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Nothing To See Here

€€ They have no implications for the economy or
the stance of monetary policy.

Federal Reserve Chairman Jay Powell, when asked about
recent “funding pressures”

Press Conference
September 18, 2019
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Federal Funds: Trading Range
4.00
 — ::Lcentila; 1st to 9Sth /
Sept 17
----- IOER
3301 FOMC July/Aug 2018 Minutes: 'Over the days following the
June FOMC meeting, the effective federal funds rate (EFFR) SOMETHING CHANGED

moved up reiative to the IOER rate, reportediy reflecting
some special factors in the federal funds market...These IN MARCH
3.00 - developments proved temporary, and the EFFR subsequentiy
returned to a level about 4 basis points below the IOER rate.’ . .
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GC spread: GC spread:
Spread GC Repo (UST)above RRP 12-31; 289.9 bps 9-17; 87.6 bps
9-18; 400.7 bps
. 9-19; 100.0 bps
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Primary Dealers Net UST Positions (excl. TIPS)
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BUILDING UST INVENTORY

MARKET DEMAND FOR USTs IS SO STRONG

week of Oct 3: DEALERS BEGIN THAT YIELDS FALL BELOW ALTERNATIVES
{MKT IS WILLING TO BUY THEM AT NEARLY ANY PRICE

WHY HOLD A 2-YR NOTE YOU HAVE TO FUND
AT HIGHER REPO RATE WHEN YOU CAN SELL :
1

]

'

: IT EASILY IN THE MARKET AND THEN REINVES
t THE FUNDS AT EITHER RRP OR GC REPO, BOTH

RRP COLLATERALIZED BY USTs & YIELDING MUCH
RATES OF RETURN?

DEALERS HOLDING HUGE EXCESS INVENTORY OF USTs HAVE

Oct-17

Apr-18 4

go BE CHOOSING TO DO SO GNEI\&_'_k_iow THEY ARE GIVING UP
“MANY BETTER OPTIONS 5
o) =



ALHAMBRA www.alhambrapartners.com

(A
B INVESTMENTS

Global Bond Mkt - The World's 10s
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The Monetary Break May 29
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Eurodollar Futures Curve

www.alhambrapartners.com

0.30 95.00
inthe immediateaftermath of May 29,
030 - Eurodollar futures curve inverts: the day 9830
- FOMC makes first 'technical adjustment'to
IOER, market beginsto price greater likelihood o
of future rate cuts ratherthan hikes & | sgoo
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-0.10 1

higher contract price
means market expects
lower future LIBOR
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week of Oct 3: Dealers
begin piling into UST's
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Nothing To See Here?

‘ A number of global factors were seen as contributing to downward pressure
on term premiums, including central bank asset purchase programs and the
strong worldwide demand for safe assets. In such an environment, an
inversion of the yield curve might not have the significance that the
historical record would suggest; the signal to be taken from the yield curve
needed to be considered in the context of other economic and financial

Minutes of the Federal Open Market Committee in dica to rs .

July 31-August 1, 2018

FOMC Statement on Flattening Yield Curve
Minutes of the Federal Open Market Committee
July 31-August 1, 2018 (published Aug. 22, 2018)
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Nothing To See Here?

‘ ‘ They have no implications for the economy or the stance of monetary policy.

Federal Reserve Chairman Jay Powell, when asked about
recent “funding pressures”

Press Conference

September 18, 2019

s 4™ technical adjustment to IOER

* Isttechnical adjustment to RRP

* Continued overnight repo operations

* Supplemented with several planned term repo operations

* Second rate cut (not one-and-done)

* Veiled references to more permanent architecture changes;
either standing repo facility or restart of QE

* And fed funds remains significantly above IOER 12
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Nothing To See Here?

‘ ‘ They have no implications for the economy or the stance of monetary policy.

Federal Reserve Chairman Jay Powell, when asked about
recent “funding pressures”
Press Conference
September 18, 2019

BEFORE MAY 29, 2018:

* Rate hikes would accelerate

* Inflation pressures would build

* Interest rates had nowhere to go but up
e Economic risks were all on the upside

AFTER MAY 29, 2018 (funding pressures):

* Rate cuts, not hikes

* Inflation expectations have crashed

* Interest rates sharply lower, record lows

e Economic risks have tipped toward
recession 13
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