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IN THIS SPECIAL REPORT 

A PRIMER ON THE FED 

• Now that the Fed has got the market reset for 4 rate hikes this year, I think the bigger surprise will be a 

quicker taper and move to QT because it is the most efficient way to cool demand without crushing it 

• That means the Eurodollar futures are attractive, the conditions for a steepener in the Treasury market curve 

led by the front end look like a solid bet, and I would expect to see spread products begin to widen out 

• What’s been happening of late is that the Treasury market has done its repricing of the Fed and the stock 

market is following with a lag 

• And mostly importantly: don’t ever mess with the yield curve — an inversion of the 2s/10s curve has 

foreshadowed all six recessions in the past 40 years (it has never flashed a “head fake”) 
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A PRIMER ON THE FED 

There are too many rate hikes priced in, but the big deal is the end of 

QE and the onset of QT (farewell to the “wealth effect” on spending).  

You look at the correlations and they say a lot. When it comes to the 

balance sheet, it has 90% correlation to the stock market but less 

than a 50% correlation to GDP. You go to the funds rate, it has only a 

25% dampening effect on the stock market but an 80% negative 

impact on the real economy.  

So what I’d be looking for now that the Fed has got the market reset for 

4 rate hikes this year (and it is going to start in March, of that there is 

little doubt because Biden has already given a nod and all the FOMC 

doves are on board) is that the bigger surprise will be a quicker taper 

and quicker move to QT, and that is because it is the most efficient way 

to cool demand without crushing it. But the real damage is going to be 

for risk assets, and when you read the minutes from all the meetings of 

the past year, it is clear that the Fed is at least as concerned over asset 

bubbles as much as it is concerned that we have hit the wall on labor 

supply. And, in fact, one of the basic supporting mechanisms for this 

“Great Resignation” theme is this ingrained belief that people don’t have 

to go back to work because of their bloated portfolios. Creating the 

conditions for a new and lower range for the equity market is going to 

suit the Fed just fine, and the Fed is a big believer in the equity and 

housing wealth effect on spending and that this runs in both directions.  

Interest rates are a hammer on Main Street, and a smoother way to cool 

demand without generating a recession will be to take the excessive 

valuations out of the equity and real estate markets via ending QE rapidly 

and shifting earlier to QT — and so the mechanism will be to curb demand 

and the role it has played on inflation through Wall Street and the knock-

on effect this will have on Main Street, but will have a bigger impact on 

the “well off guy” than the “little guy” who will get hurt more by borrowing 

costs going up sharply. All roads towards reducing demand growth will 

come via reversing the wealth effect, and that in turn means hedging all 

cyclical exposures in the asset mix.  

So at this point, based on what’s priced in, I think the surprise will be 

that the Fed does less (not more) on rates, and that means the 

Eurodollar futures are attractive, the conditions for a steepener in the 

Treasury market curve led by the front end look like a solid bet, and I 

would expect that we will also see mortgage spreads, and in fact all 

spread products, begin to widen out — especially so in the high yield 

market where investors seem to be living in a la la world of zero defaults. 

So part of this trade includes trading up in quality.  

There is a view out there that QE was a way to lower bond yields as 

the Fed hoovered up Treasury securities, but in actuality, there was a 

powerful offset from this sort of policy stimulus via generating a 
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private investor shift to risk assets. That was always the game with 

QE, and Ben Bernanke made it clear on the eve of “Round Two” in 

2010 that this strategy was aimed principally at triggering a positive 

wealth effect on spending. In fact, most of the time during the 

recurring “Helicopter Ben” attempts at QE, Treasury yields rose, they 

didn’t fall. The investor “animal spirits” caused them to shift their 

asset mix from bonds to stocks and that had an over-riding impact on 

yields that swamped the fund-flow impact of the Fed “taking 

Treasuries out of the system.” The critical stimulative impact came 

from the wealth effect from asset inflation as well as by pulling down 

the equity cost of capital and multiples soared to levels we have only 

seen 2% of the time in the past century.  

Examples:  

From December 2008 to August 2013, the Bernanke Fed took the 

balance sheet from $2.2 trillion to $3.6 trillion — a 64% expansion. 

Now how did that turn out for the 10-year T-note? Not so great — 

because the yield jumped from 2.4% to 2.7%. What happened? Well, 

the portfolio rebalancing out of bonds and into stocks overwhelmed 

the Fed’s move to hoover up Treasury securities. 

