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“Lean on me when times are bad

When the day comes and you’re down

In a river of trouble and about to drown

Just hold on, I’'m comin’”. “Hold On, I’'m Comin’”, a song by Isaac Hayes and David Porter
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RESCUE ME

Fortunately, economic and political generals apparently banished the terrifying international
economic disaster that erupted in mid-2007. Highly accommodative monetary policies such as
yield repression and money printing embraced by major central banks such as the Federal
Reserve Board, European Central Bank, Bank of England, and Bank of Japan have played crucial
parts in sparking and sustaining financial recovery. China’s leaders also have greatly aided the
rescue from the dreadful crisis.

Has everyone equally shared the plentiful bounty provided by the economic recovery? In general,
large corporations, Wall Street and its legislative and media allies, and S+P 500 “investors” have
been especially enthusiastic apostles for easy money schemes.

Unfortunately, global economic growth arguably has slowed in recent months. The International
Monetary Fund’s “World Economic Outlook” weathervane says worldwide GDP expanded 3.4
percent in 2014; it slips to 3.1pc in 2015 (October 2015, Table 1.1). Though the IMF predicts
2016 world growth ascends to 3.6pc, it cut its Julye 2015 predictions for both calendar 2015 and
2016 by .2pc. Low consumer price inflation arguably in part reflects mediocre growth. The IMF
says consumer prices in advanced economies edge up merely .3 percent in 2015, and only 1.2pc
in 2016. Compare 2014°s 1.4pc CPlI rise.

World indebtedness remains lofty. Look at Japan’s colossal general government debt. Has the
Greek debt quagmire been escaped, or merely masked by supposed saviors? Even in the United
States, overall national indebtedness is still very high by historical standards, and America has
achieved no progress on its long-run fiscal difficulties. Talk of currency wars and competitive
devaluation persist. The European Central Bank, IMF, and others guides continually speak of the
need for various member states to embark on significant structural reforms.

In some domains, is social unrest increasing, or at least risks of such activities? In many realms,
and not only in regions with high unemployment, partisan conflicts between left and right wing
parties (or other factions) seem especially contentious nowadays. The United States national
scene currently offers little reason for optimism that its assorted feuding Democratic and
Republican high priests genuinely will solve problems.

Interest rate, currency, stock, commodity, and other commercial marketplaces anxiously await
critical upcoming decisions by the glorious Federal Reserve and other key central banks. Central
banks have significant scope as to how they interpret and apply their policy mandates. To some
extent, the Fed and its central banking friends perform as an additional branch of government.
Given the noteworthy collective success thus far by central banks in helping the world to escape
from the 2007-09 nightmare, many central banks presently seem to be more productive and
flexible economic problem-solvers and guides than their political counterparts. Nevertheless,
central bank viewpoints on economic phenomena (including their interrelations and



consequences) are matters of opinion, not science. So as America’s Thanksgiving and the year-
end holiday season nears, most risk-taking financial pilgrims and beleaguered political leaders
around the globe are holding on, gratefully remembering, fervently praising, and anxiously
praying for the continuance of the roughly seven years of highly accommodative monetary
policies of the major central banks.

AMERICA: ADDICTED TO EASY MONEY

The Velvet Underground chant in “I’m Waiting for the Man™:
“I’m just lookin’ for a dear, dear friend of mine

I’'m waiting for my man...

He’s never early, he’s always late

First thing you learn is you always gotta wait”.
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The world is addicted to the sustained easy money policies and rhetoric promoted by significant
central banks. Debtors are particularly fond of yield suppression and money printing. Nowadays,
owners of US (and many other) stocks love low interest rates. Also, yield suppression tends to
generate price gains in government (picture US and German 10 year government notes) and many
corporate debt securities.

The United States is especially enamored of the highly accommodative policies espoused by the
Federal Reserve (and its overseas allies). Not only has the Fed’s lax program persisted for about
seven years. Underscore the fixation of marketplaces and media on potential and actual Fed
statements, including forward guidance wordplay. Finally, stress how fearful they (and the Fed)
are regarding the timing and consequences of a slight withdrawal of the wonderful stimulus.

