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BREATHE, BREATHE IN THE AIR

Kevin Flanagan — Head of Fixed Income Strategy
06/09/2021

After digesting the Tlatest employment data, I couldn’t help but think of the classic
Pink Floyd song, “Breathe.” You could almost hear Federal Reserve (Fed) Chairman Powell
breathe a sigh of relief following the release of the May jobs report. Pressure,
external-and in some cases perhaps internal-seemed to be building for the Fed to begin
their discussions about when/how to begin tapering their current guantitative easing (QE
) program. while the May employment data continued to show progress being made within
the nation’s Tabor markets, it fell short of creating any urgency for the Fed to shift
course in the immediate future.
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Source: Bureau of Labor Statistics, as of 6/4/21.

Total nonfarm payrolls (NFPs) rose by +559,000 in May, once again falling visibly below
the consensus forecast of +675,000. If there 1is a silver 1lining, at Teast this time
around, it’s that it wasn’t the “worst miss” on record. As you can see in the above
graph, the pace of improvement for NFPs has definitely trailed off. Through october, job
gains had recovered 55% of the plunge in job Tosses that occurred during the height of
the pandemic shutdown 1in March/April 2020. However, that figure has only managed to
climb to about 66% through May. In other words, incremental progress of only a little
more than 10% over the last seven months.

A great deal of attention has been placed on inflation of late, and rightfully so, in my
opinion. However, Powell & Co. have tended to downplay that portion of their dual
mandate (it’s just transitory, remember?) and instead focus on the employment aspect to
continue to justify their unprecedentedly stimulative monetary policy. While the
unemployment rate fell -0.3 pp to 5.8%, this had more to do with a decline in the
civilian Tabor force as the “participation rate” dropped during the month. Based upon
the May jobs data, the employment part of the equation still has a way to go, especially
in Powell’s eyes.

Certainly, there has been a lot of discussion as to why job gains are not necessarily
Tining up with the broader economic recovery. Wwithout going too far down that rabbit
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hole, generous unemployment benefits that serve as a disincentive to return to work have
been mentioned as one probable cause while childcare and continued health concerns also
enter the mix. There’s no doubt the Fed 1is fully aware of these potential factors as
well, which is why, up to this point anyway, Powell has been taking a more cautious
approach to removing any accommodation.

conclusion

How about we wrap up this blog post with a quick thought about the upcoming FOMC meeting
on June 16?7 Wwhile there are no meaningful changes expected to the Fed’s policy
statement, I am curious to see how Powell responds to questions at the presser regarding
any discussions that have taken place around an “exit strategy,” aka tapering. Also,
this meeting will have the Fed’s updated Summary of Economic Projections. Specifically,
I'm Tooking at their Fed Funds estimates (blue dots). While 2024 was still the median
forecast in March, the number of Fed officials looking for a rate hike in 2023 did
increase a bit from the prior estimate. Will this trend continue? That’s what I’m
interested to see.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

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

decreasing the amount of bonds it purchases.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market.
Quantitative easing increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

Inflation : Characterized by rising price levels.

Blue dots : the midpoint target range/level of the FOMC participants’ projections for

the future Federal Funds Rate.

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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF’



	BREATHE, BREATHE IN THE AIR

