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IS THE FED GOING TO PARTY LIKE
IT’S 19957?
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one of the more noteworthy stories for the money and bond markets thus far in 2024 is
the changing perception of the Fed policy outlook. with rate cuts now being the primary
focus, the conversation has revolved around when such a move could occur and what the
path would ultimately look Tlike. while Fed officials continue to acknowledge that rate c
uts seem Tikely Tlater this year, a more recent development 1in the news was the
comparison to the rate cutting cycle that occurred in 1995/1996. Against this backdrop,
I thought it would be interesting to provide the reader with some context and outline
what Fed policy looked 1ike nearly 30 years ago.

Before we Took at the 1995/1996 experience, it is natural to ask why I am even bothering
to blog on something that occurred almost three decades ago. Does it really have any
relevance to 20247 well, the reason 1is quite simple. The Fed has seemingly been united
in its recent messaging that monetary policy, aka rate cuts, this year can be
“methodical,” “cautious,” and “patient,” but Vvice Chair Jefferson recently introduced a
new aspect to the discussion when he mentioned the mid-1990’s rate cutting episode might
be the best parallel to the current situation. Specifically, that policy easing occurred
due to lowering inflation, not economic weakness, i.e., a soft landing.
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Source: Bloomberg, as of 3/1/24.

OK, so what happened in the mid-1990s? First up, the Fed embarked on an aggressive
tightening cycle in 1994/1995. Indeed, the policy maker raised the Fed Funds target by
300 basis points (bps), with the rate hikes ultimately reaching a peak of 6%.
Interestingly, the rate hike intervals themselves somewhat resembled the episode that
recently transpired, as 25-bp increases at the start of the 1994/1995 cycle shifted into
higher gears of 50-bp and then 75-bp moves—sound familiar?

By mid-1995, the Fed had embarked on a rate cut policy. However, as highlighted by the
above graph, the decline in the Fed Funds target was not uniform in any fashion. The
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first 25-bp decrease came in July of that year, but the next quarter-point move didn’t
occur until five months Tater in December. The final rate cut in this easing cycle came
in late January 1996, another 25-bp move, which took the Fed Funds Rate down to 5.25%.
To sum it up, the 1995/1996 rate cut episode consisted of only three decreases worth 75
bps in total.

Presently, as we’ve discussed over the last few months, the market has finally “come to
the Fed” with respect to rate cut expectations for 2024. In other words, as February
came to a close, implied probabilities for Fed Funds Futures saw only three rate cuts
this year, just 1like the Fed’s Tlatest dot-plot. Remember, we came into this year with
the market pricing in six rate cuts.

conclusion

If you want some further interesting context, the 2019/pre-coviID-19 rate cut cycle also
consisted of only three rate cuts, and it also began in July, Tike in 1995. By the way,
this was another non-recession-induced rate cut timeframe as well. Now, I’'m not saying
this 1is going to be the template for this year, but you have to admit these are
interesting 1little monetary policy tidbits. The bottom Tine is that any potential rate
cuts for 2024 are going to be data-dependent, and thus far, the soft-landing scenario
has been aligning with what occurred nearly 30 years ago. Does that mean that three rate
cuts beginning at this year’s July FOMC meeting should be a given? Stay tuned..

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

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 1is 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.
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