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Fed Chair Powell's dose of reality

Fed Chair Jerome Powell doesn't pull his punches in his latest
economic update. Monetary policy and negative interest rates can't
magic up spending; government needs to do more

Fed Chair, Jerome
Powell

More needs to be done...

Fed Chair Jerome Powell’ webcast titled “Current Economic Issue”, underscores the Fed's concern
about the current situation and its medium to longer term implications for the US economuy.

He acknowledges that “the scope and speed of the downturn are without modern precedent” and
that a clear risk is that "the passage of time can turn liquidity problems into solvency problems”.

As such he believes more action is likely required to support the US economy through the crisis.
Unfortunately, as he himself acknowledges in the webcast “the Fed has lending powers, not
spending powers" - its policy focus is more on ensuring lending and credit markets are functioning
fully and that there is enough liquidity that financial system strains don't start to feed back
negatively on the economy.

It's up to government

Powell therefore, somewhat cautiously, makes the case for more government support, arguing
that “additional fiscal support could be costly, but worth it if it helps avoid long-term economic
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damages and leaves us with a stronger recovery”. Powell himself highlights the fact that the crisis
is driving inequality by citing that the Fed's own analysis shows nearly 40% of households making
less than $40,000 per year had lost a job in March. We (ING) are projecting another 12 million
decline in payrolls in May so we wouldn't be surprised to see this figure move close to 60% by the
end of this month. Given this backdrop we strongly suspect there will be another round of major
fiscal stimulus that receives broad support in Congress.

No to negative rates

With regard to future Fed policy there is no discussion about the possibility of negative interest
rates in the text, with the Q&A revealing that it isn't something they are currently looking at. In
any case, plenty of his Fed colleagues had dismissed the idea over the past 48 hours to suggest
there is little prospect of it happening despite President Trump's keen interest. The evidence of
success in Europe is very limited while domestic considerations, such as “breaking the buck” in
money market funds, make it more challenging.

Instead, his discussion is more focused on emphasising the importance of the unprecedented
action of zero interest rates, “unlimited” QE, liquidity and funding measures. These support
mechanisms, coupled with measures to support the flow of credit to households, business and
state and local governments together with measures to allow banks to increase the size of their
balance sheets, would remain in place until “the economic recovery is well underway”.
Nonetheless, they will not be permanent and “when the crisis is behind us, we will put these
emergency tools away".

But little prospect of a policy reversal anytime soon

He doesn't try to gauge when that timing may be. We know that the Global Financial Crisis saw
GDP fall 4% peak to trough and it took 14 quarters to recoup that lost output. Today we are
forecasting a 13% peak-to-trough fall in GDP through 1H20. While we acknowledge that the scale
and speed of the fiscal and monetary support has been more impressive in the current crisis versus
the GFC, the fact is we don't know how long social distancing, travel restrictions and consumer
angst about catching the virus will last. There is also clear concern that with tens of millions of
Americans having lost their job, consumer demand may not come back as rapidly as in the GFC.

This suggests to us the Fed's stimulus will remain in play for many more months with very little
prospect of a rate hike away from the emergency lower bound within the next year and a half.
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instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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