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Taking a breather from the regular headlines emanating from Washington, DC, over the course of the last two days the
other policy, i.e., monetary, got its chance to be in the limelight, as Federal Reserve (Fed) Chair Janet Yellen provided
Congress with the Fed’s semiannual Monetary Policy Report.

 

Since the Fed raised rates back in December and projected it might lift the Fed Funds target range an additional three
times in 2017, the U.S. Treasury (UST) market has been looking for some sort of sign as to whether this prediction is still
valid. This year’s first FOMC meeting offered no hint that a Fed rate hike could be in the offing for the next gathering on
March 15. Thus, these congressional testimonies were being viewed as an opportunity for Yellen to change the UST
market’s current perception of “no rate hike in March,” if in fact the policy makers felt the market was ill-prepared for
such an outcome. For the record, prior to Yellen’s appearances, Fed Funds Futures implied probability for a March rate
hike was 32%, while a June hike was at 71% (post-Yellen: March at 34% and June at 74%).

 

Given the proximity of these testimonies to the recently concluded FOMC meeting, it did not appear as if Yellen would
deviate much from that gathering’s policy statement. In other words, what could have changed so meaningfully to shift
the Fed’s thought process in just two weeks’ time? Although Yellen’s testimony did not materially deviate from the
aforementioned policy statement and other comments she had made in January, the UST market viewed the tone as
being a bit more “hawkish.” The recurring theme is that “the Committee recognized the considerable progress the

economy has made toward the FOMC’s dual objectives.” 1 In other words, depending on upcoming economic data, “a
further adjustment of the Federal Funds Rate would likely be appropriate” and “waiting too long … would be unwise.”
These statements are not necessarily groundbreaking or suggestive of an imminent move in March, but they did serve to
put the UST market on notice as to not become too complacent.

 

Conclusion

 

Looking ahead, some of the key determinants for potential rate hikes will likely be wages, inflation expectations and, of
course, the 800-pound gorilla in the room, fiscal policy. Interestingly, besides fiscal policy, Yellen also acknowledged
“developments abroad” as a “source of uncertainty.” Remember, elections/voting overseas has a precedent with the
Fed, à la Brexit. Thus, the outcome of the upcoming elections in the Netherlands and France bears watching. 

 

Early in 2017, increasing attention has turned to their balance sheet. As of now, the FOMC is maintaining its existing
policy of reinvestment of its agency debt, MBS and UST holdings “until normalization of the Federal Funds Rate is well
under way.” This point was reiterated in Yellen’s appearance. In fact, during the Q&A session, Yellen restated this
position and said that stopping reinvestment would happen in an “orderly and predictable way” and that the FOMC
would be discussing balance sheet strategy in the coming months. That being said, various trial balloons and
stories/reports have already cropped up regarding the Fed’s balance sheet. If the Fed keeps to its rate plan, get ready for
more discussions about this as the calendar moves along this year. And by the way: the UST market is not “priced” for
any specifics on this subject … yet.

 

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#monetary-policy
https://wisdomtree.com/blog/glossary#federal-reserve
https://wisdomtree.com/blog/glossary#treasury
https://wisdomtree.com/blog/glossary#federal-open-market-committee
https://wisdomtree.com/blog/glossary#rate-hike
https://wisdomtree.com/blog/glossary#fed-fund-futures
https://wisdomtree.com/blog/glossary#hawkish
https://wisdomtree.com/blog/glossary#inflation
https://wisdomtree.com/blog/glossary#fiscal-policy
https://wisdomtree.com/blog/glossary#brexit


1Federal Reserve Chair Janet Yellen’s semiannual Monetary Policy report testimony, 2/14/16. 

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

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

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.

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

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

Hawkish  : Description used when worries about inflation are the primary concerns in setting monetary policy decisions.

Inflation  : Characterized by rising price levels.

Fiscal Policy  : Government spending policies that influence macroeconomic conditions. These policies affect tax rates,
interest rates and government spending, in an effort to control the economy.

Brexit  : an abbreviation of “British exit” that mirrors the term Grexit. It refers to the possibility that Britain will withdraw
from the European Unio.
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