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Anxious About Fed QE Tapering?! Relax, There's No Need to Worry!
Fadi Nasser - Deputy Chief Investment & Treasury Officer
Latest Update on Coronavirus: Confirmed cases last at 93.637 million, with the death toll from the pandemic at 2,004,815.
Norway said that Covid-19 vaccinations may be too risky for the very old and terminally sick, after 23 people died within
a short time of receiving their first shot. Chancellor Angela Merkel is pushing to tighten Germany’s lockdown, as the
country’s death toll soared by more than 1,500 for the first time since the start of the pandemic. The global death toll from
Covid-19 could reach somewhere from 2.2 million to 5.1 million (?!) by the beginning of March while cases can rise to 110
to 170 million by that time, according to a study by researchers from the Chinese Centre for Disease Control and
Prevention.
“QE Tapering” refers to the gradual reversal - not direct elimination - of a quantitative easing policy implemented by a
central bank to stimulate economic growth (the latter involves increasing the supply of money in the financial system by
buying government bonds and other securities from member banks / primary dealers). Whilst quantitative easing (QE)
lowers the cost of money (market rates), tapering leads to a jump in yields and can result in an economic recession if
implemented prematurely. The “tapering” terminology made it to the financial lexicon on May 22nd, 2013 when US Federal
Reserve Chairman Ben Bernanke stated in a testimony before Congress that the Fed may taper, or reduce, the size of
its bond program. At that time, 10-year Treasury yields were trading around 1.80% - though they quickly shot up to 2.75%
by July the same year. Clearly, a significant chunk of the move had come in response to Bernanke’s comments about the
future of the Fed’s asset purchase program!
Fast Forward to January 2021
In past weeks, economists and traders began sensing a split between Federal Reserve officials over when they may need
to start pulling back on their massive monetary stimulus. That in turn drew a nervous reaction from investors who
remember how markets were roiled during the 2013 taper tantrum. Regional Fed presidents – including Patrick Harker,
Robert Kaplan, Raphael Bostic and Charles Evans – were all beginning to indicate an openness to discuss a 2021 taper
(a reduction from the current hefty $120 billion monthly bond purchase level) should the economy recover strongly enough
in coming months on the back of a rollout of Covid-19 vaccines to the US population, more fiscal aid and continued
monetary support. In contrast, several others had continued calling the debate premature and Fed Vice Charmain Richard
Clarida, the most senior central banker to weigh in, implied he does not expect any changes before 2022.
Just last December, a unanimous Federal Open Market Committee (FOMC) had suggested it would continue current
monthly asset purchases - comprised of roughly $80 billion in Treasuries and $40 billion in mortgage-backed securities until there was “substantial further progress” in meeting its goals on employment and inflation. Nonetheless, investors taking no chances – have pushed up yields on longer-duration Treasuries and steepened the spread between rates on
two- and 10-year debt to around the widest in more than three years (2s/10s spread last at 97 bps, with 2-year Treasury
rates anchored at 14 bps – a reflection of the Fed’s “clear” commitment to keeping the overnight Fed funds rate near zero
through at least 2023). Ten-year Treasury yields broke the psychological 1.00% chart resistance on January 6 th, after
mostly trading in a 0.50% -0.95% range throughout the past nine months.
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Market players were last left awaiting more guidance from Jerome Powell in his first comments of the year. The Fed Chair
was scheduled to speak on Thursday at a virtual event hosted by Princeton University. “It is good to plan ahead and try
to anticipate, but I don’t want to put specific dates on things,” St. Louis Fed President James Bullard had noted on
Wednesday during a virtual Reuters event. “We should just leave it at that, substantial further progress, and see how that
develops.”
Powell’s “Now is Not the Time” Argument!
Fed Chair Jerome Powell made it clear yesterday that the US central bank would be cautious in easing off its support for
the economy, and that such action was anything but imminent. “We’re a long way from maximum employment, there’s
plenty of slack in the labor market,” he said, suggesting also that weakness in global economies would weigh on progress
in the US.
“We know we need to be very careful in communicating about asset purchases,” Powell noted. “Now is not the time to be
talking about exit. I think that is another lesson of the global financial crisis, is be careful not to exit too early.” And if
inflation picks up substantially, he added, the Fed has policy tools to counteract that. “Too low inflation is the much more
difficult problem to solve.” (careful what you wish for, Jerome!
). Mr. Powell also reiterated that there was a long way
to go to get the economy back to full health. “When the time comes to raise interest rates, we will certainly do that,” he
said. “And that time, by the way, is no time soon.”
Still, continued optimism (or wishful thinking?) for many more economic stimulus packages, potentially worth trillions of
dollars, have kept US Treasuries under pressure - with the 10-year yield continuing to hover around 1.10%. Overnight,
Joe Biden confirmed that he will ask Congress for $1.9 trillion to fund immediate relief for the pandemic-wracked US
economy, a package that risks swift Republican opposition over bid-ticket spending on Democratic priorities including aid
to state and local governments. “We have to act, and we have to act now,” Biden said yesterday. He added that he would
lay out a second, broader economic recovery plan next month at a joint session of Congress. That initiative will include
money for longer-term development goals such as infrastructure and climate change, the transition team said (to infinity
and beyond!)
Goldman Sachs Group Inc. has lately boosted its 2021 year-end forecast for the 10-year Treasury yield to reflect the new
balance of power in Washington. Democrats will have unified control of the federal government when President-elect Joe
Biden takes office next week, and that “should translate into a greater fiscal impulse than under our previous divided
government baseline,” GS strategists said in a recent note. They raised their year-end forecast for the 10-year yield to
1.5% from 1.3% to reflect “revived reflationary themes” in US rates. The yield ended 2020 at 0.913% and traded as high
as 1.186% on January 12th.
From our end, we have said it before, and we will say it again: Central bankers may pretend they will able to calibrate this
delicate stimulus extraction, but this must been seen as a white lie and a necessary bluff to keep financial markets and
traders reassured – at least for the near future! Jerome Powell and Co. have little idea how to unwind their ballooning QE
experiment, though they clearly understand that the world economy and financial assets have never been more sensitive
to interest rate rises and addicted to low yields!

pandemic. Bloomberg consensus is for December payrolls to have risen by a small 50,000 (following a 245,000 jump in
NFP for the previous month). It will also be worth keeping a close eye on the other important elements
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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.

3

