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The Chairmanship of Jerome Powell
On November 2, 2017, President Trump announced Jerome H. Powell as his choice to become the 16th
Chairman of the Federal Reserve, succeeding Janet Yellen when her four-year term as Fed Chair
concludes on February 1, 2018. Assuming Powell is confirmed by the U.S. Senate, the question for
investors is what will his chairmanship of the world’s leading central bank mean for Wall Street and
global markets? To answer this question, let’s look at Mr. Powell’s background and temperament as
an existing member of the Federal Reserve Board of Governors and as a voting member of the Federal
Open Market Committee (FOMC) for the past five years.
Who is Jerome Powell?
Fed Chairman nominee Jerome “Jay” Powell, age 64, was appointed to become a Federal Reserve
Governor by President Obama in 2012, a somewhat surprising pick given that Powell is a registered
Republican. He has a law degree and extensive business and banking background in the private sector,
which would make him the first Fed chairperson since the late 1970’s to not hold a doctorate degree in
economics. Some see this as an impediment on his resume and according to Paul Ashworth, chief U.S.
economist at Capital Economics, “not up to the standards we expect of a Fed Chair nominee.” Yet
others disagree. Mark Gertler, an economics professor at NYU, who worked closely with former Fed
Chairman Ben Bernanke, said of Powell “he earned the respect of his peers and I don’t see any problem
within the economics community.”
Before joining the Federal Reserve, Powell was notable for being a bipartisan consensus builder.
During President Obama’s first term, when Republicans were threatening to default on U.S.
government debt by not raising the debt ceiling, Powell, then a visiting scholar at the Bipartisan Policy
Center, visited Capitol Hill and urged lawmakers to fully understand the risks of a default on the U.S.
economy. Additionally, Wall Street respects him for his reputation of being dovish on monetary policy,
as he has not once dissented from any rate decisions since becoming a Fed governor. Stated another
way — his views may be seen as a continuation of Ben Bernanke’s and Janet Yellen’s slow but steady
rate normalization policy.
On the other side of the coin, former Fed Chairman Ben Bernanke, in his memoir Courage to Act, said
Powell indirectly contributed to the events now known as the “taper tantrum,” when bond yields
surged in the wake of a suggestion (made by Bernanke himself) that bond purchases would slow “As
Jay told me,” said Bernanke,” we needed an ‘off ramp,’” from quantitative easing and zero interest rate
policy. Powell himself has since made it clear he’s a proponent of the “off ramp,” as he voted along
with Janet Yellen to begin reducing the size of the Fed’s $4.5 trillion balance sheet. In a June speech,
Powell also forecast that the Fed balance sheet, which increased to over $4 trillion due to bond
purchases, probably would not get below a range of $2.4 trillion to $2.9 trillion. Overall, Bernanke
labels Powell as a “moderate and a consensus builder.”
Historical Perspective
As Chart 1 illustrates, from a historical perspective dating back to the Federal Reserve’s formation in
1914, the Dow Jones Industrial Average has declined, on average, by just 0.3% six months after a new
Fed chair assumes leadership.
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The Senate’s stated goal is to confirm Jerome Powell as Federal Reserve Chair by the end of the year.
Powell may face a challenge before the politically-divided Senate Banking Committee and, after that,
a full Senate vote on his nomination. President Trump noted Powell was supported by senators on
both sides of the aisle when he was confirmed as Fed governor in 2012 and again in 2014, so there is a
chance that there will be little opposition to his nomination.
Reaction to Nomination
In a statement, the American Bankers Association welcomed Powell’s nomination and said he has
“demonstrated a keen understanding of the important relationship between monetary policy and
sound regulatory policy, and how the two can work together to reinforce economic growth.”
While volatility increased on uncertainty ahead of Powell’s nomination, there has not been much
market reaction afterwards, signaling investors think Powell will continue Yellen’s slow pace of rate
increases and have a lighter touch on regulation. In a short statement, Janet Yellen congratulated
Powell and said she was “confident in his deep commitment to carrying out the vital public mission of
the Federal Reserve.” She also pledged to work with the new Fed Chair to ensure a smooth transition,
but has so far refrained from saying whether she would stay on at the Fed after her term as Chair
expires, as her seat on the Board of Governor lasts until 2024.
Summary and Investment Implications
In summary, we believe that a Jerome Powell-led Federal Reserve would not take a large step away
from present policy views under Fed Chair Janet Yellen and likely represents policy continuity for
global markets. In fact, during a recent speech to a banking conference, Powell discussed how
emerging markets would react to Fed policy normalization saying, “One factor that favors easier

