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Greek Talks Risk Derailing EU Summit's Plan

DATA REPORTS (vew vork Time)

8:30 US Personal Income 0.40%  0.10%
8:30 US Personal Spending 0.10%  0.10%
8:30 US PCE Deflator (YoY) - 250%
8:30 US PCE Core (MoM) 0.10%  0.10%
8:30 US PCE Core (YoY) 170%  1.70%
10:30 US Dallas Fed Manf. Activity - -3

ECONOMIC-EVENTS CALENDAR

e ||

930 EC  ECB Calls for Bids in 7-Day Refinancing
930 EC  ECB Announces Bond Purchases

11:00 US  Fed to Purchase $4.25-5bIn Notes

22:45 JUN  Japanto Sell 2-Year Notes

TBA CO  Overnight Lending Rate

TBA US Treasury Releases Borrowing Estimates
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TOP CURRENCY PERFORMERS

One day spot return in percent
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EU Summit, Personal Spending, Spain, Auctions
= WHAT TO WATCH: European Union leaders will meet

FIRST WORD DAYBOOK:

Heather Burke and
Brad Skillman

in Brussels at 9 a.m. for a summit on deficit reduction, the
region’s bailout funds and a second rescue package for Greece;
final press conferences, 1 p.m. U.S. personal spending prob-

ably rose 0.1 percent for a third consecutive month, according
to estimates ahead of a report, 8:30 a.m. Portuguese credit-default swaps rose to a

record 39.5 percent upfront, signaling a 71

percent chance of default in five years, said

CMA. Spain’s economy shrank 0.3 percent in the fourth quarter. The country’s wors-
ening situation is “credit negative” and will complicate efforts to reduce the budget,

said Moody’s.

= ECONOMICS: France plans to sell up to 8.3 billion euros ($10.9 billion) of debt matur-
ing in less than a year, 9 a.m. Dallas Fed manufacturing activity, est. 0.5, 10:30 a.m.
South Korean industrial production, 6 p.m. Japanese manufacturing PMI, 6:15 p.m.
Italy sold 7.5 billion euros ($9.8 billion) of debt, near its maximum; borrowing costs on
2022 bonds fell to 6.08 percent from 6.98 percent on Dec. 29.

= GOVERNMENT: Republican presidential candidates enter the last full day of
campaigning before tomorrow’s Florida primary. France will unilaterally impose a tax
on financial transactions starting in August, said President Nicolas Sarkozy.

m MARKETS: Asian and European stocks declined. The euro weakened. Crude oil
fell. U.S. Treasuries rose, pushing five-year yields to a record low.

BIG PICTURE: GUEST COMMENTARY BY JEFFREY GREENBERG AND AICHI AMEMIYA, NOMURA

Recent Decline in Unemployment May Reverse Come Spring

The unemployment rate fell to 8.5 per-
cent in December, declining for a fourth
straight month and recording its lowest
level since February 2009. While unem-
ployment remains “stubbornly high,” as
Cleveland Fed President Sandra Pianalto
phrased it, the recent improvement in labor
market statistics has not gone unnoticed.
In January’s preliminary release of the
Thomson Reuters/University of Michigan
Survey of Consumers, more consumers re-
ported hearing of employment gains than

at any other time since the survey began
in 1946. We do not discount the improve-
ment in the labor market, but we find
reasons to be wary of recent movements
in the unemployment rate.

