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Yield Curve Extends Inversion; Japanese Yen Under The Pump; & More Of That Sweet, Sweet Crude  
Abdulrahman Al Amer – Senior Sales Dealer 

As a tumultuous quarter approached its end, the theme of the 2022 Oscars was “Movie Lovers Unite (how ironic!)”. The 
theme  in  global markets was  “Inflation  In  Plight”.  From war  in  Ukraine,  surging  commodity  prices,  supply  chain 
disruptions, the  list of  inflation triggers goes on. Central Banks shifted their focus from unemployment as a mean of 
assessing  lockdowns damage and measuring the pace of recovery  from the pandemic to the way  inflation has been 
behaving.   We witnessed the Fed, and other central banks wage a war on  inflation by kicking off a global tightening 
campaign. That by itself spooked markets. This week, U.S. markets officially exited correction territory as we digested a 
heavy  slate of U.S.  economic  figures, OPEC held  its 27th meeting  as Biden ordered  ‘unprecedented’  release of oil 
reserves, and the Japanese Yen slid to the weakest in almost 7 years. 

Last week we had talked about the flattening of the yield curve and its recession risks. It was all about different parts of 
the curve inverting. But on Tuesday, the most closely watched recession signal (2y10y spread) flashed red and two‐year 
Treasury note yields rose above those of the 10‐year for the first time since August 2019. Two‐year yields, which move 
with interest rate expectations, rose as high as 2.45%, the highest level since March 2019. The two‐year yield has risen 
by 1.64 percentage points this year as the US central bank has tightened monetary policy. The 10‐year yield, which 
moves with inflation and growth expectations, fell below 2.30%. Investors argue, however, that the inversion may not 
be as reliable a recession indicator this time round because the Fed’s massive bond purchases during the coronavirus 
crisis have skewed the yields. The Fed, as part of its intervention in financial markets during the market collapse in March 
2020, began buying huge swaths of US government debt to shore up the economy. The central bank this month ended 
that $120bn‐a‐month bond‐buying programme and as it has pulled back, the flood of Treasuries to the market has driven 
prices lower and yields higher. QT could well steepen the curve, but by raising long rates sharply, credit markets in the 
U.S. and elsewhere might be jeopardized. With the Bank of Japan recommitting to its intervention to keep 10‐year yields 
low on Monday, it also promises to strengthen the dollar yet further, which will have further implications. 

The Bank of Japan stepped up efforts on Wednesday to keep a key bond yield below a red line, offering to buy more 
government debt, including through ad‐hoc purchases, to hold down interest rates against a pull higher by global yields. 
It offered to buy more than 2 trillion yen  ($16.40 billion) worth of JGBs,  in addition to separate offers  for unlimited 
purchases of 10‐year JGBs at a  fixed rate of 0.25%. “Each market operation doesn’t directly affect foreign exchange 
rates,” BOJ Governor Kuroda told reporters in Tokyo, signalling little concern that the central bank’s buying of bonds 
could be weakening the yen. The divergence  in policy helped drive the yen beyond the ¥125 mark against the dollar 
earlier this week. The  last time the Bank of Japan  intervened overtly to curb excessive yen weakness was during the 
Asian currency crises of 1998. Fears of competitive devaluations weighed on the yen back then, while high U.S. interest 
rates and a soaring equity market encouraged one‐way bets on  the greenback. Yet,  the  impact of  intervention has 
proved  fleeting  in  the past. A study of 5 distinct  interventions shows  that  the USD/JPY dived  in  the week  following 
intervention, and by an average of 1.7%, with the trade‐weighted exchange rate up 2.6%. But that was it. The average 
peak impact occurred after one week. A month  later, the effect had waned, even with follow‐up interventions. One‐
month trade‐weighted changes averaged 1.7%. That is, the yen had declined 0.9% on average between 1‐week and 1‐
month. So, yen interventions probably work through flushing out speculative positions. However, without an underlying 
change in fundamentals, the success doesn’t last, even with repeated yen‐buying. 
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It  is  also worth  noting  that  Japan's  trade  deficit  has widened  and  its  price‐inelastic  demand  for  dollars  increased 
significantly as a result of the sharp rise in commodity prices. Judging by customs‐cleared trade statistics for February 
(released on 16 March), which show a deficit for the seventh successive month on raw data and a deficit of more than 
JPY1trn on the seasonally adjusted data, Japanese  importers have probably been partly responsible for the one‐way 
demand for dollars. The price of commodities, such as fossil fuels, agricultural products, and industrial metals, for which 
Japan is heavily dependent on imports, has risen sharply since the outbreak of the Ukraine conflict. As items such as 
energy, foodstuffs, timber, and metals are essentials, Japanese importers have no option but to pay the asking price in 
order to source them from overseas, so it would hardly be surprising if they were responsible for much of the very price‐
inelastic demand for dollars. As of February, the deficit on Japan's balance of trade settled in dollars, had increased to 
more  than  JPY24trn and continued  to outstrip  the surplus settled  in yen of  just under  JPY10trn. Therefore,  there  is 
probably little possibility of an end to Japan's commercially induced shortage of dollars. 
 
