
FED WATCH: THE FINAL COUNTDOWNFED WATCH: THE FINAL COUNTDOWN
Kevin Flanagan — Head of Fixed Income Strategy

07/26/2023

For all intents and purposes, the pause at the June FOMC meeting just turned into a

skip, as the Fed came back with another quarter-point rate hike at the July policy

convocation. This pushes the new Fed Funds target range to 5.25%–5.50%, the highest

level since early 2001. Investors are now left to ponder if Powell & Co. are finally

finished with this rate hike cycle or if there is another move waiting in the wings.

If you believe the Fed’s dot plot, it appears the voting members have one more rate

increase in store for 2023. Indeed, their median estimate for Fed Funds was updated last

month to show a 5.60% reading, or 50 basis points (bps) above the prior estimate from

March. I’ve blogged before about the reliability of these dot plots, so the markets

could be excused if they are not 100% on-board with this outlook at the current time.

That being said, we have witnessed over the last month or so how the Treasury arena has

finally come around to being more in line with Fed messaging.

That brings us back to the July FOMC meeting and why the Fed did not raise rates in

June. Yes, it is a moot point now, but I still can’t understand what changed so much to

cause them to implement this most recent rate hike rather than just raising the Fed

Funds target six weeks ago and avoiding the somewhat confusing signals that have

occurred over this interim period.

The more important question now is what investors should be expecting for U.S. monetary

policy for the remainder of this year. From the FOMC’s perspective, the Fed will

continue to weigh the full impact of the now 525 bps in rate hikes that have already

occurred in conjunction with the expected further tightening in credit conditions from

the regional banking fallout. Thus, the policy makers remain in full “data dependent”

mode. It is also important to remember that another key part of the Fed’s tightening

process, quantitative tightening (QT), continues unabated.

Based on various reports, Powell was supposedly not a fan of the “stop and go” approach

to policy decisions. However, the July rate hike seemingly puts that notion to rest.

This places the September FOMC meeting now in focus. This policy gathering could prove

to be an integral part of the money and bond market landscape as we enter Q4 and head

into the early portion of 2024. 

The Bottom LineThe Bottom Line

Whether or not another rate increase is in the cards for this year, it does seem as if

the Fed is now either at, or close to, the end of this rate hike cycle. In addition,

rate cuts have now been completely taken off the table until perhaps later in the first

quarter of next year. In other words, investors should focus on rates more likely being

“higher for longer” in their portfolio decision-making process. 

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.
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For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Federal Open Market Committee (FOMC)Federal Open Market Committee (FOMC)  : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

Rate HikeRate 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.

Quantitative TighteningQuantitative Tightening  : Quantitative easing is a process whereby a central bank

targets lowering longer-term interest rates by purchasing bonds and other securities to

stimulate the economy. Quantitative tightening is the reverse process whereby securities

are either sold or the proceeds of maturing securities are not reinvested with the goal

of tightening economic conditions to prevent the economy from overheating.
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