Could recent history repeat itself? Be-
tween November 2010 and March 2011,
the unemployment rate (as reported) fell a
full percentage point to 8.8 percent, only
to reverse to 9.2 percent by June 2011.
We believe current unemployment data
is likely to succumb to the same pattern.

continued on next page
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BIG PICTURE JEFFREY GREENBERG AND AICHI AMEMIYA
continued from page 1

Why? A sharp decline in labor market indica-

tors, caused by the financial crisis in late 000s Change in Employment
2008'ear|y 2009, has led to imperfect sea- 500 = january month-to-month change in employed, not seasonally-adjusted (Household survey)
sonal adjustments. To detect the distortion, — ’*\r/fgias?andard soviations I
we reconstructed the seasonally-adjusted 0
unemployment rate from unadjusted data for
the main constituents the Bureau of Labor -500
Statistics (BLS) uses in its unemployment
rate calculation, but excluded the critical 1000
months of the financial crisis for the purposes
of seasonal adjustment. 1500
We consider the difference between the
official data series and our alternative to
# L -2000
represent the “seasonal bias” in the unem-
ployment rate. While the two series have the | | o o o o o _
same trend, the impact on month-to-month 2500
changes in unemployment can be material. January 2009, -2.9mn
For instance, the difference between the up- -3000
ward bias (Where the reported unemp|oyment Jan-49 Jan-55 Jan-61 Jan-67 Jan-73 Jan-79 Jan-85 Jan-91 Jan-97 Jan-03 Jan-09
rate is higher than underlying) in November Source: Nomura Securities

2010 and the downward bias in January 2011
accounted for 0.5 percent of the 0.7 percent-

age point unemployment rate decline over o Difference Between Official and Alternative Employment
that period.
Likewise, we've found that nearly the entire
decline in the December 2011 unemployment 02
rate to 8.5 percent from 8.7 percent can be
explained by seasonal bias. Furthermore, we 01
forecast the unemployment rate will decline
further to 8.3 percent in January, again III I ll I I II I
helped by a downward seasonal bias. Come 0 |

April, the seasonal bias should reverse and

the unemployment rate may as well.
Special factors driving the unemployment rate 01
decline give little reason for celebration. Be-
cause the unemployment rate falls when unem- 02 /

ployed persons stop looking for work (and are
no longer in the labor force), we calculate the
unemployment rate including these labor force 03

“exiters.” After first adjusting for demographic Source: Nomura Securities
trends in labor force participation, we find this

broader measure of the unemployment rate to

A (Nov '10 - Jan"11) = 0.5pp

be 10.3 percent in December, as opposed to and unemployment declining at a rate unemployment rate exceeded 6 percent
the reported 8.5 percent. It has been greater which is very, very slow, then our frame- just three years ago, now nearly a third
than 10 percent since September 2009. work, the logic of our framework says we  of participants do. The FOMC'’s latest

FOMC participants still see considerable should be looking for ways to do more.” economic projections reveal partici-
slack in the labor market even as the official The recent decline in the unemploy- pants forecast the unemployment rate
unemployment rate has recently trended ment rate does not change the fear that to be 6.7-to-7.6 percent in the fourth
downward. Chicago Fed President Charles cyclical unemployment could become quarter of 2014. We believe the concern
Evans commented that the decline “may be structural. To be sure, the share of that unemployment could become more
transitory” and that an 8.5 percent unemploy- long-term unemployed (more than 27 entrenched if unaddressed will motivate
ment rate is “possible at the end of 2012” weeks) has risen from 17.4 percent of more action, and expect the FOMC to
Chairman Bernanke expressed his ongoing total unemployed at the start of the continue its Sisyphean task of reaching
concern about employment conditions in his recession to 42.5 percent four years full employment by announcing further
first press conference of 2012 by saying, “If the later. While no FOMC participants expansion of the balance sheet in the
situation continues with inflation below target estimated that the longer run (natural) second quarter of this year.
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Global Equity Performance

Daily Percentage Change of the Global Equity Markets
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EUROPE

m Euro-area confidence in the economic
outlook improved to an index reading of
93.4 in January from a revised 92.8 in De-
cember. The median estimate was 93.8.

m Spain’s economy shrank 0.3 percent
in the fourth quarter from the previous
three months. GDP grew 0.3 percent from
the prior year, compared with 0.8 percent

annual growth the previous quarter.

m Polish consumer confidence fell to

an index reading of minus 57.1 in January

from minus 56.8 in December.

m ltalian business confidence fell to
an index reading of 92.1 in January, the

lowest since November 2009, from 92.5 in

December. Economists predicted 92.3.

m Lithuania’s economy expanded 4.3
percent in the fourth quarter from the prior
year, after growing 6.7 percent the previ-
ous three months. The median estimate
was an increase of 6 percent.

