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THE FED GOES BOND BUYING
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04/22/2020

There’s no rest for the Federal Reserve (Fed). Another week, another facility, but this
time around it did not 1involve the money and bond markets. Rather, it was a program
geared toward the small business sector of the economy. Wwith the alphabet soup of
facilities that have all been announced by the Fed over the Tast month, I thought it
would be useful to narrow the scope a bit and just focus on the programs that involve
the financial markets more directly. In other words, the Fed is going bond buying.

In essence, the Fed has now injected itself into almost every domestic money and bond
market domain: money market mutual funds, commercial paper, Treasuries (UST), mortgage-b
acked securities (MBS), municipals, investment-grade (IG) corporates, high yield (HY), c
ollateralized loan obligations (CLOs) and commercial MBS. Dizzy yet? Let’s see if we can

make it a little more user-friendly for you.

Fed Holdings of Treasuries, Agency Debt & MBS
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Source: Federal Reserve, as of 4/16/20. Past performance is not indicative of future results.

without a doubt, the first place to start is quantitative easing (QE), or the Fed’s
outright purchases of Treasuries and MBS. Since the FOMC announced QE4 on March 15, the
bond buying has been fast and furious. According to the Tlatest data, Fed holdings of
these two asset classes have surged by nearly $1.5 trillion 1in just a one-month span
(see graph).

with respect to the rest of the Fed’s overall balance sheet, this is where things get a
Tittle 1interesting. Even though additional programs have been announced, not all of
these facilities are up and running yet. In the case of the Commercial Paper Funding Fac
ility (CPFF), it was only Taunched last week. Of the programs/facilities currently
operational (not all of which are strictly money and bond market-oriented), an
additional $500 billion has also been added to the balance sheet, bringing the combined
total to about $2 trillion. The balance sheet as a whole is now in excess of $6 trillion
—or to quote Ralph Kramden, “a mere bag of shells.” LoOL.

Thus far, you have to give the Fed relatively high grades for not just its proactive
policy responses, but perhaps more importantly, how the markets have reacted. Remember,
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it 1is all about results! Dislocations and/or pressures in the funding, Treasury and
credit markets have eased. In the case of UST purchases, the Fed has pared back fits
torrid pace of buying, no doubt a sign the policymakers feel the situation there has
improved enough to do so.

The Bottom Line: That’s the good news. However, the Fed can’t rest on its laurels at
this point. The Tlast thing anyone wants is for the recent improved setting to take a
step backward. In other words, the policymakers must follow through on their prior
announcements and get the IG/HY corporate and muni facilities up and running, which as
of this writing was not yet the case. Hopefully, Fed buying in these bond arenas can be
Timited in nature because the markets are functioning better, but they will still need
to “deliver the goods.”

Unless otherwise stated, data source is Bloomberg as of April 17, 2020.

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 outlook

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

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

underlying mortgages.

Municipal Bond : A debt security issued by a state, municipality or county to finance
its capital expenditure.

Investment grade : An investment grade 1is a rating that signifies a municipal or
corporate bond presents a relatively lTow risk of default.

bank Toan.

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 1increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

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

determines the direction of monetary policy.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a
firms balance sheet and cash available for purchasing new position.
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