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Fiscal

balance/GDP 2 o
Policy rate 0.25 0.25
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Dollar Index 7 81.0
Eurozone

% 11 12E
GDP 14 -0.5
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Policy rate 1 1
Dollar Index 1.30 1.30
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Bernanke’s Road of No Return

Comments on FOMC Statement from September Meeting

» The program that Fed announced, which is to purchase additional agency
mortgage-backed securities at a pace of $120 billion each quarter, counted for about
25% of the amount of the issued mortgage-related securities, providing strong support
for the mortgage market and driving loan financing market long-term interest rates lower
to stimulate the real estate market as well as its downstream demand.

» The purchase of mortgage-backed securities plays a complementary role with
operation twist. In addition, open-ended MBS buying program increases the operational
flexibility of Fed policy undoubtedly, and it has not been seen before in the market. The
Fed only stressed to quit the MBS purchasing program after achieving a significant
improvement in the outlook for the job market and did not provide specific anchor
indicators as well as anchoring value, so the market cannot estimate positive effects
from the current round of policy stimulus accurately. Plans related to the job market
recovery will compensate the diminishing marginal effect of quantitative easing.

»  Unlike the previous two rounds, the launch of current QE, the blockbuster policy
weapon, did not mean the lack of the possibility of new stimulus policy in short term.
The monetary policy will adjust according to the development of the economy. In
addition to some possible plans in future, operation twist, the program to buy
mortgage-backed securities and the guidance to keep the low federal fund rate till
mid-2015 set the an ultra-loose tone for U.S. monetary policy.

> Expectation for QE3 experienced its ups and downs for nearly a year and the
market has already priced in part of the QE3's effect. A conservative estimate is that the
QE3 expectation has lowered the mortgage loan interest rate by 27.6 basis points,
corresponding to a MBS purchasing program of 480 billion, which is close to the
amount QE3 will buy in 12 months. From this perspective, QE3's marginal effect to
drive down mortgage lending rates is limited.

»  After QE3 announcement, unlimited purchase of mortgage-backed securities raises
the inflation expectations significantly, along with weakening dollar. However, taking
into consideration of the OMT in Europe, the debt crisis in Europe which lacks in
solutions as well as the limited safe-haven currency, we believe that the dollar’s
downside is limited.

» Be aware of the risk that the Fed might start bond buying program when the
worries over financial cliff increased at the end of this year and bond yields rose again.
In addition, no sterilization will inevitably lead to a balance sheet expansion, which will
lead to weak dollar in certain period and may prompt some capital inflows to
commodities and emerging markets, intensifying the upward pressure on inflation in the
fourth quarter and next year.

» After few rounds of unprecedented accommodative monetary policy, the Fed's
balance sheet sits at around 2.8 trillion which is expected to expand further and the
federal funds rate remains at 0-0.25%, an situation even the Fed have never seen.
“Normalization” in the bank's monetary policy will constitute economic downside risk
in the future.
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