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Federal Reserve yesterday decided to leave rates unchanged which is not a surprise at all but what was a surprise to the market was that in their statement, the Fed indicated that they would not increase the amount of Mortgage Backed Securities they are buying above the $1.25 Trillion that they have committed to.  This is a bit troublesome as the Fed’s departure from this market will most likely mean higher residential mortgage rates in the near future.   The program was scheduled to terminate at the end of the year but the Fed extended the term through the end of the first quarter of 2010.  This will give the Fed more time to wean off the program slower and enable the mortgage backed securities market to stabilize given the departure of such a large buyer.  A sudden end could create a very rapid increase in rates for an already fragile market.  I don’t see how the open markets will be able to absorb the vast amount and fill the gap that will be left with the Fed’s departure and rates will most likely have to rise in order to attract more buyers to the market. 
 
With the massive amount of government debt that we are taking on and the fragile market conditions, a continued slow and steady approach is highly recommended.  Recent consumer sentiment figures that came in higher than expectations tend to suggest that people are slowly getting more comfortable with the economic conditions however the underlying data shows that were not out of the woods just yet.  Recent increases in the market since the March lows are a likely factor in the improvement to sentiment but housing sales, durable goods orders and capacity utilization figures are weak and continue to come in below expectations.
 
Globalization will certainly play a large role in getting us out of this economic downturn as developing countries will begin to drive demand as their citizens become more consumer oriented so the reliance on the U.S consumer may not be as dominant going forward as it doesn’t appear that U.S Consumer spending will recover any time soon. 
 
As always, I will keep you posted on market events that impact us all.
 
Have a wonderful weekend. 
 
 
P. Jacob Yadegar
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