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What Is Quantitative Easing (QE)?
. % .
mmi N T

EQUITIES

// Thomas Hoenig

Occurs when the Fed buys It increases money supply It makes it easier for \
long-term securities to and lowers long-term banks to lend and people “
boost the economy interest rates to borrow 1
1 -
1 -7 -
1
| Voted NO
the balance QF —c-""

QE was about
choosing winners and losers

Difficult to end QE
if started

Going Below Zero

Problems
Fed might compromise
its independence

unachor inflation expections

1913-2008
5B to 847B dollars debt

2008-2010
1.2 Trillion dollars additional debt

24 special banks had
the privileged of getting the
printed dollars

FOMC pushed to interest rate
to 0 during GFC



— Serious Numbers

Jekyll Island
plan - Fed
created in

1913

Central bank creation
failed twice(1776-1912)

." bank
Early banking system
was decentralized and

were a disaster

i Need for central

Joins Army
Gets PhD
Thomas Hoenig Gets Married
Joins Kansas City Fed
Leads number crunchers

Bankers created
proposal for FED

Power to the WS banks

Wall Street

7 Board of Governors
nominated by president

12 Regional Banks

Govt agency + Private bank

insulated from voters

8370 currencies
No Standardization

Major bank Panics

No bank to
manage the money

supply

CONGRESS
oversees the Federal Reserve System
and its entities.

B4,

FEDERAL OPEN MARKET

COMMITTEE
consists of the members of the Board of [&* * * +21 FEDERAL RESERVE BANKS
Governors and Reserve Bank presidents. FOA,RD OF GOVERNORS are the operating arms of the
The Chair of the Board is the £ wfﬁ;per:dent agengy of the Federal Reserve System and are
FOMC Chair. HE i supervised by the Board of Governors.
— v

---------------------------------------------------

Regional bank
owned by group of
private banks

Key : eserve Open Market

Committee




22.00%

Interest Rates

10% (1979) to 20%(1981)

Price of farmland 14.00%

fell by 27% in early 1980s 12.00%

1982 Depression 6.00%

100 banks collapsed 4.00%
Penn Square Bank B 'i960--1970 """" 1980 1 190 2000 010 2020

Bankruptcy(1982) 1982 Depression

|
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The Great Inflation
Inflation - 1980-1991

,/' Cost push

Demand Pull

THE PENN SQNARE BANK

PHII.lIPI. ZWEIG

Continental Bank
Bailout




/ Joins FOMC in 1991
Thomas Hoenig

1987

High Growth + t
1990's High unemployment O
Unusual times 2006

Jobless

recovery

Inflation Cousins --<-_ _ -
*"---____ | Consumer Price
AN Inflation
Fed Speak Greenspan cut short term Greenspan focused “\

rates from 5% in 1991 to 4% in 1992 P .

on Consumer Inflation ONLY ~ *+ _ . Asset Price
'. Inflation

Fed played a role in
stoking largest a\s\s\et bubble
in 2000s I

. Step in and
Tl bail out
Te---- system when

asset prices
Fed's action affected collapsed

every aspect of economic life

Language so studded
with jargon and with so
many concepts nested
within one another that

a person needed an US Ability to conduct fiscal policy

economics PhD to deteriorated over time
make sense of it

Belongs to the democratically
controlled institutions like Congress,
WhiteHouse and state governments

Fiscal

Policy Routes

Controlled by Fed
Monetary

Convenient escape
hatch to print money
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T~ _ _ 2006-2014

10.00%

8.00%

6.00% ,

4.00% 4
I
2.00%
Ben Bernanke Inflation Targeter
1960 1970 1980 1990 2000 2010 2020
Law of Long and Variable lags
Hoenig's approach Focus on both types of

inflation - consumer and asset

Overmighty Citizen

(2002-2010) Not push interest rates
too fast or too slow

Delegate Fiscal policy
to the Central bank

2008 bailout
Fed printed $875B

1960-2007
Fed printed $788B

GFC
$8T evaporated



QE hurts people
who saved money

James Rickards ——__ Fears pf devaluation"

never happened
Very powerful

Know how much a bank

keeps in the reserve account
Fed team of traders

Know the overnight loans
Money Bomb

1
|
|
1

|
|
1
\

\
\
1

Buy things by creating
\ new dollars

FOMC sets the rate
and

\

traders execute it

How ZIRP incentivizes

. hedge fund managers to take on risks?
ZIRP )

