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Unpacking Powell Pivot & Premium (Risk & Term) 

In a Nutshell: Despite lacking sufficient confidence to commence cuts, Powell was assuring about cuts 

soon enough; emboldening bets on a September cut. Allusion to mounting job market risks, especially 

flags potential for abrupt dial-back. The upshot was controlled progress towards a “Powell Pivot”. But 

the less evident “Powell Premium” (both term and risk) implied is what warrants watching. A 

Heightened policy uncertainty and attendant volatility accompany a wider dispersion of policy 

expectations with more moving parts. That conspires with higher neutral rate allusion, QT that has 

“good ways to go” and mounting US debt woes to underpin the case for more abrupt term premium 

restoration. Consequently, wider risk/credit premium may be inevitable, possibly even abrupt, given 

the extended run of exceptional spread compression. And an accompanying initial reflex for “carry” 

unwind is par for the course, with IDR, INR an PHP most at risk in the EM Asia space.  

  

Powell Pause 

 Fed Chair Jerome Powell, in his testimony to the Congress, pretty much stuck to the script 

that amounted to a “soon, but not yet” on rate cut guidance.  

 Specifically, on disinflation his qualified but mostly encouraging assessment was “more good 

data (on disinflation)” was required to strengthen confidence to cut. 

 He however categorically killed what little speculation or left-field punts there might have been 

on a July cut, concluding that “job (was) not done on inflation.” 

 The upshot being that, all considered, he had some confidence, but not (yet) sufficiently 

confident of inflation risks effectively tackled.  

 This has resulted in incremental UST yield declines being modest and conspicuously lacking 

impetus for further steepening. 

 

The Jobs Gloss (Coming Off) 

 What was perhaps more interesting though is the subtle but distinctly more emphatic 

reference to two-sided risks. 

 Specifically, the allusion to “considerable softening in the labour market”. 

 In its own words, the Fed is increasingly “mindful” of adverse jobs (and consequent 

demand) impact “at the same time”. 

 That’s to say, any sudden and unexpected deterioration in jobs/demand could flip on a far 

more dovish Fed response function (for the same inflation data). 

 Trouble is, job market deterioration may be notoriously non-linear, amplifying risks of 

abrupt policy shifts amid heightened policy uncertainty. 
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 Consequently, this widens the dispersion of rates outlook expectations, inevitably stoking 

latent volatility.  

 Moreover, Powell could have inadvertently set the stage for more emphatic yield curve 

steepening later in the year on two counts. 

 

“Slower .. Further” QT? 

 First, the prospect of admittedly slower burn, but nonetheless more sustained (than might be 

widely appreciated) reduction in the Fed balance sheet (QT). 

 Reference to the Fed’s balance sheet reduction that has “made quite a lot of progress …. (but 

has) good ways to go” suggests QT will not end so quickly. 

 And his point that “going a little slower (on QT) might actually enable …go(ing) further” flags 

the risk of a larger accumulated reduction than consensus.  

 Deeper (even if slower) QT is consistent with some degree of yield curve steepening that 

restores term premium. Although admittedly more in reference to 2-10 than 5-30. 

 

Higher Neutral Rates 

 Second, his point that neutral rates “have risen somewhat”, “at least of now” is consistent 

with higher rates and wider term premium. 

 Admittedly, being unobservable and therefore unverifiable real time, the concept, and 

proximate policy consequences, of neutral rates* are challenged.  

 Nevertheless, Powell’s assertion that the economy “probably won’t go back to that era (of) … 

very low (rates and inflation)” supports “higher for longer”. 

 Specifically, looking past cyclical easing, it is consistent with higher longer run average rate 

as well as term premium from compounding (higher) short-term rates. 

* the rate at which the economy is neither (over-)heating nor cooling. 

 

Term & Risk Premia 

 Apart from compounding higher neutral (short-term) rates, a conspiracy of rising 

uncertainty** and surging US debt all point to emphatic rebound in term premium. 

 Even more so, if the Fed believes in, and sticks to its professed plan for, a structurally 

smaller balance sheet looking through policy cycles. 

 Typically, for EM Asia, higher UST term premium has tended to spell headwinds EM Asia 

financial markets/valuations. 

 Mostly as the impetus to “go out on the risk free (UST) curve” competes with incentive to 

“go down the credit curve”.  

 That’s not to say the allure of EM Asia assets dis-appear, but rather risk will need some re-

pricing. Especially in the context of exceptional, run of spread compression vis-à-vis USTs that 

EM Asia has experienced over the Fed’s tightening cycle. 

 Hence, rising UST term premium may likely correspond to wider credit/risk premium. 
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 And the risk is that this could be a more abrupt process as a confluence of risks and market 

pressures conspire.  

** broad-spectrum uncertainty referring to not only policy but geo-political risks feeding off and into one another. 

 

The “Un-Carry” Reflex 

 At least initially, this may correspond to “carry unwind” as volatile risk re-pricing decimates 

docile, volatility-averse “carry”. 

 Which means that the initial reflex could be relatively more detrimental to higher-yielder 

IDR, INR and PHP. 

 Especially in the context of just how sharply “carry” has fallen relative to US rates. 
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