
Investment Insights
Disciplined Risk Management

APPROVED FOR USE WITH CLIENTS

DECEMBER 2023

Source: Bloomberg, The Federal Reserve Board, 12/14/23

Pivot Party 
Ever since the Fed began raising rates in March 2022, investors have been grappling with the question  
of when policymakers would conclude that enough was enough. This was the first step in a so-called 
“pivot” that would eventually lead to rate cuts. No issue has had more influence on asset prices over the 
past 21 months.

For its part, the Fed has been reticent about offering guidance on when it might relent, citing a high 
degree of uncertainty about what it would take in terms of monetary policy tightening to snuff out a 
burning inflation inferno. Outside of its quarterly Summary of Economic Projections (or “dot plot”) 
that surveys the individual projections of officials, messaging from the Fed has been consistently  
non-committal in regards to a level of interest rates it felt was necessary to get the job done. 

At the December meeting of the Federal Open Market Committee (FOMC), financial markets finally got 
some clarity. Without making a definitive declaration that no further rate hikes would be necessary, every 
indication pointed to the Fed’s next move being a cut. The Fed’s dot plot median projection expects  
75 basis points of cuts next year – 50 basis points more than the September SEP. 

FOMC Median Fed Funds Rate Projection (as of December 2023)

The very first question Powell fielded at the press conference zeroed in on the word “any” added to the 
statement’s language on the need for additional firming. Powell affirmed the market’s general perception 
that it was an acknowledgement policy rates had likely peaked – although he added that confidence in 
that outlook was not strong. 

Of course, by suggesting that the Fed was done hiking, it naturally turned the conversation to when policy 
would begin to ease. This caught many off guard, because – less than two weeks earlier – he sounded far 
more hawkish when he remarked that speculation about future rate cuts would be premature.
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During the post-meeting press conference, Powell offered little pushback to this dovish direction outside 
of highlighting inherent uncertainty emanating from pandemic-related distortions this cycle. He also 
qualified the dovish outlook in the SEP as simply a forecast that the FOMC was not obligated to follow.

Perhaps most surprisingly, Powell didn’t indicate concern about the role financial markets were playing in 
loosening financial conditions in anticipation of the Fed’s next move. At past meetings, he has attempted 
more actively to quell that type of speculation by market participants, seemingly out of concern it could 
work against the Fed’s inflation-fighting cause.

Best of Both Worlds 
Evidence of cooling inflation has begun to calm the nerves of anxious policymakers who were willing 
to do whatever it took to restore price stability. November’s CPI report, released just before the FOMC 
meeting began, supported the case that a disinflationary trend was underway. Core CPI has declined to 
4% on a year-over-year basis from a peak of 6.6% in September 2022. 

Core CPI
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Cognizant of the inherent lags in monetary policy, the Fed acknowledges that waiting for inflation to 
return to its stated 2% target before cutting rates would likely result in an “overshoot.” When Powell was 
asked how much closer inflation would have to get to 2% before he would consider cutting rates, he 
responded by saying “I can’t give you a precise answer.” He then suggested the dot plot, now projecting 
75 basis points of cuts next year with inflation falling further to 2.4% (Core PCE), was “a good estimate.” 

During Powell’s Jackson Hole speech in August 2022, he warned that higher interest rates in pursuit of 
lowering inflation “will also bring some pain to businesses and households.” More than a year later, the 
Fed can celebrate its progress on moderating inflation pressure, while not lamenting over mounting job 
losses – a feat that once seemed improbable in the eyes of many, including the Fed itself. Indeed, many 
forecasters expected bringing inflation back in check would require sacrificing economic growth to the 
point of contraction. 

Source: Bloomberg BLS, 12/14/23
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A recession has yet to materialize, and there are few signs one is brewing over the near-term horizon.  
The U.S. economy grew at an astounding 5.2% annualized rate during the third quarter and is on track 
to deliver above-trend growth of 2.6% for 2023 according to the Fed’s latest projection. A year ago, the 
projection was just 0.5%.

The unexpected durability of economic momentum in the face of higher interest rates may be 
attributable to a number of atypical circumstances. Excess savings on consumer balance sheets and an 
exceptionally tight labor market are two of the most common explanations. However, it should not be 
taken for granted that either of these conditions will last. If the Fed wants a chance at ‘having its cake and 
eating it too,’ it knows it must be mindful of not letting an opportunity for a soft landing slip through its 
fingers by staying overly hawkish. 

Take-Away  
As long as disinflationary trends persist, the Fed can afford to shoot for the win-win of restoring  
price stability without sacrificing economic growth. Such an outcome has become the base case  
in financial markets driving bullish sentiment for both stocks and bonds. However, if inflation  
progress were to stall, the Fed would be forced to pivot back to its hawkish leanings. In our view,  
this scenario has a non-trivial probability of occurring given the unusual circumstances of this cycle 
and inherent challenges of wringing out the so-called ‘last mile’ of inflation. Our concern is that 
investors may be prematurely celebrating success by assuming the prevailing base case is a  
foregone conclusion.

US GDP Growth 
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Investors should carefully consider the investment objectives, risks, charges and expenses 
of the Sierra Mutual Funds. This and other information about the Funds is contained in their 
prospectuses and should be read carefully before investing. The prospectuses can be obtained by 
visiting sierramutualfunds.com or by calling toll free 1-866-738-4363 (1-866-RETI-FND). 

RISKS AND DISCLOSURES:
Past performance is not an indication of future results and there is no guarantee that any investment strategy 
will achieve its objectives, generate profits, or avoid losses. 
These materials may not be copied, altered, or redistributed without the prior written consent of Ocean Park 
Asset Management, Inc or Wright Fund Management, LLC.
This information is for educational purposes and is not intended to provide, and should not be relied upon 
for, accounting, legal, tax, insurance, or investment advice. This does not constitute an offer to provide any 
services, nor a solicitation to purchase securities. The contents are not intended to be advice tailored to any 
particular person or situation.
Unless otherwise noted or sourced within, the statements herein are the opinion of the author. The statements 
have been made based on publicly available information and proprietary research but remain the opinion of the 
author unless noted otherwise. We do not guarantee the accuracy or completeness of the information provided 
in this document. All statements and expressions herein are subject to change without notice. Any projections, 
market/economic outlooks or estimates herein are forward-looking statements based upon certain assumptions 
and should not be construed to be indicative of the actual events that will occur. Other events that were not 
taken into account may occur and may significantly affect the statements made herein. Except where otherwise 
indicated, the information and statements provided herein are based on matters as they exist as of the date 
of preparation and not as of any future date, and we are under no obligation to correct, update or revise the 
information in this document or to otherwise provide any additional materials.
The Sierra Mutual Funds are distributed by Northern Lights Distributors, LLC, member FINRA/SIPC. Advisory 
services are offered through Ocean Park Investment Management, Inc. and Wright Fund Management, LLC, 
each being a registered investment adviser (“RIA”) regulated by the U.S. Securities and Exchange Commission 
(“SEC”). The advisory services are only offered in jurisdictions where the RIAs are appropriately registered. 
The use of the term “registered” does not imply any particular level of skill or training and does not imply any 
approval by the SEC. For a complete discussion of the scope of advisory services offered, fees, and other 
disclosures, please review the RIA’s Disclosure Brochure (Form ADV Part 2A) and Form CRS, available upon 
request from the RIA and online at https://adviserinfo.sec.gov/. We also encourage you to review the RIA’s 
Privacy Policy and Code of Ethics, which are available upon request.
Wright Fund Management, LLC is the investment adviser to the Sierra Mutual Funds.
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