisor for more information. 

Additional risks are associated with international investing, such as currency fluctuations, political and economic instability, and 
differences in accounting standards.  
 
A diversified portfolio does not assure a profit or protect against loss in a declining market. 

 
Glossary 
The S&P 500 is an index of 500 stocks chosen for market size, liquidity and industry grouping (among other factors) designed to be 
a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics of the large cap universe. 
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