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UPDATE: Fed Bullet Points, Paraphrased MBS and Treasury v o
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Combining two updates here. The important part from a tactical standpoint 10 YR Treasury 49989 -0.0176
is that bonds are back to the best levels of the day, which is a more logical 30 YR Treasury 53372 -0.0081
outcome for reasons you'll read below in the paraphrased bullet points. Pricing as of: 10/29 1:29PM EST

e 25bp rate cut, as expected
e Balance sheet run-off to end in August (2 months early)
o That's a good thing for bonds as it leaves more potential
reinvestment $ on the table
Reinvestments go to Treasuries first, up to $20bln/mo
Anything over $20 bln goes to MBS (won't be much)
Household spending has picked up, but business investment is weak
Fed says economic expansion, strong labor market, and near-target
inflation are likely outcomes, but uncertainties remain
o This last bullet leaves the door open for the Fed to treat this as a
"one and done" cut depending on economic performance over
the next few months.

The Fed didn't change any more of the previous verbiage than it needed to in
order to cut rates and give a brief not to economic developments.

On balance, the early end to the balance sheet reduction is the biggest
positive takeaway--so much so that it makes the initially weak reaction
somewhat puzzling. All we can conclude is that markets took brief exception
to the absence of a 50bp cut (not that they were really expecting such things)
or to the absence of more strongly-worded assurances of future cuts. That
last point is probably the closest thing we have in terms of a root cause for
post-Fed weakness.
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