2

2

adjustment in emerging-market economies is that U.S. monetary policy normalization has been and
should continue to be gradual, as long as the U.S. economy evolves roughly as expected.” Therefore,
consistent with our view of continued U.S. economic improvement, we believe that Fed policy will
remain on the path of slow and steady wind down of monetary accommodation.
With this in mind, we stick to our forward-looking recommendations expressed recently in our Fourth
Quarter TowerView outlook report titled “Markets Continue Positive Trajectory.” Among our views
on fixed income, we reiterate the importance of being underweight duration-sensitive bonds, such as
mortgages and Treasuries, since the reward (yield) is low relative to the risk (duration) of these bonds.
Additionally, exposures to higher-grade bonds serve to buffer against equity volatility. Lastly, we urge
investors to broadly diversify among asset classes and mitigate unforeseen volatility by retaining an
allocation to alternative investments which have low correlations to traditional investments
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About Tower Square Investment Management®
Tower Square Investment Management LLC is an SEC registered investment adviser owned by
Cetera Financial Group. Tower Square Investment Management provides market perspectives,
portfolio guidance, investment research, and other investment advice to its affiliated broker-dealers,
dually registered broker-dealers and registered investment advisers.
Disclosures
The material contained in this document was authored by and is the property of Tower Square
Investment Management LLC. Tower Square Investment Management provides investment
management and advisory services to a number of programs sponsored by affiliated and nonaffiliated registered investment advisers. Your registered representative or investment adviser
representative is not registered with Tower Square Investment Management and did not take part
in the creation of this material. He or she may not be able to offer Tower Square Investment
Management portfolio management services.
Nothing in this presentation should be construed as offering or disseminating specific investment,
tax, or legal advice to any individual without the benefit of direct and specific consultation with an
investment adviser representative authorized to offer Tower Square Investment Management
services. Information contained herein shall not constitute an offer or a solicitation of any services.
Past performance is not a guarantee of future results.
For more information about Tower Square Investment Management strategies and available
advisory programs, please reference the Tower Square Investment Management LLC Form ADV
disclosure brochure and the disclosure brochure for the registered investment adviser your adviser
is registered with. Please consult with your adviser for his or her specific firm registrations and
programs available.
No independent analysis has been performed and the material should not be construed as
investment advice. Investment decisions should not be based on this material since the information
contained here is a singular update, and prudent investment decisions require the analysis of a
much broader collection of facts and context. All information is believed to be from reliable
sources; however, we make no representation as to its completeness or accuracy. The opinions
expressed are as of the date published and may change without notice. Any forward-looking
statements are based on assumptions, may not materialize, and are subject to revision.
All economic and performance information is historical and not indicative of future results. The
market indices discussed are unmanaged. Investors cannot directly invest in unmanaged indices.
Please consult your financial advisor for more information.
Additional risks are associated with international investing, such as currency fluctuations,
political and economic instability, and differences in accounting standards.
While diversification may help reduce volatility and risk, it does not guarantee future performance.
Investors should consider the investment objectives, risks and charges, and expenses of the fund
carefully before investing. The prospectus contains this and other important information about
the fund. Contact your registered representative or the issuing company to obtain a prospectus,
which should be read carefully before investing or sending money.
Glossary
The Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded
on the New York Stock Exchange and the NASDAQ.
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