ASIA

m Taiwan’s unemployment rate declined
to 4.22 percent in December from 4.32
percent in November. The median esti-
mate was 4.33 percent.

m The Philippine economy expanded
3.7 percent in the fourth quarter from a
year earlier. That compares with a revised
3.6 percent increase in GDP the previous
three months. Economists forecast a 3.8
percent gain.

m South Korea’s current-account sur-
plus narrowed to $3.96 billion in Decem-
ber, a three-month low, from a revised
$4.56 billion in November.

m Thailand’s economy contracted 5
percent in the fourth quarter of 2011, the
finance ministry said. It grew 1.1 percent
for the full year.

POLITICAL WATCH

Gingrich Invokes Goldman

Newt Gingrich, accusing Republican
presidential primary opponent Mitt
Romney of being a “fundamentally
dishonest” tool of Wall Street, pledged
to stop banking firms such as Goldman
Sachs Group from “rigging the game.”
Pressing his campaign into the last full
day before Florida’s primary tomor-
row, Gingrich spoke of running a White
House that would “challenge the system
head-on” and disrupt the “Wall Street
elite” “To the degree they survive by rig-
ging the game,” he said, “they have a lot
more to fear. To the degree that they’re
willing to be in a very investment-orient-
ed, high-tempo, entrepreneurial world,
they have more to gain.”

BY BLOOMBERG NEWS

States Lag on Insurance

States with the most residents who
would benefit from expansion of medi-
cal coverage have been the slowest
to set up the insurance exchanges re-
quired under the health-care overhaul,
a study found. Fifteen states have made
little progress on creating the markets in
the almost two years since the law was
signed, according to the study by the
Robert Wood Johnson Foundation and
the Urban Institute. Those same states
could reduce the number of uninsured
residents by an average of 53 percent,
compared with 42 percent for states
that have already taken legislative steps
to create exchanges and a national
average of 48 percent, the study found.

New Zealand’s Bollard to Quit

New Zealand central bank Governor
Alan Bollard will quit in September,
ending a decade-long tenure in which
he raised interest rates to a record high
before cutting them last year to their
lowest ever. Bollard won’t seek another
five years when his current term ends
Sept. 25, the Reserve Bank of New
Zealand said. The central bank said it
will search in New Zealand and abroad
for a successor. The move leaves New
Zealand searching for a new central
bank chief during a period of slowing
global growth and a sluggish domestic
economy that’s motivating young peo-
ple to leave in search of higher-paying
jobs in Australia and elsewhere.
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MARKET CALLS

BY BLOOMBERG NEWS

Standard Chartered PIc’s Jaspal Bindra,
chief executive officer for Asia, said the Fed’s
pledge to keep interest rates low through at
least late 2014 creates a risk of hyperinflation
in Hong Kong. “If you have near-zero interest
rates when their inflation is at over 6 or 7 per-
cent given the China effect, and their growth
is, also thanks to China, at 6 or 7 percent,
you're looking for hyperinflation,” he said.

Richard Koo, chief economist at Nomura
Research Institute, said Japan should limit
intervention to weaken the yen because

a strong currency keeps the cost of fuel
imports low as the nation’s nuclear capac-
ity dwindles. “Right now, I'm not pushing
loudly for intervention,” said Koo.

Viktor Shvets, a Hong Kong-based strate-
gist at Samsung Securities Co., said U.S.
economic growth “will be stuck between 1.5

 FACEZOFF

Hiroki Shimazu of SMBC Nikko
Securities forecasts a 0.4% increase in
personal spending, up from 0.1 percent
previously.

percent and 2.5 percent for years to come,”
with occasional quarters of zero or near-
zero growth.

