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e The Federal Reserve announced that they would attempt to
stimulate the economy through a second round of “quantitative
easing” by purchasing $600 billion of U.S. Treasury bonds.

Their goal is to keep interest rates low and force investment into
risk assets like stocks, commodities, and real estate, hoping that
higher asset prices will provide the fuel for new job creation.
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e The initial response of the equity markets was to rally on the
anticipation of the expected exodus of funds from bonds.
With the first round of Fed purchases, the yield on longer matur-
ity bonds actually increased to a three month high, putting pres-
sure on some bond prices.
The Fed policy has weakened the dollar and pushed commodity
prices higher, forcing foreign bankers to react.
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Quantitative easing is the expansion of the Federal Reserve’s
balance sheet through the purchase of targeted assets. The
Fed maintains that their goal is to stimulate job growth, but

their method is to create incentives to take investment risk.
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Many economist believe that this round of easing will not achieve the de-
sired results because of a lack of confidence by investors. The graph
shows that the gap between the price action of stocks and consumer con-
fidence is at historic highs, so the issue is not the need for more liquidity.
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The Federal Reserve continues to attempt to keep interest rates low and money available in order to fight off their biggest
fear...deflation. The economy continues to grow at a slower than desired rate due to the increasing weight of government

debt and persistently high unemployment.

Even though retail sales have been showing signs of life and retailers have in-

creased hiring in expectation of a better Christmas season, confidence by the consumer has to be reflected in sales results.
Corporate earnings remain strong and should maintain upward momentum in stock prices through the end of the year. The
White House and the new Congress will have the difficult task of dealing with the need to extend tax cuts in a fragile economy
with the pressure to shrink the deficits. Additional pressure is now coming from abroad as U.S. policies are losing support.
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