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The Federal Reserve and Central Banks announce Exit Plan

(Bloomberq) -- The Federal Reserve’s decision to raise its discount rate shows that the global
recovery is on track and other central banks can afford to keep withdrawing emergency
measures, former policy makers and economists said.

The Fed yesterday raised the rate charged to banks for direct loans by a quarter-point to 0.75
percent, the first increase since June 2006. The Fed said it was a “normalization” of lending that
wouldn’t affect monetary policy, and the main federal funds rate would remain low for an
“extended period.”

And now...the rest of the story.

The word is out that the Fed will rely on money market funds to help sop up the "excess"
liquidity created by the Fed's record shattering explosion of credit.

The Fed has been discussing it's "exit strategy" ever since they pumped huge amounts of credit
into the markets since mid-2008. The dilemma, in Ben Bernanke's mind, is that if they tighten
credit in an attempt to reduce the volume of "excess" reserves they may quash the recovery. On
the other hand, if they don't reduce the credit created they face the specter of inflation, perhaps
very high inflation.

The plan is that the Fed will allow money market funds to purchase Treasury debt directly from
the Fed, much as do primary dealers. Read “The Fed’s New Plan to Drain the Pond.” Are they
“pulling the plug” too soon?




Can the rally continue?
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weakness in speculative assets may
cause forced selling.
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Inflation numbers appear to be
subdued, so the Fed doesn’t have a
need to raise rates based on inflation
yet. The yield curve will be the
major driver of rates on the long
bond. At this time it may start to
flatten as short term yields rise.

The two week gold rally may be finished.

-- Gold futures tallied mild losses
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The Nikkei is very dependent on the U.S. stimulus.

$NIKK (Tokyo Mikkei Average (EQDI) INDX ®StockChartsecom
19-Feb-2010 Close 10123.58 Chg -212.11 (-2.05%)
Tl gNIKK (Daily) 1012358 10982.10

—Ma(1) 10123 55
1dhvolurie undef

11000
10200

10500
10297 64
10400
10200
10000

3ge7, 39 | 9800

Q&00
62867

2400
o200
076 4 9000
Sep Oct Haw Dec 2010 Fab
M M (113 7
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until Monday.

-- Japanese stocks fell the most in
two weeks after the Federal Reserve
raised the rate it charges banks for
direct loans for the first time in more
than three years, raising concern
economic stimulus programs are
being phased out.

The Nikkei 225 Stock Average fell
2.1 percent to close at 10,123.58 in
Tokyo. The broader Topix index slid
1.7 percent to 889.08, with all of its
33 industry groups retreating. Both
gauges had their biggest drops since
Feb. 5.

-- China may still be bound for an
asset bubble after policy makers
ordered banks last week to set aside
more deposits as reserves for a
second time in a month.

The People’s Bank of China said on
Feb. 12 the reserve requirement will
increase 50 basis points, or 0.5
percentage point, effective Feb. 25.
The current level is 16 percent for
big banks and 14 percent for smaller
ones. Note: the Shanghai market is
closed for the Chinese New Year

The U.S. Dollar is looking more attractive to investors.
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The dollar rose on heightened
speculation about the end of stimulus
after the Federal Reserve’s decision
to raise the discount rate.

The fact is, higher interest rates are
accretive to the dollar. The European
and Japanese central banks don’t
dare raise interest rates because their
economies are so fragile. This puts
the U.S in the position as having the
most attractive currency.



Get Over It because there will be no Housing Boom This Decade

-- In the midst of all the bailouts you

$HGX (Housing Indesx - Philadelohia) INDx ® StockCharts.com

iareb 00 023an Last 105.11 Chg-0.15 (0.14%) ¥ might have missed that last month, in
dvVolume e | 75 perma-bubble Southern California
L Ih Ll 12s  the median price of the entire
1 i H e weiion  regional market fell by
M ”I] 1e 28 o Tlﬂﬂm Iy 75 $17,500. This was the first regional
IT “lj ﬂ'ﬁ‘” b |+Tln1ﬂ J ‘tl I %2 price drop since April of 2009. Now
q ‘ ”ﬂ J JH IU 0 I]lmh ‘m oo ONE month doesn’t make a trend of
39,44 Hl | \\I hﬂﬂlwl .. s coursebutif you only listen to the
e m “ gng ' sso  real estate industry and banking cabal
h =25 you would think that all of a sudden
30,55 soo e are circa 2003 real estate. Not by
Sep Oct How Dec 2010 Feb a Iong Shot

Gasoline prices assume a modest recovery lies ahead.
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Is winter loosening its grip on Natural Gas prices?

The Energy Information Agency’s
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MMBtu. Prices also increased in the Midwest and Southeast as a result of colder-than-normal
weather for the week ended Wednesday, February 10.

Is the Fed tempting fate?

David Rosenberg from Gluskin Sheff said lending has fallen by over $100bn (£63.8bn) since
January, plummeting at an annual rate of 16pc. "Since the credit crisis began, $740bn of bank
credit has evaporated. This is a record 10pc decline,” he said.

Mr Rosenberg said it is tempting fate for the Fed to turn off the monetary spigot in such
circumstances. "The shrinking in banking sector balance sheets renders any talk of an exit
strategy premature,” he said.

Good-bye inflation, hello deflation?

Mish writes, Inquiring minds are reading Consumer Prices Increase Less Than Anticipated.
The cost of living in the U.S. rose in January less than anticipated and a measure of prices
excluding food and fuel fell for the first time since 1982, indicating the recovery is generating
little inflation.

The consumer-price index increased 0.2 percent for a fifth straight month, led by higher fuel
costs, Labor Department figures showed today in Washington. Excluding energy and food, the
so-called core index unexpectedly fell 0.1 percent, reflecting a drop in new-car prices, clothing
and shelter.

Traders alert: The Practical Investor is currently offering the daily Inner Circle Newsletter
to new subscribers. Contact us at tpi@thepracticalinvestor.com or click on “Contact us” at
www.thepracticalinvestor.com for a free sample newsletter and subscription information.

Our Investment Advisor Registration is on the Web.

We are in the process of updating our website at www.thepracticalinvestor.com to have more
information on our services. Log on and click on Advisor Registration to get more details.

If you are a client or wish to become one, please make an appointment to discuss our investment
strategies by calling Connie or Tony at (517) 699-1554, ext 10 or 11. Or e-mail us at
tpi@thepracticalinvestor.com.

Regards,
Anthony M. Cherniawski, Manager

Disclaimer: It is not possible to invest directly into any index.
The use of web-linked articles is meant to be informational in nature. It is not intended as an endorsement

of their content and does not necessarily reflect the opinion of Anthony M. Cherniawski or The Practical
Investor, LLC.
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