Ronald Stoeferle, a commodity analyst
at Erste Group Bank AG, said gold prices
may rise 33 percent further to a record
$2,300 an ounce early next year, accord-
ing to technical analysis. “We are seeing a
momentum in gold,” Stoeferle said.

Morgan Stanley economist Pasquale
Diana said Hungary’s benchmark inter-

Ellen Zentner/David Resler of Nomura
Securities predict no change in per-
sonal spending. The median Bloomberg
survey forecast is 0.1 percent.

est rate may have peaked at 7 percent
after the central bank unexpectedly left

the two-week deposit rate unchanged last
week. A “modest rally” or a “stabilization of
risk metrics” may be sufficient to begin rate
cuts, Diana said.

Goldman Sachs economist Ahmet Akarli
said a reduction of Turkey’s current account
deficit may have reversed, leaving it the
most vulnerable economy in the region.
Financial conditions in the country are too
loose, he said.

Far From its Peak, Union Membership Increased Only Slightly in 2011

According to the Bureau of Labor
Statistics, the number of union members
increased negligably in 2011 to 14.764
million, from 14.715 million in 2010. As
a percentage of total employment in the
U.S., union membership in 2011 slipped
to 11.8 percent from11.9 percent the prior
year. The BLS doesn’t have a complete
set of union membership data; compa-
rable union enrollment figures date only
back to 1983 when there were 17.7 mil-
lion union workers and the membership
rate was 20.1 percent.

We do know that in 1950 roughly one
out of every three workers was em-
ployed in the manufacturing sector, with
the same percentage carrying a union
card. Today, with nearly 83 percent of
private industry workers employed in
the services sector, the percentage and
number of union workers have both de-
clined. Manufacturers comprise only 10.3
percent of all private workers, while 5.0
percent are employed in the construction
sector. Employment in the manufacturing
sector today (11.79 million) is at the same
level as it was in 1941.

Membership in the United Auto Workers

14

Union Membership (% of Employed)
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union peaked in 1979 at 1.5 million work-
ers while, according to its website, the
UAW today has only 390,000 members.
There were roughly 600,000 retirees on
pension and medical care plans being
supported by that level of membership.
In addition to the Housing and Auto

sectors, government workers have also

been furloughed at an elevated pace.
Current union membership is dominated
by government workers. As a percent of
total union workers, 1.004 million (28.1
percent) were federal, 1.973 million (31.5
percent) state, and 4.947 million (31.7
percent) local.
— Richard Yamarone, Bloomberg economist
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ASIA WATCH BRIAN JACKSON, RBC CAPITAL MARKETS, GUEST COLUMNIST

Rise in Intra-Regional Exports to Help Support Asia as U.S., EU Demand Slows

Growth prospects for China and other
emerging-market Asian countries in 2012
will depend on how their exports perform.
Exports fell very sharply in late 2008 and
early 2009, and the recent deterioration in
the global outlook raises concerns about
another slump in external demand.

Asian export performance remains heav-
ily dependent on growth in the U.S. and
the euro-area. In addition to direct trade
with these economies, much of Asia’s
intra-regional trade consists of intermedi-
ate goods for which the final demand is
from the U.S. and the euro-area.

Looking ahead, further deteriora-
tion in the region’s export performance
seems likely in coming months, mainly
reflecting the weaker euro area outlook.
Recent exchange rate moves provide an
additional reason to suspect that euro-
area demand will remain weak. Over the
last six months, emerging-market Asian
currencies have appreciated significantly
against the euro, most recording gains of
4 percent to 10 percent over this period,
with the Chinese yuan up around 12 per-
cent. Emerging-market Asian exporters,
however, have gained competitiveness
with U.S. customers over this period, with
most regional currencies around 3 percent
to 7 percent weaker against the dollar.

Given that U.S. and euro-area growth is
unlikely to weaken in 2012 as sharply as
they did a few years ago, Asian exports
should perform better than they did a few
years ago.

