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Don’t look now, but the calendar has turned, once again, to central bank season. The European Central Bank (ECB) is
slated to kick things off tomorrow with its formal policy session and will be followed by the Bank of Japan and the Fed
during the first week of November (the week before the U.S. presidential election, for those keeping track).

The last ECB meeting in September was met with disappointment in the fixed income markets, as the Euro-based policy
makers left things unchanged. Prior to that convocation, there were expectations the ECB might implement either a
further move into negative rate territory or an extension of its quantitative easing (QE) program, or at the very least hint
that such moves could be forthcoming. Alas, investors were left empty-handed.

So, what are the money and bond markets looking for this time around? While expectations still seem to lean toward a
QE-extension announcement before year-end, a new wrinkle has been added to the discussion. Indeed, reports have
recently surfaced suggesting that ECB officials are building a consensus to potentially go down the tapering road as the
current March 2017 deadline for their QE program draws nearer. Specifically, ECB officials are considering reducing their
asset purchases by about €10 billion per month in order to avoid an abrupt ending to their €80 billion purchases come
March of next year. Any decision to taper would be contingent upon there being no QE extension and on the economic/i
nflation outlook for the eurozone. Interestingly, it was also noted that this apparent consensus building did not exclude
the possibility that QE could still be extended by the full €80 billion per month.
 
U.S. 10-Year Treasury (LS) vs. Investment-Grade Spread (RS) & High-Yield Spread (LS)

If the ECB were to go down the taper route at some point, it would be taking a page out of the Fed’s playbook. As a
reminder, the Fed’s 2013 “taper tantrum” had its genesis in May of that year at an appearance before the Joint
Economic Committee of Congress when then-Chairman Bernanke first broached the idea publicly. This was followed on
a more “formal” basis following the June 2013 FOMC meeting at the Bernanke presser. The actual tapering, or reduced
pace of monthly asset purchases, wasn’t announced until the December 2013 gathering.

We thought it would be useful to offer a refresher as to how the U.S. rate and credit markets reacted throughout that
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process. The U.S. Treasury (UST) 10-Year yield finished 2012 at 1.76%, and at one point in early May 2013 had dropped
to 1.63%. However, after Bernanke’s first taper mention, the yield moved over the 2% threshold and kept moving higher
following the aforementioned June FOMC meeting. A brief rally ensued when the Fed failed to taper by September, but
the yield ultimately finished 2013 at its most recent peak of 3.03%.

For credit, within investment grade (IG) and high yield (HY), spreads narrowed through May but reversed course and hit
their 2013 highs a week after the June Fed meeting. To provide some perspective, IG spreads widened by 25 basis points
(bps) with HY moving out roughly 100 bps. After that bout of market anxiety, the stage appeared to be set for a visible
rally in credit, as IG and HY spreads compressed by 41 bps and 128 bps, respectively, to end 2013.
 
Conclusion

Following the aforementioned report of the ECB building a taper consensus, we did see a response in the rates markets,
as the UST and German bund 10-Year yields each rose by roughly 10 bps in the days that immediately followed. Within
the U.S. credit sector, spreads were little changed if a bit narrower. There seems to be little doubt that central bank
headlines have, yet again, moved front and center and will more than likely remain there going forward. Against this
backdrop, investors could witness a heightened sense of volatility in the fixed income markets.

 
 
Unless otherwise noted, data source is Bloomberg, as of 10/10/2016.

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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