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Following last week’s “hotter” than expected CPI release, the sole focus for the money

and bond markets was to, yet again, dial back their Fed rate cut expectations. However,

there is another aspect of Fed policy decision-making that has been flying under the

radar, and that involves its balance sheet. With the May 1 FOMC meeting only two weeks

away, I thought it would be a good idea to discuss this part of monetary policy because,

at this point, it appears as if this facet may make headlines well before actual rate

cuts do.

So, what exactly am I referring to when talking about the Fed’s balance sheet? The

simple answer is the Securities Held Outright line items. For a little Fed Balance Sheet

101, this is also known as the System Open Market Account or SOMA. The reader probably

is more familiar with the terms quantitative easing (QE) and quantitative tightening (QT

) when addressing the Fed’s balance sheet.

Securities Held Outright by the Fed

Recall that while the policy maker was busy implementing historic rate hikes from 2022–

2023, it was also reducing its holdings of Treasuries and mortgage-backed securities (MB

S), which had ballooned in size as a result of the COVID-19-related QE program. This

latter portion of monetary policy tightening was QT. Fast-forward to the present, and it

appears as if the FOMC is ready to start paring back the pace of QT, even if it is not

ready to start implementing rate cuts.

Let’s look at the Fed’s securities holdings to get some perspective on how the current
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QT program has been working. At its peak, SOMA reached as high as $8.5 trillion in May

2022, and since QT went into effect in June of that year, total holdings have dropped

more than $1.5 trillion to $6.97 trillion as of this writing. This reduction is the

result of the Fed’s present plan to let its Treasury and MBS positions roll off by a

combined $95 billion per month. Remember, the Fed is not outright selling any

securities; it is just not reinvesting the total amount of holdings that are maturing or

being redeemed.

Based on last week’s release of the March FOMC minutes, the Fed seems to be considering

reducing the aforementioned roll-off amount in half, which could amount to roughly $50

billion per month. In addition, the policy maker’s preference seems to be to pare back

only the pace of QT that includes the Treasuries portion of its overall holdings, not

MBS.

Interestingly, several Fed officials have gone on record that the ultimate goal would be

to have only Treasury securities on its balance sheet. However, this could take quite

some time, as the Fed’s balance sheet is holding nearly $2.4 trillion in MBS, and the

current pace of the roll-off here is $35 billion per month.

Conclusion

While the money and bond markets await guidance on rate cuts, they may be getting

another announcement as soon as the upcoming May FOMC meeting that a “QT taper” is on

the immediate horizon instead.

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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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

Consumer Price Index (CPI)     : A measure that examines the weighted average of prices

of a basket of consumer goods and services, such as transportation, food and medical

care. The CPI is calculated by taking price changes for each item in the predetermined

basket of goods and averaging them; the goods are weighted according to their

importance. Changes in CPI are used to assess price changes associated with the cost of

living.

Bond market   : The bond market—often called the debt market, fixed-income market, or

credit market—is the collective name given to all trades and issues of debt securities.

Governments typically issue bonds in order to raise capital to pay down debts or fund

infrastructural improvements.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Rate Cut   : A decision by a central bank to reduce its main interest rate, usually to

influence rates charged by other financial institution.

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.

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

determines the direction of monetary policy.

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.

Quantitative Tightening   : Quantitative easing is a process whereby a central bank

targets lowering longer-term interest rates by purchasing bonds and other securities to

stimulate the economy. Quantitative tightening is the reverse process whereby securities

are either sold or the proceeds of maturing securities are not reinvested with the goal

of tightening economic conditions to prevent the economy from overheating.

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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