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The Federal Reserve (Fed) has responded yet again, but this time around, the policy

makers made sure their message was heard loud and clear around the globe. Let’s just

say, the Fed has gone nuclear!

For the third time, the Fed made an inter-meeting move by cutting the Fed Funds

target a full 100 basis points (bps) to 0–0.25%. We are now back to ZIRP, a zero

interest rate policy.

Quantitative easing 4 (QE4) has begun in earnest. The Fed will increase its balance

sheet by $700 billion: $500 billion in Treasuries and $200 billion in mortgage-

backed securities.

In addition, using a page out its financial crisis playbook, the Fed will coordinate

with other central banks (Bank of Canada, Bank of England, Bank of Japan, European

Central Bank, Swiss National Bank) to enhance USD availability/liquidity.

Additional measures to address the funding markets were also announced, with perhaps

the most recognized move being to lower the “discount window” primary credit rate by

150 bps to 0.25%.

While it would seem as if the U.S. policy makers have come close to exhausting their

toolkit, remember, the “alphabet soup” facilities they used for the funding markets

are still available.

Based upon Powell’s presser comments, it would appear as if negative policy rates

are not on the table.

Also, the Fed can always raise its QE purchase amounts.

Will this latest action work? Great question! The Fed is certainly using its arsenal,

but let’s wait and see what comes from the fiscal side of the equation. In our opinion,

both monetary and fiscal policy responses are needed to break the negative feedback loop

for the markets and the economy. 

Prior QE episodes also coincided with the U.S. Treasury 10-Year yield reaching a bottom

and moving higher in subsequent months. We would expect this history to repeat itself

and recommend considering rate-hedged strategies while paring long duration holdings.

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.

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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DEFINITIONS

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

United States.

Basis point : 1/100th of 1 percent.

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.

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.

Liquidity  : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high level

of trading activity. Assets that can be easily bought or sold are known as liquid asset.
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