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In his August 27 speech from the annual Jackson Hole Economic Symposium, Jay Powell -
Chairman of the US Federal Reserve (Fed) - announced a major policy shift for the
central bank. The Fed’s monetary policy framework normally aims to maximise employment
and target Tong-term inflation at 2%. Going forward, the central bank will aim for
average inflation around that Tlevel - a policy that will be especially -dimportant
following economic crises and long periods of low inflation.

The direct result of this policy shift

This deviation 1in policy from the Fed 1is neither surprising nor unreasonable. US
inflation has been below the Fed’s target more often than not since the global financial
crisis. The Fed’s quandary of what to do about it has been exacerbated this year by the
pandemic - with inflation falling to nearly 0% in the US. cChairman Powell’s speech has
solidified the expectation - or ‘hope’ even - from markets for monetary policy to remain
accommodative for a protracted period. Allowing 1inflation to rise above 2% without
tightening policy means that the Fed will keep rates lower for longer.

Treasury yields have fallen to historic lows and the US dollar has been extremely weak
this year - a direct result of economic uncertainty and highly accommodative monetary
policy. Fed’s formal announcement of a ‘lower for Tlonger’ policy is expected to keep
yields low, and the dollar, weak.
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Metals have reacted positively to Fed's policy shift
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Source: Bloomberg. Data from 31 May 2020 to 01 September 2020. 'Precious metals' refers
to the BCOM Precious Metals Total Return Subindex. 'Industrial metals' refers to the
BCOM Industrial Metals Total Return Subindex.

Historical performance is not an indication of future performance and any
investments may go down in value.

Metals stand to benefit

Both precious and industrial metals have received a boost since Jay Powell’s speech (see
figure above), and are expected to gain strength from Fed’s policy shift going forward
for three key reasons:

1. safe-haven demand: The US dollar normally serves as a safe-haven asset during times
of economic distress. With continued weakness in the greenback, investors will remain
interested in alternative assets as better ‘stores of wealth’. Precious metals will
remain at the forefront to fulfill this need for investors.

2. Physical demand: when the dollar is weak, physical demand for commodities from
holders of other currencies can be expected to rise as it makes it cheaper for those
buyers to purchase dollar-denominated assets. This could further fuel the recovery and
rally in industrial metals.

3. Hedging demand: As inflation picks up (and rises beyond 2% in the uUs), the need to
hold effective hedges against inflation eroding portfolio value will become all-the-more
important. Precious metals - especially gold, and broader baskets of commodities -
especially including cyclical sectors such as industrial metals, will serve investors
well as part of their strategic asset allocation.

Related blogs

+ A moment in markets - the real challenge facing the Fed

+ Dollar depreciation and ultra-low Treasury yields provide gold and silver a base to co
ntinue with strong gains
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Related products

+ Broad Commodities

+ Gold & Precious Metals
+ Industrial Metals

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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