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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 trading 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
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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 WisdomTree Floating Rate Treasury Fund (USFR)
offers investors a solution and a means of investing in the Treasury floating rate market.
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Important Risks Related to this Article

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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