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Given the current state of the U.S. economy and the prior dislocations in the money and bond markets, there has been an
increasing amount of chatter regarding whether the Federal Reserve (Fed) would actually consider pushing the Fed Funds
rate into negative territory. I only have one thing to say to Chairman Powell & Co.: Don’t go all negative on me!

For all intents and purposes, at least at the present time, it would appear as if the Fed is listening to me (even though I
have no direct line to them). Indeed, various Fed officials, including Powell himself, have recently come out and stated
that “the committee’s view on negative rates really has not changed. This is not something we’re looking at.”
Interestingly, the Chairman mentioned that “in October all 17 senior Fed officials who meet to discuss interest rates
agreed that negative rates was not currently an attractive monetary policy,” noting that a unanimous view such as this is
not something you see “very often.”

June 2021 Fed Funds Futures

Certainly, there are fans of this approach, with both Europe and Japan already moving into negative-rate territory.
However, in my opinion and to quote Powell one more time, “the evidence on the effectiveness is very mixed.”
Personally, I think “mixed” is being too kind. Think about it: What have negative rates done for the economies of Japan
or Europe? Exactly.

That hasn’t stopped Fed Funds Futures from predicting negative rates. As recently as a few weeks ago, futures were
predicting the Fed would go negative by the end of this year. While that move lasted for a day, the futures contract for
June 2021 is still flirting below the zero threshold, as of this writing. In other words, the debate is ongoing.

A key concern for the Fed would be the interruption in the deposit/lending function of the banking system. Another
unintended consequence would be for the funding markets and money market funds (MMFs). If the Fed were to pursue a
negative Fed Funds target, U.S. short-term rates would surely follow suit. As a result, it would be highly likely that MMF
yields would also go negative. If you’re an investor, why get penalized? Why not just hold “real” cash (think William
Devane, but instead of gold, actual dollars)? These withdrawals could then have potentially adverse ripple effects on the
funding markets because fewer funds would then be available. Now, we have seen t-bill rates go negative, but it was for
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a very short-lived period of time. Any elongated phase would seemingly be far more disruptive. For the record, the size
of the MMF markets in both Japan and the Eurozone pale in comparison to the U.S.

Bottom line: So, where do we go from here? For now, I’ll take the Fed at their word with any potential additional policy
action coming in the way of forward guidance on rates (timelines, econ targets getting hit, etc.), as well as asset
purchases. That being said, the COVID-19 pandemic has already pushed the policymakers into uncharted territory.
However, I think the Fed would really, really, really like to avoid negative rates at all costs at this point.

Unless otherwise stated, data source is Bloomberg, as of May 22, 2020.

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 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.

Interest rates  : The rate at which interest is paid by a borrower for the use of money.

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.

Money Market Fund  : A fund that Invests in high quality, liquid short-term debt securities and monetary instruments
such as US Treasury bills and commercial paper.

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).
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