In  the  US,  investors were  digesting  a  heavy  slate  of  U.S.  economic  figures  Thursday,  including  data  on  personal 
consumption and expenditures. The PCE core price index, the Fed's favored inflation measure, rose 5.4% year over year 
in February, up from 5.2% a month earlier. Consumer spending rose 0.2% in February, below forecast of 0.5%. Income 
rose by 0.5%, bumping  the  savings  rate a bit,  though disposable  income dropped by 0.2%. The y/y  rise  in nominal 
spending  dropped  to  11.8%  and  should  recede  somewhat  further  as  stimulus‐related  base  effects  fall  out  of  the 
calculation; still, the current level of nominal spending growth is still super‐high by historical standards, enforcing the 
notion  that  inflation  is  not  simply  a  supply  issue.  Meanwhile,  data  on  weekly  jobless  claims  showed  first‐time 
applications for unemployment benefits rose 14,000 last week to 202,000. All three major U.S. stock benchmarks closed 
lower Thursday, with the Dow Jones  Industrial Average, S&P 500  index and Nasdaq Composite booking their  largest 
quarterly drop in two years. 
 
Most importantly, another strong labor report heaps pressure on the Fed. Headline job growth was 431k, not too far 
from  the  economist median.  Add  in  the  95k  upward  revisions  to  prior months,  and  you  get  even  closer. More 
significantly, perhaps, the unemployment rate dropped to 3.6% and wage growth was a tick higher than expected at 
5.6% y/y, though the month gain was in line at 0.4%. Labor force participation was in line with expectations at 62.4%, 
and  the U6 unemployment  rate plunged  to 6.9%. Household employment  rose by 736k, explaining  the drop  in  the 
unemployment rate. The good news is that participation is ticking up, but the bad news for employers is that it simply 
isn’t keeping up with labor demand. This is a strong report, and it will keep the upward pressure on inflation expectations 
as well as the Fed. 
 
In oil markets, President Joe Biden announced a plan to release from the U.S. Strategic Petroleum Reserve 1 million 
barrels of oil per day  for  the next six months as part of  the  federal government’s effort  to  fight  inflation. “This  is a 
moment  of  consequence  and  peril  for  the world  and  pain  at  the  pump  for  American  families,”  Biden  said  as  he 
announced the release. “The bottom line is, if we want lower gas prices, we need to have more oil supply right now.” 
Releasing 180 million barrels from the SPR is an unprecedented step. But it’s unclear whether it will have a meaningful 
impact on oil prices. Oil prices are likely to remain on an upward trajectory as Biden’s move to release about a third of 
America’s  strategic  stockpiles  is  seen  as  a  temporary measure  until  a  credible  long‐term  solution  is  found.  Earlier 
Thursday, OPEC+ ratified a 432,000 barrel per day production increase as of May, but that increase is in line with the 
cartel’s plan; it is not responding to oil consumers’ calls for significant output boosts. Oil investors everywhere seem to 
be holding the line for only gradual production increases, despite the ongoing crisis in Eastern Europe. Oil slid below 
$100 a barrel and is heading for the biggest weekly loss in almost two years. 
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Disclaimer 
 
It is important that you only use this report if you are the intended recipient of this report and you have satisfied yourself that 
you are eligible to receive such information. This report is provided to you because you are one of our esteemed customers and have 
previously shown interest in receiving the type of information contained in this report.   
 
The Treasury and Investment Management department of Gulf International Bank B.S.C. ("GIB") have compiled the information in this 
report.  GIB is incorporated in the Kingdom of Bahrain and is licensed by the Central Bank of Bahrain (the "CBB") as a conventional 
wholesale bank.  GIB's head office is located at Al-Dowali Building, P.O. Box 1017, 3 Palace Avenue, Manama, Kingdom of Bahrain.  
 
This report is intended for the accredited investors, as defined in the Investment Business Code of Conduct published by the CBB. This 
information has not been reviewed by the CBB or any other regulatory authority in any jurisdiction and neither CBB nor any other 
regulatory takes any responsibility for the correctness or accuracy for the information contained in this report.  
 
