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Once again, no surprises on the outcome for the Fed Funds target following the December FOMC meeting. As widely
expected, the policy makers implemented their fourth rate hike of 2018, pushing the upper band of the Fed Funds range
up a quarter point to 2.50%. This part of the Federal Reserve (Fed) outlook was the easy part of the equation; now comes
the more challenging aspect: What will the FOMC do in 2019?

 

Until relatively recently, there seemed to be a consensus among market participants about Fed policy for next year.
While the Fed’s own projections for Fed Funds (blue dots) prior to the December convocation centered on three
additional hikes, the money and bond markets seemed to be geared more toward two moves, with the chance for a third
increase potentially.

 

And then … it hit! Fed Chairman Powell decided to walk back his comments from October 3, when he stated that Fed
Funds were a “long way” below neutral, updating his stance to rates being “just below neutral.” Needless to say, the U.S
. Treasury (UST) market interpreted this shift in language as a potentially new tilt toward the dovish side. In other words,
perhaps the Fed will be done raising rates sooner rather than later, with the timing and magnitude of any future moves
being reduced accordingly. Throw in a rather noticeable risk-off trade in stocks and credit, and one can see a visible shift
in Fed expectations. As a result, heading into the December meeting, Fed Funds Futures had priced in only one rate hike
for 2019, and barely at that. In fact, at one point earlier this month, it looked as if the market could actually be thinking of
a rate cut in 2020.

 

Back in September, the FOMC had already removed the phrase “the stance of monetary policy remains
accommodative,” so really, Powell’s shifting comments were just stating the obvious. In my experience, Fed leaders
usually are entitled to a mulligan, and this was Powell’s. More importantly, let’s focus on what the Fed is looking at
going forward. There is no doubt the economy continues to be a positive factor for the outlook, even if a slowdown of
sorts is looming. Based upon both the Fed’s and consensus forecasts, a recession is not part of the equation for the next
year or so, if not longer. Admittedly, headwinds (strong dollar, drop in inflation expectations, increases in nonfinancial
corporate debt, U.S./China trade fears) exist. These are the forces that will be watched.

 

Conclusion

 

So for 2019, get used to a data-dependent Fed. Welcome back to how the Fed normally operates. This is policy norm;
telegraphing each and every move that will occur every three months is not the norm. Add in a new wrinkle as well:
There will be press briefings following each FOMC meeting beginning in January. In other words, the markets will have
to get used to the notion that each Fed meeting will be live (i.e., policy moves could potentially occur at any given
convocation). The primary focus on future decision making will be on both economic/inflation and financial conditions.
Given this new climate, the policy makers did reduce their blue dots for only two rate hikes next year, but it appears as if
the tug-of-war between the Fed and the money and bond markets has only just begun.

 

Unless otherwise stated, all data source is Bloomberg, as of December 13, 2018.
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For the top 10 holdings of USFR please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/fixed-income/usfr

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Fed fund futures  : A financial instrument that let's market participants determine the future value of the Federal Funds
Rate.

Federal Open Market Committee (FOMC)  : The branch of the Federal Reserve Board that determines the direction of
monetary policy.

Rate Hike  : refers to an increase in the policy rate set by a central bank. In the U.S., this generally refers to the Federal
Funds Target Rate.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Treasury  : Debt obligation issued by the U.S. government with payments of principal and interest backed by the full faith
and credit of the U.S. government.

Dovish  : Description used when stimulation of economic growth is the primary concern in setting monetary policy
decisions.

Risk-on/risk-off  : refers to changes in investment activity in response to perceived risk. During periods when risk is
perceived as low, investors tend to engage in higher-risk investments. When risk is perceived as high, investors tend to
gravitate toward lower-risk investments.

Monetary policy  : Actions of a central bank or other regulatory committee that determine the size and rate of growth of
the money supply, which in turn affects interest rates.

Inflation  : Characterized by rising price levels.
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