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In December, Wait for Falling Snow and Rising Rates 
 
Reading between the Lines 

Last Wednesday, the Federal Reserve (Fed) released their most recent meeting statement outlining their current 
plan to leave their policy rate unchanged at 0%. This in itself was not a surprise to most. However, the 
comments within the statement did surprise some.  
 
The Fed removed references about the global economy and China as hindrances to our domestic growth.1 They 
also changed their previously open-ended language regarding progress toward their goal of maximum 
employment and 2.0% inflation and how it would affect their rate decision.2  
 
Collectively, it now appears that if these goals are achieved by the end of the year and the international 
landscape remains status quo, they will likely raise rates during their December meeting.  
 
Why December Makes Sense 

The Fed has kept short-term rates near zero for over 6 years. During that period, the U.S. economy has slowly 
healed suggests by the following data.  
 

 The unemployment rate has fallen from over 10% to 5.0% and may go lower.3  
 

 Nominal GDP (real GDP + inflation) is around 4.0%.4  
 

 The manufacturing and services sectors have been in expansionary mode for many quarters and remain 
there today.5  

 
 The housing market keeps grinding along and appears to be healing.6 Data from JP Morgan suggests that 

there is an underwhelming amount of supply on the market and housing affordability remains at multi-
decade lows.6  
 

Assuming nothing major changes between now and December, these factors should help the Fed decide to raise 
short-term rates.  
 
Consistency is Key 

Looking ahead, once the Fed decides start raising rates, it’s likely that they will continue raising them on a 
consistent basis going forward. After its first hike, the Fed has historically raised rates by 25 basis points (1.0% = 
100 basis points) during each of its subsequent meetings until a new policy rate is reached.7 However, many 
pundits have suggested that this time may be different due to the extremely dovish policy stance of this Federal 
Reserve. Once the first rate hike ensues, it would not be a complete surprise to see rates left unchanged 
between multiple meetings. One thing is for certain, the Fed does not want to prematurely raise rates and cause 
the economy to fall into a recession. 
 
What will this mean for stocks and bonds?   

If history is any sort of guide for the future, a rise in interest rates is not necessarily a bad thing for stocks and 
some bonds. Research provided by JP Morgan shows that stocks tend to rise during the early stages of rising rate 
environments.8 This is because rising rates tend to occur when the economy and corporate earnings are strong, 
and thus conducive for stocks.  
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Bonds are more of a mixed bag. Corporate bonds tend to perform better than other bonds during periods of 
rising rates. These bonds tend to be less interest rate sensitive and are instead influenced by a company’s 
individual financial performance. On the other hand, treasuries and other sovereign government bonds tend to 
underperform when rates rise due to their rate-sensitive nature.  
 

Conclusion 

The Fed has held rates artificially low for over 6 years. The domestic economy appears to be reasonably healthy 
and the data supports this argument. Low unemployment, strong manufacturing, and a recovering housing 
market all point towards the Fed raising rates in the near term. This is not a necessarily a negative for stocks and 
bonds and instead should be seen as a positive sign for the U.S. economy. Assuming the data remains intact 
between now and the end of the year, expect short-term rates to move higher in December.  
 
As always, please feel free to contact us with any questions you may have. 
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Important Risk and Disclosure Information  
Investing has risks, some of which may be substantial depending on the objective. Investors should carefully consider their 
objectives, risk tolerance and time horizon before investing. There is no guarantee that investment objectives will be 
achieved. Diversification does not necessarily ensure a profit or protect against a loss. Certain investments discussed may 
not be liquid. ETF’s, non-traded securities and closed-end funds and other investments could be worth more or less than 
their net asset value when bought or sold. A complete description of risks can be found in the prospectus for each 
investment.    

This material is provided on an informational basis only and should not be construed as a solicitation for any specific 
product or service. The views expressed in this report are those of investment professionals and are current only through 
the date when this was delivered, and are not intended as investment advice or a recommendation to purchase or sell 
specific securities. All discussion of asset allocation and/or portfolio diversification reflects general principles and does not 
represent a recommendation for specific action.  

These opinions may change at any time without notice, and there is no assurance that any securities discussed herein, will 
remain in an account at the time you receive this information. It is not possible to invest directly in an Index. Various index 
names that we refer to may be registered trademarks. Past performance does not predict future results. While every effort 
has been made to verify the information contained herein, we make no representations as to its accuracy.    

Wealth and Pension Services Group, Inc., (WPSGI) and its affiliates and its employees are not in the business of providing 
tax or legal advice. Tax‐related statements, if any, may have been written in connection with the marketing of the 
transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should 
seek advice based on the taxpayer’s particular circumstances from an independent tax advisor. You should only rely on your 
statements from you custodian(s) for definitive information about your accounts, holdings and transactions. While we make 
every effort to ensure the accuracy of reports we provide, our company is a registered investment advisor, not a custodian, 
so we must rely on information from other sources for generating reports and cannot guarantee the accuracy of such 
information.    

WPSGI does not give any representation or warranty as to the reliability, accuracy or completeness of any third party 
material, nor does WPSGI accept any responsibility arising in anyway ( including negligence) for errors in, or omissions from 
such third party material. The fact that third party information was provided through WPSGI does not constitute an 
endorsement, authorization, sponsorship, or affiliation by WPSGI its owners, or its employees. Securities offered through 
Triad Advisors, Inc. Member, FINRA/SIPC. Investment Advisory services offered through Wealth and Pension Services 
Group, Inc.    

Please see form ADV 2 and part B for a complete description of services, conflicts and disclosures. A copy can be requested 
by calling 770-333-0113.  

 