When the Fed finally ended QE in 2014 and kept the balance sheet 

unchanged (at $4.4 trillion) through to 2017, the 10-year T-note yield 

was range-bound with a low of 1.6% and a peak of 2.9%, and spent 

most of the time hovering around the 2% mark.  

From January 2018 (when Powell took over at the helm) to 

September 2019, the Fed’s balance sheet went from $4.4 trillion to 

$3.8 trillion, for a 14% reduction. Over that time, the yield on the 10-

year note went from 2.8% to 1.5%. Of course, the prior expectation 

that the Fed would take the funds rate to 3% ended up being a peak 

of 2.5% and then what happened (with perfect hindsight) was that the 

funds rate was adjusted lower to just over 2% at the peak of the QT 

in September 2019. This is what I am saying — moving to QT this time 

will also likely imply a lower peak in the funds rate than is currently 

priced in. And if I’m right that the Fed can’t take the funds rate above 

1% this cycle without incurring some major damage to the demand 

side of the economy, then we should end up seeing the 10-year settle 

back into a range where 1.5% will be the midpoint.  

This, in fact, is what Ben Bernanke penned on November 4th, 2010 

in a Washington Post op-ed piece, after he unleashed QE2 — a 

spirited defense of his actions:  

“Easier financial conditions will promote economic growth. For 

example, lower mortgage rates will make housing more affordable 

and allow more homeowners to refinance. Lower corporate bond 

rates will encourage investment. And higher stock prices will boost 
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consumer wealth and help increase confidence, which can also 

spur spending. Increased spending will lead to higher incomes and 

profits that, in a virtuous circle, will further support economic 

expansion.”  

The wealth effect on spending wasn’t such good news for Treasuries 

as it turned out but it sure was for the stock market. Where in that 

Bernanke comment is there anything you can construe as being 

positive for bonds?? It’s all about “take on more risk!” But now this 

movie is about to be run in reverse, so please be prepared for a switch 

to a different paradigm, one in which the Fed no longer “has your 

back” as an investor. That day will return, but not until the bear 

market really takes hold… this thing is just starting, and we haven’t 

even seen spillover to the riskiest tranches in the credit market yet. 

And Powell, being a credits guy, has only in the past responded when 

the tightening in financial market conditions begins to seriously affect 

the market for corporate credit, which was the real story in late 2018 

and again in the winter of discontent in early 2020 when these areas 

of the market completely froze up — the equity market was a side 

show next to the blow-up in high yield spreads.  

Now what is happening, obviously, is that the Treasury market has 

done its repricing of the Fed and the stock market is following with a 

lag. And what people miss when they talk about QE and bond yields 

is the portfolio shift that takes place when the risk-off trade 

dominates, and that is what we have seen happen in the past two 

weeks. As a template for what I am talking about, we have seen the 

10-year T-note yield dip 3 basis points since January 10th, and it’s fully 

due to the S&P 500 correcting 6% and the Russell 2000, which has 

the pulse on the domestic economic outlook, dropping 8.5% over this 

short time frame. But it is instructive and speaks to the 70% inverse 

correlation between pricing in the Treasury market and pricing in the 

equity market, which is why calls for the end of the 60-40 asset mix 

will never be right, and that is because Treasuries are still a terrific 

risk-diversifier and have zero capital risk.  

One other thing, and this has to be stated emphatically: don’t ever 

mess with the yield curve. The 2s/10s spread is now 74 basis points; 

far below the long-run mean of 100 basis points. This means, at least 

based on its current shape, the Fed really can’t do what is now priced 

in, which is move four times this year without inverting the curve. An 

inversion of the 2s/10s curve has foreshadowed all six recessions in 

the past 40 years. It has never flashed a “head fake.” It has a 100% 

track record; an inversion is both a necessary and sufficient condition 

for a recession, and no other “market signal” has this uncanny ability 

to signal a turning point in the business cycle.  
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CHART 1: Don’t Mess With the Yield Curve!! 
United States: 2s/10s yield curve 

(percentage points) 

 
Shading indicates recession 

Source: Haver Analytics, Rosenberg Research 

Powell made the policy error of allowing the curve to invert even a 

modest 4 basis points in late-August 2019, so guess what? A 

recession was coming, likely a mild one, even if the COVID-19 

pandemic and the messy lockdowns in March-April 2020 hadn’t 

come our way.  
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OUR PRODUCTS 

Breakfast with Dave  

Our flagship product, Breakfast with Dave, is an 

in-depth look into the global financial markets 

and the economy. You’ll access Dave’s deep 

data analysis and assessments of “big picture” 

trends, and his advice on how to invest around 

them. 