**kkk

In any case, marketplace veterans, Main Street, and politicians nervously await the Fed’s decision
as to whether (if ever) it will boost rates. The Fed meets 12/15-16/15 and 1/26-27/16.
Undoubtedly the nimble Fed will try to follow prudent policies and avoid dangerous outcomes!
Anyway, suppose the Fed raises the Federal Funds rate slightly in the near future. Is the first
twenty-five basis point boost and modest rises (if any) thereafter in the Funds rate going to kill or
badly wound the recovery in America and elsewhere? If so, the US and world economies
probably are feebler than central banks, the IMF, and many other gurus maintain.

After all, the Fed (displaying its adherence to its data dependence doctrine), despite its
commitment to so-called normalization, shows little inclination to implement rapid, substantial
rate increases. Its 10/28/15 Press Release declares: “The Committee currently anticipates that,
even after employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the Committee
views as normal in the longer run.”

As part of its quest to rescue the economy and spark and sustain GDP growth, the Fed found it
rather easy to buy mountains of US Treasury and mortgage-backed debt securities via its
guantitative easing programs. Why does this ringmaster find it so hard (is so unwilling) to
liquidate them as part of an exit strategy?



EUROPE: MORE FIRST AID

The Beatles plead in “Help™:

“Help me if you can, I'm feeling down
And I do appreciate you being ‘round
Help me get my feet back on the ground

Won’t you please, please help me?”
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Central banks around the world have married themselves to the view that “too low” inflation and
especially deflation are “bad”. “Too high” inflation is also bad. Yet some inflation, like around
two percent, is “good”. The European Central Bank is no exception to this attractive ideology.
Indeed, the acrobatic ECB promises to do what it must and whatever it takes to fulfill its mandate.

The Eurozone has widespread low interest rates; many nations have negative rates on large
sections of their government yield curve. Past and prospective GDP growth in the region looks
sluggish. The Eurozone still suffers from high unemployment and faces an immigration
challenge. The epic Greek debt calamity persists. Thus many hope the ECB doctors will follow
its recent hints regarding the potential expansion of its money printing (quantitative easing)
strategy (see the ECB’s decision and statements on 10/22/15). The ECB congregates 12/3/15.
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Elsewhere in Europe, the Bank of England indicated (11/5/15) it would not tighten monetary
policy soon. It next convenes 12/10/15. Moreover, Sweden recently expanded its quantitative
easing policy (10/28/15). These two decisions boost hopes of additional assistance from the ECB.

JAPAN: FIRING ARROWS, MISSING TARGETS

The Rolling Stones sing in “All Down the Line”:
“(All down the line.) We’ll be watching out for trouble, yeah.
(All down the line.) And we’d better keep the motor running, yeah.”
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Following its December 2012 general election, Japan unveiled and promoted the alluring “three
arrows” gospel of “Abenomics” (named after the Prime Minister). Fiscal stimulus, monetary
easing, and structural reform would boost real GDP significantly and enable the nation to rapidly
and definitively escape deflation dangers.

The Bank of Japan swears that qualitative and quantitative easing (“QQE”; money printing) “has
been exerting its intended effects” (“Statement on Monetary Policy”, 10/30/15). However, despite
the three arrows talk and sustained massive money printing, Japan has made only modest
headway in accomplishing its policy aims regarding growth and inflation (see the 10/30/15
forecasts).

And this is despite a massive depreciation in the Yen’s broad real effective exchange rate (Bank
for International Settlements, 10/16/15; 2010=100), which probably was an important policy
goal. The Yen’s effective exchange rate stood at 102.7 in July 2012, not far from the important
peaks at 105.7 (October 2011)/106.6 (January 2009). It crashed to 68.2 in July 2015 (a bloody
36.0 percent stumble from January 2009) before rallying modestly to 72.6 in September 2015.



Japan probably is uneasily walking the high wire regarding its gigantic general government debt
burden. It has made no progress in reducing that load. In 2015, it hovers at 246 percent of
nominal GDP, rising to 252pc in 2020 (IMF, “Fiscal Monitor”, Table A7; October 2015).

