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CONCERNS REGARDING REDUCTION OF 
QUANTITATIVE EASING BY THE US FEDERAL 
RESERVE

Much of the recent volatility in ! xed income and other areas of capital markets has been directly related to 
increased expectations for the US Federal Reserve to begin reducing Quantitative Easing. Currently, the Fed is 
purchasing $40 billion MBS and $45 billion of Treasury securities (including TIPS) per month. On May 22nd, Ben 
Bernanke stated that the Fed could increase or reduce the pace of asset purchases in response to incoming data.

" en again, on June 19th, Dr. Bernanke stated: “I would like to emphasize once more the point that our policy is 
in no way predetermined and will depend on the incoming data and the evolution of the outlook, as well as on the 
cumulative progress toward our objectives. If conditions improve faster than expected, the pace of asset purchases 
could be reduced somewhat more quickly. If the outlook becomes less favorable on the other hand, or if ! nancial 
conditions are judged to be inconsistent with further progress in the labor markets, reductions in the pace of 
purchases could be delayed.” What is this data telling us?

Regarding the Labour Market

Aside from still being at high levels, 
the Unemployment Rate has been 
declining, a direction which is positive 
for the economy.

However, the underlying details of the 
labor market aren’t quite as healthy as 
this graph would lead one to believe.

Source: Bloomberg
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To illustrate Dudley’s comments: It 
has been over 30 years since the U.S. 
labor force participation rate has 
been this low ...and, U.S. job growth, 
as measured by month-over-month 
Non-Farm Payrolls, has only averaged 
150,000 per month over the last three 
years. 

! e Federal Reserve Bank of Chicago 
(JULY 2013 - Number 312) stated 
average job gains of about 240,000, 
195,000, or 165,000 per month over 
the next three, four, or " ve years would 
close the gap between trend and actual 
payroll employment.

Source: Bloomberg

Source: Bloomberg
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On June 27th, William C. Dudley, 
president of the Federal Reserve Bank 
of New York, elaborated on the labor 
market: “Much of the decline in the 
jobless rate, is a result of workers 
leaving the labor force. Job loss rates 
have fallen, but hiring rates remain 
depressed at low levels. ! e labor 
market still cannot be regarded as 
healthy. ”

U.S. Labour Force Participation Rate

U.S. Non-Farm Payrolls Statistics
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A. ”Marginally attached workers” - 
people who are not actively looking 
for work, but who have indicated 
that they want a job and have looked 
for one (with no success) over the 
past 12 months. ! is class also 
includes “discouraged workers” who 
have completely given up on " nding 
a job because they feel that they just 
will not " nd one.

B. People who are looking for full-
time work but have to settle on 
a part-time job due to economic 
reasons. ! is means that they want 
full-time work, but have to settle for 
part-time.

To restate Dudley’s comment, the labor 
market still cannot be regarded as 
healthy.
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Source: Bloomberg

Source: Bloomberg

U-6 Unemployement Rate

Another interesting metric is the U-6 Unemployment Rate. ! is statistic is de" ned as a broader measure of 
unemployment in the US. Additional measures in this metric include:! is means that they want full-time work, but 
have to settle for part-time.

Regarding In# ation 

According to the BEA “! e core PCE 
price index measures the prices paid 
by consumers for goods and services 
without the volatility caused by 
movements in food and energy prices 
to reveal underlying in# ation trends.”

Current prices paid through this 
measure is close to cyclical lows . . .
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…and U.S. in! ation expectations, as 
measured by the 10 year TIPs in! ation 
breakeven rate has been compressing 
materially.

Interestingly, looking at the in! ation 
data, history would suggest the change 
in QE would be for more (i.e. an 
increase), not less.

Regarding Growth Projections

" e strategy Bernanke laid out for 
reducing bond purchases was based on 
the economy growing in line with the 
FOMC’s forecasts. Unfortunately, the 
Federal Reserve has less than a stellar 
track record at forecasting economic 
growth… in line with prior FOMC 
forecasts, on June 26th 2013, 1st 
Quarter 2013 US GDP (Quarter over 
Quarter) was revised down from 2.4% 
to 1.8% by the Bureau of Economic 
Analysis.

QE reduction may be required at some 
point, but seems premature given what 
current data tells us.
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Source: Bloomberg

Source:Bianco Research. L.L.C.
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