We’d like to begin 2010 by thanking all of our clients that have supported us throughout the past nine years.  Although the last few years have been very challenging and difficult, our business continues to grow because of our unique ability to utilize the abundance of public information to offer trusted insight and valued sound advice.  
It’s also time for our annual forecast for 2010.  Looking back at our forecast for 2009, 
we were right on target. If you want to read our 2009 forecast you can follow this link to our website http://empyreanfunding.com/articles/2009%2002%2006%20forecast.pdf .  As predicted, 2009 was extremely difficult with higher unemployment, lackluster consumer spending and very challenging credit markets.  In fact, our predictions for a recovery in mid to late 2010 so far are incredibly accurate as were our predictions about the Fed holding rates steady throughout 2009.  
Looking ahead to 2010 there are still many obstacles that we must overcome in order to get through these tough times.  So what’s next and what should you expect in 2010? 

Unemployment will remain stubbornly high throughout 2010, which will continue to change consumer habits to save more and spend less.  This in turn will keep economic conditions weak here at home.  But the story abroad may be a lot different and may help speed up the healing process dramatically.   Consumers in countries like China, India and Brazil will continue to demand more goods and services, which will be extremely positive for the world especially for multi-national companies many of which are based here in the states.  

In the job market, we’re not nearly out of the woods yet.  Even though 4th quarter 2009 unemployment numbers drop a bit, we still have rates at 10% and nearly 500,000 new jobless claims coming in each week.  The fact is without the right stimulus it will be very hard to reduce unemployment as city, state and federal governments are in dire need for revenues and will be very much inclined to increase taxes which will have an adverse impact on job creation.  In order to get unemployment down to acceptable levels, we need to create over 200,000 jobs per month over a five year period of time and that doesn't include people who have become discouraged and/or are working part time but would prefer full time employment.  High unemployment will be the norm going forward for all of 2010 and well in to 2011 unless major tax breaks and incentives are provided to small business's which is not looking possible given the current administration and political leadership.   You can read more about my thoughts on employment in my latest column published in the Los Angeles Business Journal 2009 11 23 LABJ - Prolonging the pain which is also available on our web site. http://empyreanfunding.com/articles/2009%2011%2023%20LABJ%20-%20Prolonging%20the%20pain.pdf 
So with high unemployment what happens to property values?  

While home prices began to stabilize in 2009 with some positive signs, values will continue to be under tremendous pressure in both residential and commercial real estate.  Unemployment will keep rents under pressure as everyone continues to cut back on their space adding to vacancy rates.  The key factor will undoubtedly be government interference in the markets.  With the Fed keeping rates artificially low to support the fragile economy and banking system, banks will continue to bolster their balance sheets to withstand the losses over a longer period of time as they continue to get a free pass from regulators in addressing their bad loan problems.  A systematic longer term approach is being taken by the regulators so that the banks don’t all flood the market at once with bad loans putting tremendous pressure on the commercial real estate market.    While things will undoubtedly get worse, I don’t expect a major collapse in the commercial real estate sector beyond what we are currently witnessing. 
Residential housing will have a difficult time as well unless the government continues its tax incentives and breaks beyond the June 30, 2010 deadline which has already been extended once.  The shear volume of delinquent loans still in the banking system is overwhelming and unless continued interference is present, there could be a glut of residential property on the market for sale which will have further downward pressure on prices.   The more difficult lending standards and higher unemployment will also be a drain on real estate prices.  

Real estate as I have repeatedly said is area specific so while macro conditions will impact things, local conditions will have much more impact…Location, location, Location!    

Now, onto interest rates.  Given all the issues facing the economy, it’s highly unlikely that the Fed will increase rates in 2010.  If they do increase rates, the increase will be minimal and may come in the latter part of the fourth quarter as any early increase is too risky given the fragile nature of the economy.  Increases in rates as a result of inflation may come at some point well into the future, but unlike many others I don't believe there is an imminent risk of inflation given current market conditions.  The wildcard here is that the Fed may have to raise rates as a means to entice Bond Investors to continue to purchase the massive amounts of debt that our government is currently bringing to the market.  In fact, government intervention in the purchase of over $1.3 Trillion in bonds has helped push rates lower and once they stop, rates will rise unless debt issuance by the government decreases which appears very unlikely.  There is also talk on Capital Hill of taking away the Fed's independence and placing the Fed in the hands of politicians, which we know favor short term political gains over the long term health of the country.  If this happens, we may see much higher interest rates as government spending may spiral further out of control.  

While 2010 will look better than 2009, things will take longer to improve and we face more challenges but there is reason to be optimistic.  All of the challenges we face offer opportunities which we can capitalize on if we are well informed and prepared.  The strong will rise to the top and benefit from trusted insight and proper planning.  Better days are ahead and we will get through this as we always do with ingenuity, hard work and a bit of luck!
Have a wonderful year ahead.  
