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Bernanke and Geithner get tough about QE ahead of G20.
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Having hit a series low for the dollar on the Bank of England’'s trade weighted index last week, the
pressure is growing to put the finer points on tackling global trade imbalances and pursuing ‘market
determined’ exchange rates at this Thursday and Friday’s G20 meeting in Korea.

Frictions are also growing. Both the Fed Chairman and the US Treasury Secretary found themselves
defending policy over the weekend. There were no shortage of critics (Germany, China and Brazil for a
start) of the Fed’s new QE program but Mr Bernanke rightly explained its purpose, namely to ‘provide
additional stimulus to help the economy recover and to avoid potentially additional disinflation’.

Meanwhile Mr Geithner had to fend off criticism too from those who claimed that the US was deliberately
weakening the dollar. As he had to tell them, current US policy aims to strengthen the US economy and,
normally, this would be associated with a stronger — not weaker — dollar.

With equity markets in fine form, having ended last week on an upbeat supported by positive economic
news, they start this week still looking technically overbought so you sort of wonder; isn’t anyone out
there going to take their profits?

But profit-taking there has been — in the bond market. Yields at the long end of the US Treasury market
have been rising and are now some 70 basis points above their August lows. Although the Fed does not
intend to purchase much in the way of 30-year Treasuries this is not likely why the yields are rising.

As Mr Bernanke puts it, the Fed is not out to create ‘super-normal’ inflation but to influence expectations
in @ manner consistent with its dual mandate. Now that the Fed will be purchasing about 75 percent of the
US budget deficit reflected in consensus forecasts for 2011, the bond market may be in the initial stages
of buying into this (the 75 percent includes the monthly reinvestment of principal payments from its now
passé credit easing program so not all of this is monetizing the deficit or involve printing money).



Debt monetization has been widely considered inflationary in the past. As the chart below shows, this
view may now be gaining ground. The 10 to 30 year area of the yield curve is more upward sloping than
at anytime over the past few decades suggesting a focus that is not just on inflation but more broadly on
the prospect of reflation, which itself denotes the rise in aggregate demand — from both prices and
quantities — and the rise in jobs that the Fed wishes to see.
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From the point of view of the US corporate sector, the weak dollar is good for US corporate earnings,
which are recovering strongly thanks to the growing contribution to sales from the developing economies.
But from the latter’s viewpoint, the US is exporting or transferring the disinflation the Fed is hoping to
mitigate through QE and this is the downside for US corporate earnings. The equity market has not been
on to any of this, partly because the earnings reported to date have been better than expected, partly
because investors have been single minded in their quest for risk taking and partly because the response
from the developing world in the form of the imposition of capital controls has been relatively limited to
date.

Also, with the eurozone’s sovereign debt crisis having receded into the background a while ago the
recent rise in yields in peripheral bond markets and the widening of spreads have been blissfully ignored.
The markets could easily re-focus on this once the G20 meetings in Korea have been concluded. With
the US earnings season is drawing to a close too — by the end of this week over 90 percent of the
companies in the S&P 500 will have reported — there will be one less source of positive news to occupy
the markets. We still can’t help feeling a bit cautious.
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IMPORTANT NOTES

The information contained in this report represents an impartial assessment of the value or prospects of the
subject matter. Graphs, performance data etc are as at the close of business on the day preceding the date of the note.
The information contained in this report has been taken from sources disclosed in this presentation and is believed to be
reliable and accurate but, without further investigation, cannot be warranted as to accuracy or completeness. The
opinions expressed in this document are not the views held throughout Brewin Dolphin Ltd. No Director, representative or
employee of Brewin Dolphin Ltd. accepts liability for any direct or consequential loss arising from the use of this
document or its contents. We or a connected person may have positions in, or options on, the securities mentioned
herein or may buy, sell or offer to make a purchase or sale of such securities from time to time. In addition, we reserve
the right to act as principal or agent with regard to the sale or purchase of any security mentioned in this document. For
further information, please refer to our conflicts policy, which is available on request or can be accessed via our website
at www.brewindolphin.co.uk. The value of your investment or any income from it may fall and you may get back less than
you invested. Past performance is not a guide to future performance. If you are in any doubt concerning the suitability of
these investments for your portfolio you should seek the advice of a qualified investment adviser. Brewin Dolphin Ltd, a
member of the London Stock Exchange, authorised and regulated by the Financial Services Authority. Registered office:
12 Smithfield Street London EC1A 9BD. Registered in England and Wales no 2135876.




