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The minutes from the August 10" FOMC meeting indicate the Fed was concerned about the
economy, but more worried about sending the wrong signal about the state of the economy by
adding to its balance sheet. Ultimately, policy makers decided to leave the size of the balance sheet
unchanged by reinvesting principal from agency debt and MBS into Treasury securities. Debate
centered on the impact additional purchases would have on the economy as well as whether such a
move was warranted. Some members felt additional purchases would have a relatively small impact
on the economy and some felt such a move should only be used if the outlook were to weaken
appreciably further. The debate highlights the differing opinions amongst the committee members
and the challenge facing Fed Chairman Bernanke in setting monetary policy. Fed officials seemed
somewhat surprised by the weakness in second quarter GDP, but didn’t feel it indicated a change in
direction from a slow recovery. No members expressed an appreciable risk of deflation, but some
felt an increased risk of disinflation.

Economic data released this week remained mixed. Personal income grew at a slower pace
than expected and disposable income (income after taxes) dropped for the first time since January,
indicating the lack of jobs is hurting American’s ability to spend. The Conference Board’s confidence
index rose more than expected in August. The report indicated American’s had grown less
pessimistic on the employment outlook, even as current job prospects seem bleak. Factory orders
for July increased less than expected on weak demand for business equipment.

Housing data for the week indicated some stabilization. Pending sales of existing houses
unexpectedly rose in July from June’s record low. The index of purchase contracts was up 5.2
percent, according to data from the National Association of Realtors. The jump indicates the housing
sector maybe stabilizing following the end to the federal government’s tax credit. Earlier in the week,
the S&P/CaseShiller Home Price index for June was released and it indicated home prices in the 20
largest metropolitan areas increased at a 3.5 percent rate year-over-year. That is down from May’s
increase, but still adds to the belief that things are stabilizing.

Friday’s highly anticipated employment report was better than expected, but still had some
concerning components. The economy lost 54K jobs in August, better than the loss of 105K that
was expected and better than last months original report of down 131K. The unemployment rate
increased to 9.6% from 9.5%, which the market anticipated. Private payrolls climbed 67K after a
revised 107K increase in July, according to data released by the Labor Department. On the negative
side, part-time workers that would prefer full time jobs increased 0.02 percent to 16.7 percent and
continued concern over the number of people dropping out of the workforce data.
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Market Snapshots
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Yield Curve Snapshots

Treasury Securities

Treasury Yield Curve
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Economic Calendar: Key Reports for the Month of September 2010

Monday Tuesday Wednesday Thursday Friday
1 2 3
Nonfarm Productivity Employment Report
ISM Manufact. Factory Orders ISM Non-manufact.
6 7 8 9 10
Labor Day 3 & 6 Mo Auction Fed'’s Beige Book Wholesale Inventories
13 14 15 16 17

Advanced Retail
Sales Industrial Production Producer Price Index
Business Inventories

3 & 6 Mo Auction Consumer Price Index

Univ. of Mich. Confid.

20 21 22 23 24
FOMC Rate . .
3& 6 Mo Auction Decision Le_ad!ng Indicators Durable Goods Orders
; Existing Home Sales New Home Sales
Housing Starts
27 28 29 30
3 & 6 Mo Auction S&P CaseShiller

Home Price Index GDP 2Q
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