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We had the great pleasure of hosting Richmond Federal Reserve (Fed) President Tom Barkin with Wharton Professor
Jeremy Siegel on our Behind the Markets podcast last week. Professor Siegel commented that health care and
emergency workers are first in line for praise during this pandemic, with the Fed close behind due to the measures
they’ve taken to support the health and functioning of our economy.

The operational elements of reopening businesses have commenced in all 50 states, with some even accelerating the
reopening under growing pressures. But many consumers are still scared. Businesses operating below capacity will lose
money, not only from lack of customers but also because of the additional costs of opening and preparing their locations
for new health and public safety guidelines. Nonetheless, they hope to keep their customers and thrive as consumer
confidence returns.

Barkin is watching retail activity in China and South Korea closely for signals of what to expect. Both countries have been
open for three months and retail activity, he notes, is still 25% below pre-virus levels.

Professor Siegel discussed the 25% increase in the M1 money supply since March 9, and asked Barkin how the Fed would
respond to potential inflation pressures as the economy reopens and consumer demand begins to revive.

While it is hard to envisage inflation now, with the negative April Consumer Price Index (CPI) and other deflationary
signs, Barkin agrees the Fed should always be looking toward the horizon. Barkin commented that it is instructive to look
back over the last 10 years, when a lot of liquidity was also put into the system. The increased money supply just sat as
excess reserves and did not find its way into the real economy.

But Barkin admitted that this time might be different. He claimed that since the Fed pays interest on excess reserves,
banks will keep all the funds from quantitative easing (QE) on bank balance sheets and prevent it from being lent out to
the real economy. He noted the Fed could very well let its balance sheet roll off and bring it back down if there are these
inflation pressures over time.

Fed Chair Jerome Powell emphasizes a symmetric 2% inflation target, so Professor Siegel inquired whether Barkin thinks
inflation will run hot if the Fed continues to keep rates low.

Barkin has a hard time seeing economic growth returning and the Fed keeping real interest rates at zero. He thinks there
is a natural rate of real interest and that it should be above zero. He is also worried about keeping rates at the zero lower
bound for extended periods and thinks other pernicious impacts may result from keeping rates at zero too long.

Professor Siegel believes that the Fed will be forced to raise rates but keep those rates below the rate of inflation.

If the Fed has to raise rates to 2%–3%, right now the Fed is buying a portfolio of bonds that have much lower interest
rates. The Fed has generally been a source of healthy ‘profits’ to the Treasury Department given the interest earning on
their balance sheet and a low cost of funds. This spread paid back to the Treasury may come down and put more
pressure on our deficit.

How Much Economic Damage Is Temporary versus Permanent?

Right now, the pandemic is mostly impacting the lower wage workers in retail, hospitality and travel-related industries.
Barkin sees the economy reopening fairly slowly, so he is focused on how to retrain workers. He does not see
infrastructure projects being a solution here.

Rather, we are likely to need more help in home health care and contact tracing, and new online learning practices.

Barkin wants to see certificate training programs made available to more people. As an example of what we can do
there, Federal Pell grants are not available for certificate programs and he would like to see that change.
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The employment-to-population ratio last month was at its lowest level since 1973. That was when women increasingly
entered the workforce. We’ve also had rising labor force participation from people over age 55 since then.

With child daycare shut down and camps closed, and the virus disproportionately affecting the elderly, Barkin sees
pressures on the labor force which will decrease the productive capacity of our economy.

On the positive side, he claims there are new productivity enhancements coming from technology, like telehealth
programs that are being used right now and proving to be quite effective.

We appreciate President Barkin for taking time ahead of the Memorial Day holiday to share his thoughts with our
program and thank him for all the Fed is doing to combat the impacts of this unprecedented economic situation. Please
listen to the full conversation with President Barkin and Professor Siegel below.

Behind the Markets on Wharton Business Radio · Behind the Markets Podcast: President & CEO of the Bank of Richmond Tom Barkin

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.

M1  : refers to the M1 money supply that includes physical money, such as coins and currency, as well as demand
deposits, checking accounts, and Negotiable Order of Withdrawal accounts.

Inflation  : Characterized by rising price levels.

Consumer Price Index (CPI)  : A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. The CPI is calculated by taking price changes for each item
in the predetermined basket of goods and averaging them; the goods are weighted according to their importance.
Changes in CPI are used to assess price changes associated with the cost of living.

Deflation  : The opposite of inflation, characterized by falling price levels.

Liquidity  : The degree to which an asset or security can be bought or sold in the market without affecting the asset’s
price. Liquidity is characterized by a high level of trading activity. Assets that can be easily bought or sold are known as
liquid asset.

Quantitative Easing (QE)  : A government monetary policy occasionally used to increase the money supply by buying
government securities or other securities from the market. Quantitative easing increases the money supply by flooding
financial institutions with capital, in an effort to promote increased lending and liquidity.

Balance sheet  : refers to the cash and cash equivalents part of the Current Assets on a firms balance sheet and cash
available for purchasing new position.

Interest rates  : The rate at which interest is paid by a borrower for the use of money.
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