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Ok. There is still a long way to see the “exit strategy”
but the end of new QE may be close (and this is not
fully incorporated in the market)
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For the next months … a good trade could
be “Short US Treasury – Long US banks”.
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What lies behind the recent sell-off in the long end of the US
bond market?
1. Easing of Basel III requirements in the US banks

(allowing for
more assets to be incorporated in the so-called liquidity coverage ratio –
including some equities-) …

2. and the avoidance of the dreaded “fiscal cliff”.
US Treasury Bond 10 Year Yield

Remember our projected range for the
10year US Treasury Yield? (1.50% to
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In early December 10Y yield was at
1.59% (in the lower band of our
projected range) and most market
participants were anticipating further
declines (recommending buying
Treasuries). Our recommendation was
Sell Treasuries at that level.
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Since then, yields have increased sharply
(33 bp) resulting in a significant loss in
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What is next?
We consider there are good reasons behind recent nuances from the Fed, … what means that renewal

of QE programs may stop in 2013.

Why?
Since 2007, velocity of money has
been plummeting (with the exception
of one single quarter).
This makes sense, since during
recessions the rational reaction is
hoarding cash.
In order to have an impact on
nominal GDP, central banks should
expand M at a higher rate than the
contraction of velocity (pushing even
more lower the velocity), but …
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What if velocity of money is
no longer contracting?

US - VELOCITY OF MONEY (V=GDP nominal / M2)
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… if velocity of money is no longer contracting should fit
with certain expansion of consumer credit …
… as is the case! (see the chart)
Thus, considering this, we should
not be surprised to see some
Fed’s members openly
considering the end of QE.
This means just no more QE (not
the withdrawal of all the
measures implemented so far.
This will only happen when
unemployment rates reach the
6.5% level and the inflation rate
runs above 2.5%).
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With no more QE at sight, it is legitimate to think that the yield curve will steepen further (sell long
dated Treasuries) … which is very good news for US banks as a steep yield curve acts as a free subsidy.
This, together with the new easing of Basel III requirements may result in a bank outperformance, and a
general positive environment for global equities.
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Legal Disclaimer

All the sections in this publication have been prepared by the team of analysts from the financial institution.
The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a technical and
subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have extracted, evaluated and
summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up reasonable opinions on the issues analysed herein.
The opinions and estimates in this document are based on the market events and conditions that took place before the publication of this document, and therefore
cannot be determining factors in the evaluation of future events that take place after its publication.
The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market indices chosen
have been selected following the exclusive criteria that the financial institution regards as most appropriate.
The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds readers that any
past performances mentioned do not in any circumstances imply future returns; that the investments analysed may not be suitable for all investors; that
investments can fluctuate over time in terms of their share price and value; and that any changes that might occur to interest rates or currency exchange rates are
other factors that may also make it unadvisable to follow the opinions expressed herein.
This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have been mentioned,
and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to making a decision to proceed with a
specific investment.
This document does not, therefore, analyse any other determining factors for properly appraising the decision to make a specific investment, such as the risk profile
of the investor, his/her knowledge, experience and financial situation, the duration or the higher or lower liquidity of the investment in question. Consequently,
investors are responsible for seeking and obtaining the appropriate financial advice in order to assess the risks, costs and other characteristics of any investments
they wish to make.
The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the valuations in this
document, or any possible errors or omissions that may have been made when preparing this document.
The financial institution reserves the right to change the information in this document at any time, whether partially or in full.