Sample Report 

Strategizer  

A monthly report designed to produce actionable 

investment ideas based on our proprietary 

models. The report covers a wide range of asset 

classes and sectors and will help investors 

identify shifts and opportunities in the 

investment landscape. 

Sample Report 

Webcast with Dave  

For these webcasts, David is joined by industry 

titans to share their views on the markets and 

the economy. Past and future speakers include 

Gary Shilling, Richard Bernstein, Niall Ferguson, 

Jeffrey Gundlach, and other legends. 

Check out our guest line up 

Early Morning with Dave  

Dave and our team of economists get up early to 

prepare this analysis of the overnight markets 

and global events. Dave’s take on 

macroeconomic trends from his global 

perspective will give you the insight you need to 

understand the investment landscape for the 

day ahead. 

Sample Report 

Technicals with Dave  

Each week Dave and our technical analysts 

engage their charting expertise to identify both 

broad secular trends and near-term shifts across 

all markets, including equities, fixed income, 

currencies and commodities. 

Sample Report 

Special or Thematic Reports  

Dave and the team produce periodic, high-level 

studies on the secular and structural shifts in the 

global economic and financial landscape. 

Sample Report 

Weekly Buffet with Dave  

Cap off your investment week with Dave’s digest 

of the key economic themes and investment 

ideas that moved the markets this week. 

Sample Report 

Charts with Dave  

Charts with Dave provides regular access to our 

latest slide deck. Dave’s charts capture the 

current and future trends in economic and 

market activity. 

Sample Report 

Deep Dives & Market Movers  

This periodic, event-based report offers analysis 

of breaking news and/or data releases that are 

affecting the markets and your investments. 

Sample Report 

 

For pricing information on any of our products contact us at: 

