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Once again, as widely expected, the Federal Reserve (Fed) voted to cut rates at its

October FOMC meeting. This marks the Fed’s third consecutive quarter-point reduction and

places the new federal funds target in the 1.50% to 1.75% range. The question that now

comes to mind is whether the third time’s a charm.

Heading into this latest convocation, there was little doubt the Fed had become divided

over future policy decisions. This fractured state was on display at the September FOMC

meeting—the minutes for that gathering highlighted how some members favored more

aggressive rate cuts, while others wanted no cuts at all. Thus, heading into this latest

policy meeting, it would have been no surprise to see the markets reveal some

uncertainty regarding the potential outcome. Interestingly, this was not the case at

all. As of this writing fed funds futures pegged the probability of a rate cut at 90%

prior to the meeting and still was pricing in an additional two rate cuts for 2020.

The dynamics for the U.S. economic outlook have shifted to some degree since the Fed

started cutting rates back in late July. The one constant has been the labor force

setting, as the backdrop remains solid, with the unemployment rate at 50-year lows and

weekly jobless claims remaining at historically low levels. Admittedly, nonfarm payroll

growth has edged lower, but the other measure of new job creation, civilian employment,

has been rather robust. Manufacturing and investment data do reveal a weakening state

(by-products of trade uncertainty) and global growth is still mired in the doldrums.

However, the lower rate setting engendered by the Fed and the plunge in Treasury yields

this year, do appear to be bearing some fruit in interest-sensitive sectors such as

consumer spending and housing. In addition, the yield curve has recently un-inverted,

perhaps providing a less ominous growth path. Finally, if implemented, “Phase 1” of a

U.S.-China trade agreement is in the works.

Conclusion

So, where does the Fed go from here? While the policymakers are certainly in data-

dependent mode, I believe the voting members would like to sit back and observe how

their three consecutive rate cuts play out. By the way, the last time the Fed was in

insurance-mode, or making a “mid-cycle adjustment to policy”, back in 1998, the

policymakers also cut rates by a quarter-point at three consecutive meetings and then

went to the sidelines. Certainly, given the apparent division in policy views, this

seems to be the more likely path now as well, unless of course, upcoming economic data

takes a turn for the worse. Against this backdrop, the Fed could be done for 2019, and

may prove to disappoint market expectations for next year. This is where “Fed

communication” comes into play to bridge the divide.

Unless otherwise stated, data source is Bloomberg, 10/25/19.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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