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Trading The Fed
I keep telling people. I know you’ve heard me say it.

Nothing ranks higher for market momentum than dropping five 
trillion dollars from the heavens.

The federal reserve has been controlling the flow of capital for 
markets since Lehman Brothers kicked off the crash of 2008. 

What else would you call owning 25% of American Debt?

You can see on this chart there have been very few moments over 
the last 15 years where the Fed hasn’t offered some kind of support.

And each time they’ve come to the rescue, markets have responded 
with massive bull rallies. 
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We pay close attention to the eight federal open market committee 
meetings and their corresponding minute releases.

I also watch for each speaking engagement by the different fed 
bank presidents. Occasionally, you can pick up signals that will 
make markets have violent reactions.

If you’ve ever traded the fed with us on Money Morning LIVE, you 
know that the first move is usually a head-fake as the street digests 
pertinent information. Pay close attention to the minutes and press 
conference as a shift in tone can set markets loose. 

A great resource for tracking the probability of fed fund rate 
increases, is cme group’s fedwatch tool found at

https://www.cmegroup.com/trading/interest-rates/countdown-
to-fomc.html 

We look for every edge available to us, and watching the expected 
target rate probability from the federal reserve gives us a good clue 
to overall market sentiment. 

https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
https://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
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If the federal reserve raises rates higher than expected, the market 
will react negatively, sending prices lower.

It’s always wise to keep an eye on this data. Remember, the 
federal reserve effectively took control of the stock market after 
the financial crisis of 2008. As a result, the single most significant 
contributor to price direction in the market is the federal reserve’s 
lending rate.

We can expect negative momentum to continue under the promise 
of the federal reserve reducing its balance sheet.  I see very few 
reasons for capital to come off the sideline until the Fed reverses 
course and goes back to cutting rates. At that point, we may see 
another bull market rivaling 2020 thanks to a phenomenon known 
as the bullwhip effect, where overreactions cause overcorrections. 

To your success,

Garret Baldwin 
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