Zero interest rate policy

Pension funds hunt for yields

Long term Thill markets
yields get lowered

Asset price inflation

$720 B injected betweeb
Nov 2010 and June 2011




22.00%

20.00%

18.00%

16.00%

14.00%

Concerned
about rise of
CLOin
Corporate
Debt

12.00%

10.00%

8.00%
6.00%

4.00%

Powell's appointment
as governor

2.00%

1960 1970 1980 1990 2000 2010 2020

Forward Guidance

Fed Tools Operation Twist
Bond buying to push
long term TBill rates

QE
Quantitative Quagmire
2012-2014 Bernanke Lobbies
for Option B
Stock buybacks
Easy Money Influence Hedgefunds
to take more risky bets
Influence Pension funds
to search for higher yields
Janet Yellen Championed the
expansive use of Fed
ZIRP building

Most macro models

systemic risk _
assume mean reversion

Taper Tantrum
Market Shock in reaction
to FED statements
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Law to investment banking

Worked on
Leverrage Debt Joined Dillon, Read and Co.

Extended directly from a bank
The Fixer

to a company and are not standardized
Worked on fixing Salomon brothers —__—— Joined Treasury
~REXXNORD

scandal
Joined Carlyle Group

Loan to risky company
in debt or poor credit history

Interest rate paid by
borrowers is float

Leveraged Loan

Loans get priority during
bankruptcy
R Covenant
) light

1Trillion dollar market in 2019

Take a pool of loans,

divide in to tranches,

each with a different
risk profile

Systemic risk

______

ranked above
JUNK bonds

Not subject to
regulation



Risk Machine
2010-2015

Robert Hetu
Credit Suisse
Leveraged Loans

$1T in 2021
CLO

Pension funds
became investors

PE companies
sponsors for the loans

Cov-litebonds ———_ 85% of all leveraged loans
by 2019

Total Debt of
Non Financial companies - $10T by 2019



Failure

Debt mismanagement Rexnord

Rated junk in 2020
ZIRP Regime

How a regular factory job employee

gets affected ? — John Feltner

Boring companies become

Buybacks . : .
financial engineers




Hoening becomes FDIC head

Proposes banks to be split
in to two divisions based on risk

Complexity of Dodd-Frank

The Hoenig Rule

Timothy Geithner
Stress Tests

Basel Il

CMBS Market

$ 1.4 T market Ticking time bomb




ASSETS ON THE FEDERAL RESERVE BALANCE SHEET =
Expansion of the Federal Reserve asset portfolio since 2008 - POWQI | SOfte n ed

I TREASURIES 1 OTHER, INCLUDING MORTGAGE-BACKED SECURITIES, FEDERAL AGENCIES, EMERGENCY LENDING h | SC riti cism an d em b race d t h e
$8 TRILLION

policies he once criticized

Fed was laying the
groundwork for a market crash

Dec 2015
Fed raised rates for the
first time in 9 years

Powell elected after
2008 2010 2012 2014 2016 2018 2020 2022 Ye”en term ends

Fed softened rules around
stress tests, eased back parts of Volcker rule

Markets were rocked as soon as
Powell became chairman

Public dispute between
TRUMP and Powell

Fed's Normalization caused markets
to collapse

Raised Rates in July 2019 Powell Pivot in 2019

Totally Normal
2014-2019




1 3 Repo rates

spiked to 5% Repo Market Turmoil

Sept 2019

Fed risks
losing power on
controlling short term rates

$400B bailout

Open market operations Invisible Bailout

A would be a casualty of QE
Leverage e Yy Q
&S RN
A “ Fed controlled using IOER rate
instead of repo rate
Treasury futures
Repo Loans Basis trade

Repo market players
Treasuries were hedge funds

Repo jumped outside
the bands set by FOMC

Fed Trapped by its own
previous actions




1 L|. Jan 2020 Wuhan virus
Feb 27, DJIA fell 4 %

Saudi announces oil production
Increase

Infection ——
March 9, Treasury rates fell

$700B QE

Fragility of Corporate debt

Mar 2020 - Fed actions weren't enough
to stem the panic
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Fed does not have the power
to lend directly to corporations

Treasury
SPV
Fed

Fed would leverage
the money seeded by Treasury

Allowed Fed
to buy corporate debt Three SPVs created

Buy debt of midsize
businesses

Fed bought $625B in one week
$3T money created in 90 days

Cares Act - $2T spending

Winners and Losers ——



