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The End of QE. Now What? 
 Well, it’s official. The US Federal Reserve (Fed) has finally removed the punch 

bowl from the liquidity party, by ending its asset purchases, also known as 
quantitative easing (QE), at its October 29

th
 meeting.  

 The Fed started QE3 in September 2012, with the Fed adding US$1.7 tln to its 
balance sheet over this period. This floodgate of liquidity has surely supported 
equities, as evidenced by the 0.97 correlation between the Fed’s balance sheet 
and the S&P 500 Index (S&P 500). This tailwind for the equity markets now 
becomes a headwind.  

 However, we believe the improving US economy and continued monetary 
stimulus provided by the Bank of Japan (BoJ) and European Central Bank (ECB), 
should be supportive to the global economic recovery and equity markets. 

 Last week the BoJ announced that it was increasing the size of its asset 
purchase program from ¥60 - ¥70 tln to ¥80 tln or roughly US$700 bln per year. 
Furthermore, the ECB is likely to follow suit by significantly increasing its 
balance sheet in the coming months, as the ECB attempts to stimulate the 
European economy.  

 The key point is that while the Fed has ended its asset programs, many other 
key central banks are continuing to increase their programs, which will keep 
the global liquidity spigot wide open.  
 

 

 

 

 

Equity Market YTD Returns (%) 

Canadian Sector Curr. Wt Recommendation

Consumer Discretionary 6.2 Market weight

Consumer Staples 3.3 Market weight

Energy 23.5 Overweight

Financials 36.1 Overweight

Health Care 3.3 Underweight

Industrials 8.8 Overweight

Information Technology 2.1 Overweight

Materials 10.0 Market weight

Telecom 4.8 Underweight

Util ities 2.1 Underweight

Technical Considerations Level Reading

S&P/TSX Composite 14,581.0

50-DMA 14,949.9 Downtrend

200-DMA 14,705.6 Downtrend

RSI (14-day) 43.5 Neutral

Source: Bloomberg, Raymond James Ltd.
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Chart of the Week 

While The Fed Has Ended Its Asset Purchase Program, The BoJ And ECB Look Set To 
Increase Their Stimulus Plans By Further Expanding Their Balance Sheets 

   
Source: Bloomberg, Raymond James Ltd. 
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The End of QE3 

Well, it’s official. The Fed has finally removed the punch bowl from the liquidity 
party, with it ending its asset purchases at its October 29

th
 meeting. According to the 

Fed press release, “the Committee judges that there has been a substantial 
improvement in the outlook for the labor market since the inception of its current 
asset purchase program. Moreover, the Committee continues to see sufficient 
underlying strength in the broader economy… Accordingly, the Committee decided 
to conclude its asset purchase program this month.” The Fed started QE3 in 
September 2012, with the Fed adding US$1.7 tln to its balance sheet over this 
period. This floodgate of liquidity has surely supported equities, as evidenced by the 
0.97 correlation between the Fed’s balance sheet and the S&P 500 (sidebar). This 
tailwind for the equity markets now becomes a headwind. However, we believe the 
improving US economy, as cited in the Fed press release and continued monetary 
stimulus provided by the BoJ and ECB, should be supportive to the global economic 
recovery and equity markets. We believe the North American (NA) equity markets 
are transitioning from a liquidity-driven market to one driven by fundamentals. On 
that front, we highlight recent economic releases and market developments that 
reinforce our constructive view on the NA economy and, in turn, equity prices:  

 The first estimate of Q3/14 US GDP showed economic activity expanded at 
3.5% in the quarter with gains coming from consumer spending, exports 
and fixed investment. While growth was down from the 4.6% in Q2/14, the 
trend clearly remains to the upside and is in-line with our expectations for 
3% growth in H2/14.  

 The US manufacturing sector continues to strengthen with the Institute for 
Supply Management (ISM) Index rising to 59 in October, matching August 
for the highest reading since March 2011. New orders, a good leading 
indicator of future production, rose to 65.8 in the month. According to the 
Chairman of the ISM, “US manufacturing is firing on all cylinders.”   

 US jobless claims continue to decline, with the 4-week moving average 
hitting 281,000 last week, the lowest level in 14 years. The ADP payroll 
report showed this week that 230,000 jobs were created in October. We 
believe these data points bode well for the nonfarm payrolls release on 
Friday, with consensus pointing to job gains of 232,000 in October.    

Overall, economic data is signaling an improving US economy, and potentially, an 
economy finally strong enough to grow without the need of monetary stimulus.   

First Estimate Q3/14 GDP Was a Robust 3.5%     US Manufacturing is at 2011 Highs  

  
Source: Bloomberg, Raymond James Ltd. 
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Global Stimulus in the Pipeline 

While the Fed has ended its asset purchase programs and is now looking to the 
future on when they will begin to tighten monetary policy, their central bank peers 
are stealing a page from them by implementing their own QE policies. Last week the 
BoJ announced that it was increasing the size of its asset purchase program from ¥60 
- ¥70 tln to ¥80 tln or roughly US$700 bln per year. Japanese officials are effectively 
throwing everything they can at the economy to help stimulate growth and inflation, 
which continues to stagnate. In fact, Japan has been far more aggressive in their 
stimulus plans with the BoJ balance sheet increasing to 57% as a percentage of GDP 
versus the US and Europe at 25% and 21%, respectively. With this large increase in 
additional stimulus, the BoJ’s balance sheet is projected to rise to 70% (as a 
percentage of GDP) by 2020. Furthermore, the ECB is likely to follow suit by 
significantly increasing its balance sheet in the coming months, as it also tries to 
reflate the European economy. The key point is that while the Fed has ended its 
programs, many other key central banks are continuing to increase theirs, which will 
keep the global liquidity spigot wide open.  

Why is this so important? Increasing money supply through low interest rates and 
unconventional policies such as QE, has been consistent with periods of rising stock 
valuations and prices. In the accompanying chart, we illustrate this by showing the 
historical positive relationship between the increasing US money supply Y/Y and 
rising S&P 500 P/Es. While the correlation is not perfect, the trend is clearly visible 
with stock P/Es generally ebbing and flowing with the money supply.  

We believe the continued global monetary stimulus will benefit equity prices, 
possibly leading to further P/E expansion. Additionally, the improving US economy 
should result in stronger corporate earnings growth. Frankly, we’re indifferent to 
how we realize gains (i.e., corporate earnings growth or multiple expansion), but we 
believe these conditions could set the stage for further equity gains into next year.  

 

 

 

 

 

Global Central Banks Balance Sheets Relative to GDP The Linkage Between Money Supply and Stock Gains 

  
Source: Bloomberg, Raymond James Ltd. 
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