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After three consecutive rate cuts, the Federal Reserve (Fed) decided to stay on the

sidelines at their final gathering for 2019. While this result was widely expected, it

also represented a stark turnaround from the December 2018 FOMC meeting when the policy

makers made Santa’s naughty list and hiked the Fed Funds target for what amounted to the

final time in that rate-hike cycle. Given this most recent outcome, it’s safe to say

investors will not be getting a lump of coal in their stocking this time around.

Where does that leave us heading into the New Year? In my opinion, Chairman Powell and

company have made it abundantly clear that the current state of monetary policy suits

them just fine. In fact, to use the language the Fed itself has used of late, “monetary 

policy is in a good place.” In other words, the Fed feels that the three mid-policy-

adjustment rate cuts enacted from the end of July through the end of October should

provide enough insurance to keep the economy growing and to help mitigate the risks from

trade uncertainty and slowing global growth.

What would it take for the Fed to reconsider this position? Based on comments from Fed

officials, it appears as if the bar has been raised for another rate cut. Not only do

Powell et al. feel their policy is appropriate, their base case is also centered around

continued moderate growth of around +2.0%, or basically right where Q3 real GDP came in

at +2.1%. In order for the policy makers to reconsider their current stance and

entertain thoughts of another rate cut, there would need to be a material change to the

Fed’s baseline outlook.

How about a rate hike? The bar for such action has been raised even further. It has

become increasingly apparent that a renewed rate increase is not on the Fed’s radar.

This is an important point. Following the solid November jobs report, there was some

commentary that if the Phase 1 trade deal is reached with China then perhaps the FOMC’s

next move in 2020 would be to raise rates. For the record, I’m not in that camp. The Fed

has been rather disappointed with the utter failure to hit its 2% inflation target. If

anything, I would argue the policy makers may let things run hot before considering such

a move.

Conclusion

The bottom line seems to be that the Fed will be on hold for the foreseeable future. The

aforementioned employment data underscores the fact that the U.S. economy enjoys a firm

labor market setting and plays right into the Fed’s own outlook. In other words, there

is no need for any further insurance. Fed Funds Futures do point toward a 2H 2020 rate

cut, but I’m not there yet, especially if the economic data continues to come in as it

has of late.

Unless otherwise stated, data source is Bloomberg, as of December 6, 2019.

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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For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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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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