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The money and bond markets find themselves in an interesting spot on the calendar, nestled right between the May and
June FOMC meetings. However, based upon recent price action and Fedspeak, perhaps the argument can be made that
the markets find themselves in another far more important place, debating what comes next from Powell & Co.

At the May FOMC gathering and accompanying Fed Chairman’s presser, it certainly appeared as if the Fed was guiding
the markets into thinking this was potentially the last rate hike in this cycle. At a minimum, the voting members were
either at or close to the end, anyway, and that monetary policy was likely to enter into a pause mode. Certainly, future
policy decisions were now going to be on a meeting-to-meeting basis and very data-dependent.

Against this backdrop, the U.S. Treasury (UST) and Fed Funds Futures arenas were continuing to discount the possibility
that rate cuts would be the next topic for the policy debate, with the timing and magnitude for such a shift becoming
rather aggressive at times. Indeed, only one day after this month’s FOMC meeting, futures markets had a rate cut fully
priced in for July and a one-in-three chance for a cut at the June convocation.

Then a “funny” thing happened in this data-dependent world the markets now live in: the U.S. jobs data came in with
another solid showing, no doubt throwing cold water on the aforementioned rate cut expectation timetable. In addition,
while inflation gauges continued to reveal signs of further cooling, core measures, such as CPI, showed price pressures
remaining well above the Fed’s liking. 

That brings us to last week’s Fedspeak and what some were calling the new monetary policy debate: “skip or pause.”
Some Fed officials seemed to be suggesting that a June rate hike was still on the table depending on…the data. In fact,
Dallas Fed President Logan, an FOMC voting member this year, stated the policy makers could “skip a meeting” even
though she still feels further tightening could be warranted. Along these lines, one was getting the sense post-Fedspeak
that voting members are undecided on the immediate next steps for policy, so why not “skip” the June meeting and, if
need be, raise rates in July? This premise appears to be completely at odds with what the UST market has been
discounting.

My motto has always been, when in doubt, look to the Fed Chair. Powell did not disappoint on that front, as he weighed
in, saying the Fed “can afford” to look at incoming data and make its decisions accordingly, especially given the huge
number of rate hikes that have been implemented over the last year. Another point we have been mentioning and
seemed to be confirmed by Powell is that the Fed may use tighter post-Silicon Valley Bank credit conditions as their own
type of rate hike.

Conclusion

In my opinion, instead of spending too much time on the “skip vs. pause” debate, it’s probably more useful to ponder
how long a pause may last before rate cuts. From Powell’s perspective, it appears he is not a fan of the “stop and go”
approach to rate movements. And, if you noticed, essentially none of the Fedspeak I discussed here mentioned rate cuts.
That is the disconnect between the Fed and the UST market that will have to get resolved at some point.

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.
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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)
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 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

Bond market  : The bond market—often called the debt market, fixed-income market, or credit market—is the collective
name given to all trades and issues of debt securities. Governments typically issue bonds in order to raise capital to pay
down debts or fund infrastructural improvements.

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.

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.

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.

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.

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

Inflation  : Characterized by rising price levels.

Consumer Price Index (CPI)  : A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. The CPI is calculated by taking price changes for each item
in the predetermined basket of goods and averaging them; the goods are weighted according to their importance.
Changes in CPI are used to assess price changes associated with the cost of living.
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