sterne :
agee

Green Shoots Become Dandelions

Presented to: The Financial Managers Society of Boston

Sharon Lee Stark

Managing Director

Chief Fixed Income Strategist
Sterne Agee Fixed Income Strategies
November 2010


Presenter
Presentation Notes
A year ago, policy makers referred to the appearance of “green shoots” to describe the beginning of an economic recovery.  Since last Fall, we have observed the effectiveness or lack thereof,  of various fiscal and monetary stimulus programs.  While  most would agree that credit conditions have loosened somewhat, demand has failed to keep pace.  As a result, we are in a state of lackluster economic growth largely fulled by artificially induced demand.  
A debate is in progress whether to continue to inject the stimulus or go cold turkey by allowing tax cuts to expire, and wind down the Fed’s quantitative easing programs.
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Presenter
Presentation Notes
Source:  http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
Next release -- January 29, 2010, at 8:30 A.M. EST for: Gross Domestic Product: Fourth Quarter 2009 (Advance Estimate) 

Currently at 1.7% as of june 30; most likely remain in this range.
Stimulus programs:	Mortgage Mods
		Extended Unemployment benefits
		Cash for Clunkers
		First Time Homebuyer Porgarm
		QE1
Fed est. 2.5% GDP in 2011 vs 3% prev. estimate
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Presenter
Presentation Notes
Sources:  http://www.realtor.org/research/research/ehsdata
Half of mtg borrowers don’t qualify for refis due to the lack of home equity.  


Home reposessions or foreclosures reached record in August 2010 at 95,000—RealtyTrac
248,534 properties in foreclosure pipeline in 2Q
56% ,47% of sales in Nevada and AZ respectively were foreclosure sales
Recent drop in DQs is result of stepped up mods; default rate is high for mods.

Most foreclosure home sales took place at an average 26% discount in 2Qtr 2010.  Roughly 24% of home sales were foreclosure deals.  % of foreclosure sales was up 5% from the first quarter.
Bank owned properties sold at avg discount of roughly 35% in 2Q10; about same as 1Q10.
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Presentation Notes
Source:  http://www.bls.gov/webapps/legacy/cpsatab12.htm
U-3, U-6 series	
Monthly, seasonally adjusted	
Unemployed (U-3)
The  rate of 10.1 % is the highest since August 1983.
After peaking at 10.1%, unemployment rate has stayed in the 9.5% range as companies remain reluctant to hire in the absence of sustainable demand.  The underutilization rate: working part time because they can’t find full time; making less than prior position; working fewer hours; remains at 17%.  
Sept.  Payrolls est. +5k consensus’ -15k SAL; Census laid off another 75k in Sept.


e Consumer Still Overlevered?

Household Debt as % of Disposable Income vs.
U.S. Consumer Bankruptcy Filings
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Presenter
Presentation Notes
From 2000-2008 consumer debt grew by 67%.
Consumers have steadily reduced household debt; however the % remains high at ~118% from peak of 133%.  The reduction is in part due to the increase in bankruptcies which dissolves the debt burden, but has also led to higher charge offs for lenders.  The deleveraging of households will continue to constrain demand.

U.S. Census: Household income adjusted for inflation, fell 2.9% in 2009.  Median housing costs, including rent and utilities, rose 3% to $842.

March 11, 2010     Next release�December 10, 2009    Current release  �September 17, 2009�June 11, 2009�March 12, 2009�December 11, 2008
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CPIl Across “Great Recession”

Change in CPI
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Presentation Notes
One normally applauds low inflation; however, it is clear this has become a point of concern among some policy makers.  The enormous amount of stimulus in the system has failed to push consumer prices higher because the demand for goods and services is not strong enough to promote price increases.  The lack of inflation has hindered the ability for growth to accelerate.
Unspoken Fed target is 2%.


Se  Rates have fallen further...

Treasury Curves (Now vs. 1 year prior)
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Presentation Notes
Massive stimulus, QE1, lack of confidence have caused rates to fall from where we were a year ago.  Most in the room would have forecasted the opposite.  What will the Fed do next?