Many marketplace warriors hope Japan generously engages in additional qualitative and

quantitative easing (especially more money printing). The Bank of Japan meets 11/18-19/15 and
12/17-18/15.

EASING, CHINESE STYLE

Chinese authorities eased policies in diverse fashions in recent months. Worried about the risk of
slowing growth, the central bank not long ago reduced interest rates for the sixth time in about a
year (NYTimes, 10/24/15, pB1). Guardians also engineered a slight renminbi devaluation.
China’s effective exchange rate dipped from July 2015’s 132.1 high to September 2015’s 130.9
(BIS). The renminbi EER nevertheless remains historically strong. For example, compare
November 2009’s interim trough at 95.6.

In addition, China softened expectations for its GDP, lowering growth objectives from 7.0
percent to 6.5pc for the 2016-2020 span (NYTimes, 11/4/15, pB1). Finally, leaders eased birth
restrictions; abandoning its one-child policy, it now permits families to have two kids. “China
Approves a Two-Child Policy to Bolster Economy” headlines the NYTimes (10/30/15, ppAl, 6).

POTENTIAL DESTINATIONS: SEVERAL KEY MARKETPLACES

In “Anticipation”, Carly Simon declares:
“We can never know about the days to come
But we think about them anyway”.
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At present, significant trends for important marketplaces such as the United States dollar, the S+P
500, emerging stock marketplaces (in general), commodities (in general), and the US Treasury 10
year note intertwine rather closely. The Federal Reserve Board, despite its cautiousness and
determination to avoid missteps, appears more inclined to tighten policy in the near term than the
European Central Bank, Bank of Japan, and other central banks. Of course these trends and
relationships may change.

For additional analysis, see essays such as “Commodities: Captivating Audiences” (10/12/15);
“Déja vu (Encore): US Marketplace History” (10/4/15); “Marketplace Twists and Shouts: As the
World Turns” (9/10/15); “Wall Street Marketplace Violence” (9/1/15); “Shakin’ All Over:
Marketplace Fears” (8/13/15); “Playing Percentages: Stock Marketplace Games™ (7/13/15).

In any event, the broad real trade-weighted US dollar (“TWD”; Fed H.10) will stay strong,
probably achieving new highs in its current major bull move (major bottom 80.5 in July 2011).
The S+P 500 probably will renew its decline from its 5/20/15 peak at 2135. If the S+P 500
manages to ascend over its 5/20/15 peak at 2135, it will not do so by much. The major bear trends
in emerging marketplaces and commodities probably will remain intact, particularly if the TWD

remains powerful.
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In approaching various key central bank meetings and awaiting their aftermath, what are several
significant marketplace price signposts to monitor?

For the broad real trade-weighted dollar, watch September 2015’s high at 98.0 (monthly average;
October 2015 slipped to 97.0). This high crawls above the prior major high during the depths of
the 2007-09 global economic crisis, March 2009’s 96.9 (recall the timing of the S+P 500°s major
low, 3/6/09 at 667). A one percent TWD hop over its September high gives 99.0, a five percent
jump 102.9. Compare interim tops about a decade ago (November 2005’s 99.3 and May 2004’s
101.7). A five pc drop from 98.0 gives 93.1.

Let’s survey some US dollar cross rates. Suppose the dollar continues to climb. Keep in mind the
Euro FX low against the dollar at 1.046 on 3/13/15 (10/15/15 minor high 1.150; compare that to
bottoms at 1.188 on 6/7/10 and 1.164 on 11/15/05). The Japanese Yen is rather close to its 6/5/15
low near 125.9 (as well its trough at the advent of the global financial crisis, 6/22/07’s Y124.1).
For the renminbi/dollar cross, 8/12/15’s low around 6.45 is important. The related low of 8/26/15
at 6.43 occurred alongside important lows in the Shanghai Composite (8/26/15 at 2851) and the
S+P 500 (8/24/15 at 1867). Note that recent depths did not spend much time over the 7/25/12’s
important bottom just under 6.40.

