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Once again, the Fed kept rates unchanged at the July FOMC meeting. As a result, the Fed

Funds trading range remains in the 5.25%–5.50% band that was introduced exactly a year

ago and still resides at a more than 20-year high watermark. For those keeping track,

this represents the eighth consecutive FOMC meeting where the policy maker decided to

take no action on the rate front. However, if the inflation and labor market data

continue to “cooperate,” this may be the last meeting where rates are left unchanged,

with expectations for the first rate cut building for the next FOMC gathering in

September. 

This is exactly where U.S. monetary policy appears to be pivoting. While not explicitly

stating that a rate cut is forthcoming at the September FOMC meeting, the voting members

seem to be guiding the money and bond markets in that direction. Specifically, the FOMC

is highlighting the Fed’s dual mandate of inflation and employment rather than solely

centering on progress on the price pressure front. Indeed, the emphasis on “balance”

when it comes to the risks going forward is the Committee’s way of providing forward

guidance on the potential for a rate cut.

Another rather important aspect of Fed signaling is Chairman Powell’s continued use of

the notion of being “confident.” In other words, the renewed trend toward disinflation

that became evident in the second quarter is providing the springboard for cutting rates

without fear of easing policy too soon. By adding the employment aspect back into the

equation, the Fed has reintroduced the concept that future decision-making is now data-

dependent on not just inflation reports but upcoming labor market data as well.

This is where things could get interesting. At the June FOMC meeting, policy makers

dialed back their “dot plot” to show a forecast of only one rate cut rather than the

three cuts that were in place beforehand. The release of better-than-expected CPI (and

core PCE readings) rendered this “new” dot plot as being almost immediately obsolete. To

be sure, heading into the July policy meeting, implied probabilities for Fed Funds

Futures were now showing an expectation of moving toward three rate cuts in 2024. 

In fact, once we get that first rate cut out of the way, I continue to emphasize that

the central part of the investment landscape going forward will quickly turn to what

type of rate-cutting cycle this will look like. If future economic data (think labor

markets) does not reveal any signs of visible weakening, then this easing episode will

be based on the concept that the current restrictive policy stance is no longer

warranted because of the progress on inflation. This backdrop would more than likely

result in a more deliberate rate-cutting phase. However, if the Fed were to see higher

unemployment rates and continued disinflation in the months ahead, this would arguably

create the environment for a more aggressive easing stance.  

The Bottom Line

An overarching theme from Powell & Co. in public appearances has been that while rate

cuts seem like a reasonable case scenario in the months ahead, Fed officials would still

like to see “more data” to get them over that final hurdle. If upcoming data does

continue to “cooperate,” it is possible that Chairman Powell could provide such forward

guidance at the Kansas City Fed’s Jackson Hole Symposium in the second half of August. 
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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.

Related Blogs

+ Money in Motion: Playing the Trade with More Clarity: Rate Cuts

+ When Will the Yield Curve “Un”Invert?

+ Staking a “Claim” With Inverted Curves

+ Fed Watch: At the Midway Point

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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 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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