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Last Friday on our “Behind the Markets” podcast, we had the special opportunity to

interview James Bullard, President and CEO of the Federal Reserve (Fed) Bank of St.

Louis.

Bullard is very pleased with the Federal Reserve’s new policies and Congress’ reaction

to the crisis. Such policies took much longer to cobble together during the financial

crisis of 2008 and 2009.

Is the Fed Out of Ammo?

Bullard emphasized how the 13(3) authority of the Federal Reserve System’s Board of

Governors is very powerful—and it is what allowed the Fed to finance a new special-

purpose vehicle the U.S. Treasury is using to buy all sorts of assets. Further programs

could be designed if the Fed determines more is necessary. The general idea of these

vehicles is so the Fed can lend to anyone in a crisis situation, as long as the Treasury

Secretary approves and the loans meet the requirements in the Dodd-Frank Act.

If those programs are not providing enough of the necessary relief, Bullard emphasized

that they would do more, but he was skeptical whether the Fed would extend its asset

purchase programs to buying equities.

Bullard’s big statements on the economy reiterated predictions he’s made on CNBC for

unemployment levels to reach upwards of 30% and for the economy to contract nearly 50%.

He calculated how much of the economy is “essential goods and services” and how much can

be done in a work-from-home environment. Bullard believes these essentials are less than

50% of U.S. production, in which case gross domestic product (GDP) could be down 50%.

Morgan Stanley forecast that economic activity will be down 30% in Q2 on an annualized

basis (7.5% quarter over quarter). Bullard points out this overly optimistic view would

mean 92.5% of the economy was either essential goods and services or able to be produced

from home. He finds that implausible and an example of how forecasters are having a

tough time changing their mindsets during the crisis.

Bullard wants to see extensive use of the unemployment insurance program, because it

means we are keeping households whole so they can pay their bills. We are intentionally

slowing the economy down, and this is exactly what we want to do to slow the spread of

the virus.

Bullard thinks this is a temporary situation, as every virus in history has been a

temporary phenomenon. There was nothing wrong with the economy, and we merely shut it

down to keep people healthy.

Bullard believes we should be able to switch production, factories and stores back on

after this virus passes. He sees most of the disruption happening in the second quarter,

and all activities of the Fed and Congress are designed to make businesses and

households whole to provide a bridge to the reopening of our economy. He emphasized this

idea of a bridge to keep households whole numerous times for the pandemic relief,

whether from unemployment insurance levels or the relief to businesses to keep their
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employees on the payroll.

A former Fed official expressed concern that the Fed was given new powers to directly

lend to small businesses. But Bullard believes this power could be very useful in this

crisis and he does not object.

Has the Market Overreacted on The Asset Pricing Basis?

Bullard commented that while we might be losing a quarter or two of revenue, these

assets still have long-term productive capacity, and the market has become too

pessimistic. He agreed with Professor Siegel’s statement that over 90% of the value of

equities comes from cash flows after 2021.

Please listen to the full conversation below.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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. investors 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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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 is the central banking system of the

United States.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.

Dodd-Frank Act : Legislation passed in response to the 2008–09 financial crisis, meant

to focus on what were viewed as potential shortcomings in the regulatory framework that

contributed to this crisis.

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

Cash flows : a measure of how much cash a business generates after taking into account

all the necessary expenses, including net capital expenditures.
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