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My, how things have changed in a relatively short period of time. As we finished off 2018 and entered the new calendar
year, expectations for future Federal Reserve (Fed) policy actions were altered dramatically. Now, here we are in a wait-
and-see mode as Chairman Jerome Powell and the rest of the FOMC appear to be taking a sitting, waiting and wishing
approach toward monetary policy.

 

The graph below highlights how the market’s Fed expectations essentially have been dictated by what has occurred in
the U.S. stock market over the last couple of months. As recently as November 8, Fed Funds Futures were pricing in the
possibility of two rate hikes in 2019. While that was one less move than the Fed’s own forecast at the time, it was still
consistent with what the policy makers were also envisioning.

 

Then the stock market decided to take its selling pressure to another level. What began as a more moderate move off its
highs in late September/early October turned into a rout from early November into the opening days of 2019. Not
coincidentally, Fed Funds Futures followed the stock market’s lead and, amazingly, turned “two rate hikes” into a “rate
cut” as recently as January 3. 

 

S&P 500 vs. Fed Funds Futures January 2020 Contract 

 

Since the first few trading sessions of the new year, the markets have received a rather robust jobs report combined with
Fed-speak suggesting that the policy makers are not on some predetermined path to raise rates no matter what. Chair
Powell has led the way on this front, emphasizing a patient, flexible approach to the decision-making process, one that
has become data dependent. In addition, Powell and Co. have also mentioned they are paying attention to what the
markets are saying but also acknowledging that they are more pessimistic than the Fed on the growth outlook, going as
far as saying that the economy is “solid” and not predicting a recession in 2019. 

 

Conclusion
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So, as winter begins to move into full gear, we are left with no clear guidance but must also wait out economic data, and
perhaps equally important, keep a close eye on the risk markets for any additional signals. As of this writing, Fed Funds
Futures have bounced up a bit in yield and appear to be signaling no rate hikes from the Fed will be forthcoming this
year. Here’s food for thought: perhaps the Fed does take its time on the rate front because it still has its balance sheet
operating in “roll-off” mode…just thinking out loud. 

 

Unless otherwise stated, all data is from Bloomberg as of January 14, 2019.

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

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

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.

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

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.

S&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the Standard and Poor’s Index
Committee designed to represent the performance of the leading industries in the United States economy.

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

Yield  : The income return on an investment. Refers to the interest or dividends received from a security that is typically
expressed annually as a percentage of the market or face value.
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