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Yes, it’s that time of year again—-Christmas trees, yule logs, caroling and all-around
holiday cheer. However, for the money and bond markets, the end of December brings
another thought to mind: “the turn.” The turn represents the period around the final
business day of the calendar year, which for 2019 is December 31, when banks need to
address their cash needs to get through this crucial funding period.

Let’s revisit Federal Reserve (Fed) 101. There’s a certain Tlevel of reserves in the
banking system that can fluctuate on a daily basis. The New York Fed, acting on behalf
of the FOMC’s monetary policy directive, is charged with keeping the Federal Funds targe
t within {its prescribed trading range by either adding or deleting reserves via
temporary repurchase (repo) agreements with the primary dealer community, depending on
what is needed to achieve the aforementioned goal.

Typically, these operations from the Fed go essentially unnoticed and don’t garner any
headlines. In the case of the turn, there can be heightened potential for volatility or
stress as banks look to fund themselves. This 1is not something new at year-end, but
given what occurred in mid-September, when funding rates (repo rates) temporarily
spiked, there is an elevated level of anxiety for what may transpire at the upcoming
year-end.
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Source: Bloomberg as of 12/14/2019. Past performance is not indicative of future results.

It is interesting to note that the funding market had a dry run of sorts just the other
day on December 16. Indeed, two of the key culprits behind the stresses three months
ago, a corporate tax date and large Treasury securities settlements from prior auctions,
were also evident this time around. However, unlike the mid-September experience, this
time there was no spike in the repo market. As the enclosed graph reveals, one of these
key repo-related rates, the SOFR, came in at 1.62% towards the lower end of the current
Fed Funds target range.

conclusion
So, what can we expect for 2019 year-end? Fed Chairman Powell was quoted at the FOMC
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presser last week as saying, “Year-end funding pressures appear manageable,” and as we
mentioned earlier, these temporary pressures are "not unusual at year-end." The Fed has
many tools at its disposal to help combat any potential issues. In addition to the
aforementioned repo operations, the Fed has been adding to its balance sheet, buying $60
billion 1in T-bills per month, providing permanent reserves to the banking systenm,
accordingly. There has been some conjecture that the Fed would need to add Treasury
coupons to this plan, but Powell stated they are “not at the place yet,” and “if it does
become appropriate,” they will. In addition, the Fed has already announced repo
operations that have been reported to be as large as over $400 billion to potentially
ward off any significant funding pressures.

while the turn 1is hard to predict, I can’t help but remember all the hubbub surrounding
Y2K. We’11 find out soon enough. Happy New Year!

Unless otherwise stated, data source is Bloomberg, as of December 16, 2019.

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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2019/12/18/its-the-most-wonderful-time-of-the-year

wWisdomTree BLOG ARTICLE

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)
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