The information contained herein is not directed at or intended for use by any person resident or located in any jurisdiction where 
(1) the distribution of such information is contrary to the laws of such jurisdiction or (2) such distribution is prohibited without 
obtaining the necessary licenses or authorizations by the relevant branch, subsidiary or affiliate office of GIB and such licenses or 
authorizations have not been obtained.  The recipient of such information is responsible for ensuring that this information has not 
been received by it in breach of laws and regulations of any jurisdiction.  
 
This report contains publicly available information only, which has only been complied by GIB. The information provided herein is on 
"as is" and "as available" basis and without representation or warranty of any kind.  GIB hereby disclaims any representation or 
warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability, fitness for any particular purpose or 
non-infringement of any of such information.  In no event shall GIB or its subsidiaries, affiliates, shareholders or their  directors, 
officers, employees, independent contractors, agents and representatives (collectively, "GIB Representatives") be liable (1) for any 
inaccuracy, delay, loss of data, interruption in service, error or omission or for any damages resulting there from, or (2) for any 
direct, indirect, incidental, special, compensatory or consequential damages arising from any use of information or arising from any 
error (negligent or otherwise) or other circumstance or contingency within or outside the control of GIB or any GIB Representative, 
in connection with or related to obtaining, collecting, compiling, analyzing, interpreting, communicating, publishing or delivering 
any such information. The information here is, and must be construed solely as, compilation of information (unless expressly stated 
otherwise) and not statements of fact as to credit worthiness or recommendations or opinions of GIB.   
 
This report does not provide individually tailored investment advice. Any materials contained herein have no regard to the specific 
investment objectives, financial situation or particular needs of any specific recipient.  The document is provided for information 
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. GIB 
makes every effort to use reliable, comprehensive information, but we do not represent that it is accurate or complete.  No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the 
materials, nor are they a complete statement of the securities, markets or developments referred to herein.  Recipients should not 
regard the materials as a substitute for the exercise of their own judgement.  Any opinions are subject to change without notice and 
may differ or be contrary to opinions expressed by other business areas or groups of GIB as a result of using different assumptions 
and criteria.  GIB is not under any obligation to update or keep current the information contained herein. 
 
The value of, and income from, your investments may vary because of changes in interest rates or foreign exchange rates, securities 
prices or market indexes, operational or financial conditions of companies or other factors.  Past performance is not necessarily a 
guide to future performance.  Estimates of future performance are based on assumptions that may not be realised.   
 
The information contained in this report is just for informational purposes.  Information does not constitute a solicitation, an offer, 
or a recommendation to buy or sell any investment instruments, to effect any transactions, or to conclude any legal act of any kind 
whatsoever.  GIB does not intend to provide investment, legal or tax advice through this report and does not represent that any 
securities or services discussed are suitable for any investor.  When making a decision about your investments and business, you should 
seek the advice of professional advisors. 
 
The report may contain statements that constitute "forward looking statements".  While these forward looking statements may represent 
GIB’s judgment and future expectations, a number of risks, uncertainties and other important factors could cause actual developments 
and results to differ materially from GIB’s expectations.  GIB is under no obligation to (and expressly disclaims any such obligation 
to) update or alter its forward-looking statements whether as a result of new information, future events, or otherwise.  The historical 
information is provided for information purposes only.  Performance figures are calculated before tax (if any) and after deducting 
ongoing fees and expenses.  The performance figures are historical and past performance is not necessarily an indication of future 
results.  Certain amounts (including %ages) included in this document may have been subject to rounding adjustments.  Accordingly, 
figures may not be an exact arithmetic aggregation of the figures to which they relate. The values and forecasts shown represent our 
current indicative valuations and forecasts of the relevant transactions, currencies, interest rates, commodities or securities as at 
the date shown. Any value or forecast shown herein is not an indicative price quotation. We expressly disclaim any responsibility for 
the accuracy of the values or forecasts shown, any errors or omissions in the report 
 
With the exception of information regarding GIB and save as otherwise specifically indicated, the information set out in this report 
is based on public information. We have, where possible, indicated the primary source of information.  We strongly recommend the 
recipients consult the primary source of information. Facts and views in this report have not been reviewed by, and may not reflect 
information known to, professionals in other GIB business areas.  
  
This Report, and the information contained herein (save to the extent that such information is publicly available) is confidential and 
may not be disclosed by you to any other person outside of your organization without our consent. 
 
GIB retains all right, title and interest (including copyrights, trademarks, patents, as well as any other intellectual property or 
other right) in all information and content (including all text, data, graphics and logos) in this document.  All recipients must not, 
without limitation, modify, copy, transmit, distribute, display, perform, reproduce, publish, license, frame, create derivative works 
from, transfer or otherwise use in any other way for commercial or public purposes in whole or in part any information, text, graphics, 
images from this document (excluding publicly available information) without the prior written permission of GIB. 


