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Three down, five more to go…FOMC meetings, that is. And you know what? Nothing has

really changed. Once again, the voting members reiterated their zero-interest rate polic

y and kept their quantitative easing (QE) purchases on autopilot. In other words,

investors are left with the 1980’s Talking Heads lyric stuck in their heads: ”Same as it

ever was."

Is it really that easy though? After surging by more than 80 basis points this year, the

U.S. Treasury (UST) 10-Year yield took a pause last week, underscoring our premise that

the expected continued upward trend will not be a one-way street. However, as investors

look ahead, the Federal Reserve’s (Fed) decision-making process could definitely become

more nuanced, creating the potential for more UST 10-Year yield volatility.

What exactly do I mean by “more nuanced” you might ask? The Fed has hitched its policy

wagon directly to the Covid-19 situation, and rightfully so. At the present time, Chair

Powell & Co. have acknowledged an improved U.S. economic outlook and have even tried to

get out in front of any increases in upcoming inflation readings as being “transitory,”

all with the caveat that much uncertainty remains due to the pandemic.

To underscore this point, St. Louis Fed President Bullard (a non-voting member) recently

talked about the Fed having a policy roadmap, and cited a 75% vaccination rate as being

a potential threshold for when taper-talk (a.k.a. reducing QE purchases) could begin.

Remember, rate hikes are nowhere on the immediate horizon, but as we saw following the

financial crisis, the first step toward policy normalization starts with slowing the

pace of QE.

So, let’s take a look at when this 75% threshold could come into sight. Prior to the

pause of the J&J vaccine, studies showed the U.S. could be on pace to reach this number

some time in the first half of August. Interestingly, this is the same month as the

Fed’s annual Jackson Hole gathering, where past Fed Chairs have made some policy-related

headlines with their speeches. Could history repeat itself for the 2021 experience?

Conclusion

Before we put the cart before the horse, you have to ask what happens if economic data

continues to come in on the robust side and inflation readings reveal a sustained

elevation. And, perhaps more importantly, what if the UST 10-Year yield resumes its

upward move to, if not above, the 2% threshold. Will the bond market and the Fed be

waiting to see who blinks first? In this type of scenario, the Fed’s forward guidance

and communication skill will no doubt be put to the test.

Unless otherwise stated, data source is St. Louis Fed, as of 4/23/21.

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 Blogs

+ Fed Watch: In No Hurry for a “Liftoff”

+ Fed Watch: Taking a Back Seat, Kinda, Sorta…

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#federal-open-market-committee
https://wisdomtree.com/blog/glossary#zero-interest-rate-policy
https://wisdomtree.com/blog/glossary#quantitative-easing
https://wisdomtree.com/blog/glossary#basis-point
https://wisdomtree.com/blog/glossary#10--year-treasury
https://wisdomtree.com/blog/glossary#federal-reserve-
https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/blog/glossary#inflation
https://wisdomtree.com/blog/glossary#tapering
https://wisdomtree.com/blog/glossary#rate-hike
https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2021/03/17/fed-watch-in-no-hurry-for-a-liftoff
https://www.wisdomtree.com/investments/blog/2021/01/27/fed-watch-taking-a-back-seat-kinda-sorta


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

determines the direction of monetary policy.

Zero Interest Rate Policy (ZIRP) : A monetary policy where by interest rates, such as

Fed Funds, are kept close to, or at zero.

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.

Basis point : 1/100th of 1 percent.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity

of ten years.

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

United States.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Inflation : Characterized by rising price levels.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

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.
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