Eye on Washington Policy Makers, March 19, 2009 (Medley Advisors) 

On March 19, 2009, NYSE Euronext hosted a webinar on Washington policy makers and the programs they are attempting to put in place to address the global financial crisis.   The panelists — all analysts with Medley Advisors, a macroeconomic policy intelligence firms — were: 

· Craig Swain, president 

· Regina Schleiger, senior managing director, Global Macro

· Peter Hamilton, managing director, Global Macro 

· Daniel Sternoff, senior managing director, Emerging Markets and Energy Research 

· Brendan Fitzsimmons, senior managing director and head strategist 

The analysts focused their comments on the Federal Reserve’s plan to buy long-term Treasury securities and increase the ceiling on purchases of mortgage-backed securities, a plan which had been announced a day earlier.  Below is a summary of their comments.  

Regina Schleiger: Deteriorating Economy Leads Fed to Take Bold Action

Regina Schleiger noted that the deteriorating economy led the Federal Reserve to take bold measures in terms of securities purchasing programs.  The Fed ramped up the mortgage-backed securities purchasing program to $1.25 trillion, boosted the agency program by $100 billion, and announced a $300 billion Treasury securities purchase program, which, she said, Americans “can comfortably assume is merely a starting point.” 

Ms. Schleiger noted that the health initiative would be “very, very slow off the ground” and that an economic recovery and expansion was unlikely until 2010.   “The recovery scenario,” she added, “continues to be premised on an expectation that the negatives in the economy will begin to decelerate later this year.” 

Peter Hamilton: Program to Attract Private Capital Faces Big Challenges 
Peter Hamilton talked about the Term Asset-Backed Securities Loan Facility (TALF), a facility to spur securities markets to extend loans and other forms of credit to consumers.  The TALF has run into strong political headwinds, and many banks and institutions have already said they will not participate.  An even tougher sell is the PPIF, a program under which the Fed would spend up to $1 trillion to encourage private companies to buy toxic assets and get them off the banking system’s balance sheet.  “There is acute concern about whether financial market participants will be able to price the toxic assets on the balance sheet correctly,” said Mr. Hamilton.  He also noted that it’s difficult to attract private capital without offering profitable returns, adding that “the more profitable you make it for the private sector, the more politically toxic it gets.”  

The nationalization of banks is not an action public officials would seriously consider, said Mr. Hamilton.  He noted that the FDIC is “still in business” and ready to step in should a major bank fail.  The “stress tests are just a bridge,” a device, he said, to “buy time” in finding a solution to the financial crisis. 

Mr. Hamilton also discussed the possible creation of a systemic risk regulator charged with overseeing financial institutions whose failure might trigger a breakdown in the financial system.  Mr. Hamilton felt that the creation of such a regulator might not happen until next year due to legislative delays. 

Daniel Sternoff:  Nowhere to Hide in Global Crisis
Daniel Sternoff painted a bleak picture of the impact of the financial crisis on markets worldwide.  “There is nowhere to hide in this global crisis,” he said, adding that the International Monetary Fund (IMF) had forecast a global contraction of minus 0.5%, the first outright shrinkage since World War II.  He pointed to the precipitous drop in world trade, with U.S. imports and exports falling dramatically.  And he warned that weakness in emerging markets, particularly in Eastern Europe, is creating “clear contagion risks” in developed markets. 

Mr. Sternoff talked about the upcoming G-20 meeting on April 2.  In preparation for that meeting, the U.S. is pushing G-20 countries to expand resources available to the IMF.  Efforts, he said, are underway to at least double IMF lendable resources to $500 billion, with nations possibly kicking in another $250 billion.  The U.S. is also urging the G-20 nations to commit to larger fiscal stimulus in their own countries, something they are not likely to do.  

Mr. Sternoff also discussed China and its ability to pull itself out of the crisis.  He pointed to the many positive indicators that the country is indeed working its way out of the crisis:  commodity imports surged to record levels, steel production increased sharply, and banks are extending credit.  However, exports have fallen more than the government expected.

Lastly, Mr. Sternoff touched upon oil prices, stating that OPEC decided to avoid further cuts in oil production even though there are excess global oil inventories.  The Saudis, he said, are “trying not to create headwinds to the global economy” and want to get off to a good start with the U.S. administration and show that “they are doing their bit to sustain a global recovery.”  

Brendan Fitzsimmons:  Consumer and Investor Confidence a Key Issue 
Mr. Fitzsimmons wrapped up the discussion with general remarks about the markets.  He said that consumer and investor confidence was a key issue, noting “increased impatience and cynicism” as different policy responses, such as TALF, have taken longer to get off the ground than anticipated.  
