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3,2,1…Liftoff!!  After much anticipation, the Federal Reserve raised interest rates for the first time in over 

9 years at the December FOMC meeting.  Committee members voted to increase the Fed Funds rate by 25 

basis points to a target range of 0.25%-0.50%.  While strong jobs data gave the Fed the ammunition needed 

to pull the trigger, headwinds to growth remain.  A continued global slowdown, falling commodity prices, 

and volatile financial markets ensure that the path to normalization is going to be a gradual one.    

 

The US economy continued to expand at a moderate pace in the fourth quarter.  Job gains accelerated, with 

the US adding over 850,000 new jobs during the last three months of the year.  The unemployment rate fell 

to 5.0%, and wages ticked up.  Consumption increased as improved labor market conditions gave 

consumers the confidence needed to go out and spend their hard-earned cash.  The housing market remained 

a bright spot for the economy as well.  Employment gains and low mortgage rates lured buyers to the 

market.  As housing demand outpaced supply, inventories fell and home prices rose, further buoying 

household wealth.  While consumer purchases remained solid, weak global demand led to some cutbacks 

in business investment.  The manufacturing sector was hit particularly hard by the stronger dollar and 

plunging oil prices that have caused oil and gas companies to retrench.  Going forward, as US companies 

continue to face challenges, the resiliency of the US consumer is going to be key to keeping the US 

expansion on track.              

 

While US data looked relatively rosy, global growth remained under pressure during the quarter. Despite 

easy monetary policy, economic momentum in Europe and Japan continued to be subpar.  But the main 

focus of the global growth story was on China.  China’s economy expanded at a pace of 6.9% in 2015, its 

weakest economic growth in a quarter of a century.  The country continued to struggle with a slowdown in 

manufacturing, waning consumer spending, an oversupply in housing, and volatile equity markets.  In an 

effort to spur domestic activity and ease deflationary pressures, China’s central bank cut interest rates to a 

record low in October.  The government also announced further fiscal stimulus to help ease the country’s 

transition from manufacturing to a service-based economy.  This transition has been felt across the globe 

as China’s declining demand for raw materials drove down commodity prices and put a strain on global 

trade.  The drop in oil prices has been particularly painful as a glut in supply continues to outpace slowing 

demand.  

 

The Fed didn’t let a global slowdown or plunging oil prices deter its quest for rate normalization.  In 

December, US monetary policy diverged from the rest of the world when the Fed ended ZIRP (Zero Interest 

Rate Policy) and raised rates by a quarter of a point.  Members cited solid economic activity, particularly 

in the labor market, as supportive of a rate increase.  While inflation continued to run below target, the 

FOMC remained confident in its expectation that inflation would eventually rise to its 2% objective “as 

energy prices and prices of non-energy imports stabilized and the labor market strengthened.”   The Fed 

pledged to remain data dependent but expected the pace of further rate increases to be gradual, particularly 

in light of the current lack of inflation pressures.        

 

Thus far the start to 2016 has been less than stellar.  The US stock market had its worst start to any year in 

history as the rout in oil prices and concerns over global growth weighed heavily on investors.  The Fed 

had projected four additional rate hikes in 2016, but if global woes spill over to the US and economic 

activity slows, the path to normalization may be even more gradual than anticipated. 

 

      