Although broad real TWD information is available only as a monthly average, the Fed provides
daily data on the nominal TWD. Note that the nominal TWD’s recent interim low around 112.8
occurred shortly before the S+P 500°s 2135 peak. As the US dollar marched upward, the S+P 500
eventually toppled. The nominal TWD’s climb reached about 120.2 on 8/26/15, but it had no
noticeable decline until its 121.2 high on 9/23/15. This 9/23/15 nominal TWD top preceded the
recent noteworthy second low in the S+P 500 (9/29/15°s 1872).

In any case, the nominal TWD did not retreat much after 9/23/15. Its renewed rise from its
10/15/15 low at about 118.0 has taken it to 121.0 (11/6/15, the most recent daily statistic), close
to 9/23/15’s 121.2 level. A breakout over 121.2 would be a bearish warning sign for the S+P 500
and emerging stock marketplaces.

Note that emerging stock marketplaces in general (“MXEF”; MSCI emerging stock markets
index, from Morgan Stanley) touched its recent lows alongside the S+P 500 and a strong trade-
weighted dollar. Recall the MXEF’s 8/24/15 low at 763 and the 9/29/15 one at 770 (it rallied to
11/4/15, close in time to the S+P’s 2116 high on 11/3/15).

The Federal Reserve at present prefers the S+P 500 does not sustain declines of more than 10
percent from a noteworthy high. Watch for easing rhetoric from the Fed and its comrades if a fall
around that extent happens. The Fed probably will fight vigorously to prevent (and reverse)
tumbles of twenty percent or more from significant highs. Renewed QE may be a life preserver.
A 10pc fall from 5/20/15s 2135 gives 1922 (8/24/15’s 1867 low is a 12.6pc slide), a 15pc drop
1815 (10/15/14 low 1821), 20pc 1708.

For commodities in general, watch the lows of late August 2015. The broad Goldman Sachs
Commodity Index reached its recent trough at 334 on 8/24/15 alongside those in the S+P 500 and
MXEF. The GSCI rallied to about 386 on 10/9/15 (note the renewed rally in the nominal TWD
after 10/15/15), but thereafter has tripped lower. The Bloomberg Commodity Index’s 8/26/15 low
of 85.1 (despite stretching up to 91.9 on 10/9/15) is currently under assault.

What about support levels for individual commodities? Brent/North Sea crude oil (ICE, nearest
futures continuation) reached a low at $42.23 on 8/24/15. NYMEX crude 0il’s (nearest futures)



low at $38.16 on 8/25/15 neighbors important ancient plateaus at $41.15 (10/10/90) and $37.80
(9/20/00). OPEC meets 12/4/15, close in time to many important central bank meetings. Saudi
Arabia plans to continue its policy of protecting its global market share (Financial Times 11/9/15,

pl).

The London Metal Exchange’s base metal index (“LMEX”) made a low at 2276 on 8/26/15; that
floor is under attack. Watch silver’s 8/26/15 low at $13.98.

Gold finds minor support around 7/24/15s $1072 low. In the context of the US dollar’s strength
since its 10/15/15 low at about 118.0, note the timing of gold’s recent high, 10/15/15s $1192.

Fed monetary policy tightening (or growing marketplace faith that such will occur) of course
tends to elevate US Treasury yields, but fearful flights to quality tends to reduce them. Major
resistance for the US Treasury 10 year note is around 3.05 percent (1/2/14 high). Above that
looms 2/9/11°s 3.77pc ceiling and several earlier summits around four percent. However, the late
spring top on 6/11/15 at 2.50pc (roughly a 50pc leap in the yield level from 1/30/15’s 1.64pc
take-off point) remains a noteworthy initial barrier. Important UST 10 year support exists around
2.04pc (12/18/08 major low) to 1.90pc. The 1.90pc lows occurred recently, on 8/24/15 and
10/2/15; these UST vyield lows happened around the times of the S+P 500’s troughs, 8/24/15’s
1867 and 9/29/15’s 1872. Major UST support lurks at 7/25/12°s 1.38pc.
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