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FOMC Decision, Part 2 
 

eResearch Corporation is pleased to provide an article by Larry Levin, whose Trading Advantage is a 

leading investment education firm that empowers traders to achieve and surpass their financial goals.  

More than 50,000 students have used Larry Levin's proven techniques for powerful results. 
 

 

Daily Newsletter: Starts on the ensuing page, in which he provides commentary on the 

latest FOMC Meeting by Jim Rickards in The Daily Reckoning.  

  

Market Comment: He expects Friday to be a down-day.  
 

________________________________________________________________ 

 

Larry Levin’s website is known as Trading Advantage: http://www.tradingadvantage.com  

 

Larry Levin trades the S&P 500 at the Chicago Board of Trade, now known as The CME Group, the 

world's largest and most diverse financial exchange. He has been trading his own account or companies' 

proprietary accounts since 1993. At the height of his trading career, he averaged between 2,500-3,000 

S&P contracts per day. Larry Levin appears regularly on CNBC, Bloomberg Television, The Business 

News Network, and other major media outlets, providing his expertise and insight on the current market. 

His lifelong vision is to teach people how to trade the right way. 

 

A direct link to personal information of Larry Levin, from his website, is as follows: 

http://www.tradingadvantage.com/larry-levin.html  

 

____________________________________________________________________ 

 

eResearch was established in 2000 as Canada's first equity issuer-sponsored research organization. As a 

primary source for professional investment research, our Subscribers (subscription is free!!!) benefit by 

having written research on a variety of small- and mid-cap, under-covered companies. We also provide 

unsponsored research reports on middle and larger-sized companies, using a combination of fundamental 

and technical analysis. We complement our corporate research coverage with a diversified selection of 

informative, insightful, and thought-provoking research publications from a wide variety of investment 

professionals. We provide our professional investment research and analysis directly to our extensive 

subscriber network of discerning investors, and electronically through our website: www.eresearch.ca. 

 

Bob Weir, CFA:  Director of Research  
 

Note: All of the comments, views, opinions, suggestions, recommendations, etc., contained in this Article, and which 

is distributed by eResearch Corporation, are strictly those of the Author and do not necessarily reflect those of  

eResearch Corporation. 
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FOMC Decision, Part 2 
 

 
 

 

Yesterday I wrote, “Today Janet Yellen said that the FOMC would not raise interest rates with a 0.25% hike, 

but would stop using interest that its massive supply of bonds were earning to buy more bonds.  In other 
words, she announced the complete end of Quantitative Easing (QE) and the beginning of Quantitative 

Tightening (QT).  The teflon market yawned yet again; it was mostly docile once more.” 

 

I also quoted a Reuters article that suggested that the QT unwind of the mountain of debt that the Fed has 

accumulated over the last NINE YEARS will be like watching paint dry.  That is a possibility and the market 

certainly acted like it over the last few days; however, sometimes there is a lag effect to these well-planned 

announcements.  Other times, they are ignored until another “event” makes it suddenly very important in the 

future. 

 

Jim Rickards penned an article that discusses this via The Daily Reckoning, and you can read the full article 

here https://dailyreckoning.com/quantitative-tightening-lead-qe4/ 

 

The entire article is worth reading; however, the most pertinent section regarding QT is set out below, and that 

goes along with what we have been saying for some time now. 

http://www.eresearch.ca/
https://dailyreckoning.com/quantitative-tightening-lead-qe4/
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Now, with respect to quantitative tightening (QT), the same way they tapered QE, they’re going to “taper” 
QT. This time however, they’re going to taper upward. Meaning they’re going to go from $10 billion a month 

not being rolled over to $20 billion, $30 billion, etc. 

 
Eventually, the amount of securities they don’t roll over will go up until the balance sheet controlled by the 

Fed comes down to the targeted figure. The projection is that it could take five years to achieve. The problem 
is we might not make it that far before the entire system collapses. 

 

We’re in a new reality. But the Fed doesn’t realize it. Here’s what the Fed wants you to believe… The Fed 
wants you to think that QT will not have any impact. 

 
Fed leadership speaks in code and has a word for this which you’ll hear called “background.” 

 

The Fed wants this to run on background. Think of running on background like someone using a computer to 
access email while downloading something on background. 

 

This is complete nonsense. They’ve spent eight years saying that quantitative easing was stimulative. Now they 
want the public to believe that a change to quantitative tightening is not going to slow the economy. 

 
They continue to push that conditions are sustainable when printing money, but when they make money 

disappear, it will not have any impact. This approach falls down on its face — and it will have a big impact. 

 
Markets continue to not be fully discounted because they don’t have enough information. Contradictions 

coming from the Fed’s happy talk want us to believe that QT is not a contractionary policy, but it is. 
 

My estimate is that every $500 billion of quantitative tightening could be equivalent to one 0.25 basis point 

rate hike. The Fed is about to embark on a policy to let the balance sheet run down. 

 

The plan is to reduce the balance sheet $30 billion in the fourth quarter of 2017, then increase the quarterly 

tempo by an additional $30 billion per quarter until hitting a level of $150 billion per quarter by October 1, 
2018. 

 
Under that estimate, the balance sheet reduction would be about $600 billion by the end of 2018, and another 

$600 billion by the end of 2019. 

 
That would be the equivalent of half a 0.25 basis point rate hike in each of the next two years in addition to 

any actual rate hikes. 
 

While they might attempt to say that this method is just going to “run on background,” don’t believe it.  

 
The decision by the Fed to not purchase new bonds will be just as detrimental to the growth of the economy as 

raising interest rates. 

 
The Fed’s QT policy that aims to tighten monetary conditions, reduce the money supply, and increase interest 

rates will cause the economy to hit a wall, if it hasn’t already. 
 

The economy is slowing. Even without any action, retail sales, real incomes, auto sales, and even labor force 

participation are all declining. Every important economic indicator shows that the U.S. economy is slowing 
right now. When you add in QT, we may very well be in a recession very soon. 

 

http://www.eresearch.ca/
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Because they’re getting ready for a potential recession where they’ll have to cut rates yet again. Then it’s 

back to QE. You could call that QE4 or QE1 part 2. The Fed has essentially trapped itself into a state of 

perpetual manipulation. 

 
The problem continues to be that the stock market is overpriced for this combination of higher rates and 

slower growth. 
 

The one thing to know about bubbles is they last longer than you think and they pop when you least expect it. 

Under such conditions, it’s usually when the last guy throws in the towel that the bubble pops. We’re not there 
yet. 

 

 

It will be very interesting indeed to see how this plays out over the long run. This QE followed by QT has 

NEVER been done before, so there is no precedent. 

 

 

 

 

 

Larry Levin 

 

 

 

<For today’s Market Comment, see the following page> 
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Market Comment: Finally, Some Weakness 
 

We finally saw some actual weakness in the markets yesterday. With some aggressive selling taking 

place, some buyers started to take profits off the table. While new buyers were also trying to take a very 

aggressive stance, it was not enough as we closed negative across the board.  

 

We may see the weakness leak over into today’s session. With the continuing back and forth between our 

POTUS and Kim Jong-Un, the war of words has to be something the markets are worried about. When 

words about destruction and retaliation are at the forefront, it cannot be a good thing for the markets.  

 

While we may end up near the highs, I think risk-off trading will be taking place to finish off the week. 
  

### 

 
Larry Levin's Trading Advantage is a leading investment education firm that empowers traders 
to achieve and surpass their financial goals. More than 50,000 students have used Larry Levin's 
proven techniques for powerful results. 
 
Larry Levin  
larrylevin@tradingadvantage.com  
Trading Advantage  
(888) 755-3846 
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