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For the second meeting in a row, the Fed implemented a 25 basis point (bp) rate hike, bringing the new Fed Funds tradin
g range to 4.75%–5%. The question on everyone’s mind now is will the Fed continue on its rate hike mission, or will there
be a pause or even a rate cut in the near future? Given this newfound level of uncertainty, the Fed is trying to thread the
needle.

According to its policy statement, besides the aforementioned rate hike, the policy maker is also now trying to give itself
some flexibility for future decisions. Indeed, the language was changed to reflect such a dynamic. While it does not
necessarily state the Fed is going to pause now (let alone consider rate cuts), it does suggest that future decision-making
is now both data and financial condition dependent.

In the pre-Silicon Valley Bank (SVB) world, based upon economic data and Powell’s Semiannual Monetary Policy
testimony only two short weeks ago, the debate surrounding today’s meeting would probably have been whether the
voting members hike by 25 bps or 50 bps. However, the post-SVB world brought the debate to either no rate increase or
the one-quarter point the markets ultimately received. There’s no doubt the Fed was in a “pickle,” as there were
legitimate concerns that if Powell didn’t raise rates at this convocation, the markets might have been “spooked” by the
thought that perhaps bank/financial conditions were worse than previously thought. 

What comes next? If the post-SVB world calms down in the financial markets and the economic data looks anything
similar to the January/February reports up to this point, another rate hike at the May FOMC meeting should not be ruled
out. Conversely, ongoing market dislocations could outweigh the data and push the Fed into pause mode. As of this
writing, the implied probability for Fed Funds Futures looks for a rate cut during the summer. In my opinion, the only way
that scenario comes to fruition is if the post-SVB world deteriorates from a market and/or economic perspective. And
don’t forget its balance sheet and quantitative tightening (QT) as being a potential part of the mix.

A Potential Investment Solution

There is no doubt that the investment landscape is fraught with elevated uncertainty and, of course, the volatility that
comes with it. Although the U. S. Treasury (UST) market has been the safe-haven choice for investors, the level of volatility
has risen to levels not seen since 2008, with wide swings being readily apparent in fixed coupon yields specifically. One
sector of the UST market that has not witnessed this heightened volatility is floating rate notes (FRNs). UST FRNs are
reset with the weekly 3-Month t-bill auction and, as such, have not been subject to the headline/speculative risk the post-
SVB world has brought. The floating mechanism allows UST FRNs to be anchored by the Fed Funds Rate, not the 2- or
10-Year note, as an example.

Based upon this reference rate, UST FRNs have now become the highest-yielding security in the Treasury market, offering
investors a means of capturing income, but without the volatility. In fact, one of the issues that has been brought front
and center is that banks had failed to keep up with the increase in the Fed Funds Rate in terms of what they were offering
on deposits. In addition, unlike vehicles such as certificates of deposit (CDs) or t-bills, there is no lock-up period. The Wis
domTree Floating Rate Treasury Fund (USFR)  offers investors a solution and a means of investing in the Treasury floating
rate market.

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including the possible loss of principal. Securities with floating rates can be less
sensitive to interest rate changes than securities with fixed interest rates but may decline in value. The issuance of floating
rate notes by the U.S. Treasury is new, and the amount of supply will be limited. Fixed income securities will normally
decline in value as interest rates rise. The value of an investment in the Fund may change quickly and without warning in
response to issuer or counterparty defaults and changes in the credit ratings of the Fund’s portfolio investments. Due to
the investment strategy of this Fund, it may make higher capital gain distributions than other ETFs. Please read the
Fund’s prospectus for specific details regarding the Fund’s risk profile.
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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.
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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.

Basis point  : 1/100th of 1 percent.

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.

Fed funds target range  : the interest rate band the Federal Open Market Committee decides to implement for the
federal funds 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.

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

Quantitative Tightening  : Quantitative easing is a process whereby a central bank targets lowering longer-term interest
rates by purchasing bonds and other securities to stimulate the economy. Quantitative tightening is the reverse process
whereby securities are either sold or the proceeds of maturing securities are not reinvested with the goal of tightening
economic conditions to prevent the economy from overheating.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

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.

Floating Rate Treasury Note   : a debt instrument issued by the U.S. government whose coupon payments are linked to
the 13-week Treasury bill auction rate.

Treasury Bill  : A treasury bill (T-Bill) is a short-term debt obligation backed by the U.S. government with a maturity of
one month (four weeks), three months (13 weeks) or six months (26 weeks).

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.
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