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The Federal Reserve delivered another outsized rate increase at today’s FOMC meeting,

raising the Fed Funds target by 75 basis points (bps) to a new range of 3.00%–3.25%. As

I’ve been blogging lately, it’s no longer about whether Powell & Co. move 50 bps or 75

bps on a meeting-by-meeting basis, but rather that the Fed is moving full steam ahead

into restrictive territory.

With this latest move, the Fed Funds target has now surpassed the peak of the last rate 

hike cycle (December 2015–December 2018) and stands at its highest level since early

2008. However, there is one enormous difference. In early 2008, the Fed was cutting

rates due to the financial crisis and great recession, while in this current go-round,

the policy makers are doing the exact opposite, i.e., raising rates.

Recent Fed commentary has made it abundantly clear that the voting members are all on

the same page in that they want to take the Fed Funds Rate higher. In fact, one could

make the argument that their ‘transitory’ inflation mistake is now feeding the ‘fight

inflation at all costs’ stance that seems to be widely prevalent. Certainly, all the

messaging appears to be leaning in that direction at this point. 

The lack of any meaningful progress thus far on the inflation front will no doubt

continue to fuel policymakers’ efforts to dampen price pressures. In addition, the solid

labor force setting and recent loosening in financial conditions will provide a platform

for the Fed to potentially err on the side of more tightening, not less, in the months

ahead. However, monetary policy acts with a lag, leaving the economic outlook cloudy, at

best. Nevertheless, Powell & Co. are on a mission that is far more hawkish than the

markets were anticipating as recently as a month or so ago.

In terms of the money and bond markets, in particular, the monetary policy outlook has

noticeably changed, with the January 2023 Fed Funds Futures contract pricing in a level

above 4% by year-end 2022 prior to the FOMC meeting. In addition, instead of the

expectation for multiple rate cuts next year, perhaps only one is now being considered.

That being said, we all know how these developments change quickly, much like the Fed’s

own dot-plot (the Fed’s own Fed Funds Rate projections). In other words, take them all

with a grain of salt for now. 

Conclusion

Another key consideration I’ve discussed recently is the prospect for monetary policy to

be in a raise-and-hold phase. It is entirely conceivable to presume that without the

U.S. economy moving into a deep recession, rate hikes could not only continue into early

2023, but also remain at whatever the top of the Fed Funds target ultimately gets to for

longer than what had been previously anticipated. Certainly, the recent sell-off in the

Treasury market underscored the point that, unlike earlier this year when the Fed was

playing catch-up, it was now the U.S. Treasury (UST) market’s time to do the same.

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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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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 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.

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

determines the direction of monetary policy.

Fed funds target range     : the interest rate band the Federal Open Market Committee

decides to implement for the federal funds rate.

Basis point : 1/100th of 1 percent.

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

U.S., this generally refers to the Federal Funds Target Rate.

Inflation : Characterized by rising price levels.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

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

setting monetary policy decisions.

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

influence rates charged by other financial institution.

Dot Plot   : a chart based on the economic projections of the Federal Reserve board

members that illustrates their views on the appropriate pace of policy firming and

provides a target range or target level for the federal funds rat.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

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.
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