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The first Federal Open Market Committee (FOMC) meeting of 2019 is now in the books. While the result did not deviate
from the market’s expectations on the rate front, the policy statement did provide further evidence that the Federal Reser
ve (Fed) is going about things in a different way than investors have been accustomed to over the last few years. Is this
decision-making process the “new” normal? No, it is really just the “old” normal, or how the Fed typically conducts mon
etary policy when the Fed Funds Rate target is not zero.

 

Since the FOMC began raising rates in December 2015, and picked up the pace during the last two years, the plan was
to move the Fed Funds Rate target away from zero, i.e., to normalize policy. Now, with the upper band of the policy rate
target at 2.50%, or close to what is considered a neutral rate, the voting members have achieved their goal. So instead of
raising rates in a somewhat gradual, but more importantly, predictable manner, further possible rate hikes will hinge
upon upcoming economic data. In other words, monetary policy has become data-dependent. This is how the FOMC
typically went about its business prior to the global financial crisis/great recession.

 

With inflation below the Fed’s 2.0% target, the policymakers can afford to be patient and, in the words of Chair Powell,
“flexible” as well. Certainly, the decline in risk assets as 2018 came to a close created an environment of tighter financial
conditions. The question now is whether that development had any visible, longer-lasting impact on economic growth.
Certainly, the December jobs report was robust, so the good news seems to be that the economy was in relatively solid
shape to absorb the blow.

 

So, where do things stand as the markets look ahead? Unfortunately, the waters will be muddy for a while. Due to the
partial government shutdown, both the Fed and the bond market have not been receiving any fresh insights on the
economy. The only exceptions have been the Bureau of Labor Statistics and private vendors. Even with the federal
government now open, it will take time for the various agencies to compile and release their data. In other words, the
Fed and the bond market will have to wait!

 

Once the government agencies are caught up, history has shown us that a data deluge could be on the horizon, as two
months’ worth of reports could get released on the same day. A further complication is that Q1 real GDP will more than
likely be adversely impacted to some degree by the shutdown—and Q2 should show a bounce-back. This means the Fed
may not get a true sense of underlying conditions until later in the spring.

 

Conclusion

 

Our base case, much like the Fed’s, still involves a slowdown in U.S. growth, rather than a recession. Eventually, we feel
that should lead to at least one more rate hike this year, but the timing has probably been pushed out due to the
aforementioned considerations. Don’t forget about the balance sheet. I’m expecting more headlines on this front as 2019
progresses. Stay tuned for more on this latter point in future blog posts!

 

Unless otherwise stated, all data is sourced from Bloomberg as of 1/29/19.
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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

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

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

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.

Federal Funds Rate  : The rate that banks that are members of the Federal Reserve system charge on overnight loans to
one another. The Federal Open Market Committee sets this rate. Also referred to as the “policy rate” of the U.S. Federal
Reserve.

Normalization  : The process by which a policy or action returns to its historically normal levels.

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.

Recession  : two consecutive quarters of negative GDP growth, characterized generally by a slowing economy and
higher unemploymen.

Inflation  : Characterized by rising price levels.

Gross domestic product (GDP)  : The sum total of all goods and services produced across an economy.

Balance sheet  : refers to the cash and cash equivalents part of the Current Assets on a firms balance sheet and cash
available for purchasing new position.
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