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It’s been over 22 years since Alan Greenspan—who served as Fed chairman before Ben

Bernanke, Janet Yellen and Jay Powell—turned from a monetary hawk to an intense dove,

courtesy of a cratering stock market.

Let’s call what Greenspan did in 2001 a “Fed pivot,” to borrow from 2022’s stock market

parlance. 

On January 3, 2001, the Fed chair cut the Federal Funds Rate from 6.5% to 6.0% in

response to a declining stock market and weak economic activity. It would ultimately

mark the first rate reduction in a series of 13 such actions spanning 2.5 years.

The NASDAQ closed at 2,617 on the first day of the pivot. Though the index had already

halved from its high less than a year before, Greenspan’s new interest rate tack was not

enough to gin up the bulls.

The market only found its footing again in October 2002—when Greenspan had already

chopped the Funds Rate to 1.75%, on the way to 1.00% the following year.

Figure 1: The Fed’s 2001 Pivot

 

Today, the stock market has been in rally mode since June 16, largely on the prospect of

the Fed implementing a much-awaited pivot to a less hawkish policy. The futures market

anticipates the Fed’s most likely path will be a tightening of policy from the current

2.25%–2.50% range clear to the 3.50%–3.75% area, perhaps around the December meeting.

The futures market then sees the Fed on pause to mid-2023, maybe beyond. The rate cuts

would then begin sometime thereafter, in an “out” month.

Figure 2: Fed Futures Probabilities 
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That rate-cutting program, should it come to pass, could also take some time. It might

go on for a year, or two, or three.

Even so, that may not be enough for the stock market, if the 2001 and 2007 rate cut

experiences are anything to go by. In figure 3, I circled the aforementioned “Greenspan

pivot,” along with Bernanke’s September 2007 pivot. Both came nearly two years prior to

the stock market’s ultimate bottom.

Figure 3: S&P 500, 1995–2011

Whether it stays this way, I cannot be sure, but the market has a clear “risk on/risk of

f” dynamic: value was working at the beginning of the year, when the stock market was

declining (figure 3). Notwithstanding the ugly action last week, it has been the

opposite since June 16: growth is leading to the upside. 

For investors who are questioning the staying power of the rally, we have no shortage of
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value Funds. One that has gotten some considerable attention in 2022 is the WisdomTree U

.S. High Dividend Fund (DHS), which has been a natural beneficiary of the market’s

newfound love of value stocks.

Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal.

Funds focusing their investments on certain sectors increase their vulnerability to any

single economic or regulatory development. This may result in greater share price

volatility. Dividends are not guaranteed, and a company currently paying dividends may

cease paying dividends at any time. Please read the Fund’s prospectus for specific

details regarding the Fund’s risk profile.

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.

Related Funds

+ WisdomTree U.S. High Dividend Fund

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)

 

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 is the central banking system of the

United States.

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

setting monetary policy decisions.

Dovish : Description used when stimulation of economic growth is the primary concern in

setting monetary policy decisions.

Federal Funds Rate    : The rate that banks that are members of the Federal Reserve

system charge on overnight loans to one another. The Federal Open Market Committee sets

this rate. Also referred to as the “policy rate” of the U.S. Federal Reserve.

Nasdaq : A global electronic marketplace for buying and selling securities.

Bullish : a position that benefits when asset prices rise.

Risk-on/risk-off  : refers to changes in investment activity in response to perceived

risk. During periods when risk is perceived as low, investors tend to engage in higher-

risk investments. When risk is perceived as high, investors tend to gravitate toward

lower-risk investments.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.
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