+1 (416) 583-5566 

information@rosenbergresearch.com  

E
xclusively for D

.K
eith at darcykeith@

yahoo.com

https://www.rosenbergresearch.com/
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_G3q90_V1-WJV7CgHhVN10-wJxPft6lW2Stpn68VW88pW809bRz1bNvcvW46mrvR9jQZtwW4DLTZ58b_Pn2W5dYlfH6Ptv_JW5Yh3Mz3RbjyxW2p4hsv1J5jS3W5kkPsT42ZjLqN2btbs5sYpBfW88mMk153_b-FT3Fkl7ShFd8W7tLQhl7zCQ1wW33Ttjd97mdmJW96rkcQ9fXFsXW8w1kgQ7KBJH0W7Lj76y7MNt_TW3xRx4N1qYYB0VlP53k5JVHfsW7qrKl8902nb7W4_lsP31ZsxwcW3TC6vp8c9QttW8VkZVk56Lc5GW7WJ-c64_MP71W2pxNkP8_ytJ-W3bl5xK6M_hK-W1j0fvj6r7v6_W7xXxvJ8rCtmqW82CPyd5Zjy5VW368-ll7yPr8K340p1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_G3q90_V1-WJV7Cg-9TN5TCrwNw_vxGW4B1Ypb5LQJ5GW2t4rQj5ZfMSNW6sTTdL429f55W3ZL6YZ3N3wKWW95c5v32W5vYvW6zgZdr5SlFmqW4G2LQj3q2n3SW4kMjTz7-SCQnW8BpG7M60NPQ5W2jscy38KcZ53W7vWPbR43scCsW4PqrTX7gBPrxN1gRLlW94MkZW5jL4st1V-Ld8W4Tlwft7FMZ9cW97CFvb45MjrTW67W61P7tCrx3VHl_jk39K7WSF5Ky_CnxV8pW8w4dj35Fdx3BV9PBVL5jXDP7W3Ks1FQ3fxBlCW1XZ_5x2_LzHkW4ZlHLB2zkQM0W2-bqgv7WLY_ZW3rD2Xp804NK-W4wtgvT8dpZ2MW4cmSG16HxzqkW98NgYv79HNxS3kv51
https://www.rosenbergresearch.com/allwebcasts/
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_G3q90_V1-WJV7CgWCHW4-vcbb4QCDxLW6pZH2J2SRmvHW3qP_FQ3m5QchW23zl9l8q4b_lW6btRL32xr7kpW5tNrTz8RhWkjW5p6nGj3N5SBYW330bTc6zdRD3W2YJ9Jk8wYdCNN3PmcFVPgVkLW8sgFqd9f4WhHVfBlzx2nj1qJW2wsDzV4gQSgNW4mWmY43cjFqgW177yVM7fgW8PN94DSW6lQK48W3stNB-6MgF9gN2pG7j7bCX2PN5tSmGkxwmr6W5MVlw18gnxwRF7yvvfNRHMqW6ypmXf5zZlbZN7DqKMqFyM0RW110dPk505RfNW3w8XM29fnB_PW6ypqrQ50tjZPN8HdH5W4sWlWW881m7S3X-XSZW3tB-Yt2Qb_BPN74vvvHmt5_f3ksW1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_G3q90_V1-WJV7CgXkTW9bddDl4nH2zVW4bg6YC1N40RrW53rF_r4L4xyqW4c4lPn4CRm6KW7gC0Y52lB84NW2nP1sx9kBt6rW5dy1lK6DvtmVW2VGyWj6fjn63W3mlwGP71YWJYW3jFpkY773LyKW2VW6ql6FSZXLW9ftxVv8pQrfqW3_NJ1t48LyGSW3cCqh918z5XCW6CQpLP80mJq1W9cfQ_H20fHGtW75lxlg7B6wSvN9cJ1WNZKr35W7B4M7Y3WQmMRW4QlMNT18jtsjW49Wp5d8d_ZxmW6VRKmy18fHbgW52dvhf9c4DM_W73Z5v165qvVFN96tPhzvKJ1xW3rZM383ZxKpGW8pdydQ3n2gkXW46ygMp6B29JvW4H-pHt8tVjlGW5gyv_v9305cX26N1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZZB5nKv5V3Zsc37CgNzDW3NPftm3p4DzDW1w0Lrw8mD4csW5cTM897j-Y1gW7YQSrH5sqFBSW1B4bDC5nPl4cW1TRp8s6j4yQBW18HJKS2c-79RW6B-BBQ3mTvyFW67r00Y47Qf61W5J_D042xZp_VMxZd_F95X9vW7Kt_Z47qnSWPW9151Lf2H84GhW8vb8Dj2x4g5PW6ql-tR8-JvfpVd7p4X8K5KYFW1gNZ4T479S_-W702Rhq45_ljGW91wP-D3hX8yVMj9fxLmrB6sW4fF7fq1X8kj2W55V9bl2RpFlrW4Qfpq93R6Dr0W9cf5V-8J8_-cMlShjDs-jk6W2t_p_J3_1BkxVltxp85Fs5-zW6cjl3h8nSQ_bW7ZWdHg8XKd9wW24qj-c8hgZRbVdZhwz2gx9TyW7dd2sZ8j7Z1_3kHp1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_G3q90_V1-WJV7CgP6gW6bpXPv7Wsl5JW99jfqZ7RFWj9W21shyF3Jh27rW1DQZsl5QgNNxN97fGTBlbvS4W2Cxs2q11q9vSW60p4F-4NDlN_W2978Pt6mKvJ2W4mYQvg11685dW8bHWKF6cY7ZDW7fFNtt8Jr3HxW13SH9k89F-34VWrRvj1q4cx1W1kytQY4CvgvNVydhY01g8XPqW6b0TKS1QpNcDW83mJPH2Vyb91W5xFt7295Dc8GW2rw29V3w8LyXW7xwvBc6bGjMJVJwLxd93qwppW6WqK19329bMcW4H56HQ26kG6LW1kHWCZ49RclhW8Fspgt4XQJYDW3dhdWn4-0gL_W8wnZcl7lfLRzW74gvCf4F-hyVVKzDbr8LLL_6W63n5Zh2hx1f234Py1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZ_m3q90JV1-WJV7CgVrLW7w1ZTg3THqQrN5CzXrgF2HYJN25-66NyKCrcW2msfD91VXHCsW8ysvc93tk7C7VgdNfk4BLBJCW50FWw_6tYCySN61zXhcD-mBJN3Gt1cl9lf0BW42gHhw7s9lnQN6SlYPZHmdkJW3-s5km5V8BJmW2wTthj6bBCh5W4K9QP096QWMqW7xwX841KGVxnW48sp007LP86NW6QhGgs3Ft0CVW70StsJ5K9VkJW1cBYhb1DNc8VVHdZk06H_QdrW2y_Gzc88hWj9W6Z9cmp83PrQqVfJjF48bWP7SW6Ch3rl3PNyt-W5HxSGc1HFmP8N5d79TMPt-VMW7ZyD4P72rlzYW1JzCgh1hthwQ3cZ_1
https://d14tnp04.na1.hubspotlinks.com/Btc/V+113/d14TNp04/VWJQF_8Z5f2KW66Qr8P6K88Z3W6P_DFt4C5VWQN76MZZB5nKv5V3Zsc37CgTdMW964RN36f0qKqW9cdmjL2-bJ_LW6FwZzs461ZDNF1NRx3FwDMKW3_pmCl29YvcHW8m77LK1xV0RYN1Xp1NbWYrqcVxW-XP8f_x-KW89M3y54QPCB8W5J8L2k6S3nT6N16gw49cY_96W2XhxgZ7k5fz4W2CttDP7zvKNkW5QRf_T6hWgp5W2btrjp7ZK_YVW1K14_x3hS632W1bZMGM6D0FFBW4bSGhv4TBFZgW5kX-LB2yBVD9W4rX5vh4MMt05W3_dc3N7yTnlqW5Z_m-z7-Gh0fW5s5Vm52yPtzCW58QJxR8Y-hJhW7-0q9Q71ysRqW67vYY872TtBKW6ynJrJ8kgsnRW4hNNN245T-8HV1Vkft3NvHCKW6D7XDf7VC2b7W15xRrw24Z5M5W1wP72j3JmRxl3ndD1
mailto:information@rosenbergresearch.com?subject=At%20a%20Glance:%20Information%20on%20your%20products


