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FOMC’s ‘Operation Twist’

Intra-day Charts
What is “operation twist”?
S&P 500 Tick Chart - 21 Sep
e The FOMC delivered its ‘Operation Twist’ yesterday, to extend the

1210 7
1208 1 maturity of its Treasury holdings. It will be selling USD400bn of shorter
115 term USTs (3Y and below) and buying the same amount of longer dated
1190 paper (6Y and above).
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e 4 The Fed'’s ‘twist’ program will continue through to June 2012.

1175 4 e The split of purchases will be 32% (6-8yrs), 32% (8-10yrs), 4% (10-20yrs),
e 29% (20-30yrs) and 3% TIPS.

180 e  Of significance is that the Fed will be buying a significant percent of the
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" 2 2 2 Z - - 8 8 8 B o8Bomo§o3o®obobo@ outstanding public supply of long dated (20-30yrs) treasury bonds,

perhaps as much as 25%. The impact on yields will thus be significant.

Source: Standard Chartered, Bloomberg e The amount and the weighting towards longer dated paper looks to be

above market expectations .
USD Curncy Tick Chart -21 Sep

76.9 - 435 e  The Fed also announced that it would be reinvesting the principal from its
768 1.38 maturing mortgage backed securities into new mortgaged backed paper.
767 1 1379 e The Fed has not changed interest rates on reserves, at 25bps.
z ;E: 1 :;g e  The Fed’s statement continues to highlight the weakness in the economy
é 76.4 136 % and the labor market but that inflation ‘appears to have moderated since
76.3 1 1.335 earlier in the year’.
7621 13 e  Of note is the Fed now highlights ‘there are significant downside risks to
767'; __ e e | 1:15 the economic outlook, including strains in global financial markets’.
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Market response: Following the release, the equity markets fell whilst the
Source: Standard Chartered, Bloomberg yield spread between long and short dated paper narrowed. 30yr bond yields

are now close to their all time lows.

Our comment:

e  Long term yield could fall even further. Given the limited liquidity of long
dated paper we expect the ‘twist’ will drive long dated yields down even further.
Whilst we don’t see the action as having a significant effect on the underlying
economy it will, on the back of lower long dated borrowing costs, drive further
speculative investment.

¢  Fixed rate mortgage costs will fall on the back of this action, to the benefit of

Rob Aspin
Senior Investment Strategist mortgage holders and by implication the US consumer.

e  Our colleagues at Standard Chartered Research, expect investors are ‘likely to
Steve Brice

Chief Investment Strategist refocus on the myriad of risks now at play’ and that ‘near term headwinds for

the US dollar’ should fall. They thus expect a near term rally in the USD.
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...continued on next page
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Disclosure Appendix
This document is not research material and it has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research. This document does not represent the views of Standard Chartered Bank, particularly
those of the Global Research function.

Standard Chartered Bank is incorporated in England and Wales with limited liability by Royal Charter 1853, Reference
number ZC 18. The Principal Office of the Company is situated in England at 1 Aldermanbury Square London EC2V 7SB.
Standard Chartered Bank is authorised and regulated by the Financial Services Authority under FSA register number
114276.

In Dubai International Financial Centre (“DIFC”), the attached material is circulated by Standard Chartered Bank DIFC on
behalf of the product and/or Issuer. Standard Chartered Bank DIFC is regulated by the Dubai Financial Services Authority
(DFSA) and is authorised to provide financial products and services to persons who meet the qualifying criteria of a
Professional Client under the DFSA rules. The protection and compensation rights that may generally be available to retail
customers in the DIFC or other jurisdictions will not be afforded to Professional Clients in the DIFC.

Banking activities may be carried out internationally by different Standard Chartered Bank branches, subsidiaries and
affiliates (collectively “SCB”) according to local regulatory requirements. With respect to any jurisdiction in which there is a
SCB entity, this document is distributed in such jurisdiction by, and is attributable to, such local SCB entity. Recipients in any
jurisdiction should contact the local SCB entity in relation to any matters arising from, or in connection with, this document.
Not all products and services are provided by all SCB entities.

This document is being distributed for general information only and it does not constitute an offer, recommendation,
solicitation to enter into any transaction or adopt any hedging, trading or investment strategy, in relation to any securities or
other financial instruments. This document is for general evaluation only, it does not take into account the specific
investment objectives, financial situation, particular needs of any particular person or class of persons and it has not been
prepared for any particular person or class of persons.

Opinions, projections and estimates are solely those of SCB at the date of this document and subject to change without
notice. Past performance is not indicative of future results and no representation or warranty is made regarding future
performance. Any forecast contained herein as to likely future movements in rates or prices or likely future events or
occurrences constitutes an opinion only and is not indicative of actual future movements in rates or prices or actual future
events or occurrences (as the case may be).

This document has not and will not be registered as a prospectus in any jurisdiction and it is not authorised by any regulatory
authority under any regulations.

SCB makes no representation or warranty of any kind, express, implied or statutory regarding, but not limited to, the
accuracy of this document or the completeness of any information contained or referred to in this document. This document
is distributed on the express understanding that, whilst the information in it is believed to be reliable, it has not been
independently verified by us. SCB accepts no liability and will not be liable for any loss or damage arising directly or
indirectly (including special, incidental or consequential loss or damage) from your use of this document, howsoever arising,
and including any loss, damage or expense arising from, but not limited to, any defect, error, imperfection, fault, mistake or
inaccuracy with this document, its contents or associated services, or due to any unavailability of the document or any part
thereof or any contents.

SCB, and/or a connected company, may at any time, to the extent permitted by applicable law and/or regulation, be long or
short any securities, currencies or financial instruments referred to on this document or have a material interest in any such
securities or related investment, or may be the only market maker in relation to such investments, or provide, or have
provided advice, investment banking or other services, to issuers of such investments. Accordingly, SCB, its affiliates and/or
subsidiaries may have a conflict of interest that could affect the objectivity of this document.

This document must not be forwarded or otherwise made available to any other person without the express written consent
of SCB.
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