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The Fed has Printed Trillions. Won’t That Cause Inflation?

Which of the following are true?

a. Inthe past 3 months the National Bureau of Economic Research declared that the
U.S. is currently experiencing its worst recession since the Great Depression.

b. In April, unemployment reached its highest level since tracking began in 1948.
During the same period that both of the above occurred, the stock market (S&P 500)
had its best quarter in more than 20 years.

d. All of the above.

Even if you know that the answer is “D” you might still be wondering why, and chances are you
are not alone. Business Insider labeled the current relationship between the economy and the
stock market the “greatest dichotomy in the history of financial markets.” Interest rates are at
all-time lows, unemployment at all-time highs, small businesses are under pressure, yet the
stock market doesn’t seem to care.

Though several factors have played a part in lifting markets from their mid-March depths, the
Federal Reserve Board (“the Fed”) has done most of the work. Taking a page from their
playbook created during the 2008 financial crisis, Chairman Jay Powell and company have
already injected trillions of dollars into the economy with more to come. The Fed creates
money digitally by buying bonds — mostly from the U.S. Government. Or, as Chairman Powell
explained it in recent interview with 60 Minutes...

“We print it digitally. So we-- you know, we-- as a central bank, we have the
ability to create money digitally and we do that by buying Treasury Bills or bonds or
other government guaranteed securities. And that actually increases the money supply.
We also print actual currency and we distribute that through the Federal Reserve banks”.

So, by purchasing bonds, the Fed creates money. Of course, this is not the first time the Fed
has created money by buying bonds, as the following graph illustrates. The image depicts the
Fed’s balance sheet — the amount of bonds they own, which in turn represents the amount of
money they created. Asyou can see, the Fed created trillions after the 2008 crisis and applied a
similar strategy to today’s circumstances with a multiplier effect for good measure. Roughly
speaking, over the past three months the Fed has pumped nearly the same amount of money
into our economy as they did over nearly 6 years following the 2008 crisis. The efforts following
2008 were thought to have created one of the greatest runs for stocks ever, the same run that
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ended in February with COVID-19. Cleary their efforts have stabilized markets today,
prompting President Trump to recently name Chairman Powell as the “most improved player”
in the administration (last year he was “Clueless Jay”).

The Federal Reserve balance sheet
USD trillions
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Source; FactSet, Federal Reserve, J.P, Morgan Investment Bank, J.P. Morgan Asset Management,

Currently, the balance sheet contains $4.2 trillion in Treasuries and $1.9 trillion in MBS. The end balance forecast is $4.7 trillion in Treasuries and

$2.2 trillion in MBS by D ber 2020, *Bal sheet f the Federal Reserve maintains its current pace of purchases of Treasuries

and MBS through December 2020 as outlined in the June 2020 FOMC meeting. “*Loans include primary, secondary and seasonal loans, maiden

lane securities and loans extended through newly established corporate credit facilities. Loan figures shown are max usage over the QE period J P Moroan
referenced and are not g:‘gwﬂi oféoan portfolio over the pericd. ***QE4 is ongoing and the expansion figures are as of the most recent Wednesday odo

close as reported by the Federal Reserve, R n i Bl e
Guide to M?Mamegs = U.S. Data are as of June 30, 2020. Asset Management

Open just about any economics textbook and you will find more than a few pages devoted to
how creating too much money, that is chasing too few goods, usually results in inflation. Thus,
leading to the fear that The Fed’s efforts will ultimately lead us down an inflationary road.
While this theory has generally held true in its simplest form, it is of course nuanced. For
instance, if those newly printed dollars are not being spent and are saved, inflation should not
occur. Look no further back than 2008 when over six years the Fed dumped nearly $4 trillion
into the economy yet U.S. inflation averaged just 1.8% from 2015-2019, causing Larry Summers
(former Treasury Secretary and former President of Harvard University) to label inflation as
“stubbornly low”. Inflation has been running at under 3% since the early 90’s and usually falls
during recessions (see chart).



NATIONAL

NETWORK

CPl and core CPI
% change vs. prior year, seasonally adjusted
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Source: BLS, FactSet, J P. Morgan Asset Management

CP1 used is CPI-U and values shown are % change vs. one year ago. Core CPI is defined as CPI excluding food and energy pnees The
Personal Consumption Expenditure (PCE) deflater employs an evolving chain-weighted basket of d of the fixed-
weight basket used in CPI calculations.