SPECIAL REPORT January 25, 2022 

 

rosenbergresearch.com  Page 7 of 8 

CONTACT US 

3080 Yonge Street, Suite 6060 

Toronto, Ontario  

M4N 3N1 

+1 416-583-5566 

information@rosenbergresearch.com 

www.rosenbergresearch.com 

OUR PEOPLE 

ECONOMICS & STRATEGY 

David Rosenberg  

Chief Economist & Strategist 

Brendan Livingstone 

Senior Market Strategist 

Ellen Cooper 

Senior Economist 

Krishen Rangasamy 

Senior Global Economist 

Marius Jongstra 

Senior Economist & Strategist 

Vibhu Kapoor 

Economist 

Julia Wendling 

Economist 

Keith Edwards 

Technical Analysis Consultant 

 

MARKETING, SALES & TECHNOLOGY 

Dinesh Vel 

Director of Technology 

Vandhana Parthasarathy  

Data Analyst, Sales 

Enablement 

Sean Rosenthal 
Director of Marketing 

Marcel Aulls 

Vice President, Sales 

Jacob Rosenberg 

Vice President, Client 

Relations & Media Production 

OPERATIONS 

Dana Habib 

Office & Client Administration 

Manager and Executive 

Assistant to David Rosenberg 

Rachael Zbar 

Corporate Director 

James Bergin 

Special Advisor to the 

President  

Jeff Burchell 

Senior Advisor 

  

E
xclusively for D

.K
eith at darcykeith@

yahoo.com

https://www.rosenbergresearch.com/
mailto:information@rosenbergresearch.com
https://www.rosenbergresearch.com/


SPECIAL REPORT January 25, 2022 

 

rosenbergresearch.com  Page 8 of 8 

IMPORTANT DISCLOSURES 

This report comments on the economy and capital markets. 

The opinions are those of the author as of the date of the 

report and are subject to change without notice. Rosenberg 

Research & Associates Inc. (Rosenberg Research) will not 

necessarily update the report in the event facts or opinions 

change. 

This report is for discussion purposes only. 

Although Rosenberg Research may provide commentary 

relating to investment approaches and opportunities to buy 

or sell securities, you should not construe such 

commentary as legal, tax, investment, financial or other 

advice. Nothing contained in any Rosenberg Research 

report or any other content on our web site constitutes a 

solicitation, recommendation, endorsement, or offer to buy 

or sell any securities or other financial instruments. Consult 

your own advisors if you require such advice. 

This report should not be regarded by recipients as a 

substitute for the exercise of their own judgement and 

readers are encouraged to seek independent, third party 

research on any companies discussed or impacted by this 

report. 

This report is not a research report under applicable U.S. 

rules and regulations. 

Rosenberg Research does not guarantee the accuracy of 

any information in this report. This report may contain links 

to third-party websites. These links are provided as a 

convenience only. By providing these links, Rosenberg 

Research is not expressly or impliedly endorsing or 

approving these other sites, nor warranting or 

guaranteeing the content of the materials on such sites or 

the services or products that may be offered on such sites.  

Rosenberg Research reports are distributed simultaneously 
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