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The Federal Reserve (Fed) released its new policy framework, formally known as the

Statement on Longer-Run Goals and Monetary Policy Strategy, late last month in

connection with Chair Powell’s Jackson Hole speech. After that, it is not surprising the

September FOMC meeting failed to provide any fresh headlines. The key question now is

how does the Fed actually implement this new approach? There really is no precedent to

go by, and the ‘assembly directions’ have significant potential for misinterpretation by

the markets.

As a reminder, at the heart of this new framework, the policymakers will now be using an

average inflation target of 2% “over time.” To quote the Fed’s own statement, "following

periods when inflation has been running persistently below 2 percent, appropriate

monetary policy will likely aim to achieve inflation moderately above 2 percent for some

time." Okay, sounds good in theory, right? I thought so…

How about in real time? I don’t want to be overly critical or run the risk of putting

the cart before the horse. But in my experience, policymakers don’t have the greatest

track record when it comes to implementing new policy initiatives. It’s easy to let the

various facilities run off the balance sheet if they are no longer being used, but the

tricky part comes when action needs to be taken.

Communication—a.k.a. forward guidance—will be of critical importance. Does everybody

remember 2013’s taper tantrum? As I mentioned earlier, the chance of market

misinterpretation runs high. What exactly does “appropriate monetary policy will likely

aim to achieve inflation moderately above 2 percent for some time” mean? What is

“moderately above”? Is that 2.25%, 2.5%, or even higher? For that matter, what does “for

some time” mean? Three months, six months, a year?

Another important aspect to consider is that the Powell-led Fed has shown it is

susceptible to market reactions. One more trip down memory lane: the final rate hike in

2018—remember how well that went? Just seven months later the Fed reversed it!

Bottom line: I readily admit the Fed will not be raising rates and/or reducing its quan

titative easing (QE) purchases any time soon. However, the implications of this new

policy framework cannot be underestimated. The bond market’s response to ‘letting things

run hot’ definitely has the potential to put a wrench in the policymakers’ best laid

plans. Want another fun tidbit? Powell’s term as chair ends in early 2022. In other

words, he may not even be around to actually implement this new approach!

Unless otherwise stated, all data sourced is Bloomberg as of September 11, 2020.

 

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 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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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 is the central banking system of the

United States.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

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

determines the direction of monetary policy.

Inflation : Characterized by rising price levels.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a

firms balance sheet and cash available for purchasing new position.

Taper tantrum : a period in which global interest rates rose dramatically in 2013 as a

response to a shift in monetary policy by the Federal Reserve.

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.

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 liquidity.
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