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If we reflect on history, the Federal Reserve (Fed) responded to an international stock

sell-off by cutting the federal funds rate on 22 January 2008 to 3.5% from 4.25%

initiating a 75 basis point emergency rate cut. Following that move, the Federal Open

Market Committee had indicated the need for action was “in view of a weakening of the

economic outlook and increasing downside risks to growth.” Fast forward to 3 March 2020

with the Fed initiating its first emergency rate cut since the 2008 crisis in the realm

of 50 basis points. This time around the move is aimed at supporting an economy that is

starting to see pressure from a supply side shutdown in parts of Asia and will soon

expand more broadly.

 

The Fed rate cut could be a way for the Fed to try to reignite the demand side of the

economic equation as Coronavirus fears are leading to less consumer spending in the

middle of already slowing global growth backdrop. In China, car sales fell by 80% in

February, leading to one of the largest monthly drops on record as consumer spending is

impacted by measures aimed at containing the spread of the Coronavirus. This has put

further pressure on the Chinese auto industry which was already in a two-year decline.

On the supply side, Chinese factory activity was also one of the weakest on record with

the manufacturing purchasing manager’s index plunging to 35.7 in February from 50 in

January 2020. While it is anticipated that many Chinese factories will restart to higher

capacity levels by the end of March, we may begin to note greater impact elsewhere as

the virus spreads to more countries. While the Fed’s monetary easing may see some

immediate impact on the housing market, we may not notice the desired impact on the

demand side of the equation without a commitment to fiscal stimulus.

 

As the contagion of the Coronavirus has begun to expand across Europe, the European

Central Bank has less monetary tools at their disposal to try to reignite consumer

demand. While we have yet to see strong fiscal stimulus commitment from Europe, this

could be the event that tips countries with strong budgets to shift towards fiscal

expansion. The appropriate measure of fiscal expansion may be the tool that helps give a

boost to the demand side of the equation and help support weakening growth in the first

half of 2020.

 

Unless otherwise stated, data source is Bloomberg, as of 04 March 2020.Unless otherwise stated, data source is Bloomberg, as of 04 March 2020.

 

Related blogsRelated blogs

+ US 10-year Treasury breaches historic lows

View the online version of this article here.

WisdomTree WisdomTree INSIGHT ARTICLEINSIGHT ARTICLE

WisdomTree.com WisdomTree.com   +44 (0) 207 448 4330+44 (0) 207 448 4330

https://www.wisdomtree.eu/en-gb/blog/2020-03-02/us-10-year-treasury-breaches-historic-lows
https://www.wisdomtree.eu/en-gb/blog/2020-03-17/digesting-the-federal-reserve-s-emergency-rate-cut


Important InformationImportant Information

 

Marketing communications issued in the European Economic Area (“EEA”): Marketing communications issued in the European Economic Area (“EEA”): This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: Marketing communications issued in jurisdictions outside of the EEA: This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is forFor professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor ayour general information only and is neither an offer for sale nor a

solicitation of an offer to buy securities or shares. This document should notsolicitation of an offer to buy securities or shares. This document should not

be used as the basis for any investment decision. Investments may go up or downbe used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performancein value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest shouldis not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and afterbe based on the information contained in the appropriate prospectus and after

seeking independent investment, tax and legal advice. seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number ofThe application of regulations and tax laws can often lead to a number of

different interpretations. Any views or opinions expressed in this communicationdifferent interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, taxrepresent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to theor legal advice. WisdomTree makes no warranty or representation as to the

accuracy of any of the views or opinions expressed in this communication. Anyaccuracy of any of the views or opinions expressed in this communication. Any

decision to invest should be based on the information contained in thedecision to invest should be based on the information contained in the

appropriate prospectus and after seeking independent investment, tax and legalappropriate prospectus and after seeking independent investment, tax and legal

advice.advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.

 

WisdomTree WisdomTree INSIGHT ARTICLEINSIGHT ARTICLE

WisdomTree.com WisdomTree.com   +44 (0) 207 448 4330+44 (0) 207 448 4330


	DIGESTING THE FEDERAL RESERVE’S EMERGENCY RATE CUT

