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Last week was central bank week in Europe, as both the European Central Bank (ECB) and

the Bank of England (BOE) held policy meetings on the same day. The outcomes of these

events did not necessarily break new ground, but the results did offer some guidance for

the U.K. and eurozone bond markets going forward. More specifically, it appears the

stage has been set on the monetary policy front for the remainder of this year and into

2019. 

 

Let’s start with the BOE. Following the rake hike of 25 basis points (bps) at the prior

meeting in early August, no changes were implemented this time around. The BOE’s asset

purchase program remained constant as well. The lack of a follow-up tightening move was

certainly no surprise, as the markets had been expecting this type of result. 

 

What about going forward? For the near term, U.K. policy makers seemed to be slightly

more optimistic, revising their third-quarter 2018 GDP growth estimate upward by 0.1

percentage points. However, looking beyond the here and now and into 2019, the BOE’s

assessment highlighted greater uncertainty around Brexit, as well as the potential for

increased risks coming from trade and the emerging markets (EM). Nevertheless, the

current policy stance is still that there is need for ongoing tightening but that any

future rate hikes should remain “limited and gradual.”

 

Now for the ECB. Once again, no surprising outcomes here, as the previously announced

timeline for continued tapering and ending new quantitative easing purchases remains in

place. The ECB’s intention to keep its balance sheet constant when new purchases end

also remains in place and will be achieved by reinvesting any maturing/redeemed proceeds

from its investments. In the post-meeting presser, ECB president Mario Draghi stated

that policy makers have not yet discussed what this reinvestment strategy will look

like. Interestingly, there had been conjecture the ECB would perform its own version of

the Federal Reserve’s (Fed’s) Operation Twist, whereby maturing proceeds would be

recycled into longer-dated maturities more than shorter-dated ones, but Draghi mentioned

no such discussions have yet to take place. In other words, stay tuned.

Much like the BOE, the ECB acknowledged risks from “protectionism,” i.e., trade, and

specifically mentioned EM countries Turkey and Argentina. Fiscal policy issues were also

highlighted, no doubt in a nod to Italy’s ongoing budget saga. The ECB’s inflation

estimates were left largely unchanged, but its growth estimates were revised 0.1

percentage points lower for both this year and 2019. 

Conclusion

So, where does this leave the U.K. and eurozone fixed income markets? Draghi reiterated

the continued need for “significant stimulus” going forward to achieve the ECB’s

inflation goals, while the BOE seems to be on a slow trajectory for rate hikes, with

their own asset purchase program remaining in place. In other words, neither central

bank appears to foresee any urgent need to switch policy course any time in the near
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future to a more hawkish stance. This point was underscored by the ECB’s commitment to

keeping rates unchanged at least through the summer of 2019. In such an investment

landscape, a spike in yield in either the bund or gilt arenas does not seem likely.

Meanwhile, on the other side of the Atlantic, the Federal Reserve (Fed) appears ready to

continue leading the charge on the policy normalization front and is widely expected to

raise rates on September 26 and then potentially again in December. 

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

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

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.

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.

Basis point : 1/100th of 1 percent.

Tighten : a decline in the amount of compensation bond holders require to lend to risky

borrowers. When spreads tighten, the market is implying that borrowers pose less risk to

lenders.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an 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.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a

firms balance sheet and cash available for purchasing new position.

Inflation : Characterized by rising price levels.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.
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