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Now that the champagne has gone flat and college football season has come to an end,
investors are facing 2018 square in the eye. Sure, based on consensus forecasts, it
appears as if there are no great expectations for the new year in terms of the economic
outlook, but who can blame anybody, especially after experiencing what seemed to be a
virtuous cycle of mediocre growth numbers and surprisingly Tow inflation on almost a
yearly basis? That raises the question: Could 2018 actually be any different?

The below consensus U.S. economic and rate forecasts do not appear to offer any
groundbreaking dinsights. In terms of growth, real GDP 1is expected to be essentially
unchanged this year compared to what transpired through the first three quarters of 2017
(the Q4 real GDP report 1is slated to come out January 26). While the economists’
projection is T1ittle changed, it should be noted that, if the estimate does come to
fruition, it would represent a two-year ascending trajectory from the +1.5% pace of 2016
and improvement from the +2.2% growth rate that has been printed since the Great
Recession ended in mid-2009. In terms of employment, the jobless rate is not anticipated
to show much movement, dropping from 4.1% to 4.0%.

on the inflation side of the equation, the forecast is certainly no bomb cyclone.
Indeed, the year-over-year gains for both the Consumer Price Index and the personal cons
umption expenditures (PCE) price index Took eerily similar to Tlast year’s experience.
Excluding the volatile food and energy components, the core PCE measure is expected to
register a modest uptick of 0.2 percentage points to +1.7%. Putting it all together, it
would seem as if inflation 1is, once again, not yet ready to be a game changer.

U.S. Economic Forecast vs. 2017 YTD Actuals

2017 YTD Actual 2018 Forecast Difference vs. Forecasts
Real GDP 2.5% 2.6% 0.1%
CPI-YOY 2.2% 2.1% -0.1%
PCE-YOY 1.8% 1.8% 0.0%
Core PCE 1.5% 1.7% 0.2%
Unemployment 4.1% 4.0% -0.1%
Rate

Fed Funds 1.375% 2.200% 0.825%
UST 10-Year 2.41% 2.88% 0.47%

Source: Bloomberg, as of 1/5/18. Past performance is not indicative of future
results.

A1l right, let’s ask the question: what if the forecasts are wrong, and if so, how could
things tilt differently? From a growth and inflation perspective, there 1is no doubt the
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surprise in either case would be for stronger-than-expected readings. If one were to
utilize the New York Fed’s Nowcast forecast, Q4 2017 real GDP is projected to come in at
+4.0%. It would mark the first time since the 2004-05 period that growth had exceeded
3.0% for three consecutive quarters. Starting out 2018, Nowcast Tooks for a 3.4%
increase in Ql. Interestingly, this type of performance would break a string in which
three out of the last four years, Ql real GDP has visibly disappointed, and perhaps more
importantly, put growth for the entire calendar year in a hole to start things off. That
Teads us to inflation. It seems difficult to imagine that the “inflation bogeyman” will
rear its ugly head this year, but given the bond markets’ complacency on this front, any
signs of a renewed upward path could prove to be an issue.

conclusion

So what does it all mean for interest rates, and could 2018 be any different? From a Fed
eral Reserve (Fed) perspective, the policy makers seem to be on track for at least two r
ate hikes this year, with the potential for three (the FOMC’s December 2017 projection
is for three increases), and of course a continuation of the balance sheet normalization
process. The more interesting outcome could be for the U.S. Treasury (UST) 10-Year
yield. while our base case for a 2.25% to 2.75% range may not seem too exciting, if
growth and inflation data were to surprise to the upside, the UST 10-Year yield could be
spending more time toward the upper portion of this band. This would represent a visible
change from the 2017 experience, when the yield finished only 3 basis points (bps) below
the 2016 year-end reading.

Unless otherwise noted, data source is Bloomberg as of January 5, 2018.

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.

For more investing insights, check out our Economic & Market oOutlook

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

Inflation : Characterized by rising price levels.

Real growth : Refers to the rate of economic growth with the inflation rate subtracted
from it.

Personal cConsumption Expenditure (PCE) Price Index : measure of price changes 1in

consumer goods and services in the U.S. economy.

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

Rate Hike : refers to an increase in the policy rate set by a central bank. In the

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.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity
of ten years.

Basis point : 1/100th of 1 percent.
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