Exports remain near record levels in
China and other parts of Asia, suggesting
that even modest growth rates in external
demand will provide significant support to
domestic activity across the region.

In addition, major Asian economies are
now exporting significantly more to their
own region than they are, in aggregate
terms, to the U.S. and the European
Union, with this amount averaging around
$24 billion per month in 2011. This strongly
suggests that much of the recent increase
in intra-regional trade in Asia reflects
stronger final demand from within the re-
gion rather than from the U.S. and the EU.

In other words, Asia is still vulnerable
to weaker growth in the U.S. and Europe,
but this vulnerability is less pronounced

U.S., Euro-Area GDP Growth percent
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than previously. In the case of China,
Asian economies excluding Japan is by
far the most important market for Chinese
exporters. Indeed, China exports more

to the rest of Asia excluding Japan than

it does to the U.S. and the EU combined.
Chinese exports to Asia excluding Japan
have soared since early 2009 and remain
near record levels in recent months.

This pattern is even more pronounced
for South Korea, Taiwan, Hong Kong and
Singapore. The exports they send to each
other, China and the rest of Asia excluding
Japan far exceed those sent to other mar-
kets, indicative of growing final demand in
the region as per capita incomes rise.

The fact that the performance of Asian
exports increasingly depends on final
demand from within Asia itself highlights

the importance of policy moves to support
domestic demand. Fiscal policy is already
supportive in much of Asia. Officials have
in recent months halted and, in some
cases, started to reverse tighter monetary
policy settings put in place over 2010 and
2011, a trend that should support liquidity
and activity in coming months. This, com-
bined with optimism that external demand
from the U.S. may stabilize or show signs
of recovery, suggests that exports and
headline GDP growth in Asia will likely
continue to moderate early in 2012 before
picking up again later in the year.

(Brian Jackson is the senior emerging markets
strategist at RBC Capital Markets in Hong Kong.
He previously worked as an economist at the
Bank of England and an analyst at the Federal
Reserve Bank of New York.)
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Eco N 0 M I cs PR EVI EW JOSEPH BRUSUELAS, BLOOMBERG ECONOMIST

Labor Market, Manufacturing Data Provide First Look at 2012 Economy

Investors will in-
tensely focus on an
array of labor market
and manufacturing
data for the first month
of 2012 following the
weaker-than-anticipat-
ed 2.8 percent pace
of growth to close out
2011. Given that inven-
tory building by firms
accounted for roughly
62 percent of growth
in the fourth quarter,
there is considerable
risk to the consensus
2 percent forecast of
growth in the cur-
rent quarter. There is
a strong possibility
after three months of
improving economic
numbers that the data
flow will look quite
pessimistic through
mid-2012.
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Housing Market Contracts at Slower Pace
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December retail sales data fell flat after a strong start to the
holiday shopping season. The December employment report
indicated an increase in aggregate hours worked and average
hourly earnings that should bolster nominal incomes.

The Case-Shiller home price index is likely to show the de-
cline in home prices accelerated in November. The CoreLogic
data, a solid forward-looking indicator for the Case-Shiller
index, fell 1.6 percent on the month.
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Regional manufacturing surveys and the 10.5 percentage
point spread between new orders and inventories suggests
conditions are ripe for a sustained increase in industrial
production.

Given widespread skepticism about the quality of job gains

in December, it would not be surprising to see a significant
downward revision of last month’s ADP estimate and job gains
are barely enough to keep pace with demographic changes.
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On an inflation-adjusted basis personal disposable income
declined 0.1 percent and average hourly earnings 0.9 percent
over the past year. Consumers appeared to pull back on
spending in December and may continue to slow in January.

