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Federal Reserve

Summary Federal Reserve Assets (Uses of Funds)
3.000 S billions
2 = Agency Debt & MBS

2,700 Lending to Nonbank Credit

i Market!
The balance sheet increased by 2,400 -Shaorrt?Tsermlendlng to Financials

$5.3 billion for the week ended ” e
ther a AR
August 10. 2,100 _ ¥
= Treasuries
The $600 billion Treasury 1,800
purchase program was 1,500

completed on June 30, 2011.
1,200

900
600
300

0
Dec-2007 Jun-2008 Dec-2008 Jun-2009 Dec-2009 Jun-2010 Dec-2010 Jun-2011

Through Aug 10, 2011

Source: Federal Reserve Board

o Treasuries increased by $3.8 billion while agency debt and MBS was unchanged.

e According to the New York Fed’s tentative outright Treasury operation schedule, the desk
plans to purchase approximately $14 billion between mid-August and mid-September. This
amount represents how much is needed to replace the expected principal payments from
agency debt and agency MBS over this time period.
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Assets: Lending to nonbanks—TALF, CPFF, AMLF, and MMIFF; Short-term lending to financials—discount window, TAF, currency swaps, PDCF, and repos;
Misc.—Maiden Lanes I, 1l, and lll, credit to AIG, and other Fed assets. Liabilities: Other—Reverse repos, Treasury cash holdings, and deposits with Federal
Reserve Banks other than reserve balances and excluding the Supplementary Financing Program.
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http://federalreserve.gov/releases/h41/Current/
http://federalreserve.gov/releases/h41/Current/
http://www.newyorkfed.org/markets/tot_operation_schedule.html

European Bond and CDS Spreads

Summary

Beginning August 8, following an
announcement by the European
Central Bank (ECB) that it would
purchase the sovereign debt of
Spain and ltaly, yield spreads
(over German bonds) narrowed
sharply across the eurozone.

Similarly, CDS spreads show a
sharp narrowing following the
ECB announcement and
relatively little changes since
last week’s FOMC meeting.
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European Bond Spreads
Basis points, 10-year bond spread to German bonds
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e Following an announcement by the European Central Bank (ECB) over the previous weekend
(August 6-7), to purchase Italian and Spanish debt, euro-area debt yields narrowed
dramatically.

e Since the August FOMC meeting last week, the 10-year yield spread to German bonds has
narrowed for all major eurozone countries, except Ireland and Greece, which are up 27 basis
points (bps) and 18 bps, respectively.

European CDS Spreads
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Mortgage Markets

Freddie Mac Primary Mortgage Market Weekly Survey

fixed-rate mortgage rates

Summary

Rates on both 30-year and 15-
year fixed-rate mortgages
declined for the survey week
ending August 11, 2011.

The 30-year fixed rate marked a
new low for 2011; the 15-year
fixed rate reached an all-time
record low.

Total mortgage loan application
volume increased 4.1 percent
from the previous week,
according to the MBA survey for
the week ending August 12,
2011; refinance applications
were up 8 percent while
purchase applications fell 9.1
percent.

Both the refinance index and
the purchase index are below
the levels of one year ago.

The purchase index and
refinance index are measures of
loan application volume
reported in the MBA’s Weekly
Application Survey. The survey
has been conducted weekly
since 1990 and covers more
than 50 percent of all U.S. retail
residential mortgage
applications.
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e The 30-year fixed rate averaged 4.32 percent, down from 4.39 percent a week ago. At this
time last year the 30-year fixed rate averaged 4.44 percent.

e The 15-year fixed rate averaged 3.50 percent, down from 3.54 percent a week ago. At this
time last year the 15-year fixed rate mortgage averaged 3.92 percent.
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e The refinance share of mortgage activity increased to 78.8 percent from 75.6 percent the
previous week.
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Mortgage Markets

Summary )
AAA-rated CMBS Yield Spreads to Treasury
Basis Points
Top-rated CMBS yield spreads 1,800
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o Three-to-five year CMBS over five-year Treasuries have risen 34 bps since July 18. Likewise,
seven-to-ten year CMBS over ten-year Treasuries are 62 bps higher.
CMBS issuance in the form of Commercial MBS Issuance by Type

conduits has increased in recent S ShE
months; a sign of improvement s

in the CMBS market.
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Mortgage Markets

Summary ABX.HE Indiges, AAA rated by Vintage
price, points of 100%
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CMBX.NA.AAA Indices
Composite Price, points of 100%

After a volatile couple of weeks,
the index value of commercial
MBS credit default swaps have
almost returned to late July
levels.

All vintages of the CMBX.NA.AAA
remain close to prerecession I
levels. Increases in the index 60 ¥
indicate a decrease in the cost
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Broad Financial Market Indicators

Summary

After plummeting just prior to
the August FOMC meeting,
Treasury yields are up 11 bps
for the 30-year bond but are
otherwise flat.

LIBOR to OIS spreads for all
tenors widened during the apex
of the U.S. debt ceiling
negotiations and as the
European sovereign debt crisis
rattled markets. Since then,
spreads have remained mostly
flat, with the one- and three-
month spreads at 11.6 basis
points (bps) and 20.3 bps,
respectively.
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U.S. Treasury Yields

percent il
5
4
st B h (ﬂ‘“’” S\ r
3 N
A
h

0 R e, AN " -~ St e, St . - oo T DO |
May-11 Jul-11

Through August 16

Jan-10 Mar-10 May-10 Jul-10 Sep-10 Nov-10 Jan-11 Mar-11

—30-year ——10-year —2-year —3-month 1-month

Source: Federal Reserve Board/Haver Analytics

e Since August 9, the 30-year Treasury bond yield is up 11 bps to 3.67 percent, the 10-year rose
3 bps to 2.23 percent, and the 2-year rose 1 bp to 0.20 percent. The three- and one-month T-
bill rates are at 3 bps and 2 bps, respectively. Across the curve, yields are exceptionally low by
historical comparisons.

Dollar LIBOR to OIS* Spread
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Broad Financial Market Indicators

Summary Fed Funds Futures Rates
Percent
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e As of August 17, 2011, following the FOMC’s decisions to maintain current interest rate policy
through mid-2013, the futures market for fed funds indicates an implied rate between 7 bps
and 9 bps for the entire forecast horizon from September 2011 through July 2012 (contracts
farther out are less liquidly traded and so are not shown here).
Breakeven inflation rates— Barclays 5-yr/5-yr Forward Breakeven Inflation Rate
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o Looking at one measure calculated by Barclays suggests investors see CPI inflation five to 10
years out as averaging about 2.64 percent as of August 17, 2011, which is 7 bps lower since the
August FOMC meeting last week.
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