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As the market continues to digest stronger U.S. economic data, investors continue to

grapple with the timing and prospect of rising interest rates. As highlighted in the

Federal Reserve’s (Fed) most recent announcement,1 the Federal Open Market Committee is

focusing a great deal of attention on aspects of the labor market beyond the headline

payroll numbers and unemployment rate. In addition to limited wage growth and

uncertainty in the housing market, the significant underutilization of labor has been

positioned as a key factor in its rationale for maintaining current monetary policy. In

previous testimony, Fed chair Janet Yellen has referred to several indicators included

in her labor market dashboard.2 In this piece, we attempt to re-create the labor market

dashboard and assess the progress the economy has made post-financial crisis. While many

indicators suggest a full recovery (or at least substantial progress), a few indicators

hint at little progress from crisis lows. Notably, labor force participation rates

continue to decline and underemployment has shown little improvement so far in the

recovery. People leaving the workforce and the number of long-term unemployed cast doubt

on the improvement indicated by the headline employment numbers. Wage growth also

remains numbingly lethargic. Currently, only 3 of 9 Factors Support a Return to        

Normalcy   In addition

to a tick up in wages, anecdotal evidence and economic releases pointing to

stabilization in labor force participation rates or a fall in the underemployment rate

could improve the Fed’s assessment of labor conditions. Monitoring these factors in
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upcoming Fed speeches, including the meeting in Jackson Hole August 21–23, could provide

clearer insight into the path for future short-term rates in the United States. We

believe that economic releases in the near future will provide the Fed with greater

confidence in the domestic case for beginning to adjust monetary policy. As a result,

interest rates will likely rise in anticipation of the Fed increasing short-term

interest rates next year. As a result, we believe investors would be well served to

reduce interest rate risk in their bond portfolios. As we have mentioned previously, we

believe that the current risk/reward profile favors positions that will benefit from a

rise in rates. With yields in most fixed income sectors near one-year lows, we believe

that now may be a prudent time to reduce risk.         1Board of Governors of the Federal

Reserve System, Federal Open Market Committee.

7/30/14.http://www.federalreserve.gov/newsevents/press/monetary/20140730a.htm 2Rich

Miller and Michelle Jamrisko, “Yellen Jobs Dashboard Shows Rate Rise Far on Horizon:

Economy,” Bloomberg, 4/2/14.

Important Risks Related to this Article

Fixed income investments are subject to interest rate risk; their value will normally

decline as interest rates rise. In addition when interest rates fall income may decline.

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)
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DEFINITIONS

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