
WisdomTree.com    866.909.9473



WisdomTree.com    866.909.9473

Figure 1: Heights of Federal Funds Effective Rate Ahead of Past Recessions
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Source: St. Louis Fed, as of 3/31/22. (1/1/1987–3/31/2022).

ON THE “QT”

Fed rate hikes certainly garner the lion’s share of the headlines, and rightfully so. But the policy makers' plans to 
reduce its balance sheet are rather important for the rate outlook as well.

Source: Federal Reserve, as of 3/24/22. (1/1/20–3/19/22).

Figure 2: Federal Reserve Holdings of U.S. Treasuries, Federal Agency Securities and Mortgage-Backed Securities
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The Fed wrapped up its latest quantitative ease (QE4) program in March, when the policy makers bought an 
incredible $4.8 trillion in U.S. Treasuries (USTs) and mortgage-backed securities (MBS) (figure 2). (The Fed did 
not buy any federal agency securities in this round of QE.) Think about that number for a minute. QE1, QE2 and 
QE3 purchases all added up to bring their total securities holdings to about $4.25 trillion over a six-year period 
(2008–2014). The just-completed QE4 surpassed that total in just two years.

So, let’s look at where and how the Fed added to its balance sheet (figure 3) from its pre-COVID-19 readings in 
early 2020. As I just mentioned, total holdings more than doubled to roughly $8.5 trillion, with USTs making 
up 72% of the overall increase, or $3.4 trillion. For the record, MBS purchases made up the remainder, with an 
increase of $1.3 trillion. Within the UST component, 42% of the Fed’s buying occurred in maturities that are 
five years or greater. Against this backdrop, it is reasonable to assume that this sector of the UST curve, which 
includes the 10-Year maturity, will see a visible drawdown once the Fed begins this part of its exit strategy. 
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Led by recent comments from Chair Powell, as of this writing, Fed Funds Futures have now priced in a total of 200 
bps more in additional tightening this calendar year. In order to achieve this number of rate increases, the math 
points you to the possibility of more than one 50-bp hike, which would bring the Fed Funds trading range to 2 ¼%–2 
½%. Interestingly, this was the exact level of Fed Funds when the Fed finished its previous rate hike cycle in 2018. 

The difference this time around is that this level would more than likely not be the terminal rate for Fed Funds. We 
still have 2023 rate hikes to look forward to. Thus, it is entirely possible the markets could be looking at a top end of 
the Fed Funds trading range of 3%, 3 ¼% or maybe even 3 ½% when all is said and done. 

Comparisons have been made to the Greenspan/Bernanke1 2004–2006 rate hike episode (a 25-bp increase per each 
Federal Open Market Committee (FOMC) meeting). However, Powell & Co. seem to be guiding the markets to a 
more front-loaded approach for this go-round. Instead of getting caught up in the world of Fed Funds Futures (their 
track record does leave something to be desired), investors should focus on the broader picture, and the clear-cut 
message from the Fed is that rates are going higher.

CAN’T FORGET THE YIELD CURVE

Given the lion’s share of headlines of late, one has to address the shape of the yield curve. The UST 2-Year/10-Year 
spread is one of the more closely watched measures on this front, and yes, it has already touched into negative 
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Glossary:
Balance sheet: refers to the cash and cash equivalents part of the Current Assets on a firms balance sheet and cash available for purchasing 
Balance sheet: Refers to the cash and cash equivalents part of the current assets on a firm’s balance sheet and cash available for 
purchasing new positions. Basis point: 1/100th of 1 percent. Bond: A fixed-income instrument that represents a loan made by an investor 
to a borrower (typically corporate or governmental). Drawdowns: Periods of sustained negative trends of return. Duration: A measure 
of a bond’s sensitivity to changes in interest rates. The weighted average accounts for the various durations of the bonds purchased as 
well as the proportion of the total government bond portfolio that they make up. 
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Important Information
Investors should consider the investment objectives, risks, charges and expenses of the Funds carefully before investing. 
A prospectus containing this and other information is available by calling 866.909.9473 or visiting www.wisdomtree.com. 
Investors should read the prospectus carefully before investing. . 
USFR: There are risks associated with investing, including possible loss of principal. Securities with floating rates can be less 
sensitive to interest rate changes than securities with fixed interest rates, but may decline in value. The issuance of floating rate 
notes by the U.S. Treasury is new, and the amount of supply will be limited. Fixed income securities will normally decline in value 