Guide to the Markets - U. S, Data are as of June 30, 2020, J. P Morgan

Asset Management

The last time inflation threatened the health of the economy was in the 70’s and early 80’s.
Though it is up for debate, most economists would agree that the “Great Inflation” of the
1970’s was caused by rising oil prices, full employment, and the final abandoning of the gold
standard. In order to combat inflation, the Fed increased their benchmark interest rate to 20%
in 1979 and 1980. Today, it is likely that interest rates will remain low for some time. When
asked about the future direction of interest rates in a recent testimony, Chairman Powell said
of the Fed intentions: “We’re not even thinking about thinking about raising rates.”

Another theory, which can be traced back to the early 20t century, asserts that a government
can print money to pay its bills with few consequences — to a degree of course. While
controversial, MMT — Modern Monetary Theory, has been brought into the national economic
conversion more over the past few months, as the monetary printing press has been working
overtime. Of course, we won’t truly know what the long-term effects of this historic stimulus
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will be, but for now worrying about inflation is like asking for the dessert menu before the
appetizers have been ordered.

Though the Fed has done much of the heavy lifting in bringing markets back from their March
depths, other forces have contributed to rally. For starters, the stock market is rarely ever
concerned about what is happening currently. Rather, valuations are based on what people
think will happen in the future, and today the market is telling us that with the progress being
made with vaccines and treatments, things will improve next year and in 2022. Furthermore,
though companies like JCPenney have periled under the COVID shutdowns, others have
emerged as new leaders. In many ways the virus has accelerated trends that were already in
place — more online shopping, reducing reliance on of fossil fuels and an increasingly remote
lifestyle.

To be sure, the recent run up in the stock prices of America’s largest technology companies
have distorted how markets are performing. Amazon, Apple, Google, Microsoft and Facebook
now account for approximately 20% of the S&P 500, helping the index rebound from its low. At
the same time, many other segments of the market (mainly the smaller companies and those
categorized as “value” stocks) have not fared as well.

The stock market hates the unknown. It always has and always will. In order to value a stock,
analysts use an estimate of a company’s future earnings. Typically, companies provide those
estimates, yet due to all the uncertainty with the virus over 40% of those in the S&P 500 have
pulled their guidance completely. Such uncertainty is likely to cause continued volatility over
the next few months.

If nothing else each crisis is another learning experience — yet the lesson is always the same.
This time, it reminded those who forgot that investors must be prepared to ride out declines in
order achieve long term results. Predicting when, why and how long those declines will last on
a consistent basis is impossible. It is also impossible to know when recoveries will occur and
how quickly they will happen — just look at the last 4 months when the S&P has climbed 40%.
Though this market cycle is far from over, few thought the market would rebound so quickly.
As the great investor Peter Lynch said: “Far more money has been lost by preparing for
corrections, or trying to anticipate corrections, than has been lost in corrections themselves.”

Written by Dr. Robert Votruba
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Registered Representative and Financial Advisor of Park Avenue Securities LLC (PAS),
990 Stewart Avenue, Suite 200. Garden City, NY 11530. Securities products/services
and advisory services are offered through PAS, a registered broker/dealer and
investment advisor. Financial Representative, The Guardian Life Insurance Company of
America (Guardian), New York, NY. PAS is a wholly owned subsidiary of Guardian.
National Financial Network LLC is not an affiliate or subsidiary of PAS or Guardian.
Guardian, its subsidiaries and its agents do not provide tax or legal advice.

PAS is a Member FINRA & SIPC.

The Registered Representative is securities licensed in AR, AZ, CA, CO, CT, DC, DE,
FL, GA, IL, IN, KS, LA, MA, MD, ME, MN, MT, NC, ND, NH, NJ, NV, NY, OH, PA, RI,
SC, SD, TN, VA, VT, WA and WI and advisory licensed in CT, FL, IL, MA, NJ, NY and
SC and the material is strictly intended for individuals residing in those states. No offers
may be made or accepted from any resident outside these specified states.

Robert Votruba is not insurance licensed in every state. To find if he is licensed in your
state contact Joan Gartner at (516) 240-1927.

The information or opinions contained in this Internet site should not be construed by
any consumer and/or prospective client as an offer to sell or the solicitation of an offer to
buy any particular investment product. The information contained herein is directed
solely to those individuals who reside in jurisdictions in which the representative is
registered in the state where the consumer and/or prospective client reside. Any
subsequent direct communication with a consumer and/or prospective client shall only
be conducted by a representative that is registered in the state where the consumer
and/or prospective client reside.
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Dow Jones Industrial Average is a widely used indicator of the overall condition of the
stock market, a price-weighted average of 30 actively traded blue chip stocks, primarily
industrials, but also includes financial, leisure and other service-oriented firms.

S&P 500 Index is a market index generally considered representative of the stock
market as a whole. The index focuses on the large-cap segment of the U.S. equities
market.

Indices are unmanaged, and one cannot invest directly in an index. Past
performance is not a guarantee of future results.



