Fed likely to cut rates – 29 Oct 07

The Federal Reserve is meeting this week and it is likely that they are to cut rates by a quarter percentage point to 4.5%.
Markets already seemed to have predicted this in the futures markets which shows that the market believes that a rate cut is a certainty.

In September, the Fed had cut rates by half a percentage and it probably hoped that it would be able to get ahead.  However, the risks to growth still loom – the housing market slump has intensified could spill over into consumer spending and disappointing earnings and corporate spending do not look great.

The Fed is looking to avoid a negative feedback loop.  This is where ‘fear of recession leads to the paralysis in the secondary market for many mortgage backed securities, which tightens supply of mortgage credit, pushing house prices down further, undermining spending and raising the risk of recession’.  Economists put the risk of recession in the US at 25-30%.

Future possible rate cuts look likely too to insure against risks to growth, but this will come at the cost of rising inflation, which the Fed ultimately have to keep control of.
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