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Last week’s “Behind the Markets” podcast featured two former Federal Reserve (Fed) Bank
presidents: cCharlie Plosser, retired president of the Federal Reserve Bank of
Philadelphia, and Dennis Lockhart, retired president of the Federal Reserve Bank of
Atlanta. Both were in Philadelphia for a conference hosted by the Global Interdependence
Center (GIC), an organization that hosts important economic dialogue around the world.

we discussed the market outlook for 2020, and the two former Fed presidents expect
Tittle activity out of the Fed to begin the new decade.

A “Do-Nothing” Fed

Lockhart sees the bar being too high to move interest rates in either direction in the
near term, and there’s a strong case for the Fed to stay put instead. If the Fed does
not move rates before July, Lockhart sees the Fed staying out of the political sphere by
not making a move right before the election, and Plosser agrees.

can Supply-Side Risks Be Offset by Rate Cuts?

Plosser does not think the Fed should respond to trade policy as it did in 2019. He
views the trade issue as a supply-side shock to the economy and not something interest
rate moves can counteract. Rather, Plosser believes the Fed’s preemptive insurance cuts
introduced undesirable risk-taking and added volatility.

Plosser wishes the Fed focused on declining inflation expectations when it pivoted from
hiking rates to cutting them, as he saw incoherent explanations of policy.

our two guests both are grappling with the disconnect between the economy and financial
markets, and how the Fed responds to move in the markets, rather than the other way
around. They both believe the Fed needs to distance +itself more from responding to
market moves.

Can Inflation Move Consistently Above 2%?

Fed Chairman Jay Powell continues to emphasize a 2% symmetric inflation target, allowing
it to run hot for a 1little while without the Fed immediately hiking interest rates to
curtail it.

Plosser and Lockhart are both skeptical regarding whether the Fed can so precisely
control inflation with small rate cuts.

But more discussion from Fed officials centers around how long the Fed can Tlet inflation
run above 2%, with one Fed governor recently discussing the possibility of Tetting
inflation stay above 2% for a period as long as five years!

Too Much Debt?

Professor Siegel discussed one way to stimulate inflation, which is former Fed Chairman
Ben Bernanke’s concept of “helicopter money,” where everyone gets a tax cut and a direct
deposit of cash to spend. This 1is an example of modern monetary theory (MMT), and it’s
similar to proposals made by Democratic candidate Andrew Yang to give everyone a
“Freedom dividend” of $1,000 per month.

Lockhart and Plosser are skeptical of MMT and think there will be an eventual day of
reckoning for our debt path, and the question is “when?” Plosser highlighted how during
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world war II, our debt-to-GDP ratio was over 140% before it trended down over the next
three decades. He admitted, though, that it’s hard to know what level of debt-to-DGP is

“optimal.”
This was a great conversation with very candid views on the state of our economy and the
Fed’s tools. Please Tlisten to the full conversation below.

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)
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