
WAIT A MINUTE(S)
Kevin Flanagan — Head of Fixed Income Strategy

05/26/2021

After the prior week’s inflation fireworks, last week’s trading sessions got a little

bit of a “data reprieve.” However, that doesn’t mean the week was completely void of any

headlines. Indeed, the April FOMC minutes offered investors an interesting “surprise” to

consider as we get ready to kick off the unofficial start of summer with the Memorial

Day weekend.

Now, to be clear, we’re not talking about any imminent policy changes here, but the

minutes did offer a departure of sorts from the latest conventional wisdom surrounding

the Fed’s intentions; namely, inner FOMC discussions apparently did mention the “T” word

—tapering. For the record, “tapering” is a reference for reducing the policymakers’

purchases of both Treasuries and mortgage-backed securities (MBS), which currently stand

at a pace of $120 billion per month.

Admittedly, you need to look at the context of this meeting, where the policymakers were

coming off a nearly 1 million increase in jobs in March and “betting” on a repeat

performance for April. We all know how that turned out, but the Fed was definitely not

expecting the higher inflation readings that followed either.

Interestingly, more “recent” Fedspeak did in fact forward the narrative that perhaps the

time has finally come to begin discussions of tapering. Specifically, St. Louis Fed

President Bullard stated that even though the Fed may not be at that point yet, “we’re

getting close” to that time, mentioning summer as “probably a good target.” Meanwhile,

Dallas Fed President Kaplan went a little further, saying that it is wise to weigh the

cost-benefits of the Fed’s emergency policies, and he would like taper talk “sooner

rather than later.”

With all that being said, the Fed’s “big three”—Chairman Powell, Vice Chair Clarida and

New York Fed President Williams—have, as of this writing, yet to go down this path. In

fact, Powell’s criteria to begin such discussions seem to hinge on the economy making

significantly better progress on the employment front combined with putting the pandemic

in the “rear-view mirror.” On the inflation front, “transitory” remains the Fed’s base

case until mentioned otherwise.

Conclusion

So, what does it all mean, you might ask? The bottom-line message is that there are

probably more Fed officials than previously known who feel it is not too early to begin

a discussion about tapering. Admittedly, the minutes’ revelation does not necessarily

mean the policymakers have formally pushed up their “exit strategy,” but let the debate

begin, perhaps leading to some interesting headlines during the summer months. 

Oh, and for the record, the next FOMC meeting is slated for June 15–16 and will include

the Fed’s updated Summary of Economic Projections… More on that later.

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.

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

Inflation : Characterized by rising price levels.

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

determines the direction of monetary policy.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Mortgage-backed securities   : Fixed income securities that are composed of multiple

underlying mortgages.
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