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IT’S BEGINNING TO LOOK A LOT
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The final FOMC meeting for 2021 is now in the books and the money and bond markets are
poised to turn the calendar. If you think about where monetary policy expectations were
to begin this year, or even just three to six months ago for that matter, it has been a
notable transformation. If you had broached the idea that the Fed would be raising rates
in 2022, let alone multiple times, your argument would have been dismissed out of hand.
But now, it’s beginning to 1ook a lot 1ike rate hikes may be coming next year.

First, though, the Fed needs to finish up some balance sheet business—tapering. The
December FOMC meeting laid the groundwork for the Fed to end their tapering process
sooner than originally outlined. Once this part of their exit strategy ends, the policy
makers will need to decide on what to do with their holdings of Treasury and mortgage-ba
cked securities when they mature. In my opinion, the first step will be to roll over the
proceeds of the maturing debt on the Fed’s balance sheet and re-visit this issue later
on.

That brings us to the ultimate headline-maker, Tiftoff. uUntil now, Chairman Powell had
basically given the thought of rate hikes the proverbial Heisman. To quote him from the
November FOMC presser, the “rates-liftoff question isn’t before us now.” My, how things
have changed in six weeks’ time. Indeed, the blue dots (the Fed’s projections for Fed
Funds) have now shifted to 2022 for the median estimate. Remember when the first rate
hike wasn’t expected until after 20237

The question before the markets now seems to be when 1is actual 1iftoff, and how many
rate hikes to expect? In my opinion, Chairman Powell needs to provide that forward
guidance in order to avoid any surprises and/or misinterpretations. As of this writing,
the implied probability for fed funds futures 1is looking at Q2 (May/June) as the start
date and around two to three rate hikes for 2022 as a whole.

Lately, there has also been some concern about a potential policy mistake or the Fed
becoming too hawkish. Utilizing Powell’s prior bout of rate hiking as a guide, I feel
the Fed will be deliberate in their rate-hiking approach, at least to begin with. Then,
if inflation continues to run ‘too hot’ (as 1is the present case), the policy makers may
take a more aggressive turn.

conclusion

wWhere does that leave us? Quite simply, rising rates 1is our primary theme for 2022. In
our most recent Office Hours, on the inflation front, we asked advisors if rate hedging
had become a priority for the bond portion of their portfolios. A Tittle more than 40%
answered: Not yet, but they are actively considering it.

Advisors may want to start implementing such solutions now, because as we’ve seen this
year, Fed policy could Took much different in the months ahead than what 1is currently
expected.

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
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this blog.

Related Blogs
+ Fed watch: Moving On..and Rather Quickly

+ Fed watch: “Exit Stage Left”

Related Funds
+ WisdomTree Yield Enhanced U.S. Aggregate Bond Fund

+ WisdomTree Floating Rate Treasury Fund

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.

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

U.s., this genera11y refers to the Federal Funds Target Rate.

Taper1ng : A shift 1in monetary policy by which the Federal Reserve would begin

under1y1ng mortgages.

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

the future Federal Funds Rate.

Hawkish : Description used when worries about inflation are the primary concerns in

setting monetary policy decisions.

Inflation : cCharacterized by rising price levels.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such
as a futures contract.
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