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Fed Chair Powell delivered a speech at the
annual Economic Policy Symposium
(typically held in Jackson Hole but livestreamed this year due to the pandemic)
yesterday. As largely expected, Chair Powell
unveiled a modest shi to the Fed’s
monetary policy framework. While the Fed
is not abandoning its 2.0% inﬂa on target,
the Fed will now seek to achieve inﬂa on
that averages 2.0% over me. Should the
labor market ghten, the Fed will put less
emphasis on preemp ve monetary policy
ghtening to prevent an overshoot of inﬂa on. Instead, the Fed will wait for evidence
that inﬂa on is hea ng up and allow inﬂa on to run above 2.0% for some (unspeciﬁed)
period of me before it looks to ghten policy. The Fed’s updated framework essen ally
signals that the fed funds target rate (currently in a range of 0.0%-0.25%) is likely to stay
low for an extended period of me. In our view, an important nuance of the Fed’s
updated policy framework is that future decisions about monetary policy will be based
on a range of subjec ve factors, and not based on a speciﬁc unemployment rate or a
formulaic approach. The Fed’s decisions about monetary policy will be based on a
conﬂuence of factors and the judgement of Fed policymakers, but they will not be bound
by speciﬁc numerical targets. Overall, Fed Chair Powell’s announcement this week was
not a surprise to the ﬁnancial markets and does not represent an unexpected or dras c
shi in the outlook for monetary policy. We have long an cipated that the Fed would
likely allow inﬂa on to rise modestly above 2.0% before pursuing a more aggressive
monetary policy ghtening and Fed Chair Powell’s speech this week conﬁrms this view.
Overall, the Fed con nues to be dovish and remains focused on using its tools to support
smooth financial market functioning.
The Fed’s highly accommoda ve monetary policy framework, along will a swi and
robust ﬁscal policy response from the government earlier this year, has clearly provided
support for the ﬁnancial markets this year amid a very challenging economic backdrop.
Year-to-date, the S&P 500 index is up more than 8% and has more than recovered all of
its pandemic-fueled decline. The equity market rally has largely been led by the tech
sector, and the tech-heavy Nasdaq index is up roughly 30% year-to-date. Corporate
credit spreads, or the addi onal compensa on investors receive for purchasing non-US
treasury securi es, have ghtened by more than 260 basis points since March 23rd
(based on the ICE BofA US Corporate Index) a er panic-driven corporate credit spread
widening in the ini al stage of the pandemic. On a year-over-year basis, the average
op on-adjusted spread on investment grade corporates is only about 13 basis points
wider.
The Fed’s signaling of lower policy rates for longer, along with a recent wave of longterm Treasury bond issuance to fund the growing ﬁscal deﬁcit, has put modest upward
pressure on longer-term Treasury rates and inﬂa on expecta ons. The Treasury yield
curve con nued to steepen this week, with the 10-year Treasury yield up more than 10
basis points to 0.73% at the me of this report. Month-to-date, the 10-year Treasury
yield has increased more than 20 basis points in August, while shorter-term rates have
remained anchored near zero. Market-based measures of future inﬂa on have been

steadily creeping higher over the past month and the US 5-year, 5-year forward
breakeven rate (a measure of expected inflation over the five-year period that begins five
years from today) is now back near its one-year pre-pandemic high.
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*S&P 500– The S&P 500 is a market value weighted index of 500 large-capitaliza on stocks. The 500 companies
included in the index capture approximately 80% of available US market capitaliza on. NASDAQ–The NASDAQ
Composite Index is the market capitaliza on-weighted index of over 3.300 common stocks listed on the NASDAQ stock
exchange. The ICE BofA US Corporate Index - tracks the performance of US dollar denominated investment grade
corporate debt publicly issued in the US domes c market. Qualifying securi es must have an investment grade ra ng
(based on an average of Moody’s, S&P and Fitch), at least 18 months to ﬁnal maturity at the me of issuance, at least
one year remaining term to ﬁnal maturity as of the rebalancing date, a ﬁxed coupon schedule and a minimum amount
outstanding of $250 million. Original issue zero coupon bonds, 144a securi es (with and without registra on rights),
and pay-in-kind securi es (including toggle notes) are included in the index. Callable perpetual securi es are included
provided they are at least one year from the ﬁrst call date. Fixed-to-ﬂoa ng rate securi es are included provided they
are callable within the ﬁxed rate period and are at least one year from the last call prior to the date the bond
transi ons from a ﬁxed to a ﬂoa ng rate security. Con ngent capital securi es (“cocos”) are excluded, but capital
securi es where conversion can be mandated by a regulatory authority, but which have no speciﬁed trigger, are
included. Other hybrid capital securi es, such as those issues that poten ally convert into preference shares, those with
both cumula ve and non-cumula ve coupon deferral provisions, and those with alterna ve coupon sa sfac on
mechanisms, are also included in the index. Equity-linked securi es, securi es in legal default, hybrid securi zed
corporates, Eurodollar bonds (USD securi es not issued in the US domes c market), taxable and tax-exempt US
municipal securities and DRD-eligible securities are excluded from the index.
Source ICE Data Indices, LLC ("ICE"), used with permission. ICE permits the use of ICE Indices and related data on an “as
is” basis; ICE, its aﬃliates and their respec ve third party suppliers disclaim any and all warran es and representa on,
express and/or implied, including any warran es of merchantability or ﬁtness for a par cular purpose or use, including
the indices, index data and any data included in, related to, or derived therefrom. Neither ICE data, its aﬃliates or their
respec ve third-party providers guarantee the quality, adequacy, accuracy, meliness or completeness of the indices or
the index data or any component thereof, and the indices and index data and all components thereof are provided on
an “as is” basis and licensee's use is at licensee's own risk. ICE data, its aﬃliates and their respec ve third party do not
sponsor, endorse, or recommend Chandler, or any of its products or services.
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© 2020 Chandler Asset Management, Inc. An Independent Registered Investment Adviser. Data source: Bloomberg and
The US Department of Labor. This report is provided for informa onal purposes only and should not be construed as
speciﬁc investment or legal advice. The informa on contained herein was obtained from sources believed to be reliable
as of the date of publica on, but may become outdated or superseded at any me without no ce. Any opinions or
views expressed are based on current market condi ons and are subject to change. This report may contain forecasts
and forward-looking statements which are inherently limited and should not be relied upon as an indicator of future
results. Past performance is not indica ve of future results. This report is not intended to cons tute an oﬀer,
solicita on, recommenda on or advice regarding any securi es or investment strategy and should not be regarded by
recipients as a subs tute for the exercise of their own judgement. Fixed income investments are subject to interest
rate, credit, and market risk. Interest rate risk: the value of ﬁxed income investments will decline as interest rates rise.
Credit risk: the possibility that the borrower may not be able to repay interest and principal. Low rated bonds generally
have to pay higher interest rates to a ract investors willing to take on greater risk. Market risk: the bond market in
general could decline due to economic conditions, especially during periods of rising interest rates.

