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Last week’s Jackson Hole speech from Federal Reserve Chairman Jay Powell may have been one of the most anticipated
events of the year for the financial markets. It had been assumed, and rightfully so, that Powell would offer some type of
guidance regarding the timing of the policy makers’ eventual taper program. Well, Powell did not disappoint on that
front, but given the Fed’s prior forward guidance on this topic, I didn’t see anything groundbreaking in his actual text. 

In fact, if you had read the July FOMC minutes, you could have written the Jackson Hole speech for Powell. This passage
from the minutes sums up the Fed’s thoughts (my highlights):

Looking ahead, most participants noted that, provided that the economy were to evolve broadly as they
anticipated, they judged that it could be appropriate to start reducing the pace of asset purchases this year
because they saw the Committee’s “substantial further progress” criterion as satisfied with respect to the price-
stability goal and as close to being satisfied with respect to the maximum employment goal.

While not verbatim, this is exactly what Powell’s message was at Jackson Hole.

Ok, so now we know that unless the COVID-19 delta variant results in a visible negative effect on the economy, Powell
feels “it could be appropriate to start reducing the pace of asset purchases this year” because he feels the “substantial
further progress test has been met for inflation” while “there has also been clear progress toward maximum
employment.” Does that look familiar?

It is time then to turn the page to the next, and arguably more important, part of the Fed’s exit strategy, which is the first
rate hike. On this front, Powell made sure to couch his remarks a bit more and emphasized two points: 1) tapering “will
not be intended to carry a direct signal regarding the timing of interest rate liftoff” and 2) “we have much ground to
cover to reach maximum employment,” a key criteria for rate hikes to commence.

Thus, Fed policy has essentially become extra data dependent as it relates to future jobs reports. We are going back to
the good old days, for those of you who might remember, when the monthly employment release was must-see TV. In
order for the policy makers to feel comfortable regarding liftoff, it will take a sustained period of solid jobs numbers
bringing nonfarm payrolls back to, and perhaps above, their pre-pandemic levels and the attendant decline that should
ensue for the unemployment rate. 

This brings us to the September 22 FOMC meeting where a new batch of ‘blue dots’ (the Fed’s rate hike forecasts) will be
available. We only need three members to shift their dot to move the Fed’s median estimate for liftoff to next year! In my
opinion, this will be the new bond market focus going forward.  

Consider this: the U.S. Treasury (UST) 5-Year note is often viewed as the fulcrum in the rate discussion. As of this writing,
the yield is now only about 15 basis points (bps) below the April 2021 high of 0.98%, while the UST 10-Year yield is still
40 bps below its peak from earlier this year. I think the UST market is pointing in the direction of where rates are headed
later this year and into 2022. 

Rate-hedging should remain a key aspect to bond portfolios, because, in my estimation, rates are going higher. It’s more
a matter of when, not if.

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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+ Fed Watch: When Doves Cry

+ What’s Behind the Drop in the Treasury 10-Year Yield?

+ What's on the Inflation Horizon?

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.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin decreasing the amount of bonds it
purchases.

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

Inflation  : Characterized by rising price levels.

Blue dots  : the midpoint target range/level of the FOMC participants’ projections for the future Federal Funds Rate.

U.S. 5 Year Treasury Note  : A debt obligation issued by the United States government that matures in 5 years.

Basis point  : 1/100th of 1 percent.

Rate-Hedged  : A bond portfolio that has offsetting positions in Treasury securities to reduce interest rate risk.
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