The Bloomberg consensus forecast expects a gain of 150,000
in total employment to kick off 2012. Temporary retail and
transportation jobs are expected to subtract from it. The un-
employment rate is forecast to hold steady at 8.5 percent.
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COMMITMENTS OF TRADERS DAVID POWELL, BLOOMBERG ECONOMIST

In the week that followed the S&P downgrade of several euro-area nations, speculators continued to sell the euro and buy the U.S. dollar, according to
data from the Commodity Futures Trading Commission, though they dumped Treasury securities as the S&P rallied. They continued to slowly increase
their exposure to gold and oil.

Currencies
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Speculators boosted their net short position in the
euro to a fresh high of 169,740 contracts after sell-
ing 11,145 contracts on a net basis during the week
ended Jan. 24. The position remains overstretched.
It is 2.2 standard deviations below the one-year
average and the ratio of net longs to open inter-

est stands at 0.47. By contrast, they bought 8,919
contracts on the U.S. dollar, increasing the net long
position to 84,270 contracts.
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Speculators have increased their holdings of

gold for the last three consecutive weeks. That
may be a response to the intensification of the
European sovereign debt crisis. During the latest
reporting period, they purchased 9,019 contracts
on a net basis, bringing the net long position to
155,027 contracts.

As U.S. stocks rallied, non-commercial accounts
sold U.S. Treasury securities across the maturity
spectrum, creating a total reduction of 214,893
contracts. They unloaded two- (1,023 contracts),
five- (55,989 contracts), 10- (137,880 contracts)
and 20- (20,001 contracts) year instruments.
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Non-commercial accounts have increased their
net holdings of oil for the last five weeks, most
recently by 15,199 contracts to 305,249 contracts.
The position may continue to rise as political ten-
sions in the Middle East escalate. It is in line with
the one-year average.
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WEEK AH EAD CALEN DAR DICK SCHUMACHER, GREG MILES AND JIM MCDONALD

HIGHLIGHTS

European Union leaders hold a summit
to complete a deficit-reduction treaty. U.S.
employers probably added workers to pay-
rolls for a 16th consecutive month.

Florida Republicans hold their presiden-
tial primary. Exxon Mobil, Amazon.com
and Merck release results.

China’s January manufacturing data
will indicate whether the world’s second-
largest economy is headed for a so-called
soft landing.

MONDAY, Jan. 30

m European Union leaders’ summit.
Heads of government from the 27-mem-
ber EU aim to wrap up a deficit-reduction
treaty to fight the region’s sovereign-debt
crisis. They also will discuss ways to boost
the capacity of the region’s bailout funds
as well as the second rescue package

for Greece. 9:00 a.m. EST. Final press
conferences are scheduled for about 1:00
p.m. EST.

m Kweku Adoboli, the former UBS AG
trader accused of causing a $2.3 billion
loss to the Swiss bank through unauthor-
ized activity, enters a plea on the charges
against him in London’s Southwark Crown
Court. 5:00 a.m. EST.

m Japanese lawmakers continue to
question Prime Minister Yoshihiko Noda
in parliament on policies he outlined in a
Jan. 24 speech, including a plan to double
the sales tax by 2015.

m Punjab state elections. Indians begin
to vote in state elections that will be a test
of Prime Minister Manmohan Singh’s
government after a year of scandals.

TUESDAY, Jan. 31

m Florida Republican presidential pri-
mary. Voting ends at 7:00 p.m. EST.

m U.S. presidential candidates release
financial reports showing donors, fund-
ing levels, how much candidates are
contributing to their campaign.

m MF Global Inc.’s customers face
deadline for filing claims at the bankrupt
commodity brokerage. Customers may not
get back all of $1.2 billion still missing, ac-
cording to trustee James Giddens. About
72 percent of assets, $3.8 billion, have
been distributed.

m Earnings. Exxon Mobil Corp.’s fourth-
quarter profit will probably rise at the
slowest pace in two years, according to

a Bloomberg Survey, 8:00 a.m. EST. Ama-
zon.com Inc.’s profit probably plunged in
the fourth quarter, according to a Bloom-
berg survey, after the company added 17
fulfillment centers and sold the Kindle Fire
tablet at prices near-production costs to
gain share. About 5:00 p.m. EST.

m U.S. Senate Banking Committee over-
sight hearing on “Holding the Consumer
Financial Protection Bureau Accountable.”
Washington. 10:00 a.m. EST.

m Bloomberg Government (BGOV)
publishes an exclusive survey showing
how much it may cost U.S. companies to
strengthen computer network defenses
against cyber attacks. 8:00 a.m. EST.