Fed asset holdings of Tsys, Agencies and MBS  $2.1 tril.
Small purchases of Tsys est. $200 bil per month over next 12 mos gives Fed flexibility
Some argue for Tsys purchases instead of mortgages to avoid targeting the housing sector. Mtg rates are at historic lows, but home sales remain sluggish.  The purchase of Tsys could garner contrasting reactions.  Natural assumption is lower rates, which would likely have a mild affect on the economy….cheap money doesn’t seem to be enticing shoppers.  
Investors, particularly overseas, may question the independence of a Fed that is printing money to fund the U.S.deficit. This could undermine confidence and discourage foreign buying in Tsys.
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Presentation Notes
The divide pits the governors against the Fed presidents.  Yellen was just confirmed and was a former  Board member under the Clinton administration.  Raskin, former Maryland bank regulator, is likely to vote with the Chairman.  One seat left to fill and Diamond is the lead candidate. He is an econ professor at MIT.  His hearing is scheduled for November, after midterm elections.
Warsh, Duke, Tarullo, Bernanke, Rosengren, Dudley in favor of QE2
Plosser(Philly) , Hoenig, Pianalto against further Fed intervention
Lockhart (atlanta), Kocherlakota (Minnie) more neutral.  Rosengren rotates off in January, Plosser and Kocherlakota rotate on.
Bullard proposed  a compromise that would allow for more bond purchases but in small increments e.g. $200 bil vs $1 trillion
Markets are functioning better and Fed presidents questioning what the impact of QE2 will really have.

Plosser: Fed working  without constraints may cause Fed to be pressured to use its balance sheet to engage in activities that have nothing to do with monetary policy.  Fed cannot solve every economic problem.
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See Outstanding U.S. Bond Market Debt by Sector
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Trillions

Unpaid Balance (UPB)

Quantitative Easing

Unpaid Balance History - Fed's Portfolio & Overall MBS Market
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asgtEE“E Negative Net Issuance
Issuance - Conventional 30yr MBS
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Steme . Flight to Oualitv

Foreign Investmentin US Agency MBS
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e U.S. Govt Controls 1/3" of MBS

Estimated Ownership Profile of Agency MBS Market
Asof February 28,2010
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HE® Projected Yield Curves

Sterne Agee Yield Curve Forecast
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QE2 may be announced November; more likely December.  No Fed action on fed funds rate until 2012; 
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S5 Disclosure

All materials, including proposed terms and conditions, are indicative and for discussion purposes only. Finalized terms and
conditions are subject to further discussion and negotiation and will be evidenced by a formal agreement. Opinions expressed are
our present opinions only and are subject to change without further notice. The information contained herein is confidential. By
accepting this information, the recipient agrees that it will, and it will cause its directors, partners, officers, employees and
representatives to use the information only to evaluate its potential interest in the strategies described herein and for no other
purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in part, is
prohibited. Except in so far as required to do so to comply with applicable law or regulation, express or implied, no warranty
whatsoever, including but not limited to, warranties as to quality, accuracy, performance, timeliness, continued availability or
completeness of any information contained herein is made. Opinions expressed herein are current opinions only as of the date
inﬂica_te]g. Any historical price(s) or value(s) are also only as of the date indicated. We are under no obligation to update opinions or
other information.

The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a
solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy. Sterne, Agee & Leach, Inc.
does not provide accounting, tax or legal advice, however, you should be aware that any proposed indicative transaction could have
accounting, tax, legal or other implications that should be discussed with your advisors and or counsel. The materials should not be
relied upon for the maintenance of your books and records or for any tax, accounting, legal or other purposes. In addition, we
mutually agree that, subject to applicable law, you may disclose any and all aspects of any potential transaction or structure
described herein that are necessary to support any U.S. federal income tax benefits, without Sterne Agee & Leach, Inc. imposing
any limitation of any kind.

Sterne, Agee & Leach, Inc. shall have no liability, contingent or otherwise, to the user or to third parties, or any
responsibility whatsoever, for the correctness, quality, accuracy, timeliness, pricing, reliability, performance or completeness of the
data or formulae provided herein or for any other aspect of the performance of this material. In no event will Sterne, Agee &
Leach, Inc. be liable for any special, indirect, incidental or consequential damages which may be incurred or experienced on
account of the user using the data provided herein or this material, even if Sterne, Agee & Leach, Inc. has been advised of the
possibility of such damages. Sterne, Agee & Leach, Inc. will have no responsibility to inform the user of any difficulties
experienced by Sterne, Agee & Leach, Inc. or third parties with respect to the use of the material or to take any action in
connection therewith. The fact that Sterne, Agee & Leach, Inc. has made the materials or any other materials available to you
constitutes neither a recommendation that you enter into or maintain a particular transaction or position nor a representation that
any transaction is suitable or appropriate for you. Sterne, Agee & Leach, Inc. is a member of the NYSE / FINRA / SIPC.
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