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one of the top stories of 2015 so far has been the anticipated Tiftoff from the zero
bound interest rate target of the U.S. Federal Reserve (Fed). As market forecasters
continue to debate June vs. September, we share some observations from previous hiking
cycles to guide your views. Federal oOpen Market Committee Calendar Since 1971

Changes in Fed Policy by Month Combined Hikes  Cuts
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Sources: Bloomberg, WisdomTree, as of 3/31/15. Past performance is not
indicative of future results.

1. Playing the odds e« There have been
124 interest rate hikes since 1971; the months with the most frequent 1interest rate
hikes have been May and August, each with 16 hikes over the period  Given that no Fed
meeting will occur in either of those two months in 2015, this could help explain why
forecasters have coalesced around June and September ¢ The next most common month for
hikes 1is September 2. Contrarians Jumping on the June Bandwagon e« Interestingly,
the month with the fewest changes in policy has been June ¢ For investors who tend to
spend a disproportionate share of their summers at the beach, a June rate hike could
force them back into the office o If this occurs, look for an aggressive market reaction
e Flying in the face of this assumption 1is that the two most recent tightening cycles
(1999, 2004) both started in June e« Additionally, the final rate hike in the previous
tightening cycle occurred on June 29, 2006 3. Simply Put, “we’re Due” e« Since 1971,
the Fed has changed the Federal Funds Rate target, on average, once every 1.83 years e
People who believe in “being due” also 1like to analyze averages as opposed to medians
4. “It’s Taking Too Long” . The longest stretch of time without a change in short-
rates is the current period (6.25 years at present) e For hawks, the period of emergency
accommodation will have Tlasted nearly 6.5 years if the first rate hike occurs in June
The second-longest stretch with no change to policy was 1.51 years, from March 25, 1997
to September 29, 1998 « That period was particularly difficult for markets, given that
the Fed ended its easing cycle in January 1996, hiked rates in March 1997, then cut
again in September 1998 5. small, Gradual changes in Policy Are Actually Much
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More common than Larger Shifts e« Many investors don’t realize that the Fed will
continue to manage policy in a range, or “band” (currently 0-25 basis points (bp)), as

it tightens policy rates! « This provides additional flexibility, given the growth in
size of the Fed’s balance sheet « Some forecasters are saying there 1is a small
probability that the Fed will hike by 0.125% in order to give added margin for error if

the economy begins to sputter at the first hint of t1'ghten1'ng2 e In 1971, ’73, ’75, ’76,
77, '78, '79, 83, 86, '87, 88 and 89 the Fed altered policy by as little as 1/8% at
its meetings ¢ This seems like a remarkable level of rate “fine tuning”, particularly
during periods of double-digit short-rates 6. The Blockhead Argument: “The Fed
will Be Forced to Reverse Course Just Tlike Europe Did” ¢ Not surprisingly, the
most frequent months for interest rate cuts are November and December e« This could be
explained by the reluctance in risk-taking going into the end of the year and seasonal
tightness of funding markets in December 7. The Fed Has Hiked Rates, on Average,
More Frequently than It Has Cut Rates e« This has historically been driven by the
fact that rates (until recently) have been zero bound e« Also, the so-called “dual
mandate” has only been 1in effect since 1978 « According to the Fed, it could find no

reference to “full employment” in its policy directives prior to 20083 8. The Fed was
Nearly Twice as Active in the ’70s and ’80s as It was in the ’90s and ’'00s . It
was also much Tess predictable in 1its policy changes during the earlier periods, often
alternating between cuts and hikes ¢ An argument could be made that with dincreased
experience and access to data, today’s policy makers could be Tess active than their
predecessors e« However, during the Greenspan era, the target rate was altered once every
78 days, on average e The median period between rate changes was just 45 days 9. G.
william Miller (Fed chairman 3/8/78-8/6/79) Hiked Interest Rates 20 times and
Never Cut Them . Based on policy stats alone, Miller is the only Fed chairman to hike
interest rates more than he cut them e« unfortunately for the U.S. economy, those 20
interest hikes amounted to only an increase of 3.88% in the effective Fed Funds Rate
target e Despite his tightening record, he actually wasn’t hawkish enough « In a
perplexing sign of faith, 3Jimmy cCarter “demoted” Miller from Fed chair to Treasury
secretary, the only person in history to hold both offices 10. Presidential Campaign
Season Is Starting Up - There have been 17 presidents vs. 15 Fed chairs since 1913 »
Chairman Yellen’s current term as chair is scheduled to end February 3, 2018 . Her term
as a member of the board expires January 31, 2024  Monetary policy is broadly balanced
in presidential election years o 32 hikes vs. 26 cuts over the course of the calendar

year 1goard of Governors of the Federal Reserve System, “Policy Normalization

Principles and Plans”, 9/17/14. Zsource: Goldman Sachs, 3/23/15. 3paniel L. Thornton,
“The Dual Mandate: Has the Fed Changed Its Objective?,” Federal Reserve Bank of St.
Louis Review, March/April 2012.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Zero-bound policy rates : central bank policy rates close to the 0% Tevel.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Real interest rate : Interest rate accounting for the impact of inflation. From the
nominal interest rate, which does not account for the impact of inflation, the rate of
inflation 1is subtracted to get to the real interest rate.

Tighten : a decline in the amount of compensation bond holders require to Tend to risky

borrowers. when spreads tighten, the market is implying that borrowers pose less risk to
Tlenders.

Median : The median is the value within a dataset at which 50% of all observations occur

above aﬁd 50% occur below.

Basis _point : 1/100th of 1 percent.
Short (or short Position) : The sale of a borrowed security, commodity or currency
with the expectation that the asset will fall in value, the opposite of Long (or Long
Position).

Risk : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for
returns to be farther away from this average.

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.

Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which 1in turn affects
interest rates.
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