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After two years of Fed policy tightening weighing on markets and causing volatility, one might think the Fed’s influence will diminish next year now
that it has pivoted. (UBS)

Fed policy remains key for
markets in 2024
13 February 2024, 4:14 pm CET, written by UBS Editorial Team

Disinflation was our choice for finance Word of the Year (WOTY) 2023. Yet, there’s an even better candidate:
resilient. Disinflation has been essential for the equity rally, but it’s very unlikely the S&P 500 would be up
23% this year if not for surprisingly resilient US growth.

If anything, disinflation would have been faster had there been a recession, and the S&P wouldn’t be above 4,700 in
that event. Still, what really drove markets this year was “immaculate disinflation”—falling inflation without any sacrifice
to growth.

So, what’s our prediction for the 2024 finance WOTY? It’s “put”—as in Federal Reserve put. The main market debate
over the past month has been about when and by how much the Fed will cut rates next year, and whether it will do so
preemptively—meaning cut rates even if growth is holding up because inflation has fallen sufficiently. The word “put”
gets at what is probably the most important question investors will be asking next year: How much support can they
expect from the Fed in 2024?

The focus on Fed policy is unlikely to diminish next year… After two years of Fed policy tightening weighing on
markets and causing volatility, one might think the Fed’s influence will diminish next year now that it has pivoted. But
investors have become conditioned over the past two decades to expect a Fed put when growth weakens and inflation
is under control. In this cycle, investors seem especially eager to jump on any signs that rate cuts could happen sooner
rather than later. In other words, they’ll buy first and ask about the Fed put later.

…but the Fed put need not be invoked quickly… Relative to market pricing for nearly 150 basis points of rate cuts
next year, our call for only 75bps implies a Fed put that is still quite a bit out-of-the-money. Fed officials have started
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to push back against these elevated expectations: First, last Friday with New York Fed President Williams and again on
Monday, with Cleveland Fed President Mester saying that markets were “a little bit ahead” in their pricing of rate cuts,
and Chicago Fed President Goolsbee stating that he “was confused a bit” by the market reaction.

…nor is it a reason to be overly bullish on risk assets in 2024. Markets are already pricing a swift exercising of an
in-the-money Fed put. The bar is high to be positively surprised by Fed actions and relatively low to be disappointed. This
is why we still favor quality stocks and bonds. Yet, we also have to respect how potential Fed cuts can influence investor
behavior and market rotations, which was one reason for our recent upgrade of US small-cap stocks to most preferred.

The bottom line is that the Fed was a market foe in 2022 as it intentionally tightened financial conditions to bring down
inflation. It became a market friend in 2023, especially once a pivot became imminent. Whether the Fed will be more
friend or foe in 2024 will depend on how willing it is to cut rates. This year, markets oscillated based on investors shifting
probability between soft landing and recession outcomes. Next year, market dynamics are likely to hinge on shifting
expectations for rate cuts—i.e., whether the Fed put is perceived to be near versus still far out-of-the-money.

This article is based on “Word of the year III,” by Jason Draho, Head of Asset Allocation, CIO Americas. Read the full
blog here.
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Read the original report : Fed policy remains key for markets in 2024, 19 December 2023.

Disclaimer
This document is prepared and published by the Global Wealth Management business of UBS Switzerland AG (regulated by FINMA in Switzerland), its subsidiaries or its affiliates ("UBS"), part of UBS
Group AG ("UBS Group"). UBS Group includes Credit Suisse AG, its subsidiaries, branches and affiliates. In the USA, UBS Financial Services Inc. is a subsidiary of UBS AG and a member of FINRA/SIPC.
This document and the information contained herein are provided solely for your information and UBS marketing purposes. Nothing in this document constitutes investment research, investment
advice, a sales prospectus, or an offer or solicitation to engage in any investment activities. This document is not a recommendation to buy or sell any security, investment instrument, or product, and
does not recommend any specific investment program or service.
Information contained in this document has not been tailored to the specific investment objectives, personal and financial circumstances, or particular needs of any individual client. Certain investments
referred to in this document may not be suitable or appropriate for all investors. In addition, certain services and products referred to in the document may be subject to legal restrictions and/or license
or permission requirements and cannot therefore be offered worldwide on an unrestricted basis. No offer of any product will be made in any jurisdiction in which the offer, solicitation, or sale is not
permitted, or to any person to whom it is unlawful to make such offer, solicitation, or sale.
Although all information and opinions expressed in this document were obtained in good faith from sources believed to be reliable, no representation or warranty, express or implied, is made as to the
document’s accuracy, sufficiency, completeness or reliability. All information and opinions expressed in this document are subject to change without notice and may differ from opinions expressed by other
business areas or divisions of UBS Group. UBS is under no obligation to update or keep current the information contained herein. The views and opinions expressed in this material by third parties
are not those of UBS. Accordingly, UBS does not accept any liability over the content shared by third parties or any claims, losses or damages arising from the use or reliance of all or any part thereof.
All pictures or images ("images") herein are for illustrative, informative or documentary purposes only and may depict objects or elements which are protected by third party copyright, trademarks and
other intellectual property rights. Unless expressly stated, no relationship, association, sponsorship or endorsement is suggested or implied between UBS and these third parties.
Any charts and scenarios contained in the document are for illustrative purposes only. Some charts and/or performance figures may not be based on complete 12-month periods which may reduce their
comparability and significance. Historical performance is no guarantee for, and is not an indication of future performance.
Nothing in this document constitutes legal or tax advice. UBS and its employees do not provide legal or tax advice. This document may not be redistributed or reproduced in whole or in part without the
prior written permission of UBS. To the extent permitted by the law, neither UBS, nor any of it its directors, officers, employees or agents accepts or assumes any liability, responsibility or duty of care for
any consequences, including any loss or damage, of you or anyone else acting, or refraining to act, in reliance on the information contained in this document or for any decision based on it.
Additional Disclaimer relevant to Credit Suisse Wealth Management
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse to any registration or licensing requirement within such jurisdiction. Your personal
data will be processed in accordance with the Credit Suisse privacy statement accessible at your domicile through the official Credit Suisse website https://www.credit-suisse.com. In order to provide you
with marketing materials concerning our products and services, UBS Group AG and its subsidiaries may process your basic personal data (i.e. contact details such as name, e-mail address) until you notify
us that you no longer wish to receive them. You can optout from receiving these materials at any time by informing your Relationship Manager.
Except as otherwise specified herein and/or depending on the local Credit Suisse entity from which you are receiving this report, this report is distributed by Credit Suisse AG, authorised and regulated
by the Swiss Financial Market Supervisory Authority (FINMA). Credit Suisse AG is a UBS Group company.
Please visit [ https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html ] to read the full legal disclaimer applicable to this material.
© UBS 2024. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.

https://secure.ubs.com/public/api/v2/investment-content/documents/ZximYkCGrKWBzH9WkMyD6Q?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk&Accept-Language=de-CH
https://secure.ubs.com/public/api/v2/investment-content/documents/9EvDSlNQZB8-Uxa9BpSiZA?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk&Accept-Language=de-CH
https://www.credit-suisse.com/
https://www.ubs.com/global/en/wealth-management/insights/chief-investment-office/marketing-material-disclaimer.html

	Important Disclosures