= BLOOMBERG LINK CONFERENCE:
“The John C. Bogle Legacy Forum.”
Speakers include Kenneth R. Feinberg,
Paul Volcker, Gary Gensler.

WEDNESDAY, Feb. 1

m House Science, Space and Technol-
ogy Committee hearing on effect of natu-
ral gas fracking on underground drinking
water. Washington 10:00 a.m. EST.

= BLOOMBERG LINK CHINA CON-
FERENCE: Speakers include Robert D.
Hormats, David Rubenstein, Franciso
G. Blanch, James Bacchus.

THURSDAY, Feb. 2

m U.S. House Transportation and
Infrastructure Committee may vote to
approve a five-year, $260 billion trans-
port bill to fund highway, bridge and
mass-transit projects, setting the stage for
support in the Senate and House. It would

be the first long-term infrastructure fund-
ing since 2009.

m Earnings. MasterCard Inc. may report
that adjusted fourth-quarter profit jumped
24 percent, according to a Bloomberg
survey. 8:00 a.m. EST.

FRIDAY, Feb. 3

= Employers in the U.S. probably added
workers to payrolls for a 16th consecutive
month in January as economic growth
accelerated. The unemployment rate is
expected to be 8.5 percent, according to
Bloomberg surveys of economists.

m Euro-area final services/composite
PMI for January. Both measures likely
rose above the 50 mark that divides con-
traction and expansion, according to the
flash estimate on Jan. 24. 4:00 a.m. EST.

® Munich Security Conference. U.S.
Secretary of Defense Leon Panetta
and senior defense and security officials
gather for an annual forum on the most
pressing defense risks. Through Feb. 5.

SATURDAY, Feb. 4

m Republican caucuses in Nevada and
Maine may provide the first indications

of support for Mitt Romney and Newt
Gingrich after the Florida primary.

m Anti-Putin protests in Moscow.
Organizers have been granted permission
by city officials for a demonstration of as
many as 50,000 people. Presidential vot-
ing is on March 4.

m Six Nations Rugby tournament
begins. The annual competition includes
England, Ireland, Italy, Scotland, Wales
and France, the defending champion.

m U.S. Pro Football Hall of Fame selec-
tions named. 5:30 PM. EST.

SUNDAY, Feb. 5

m Super Bowl in Indianapolis. The game
starts at 6:30 p.m. EST.
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NEWS OF NOTE

Bernanke Beats Obama for
Mortgage-Bond Investors

Mortgage-bond investors have been bet-
ting that Federal Reserve Chairman Ben
S. Bernanke will do more to aid housing
than President Barack Obama.

Government-backed mortgage bonds
are poised to return the most this month
since October relative to Treasuries, with
the Fed helping push yields on lower-cou-
pon notes that guide loan rates to record
lows. Even after Obama said he wants to
help more homeowners refinance, higher-
coupon debt that would be damaged in
such a scenario outperformed U.S. notes
and a rally in unguaranteed securities that
would stand to benefit fizzled.

Bernanke’s Fed, the biggest buyer
of mortgage bonds since October as
it reinvests proceeds from past pur-
chases, further bolstered the $5.4 trillion
government-backed market last week by
extending its commitment to hold short-
term rates near zero and reiterating it
may acquire more of the debt. Investors
are wagering on additional purchases, as
gross domestic product trails economists’
forecasts. ‘A lot of it is an expectation
of more QE, which only becomes more
validated when you look at the details of
GDP that we've just seen,” said Jason
Callan, the head of structured products
as Columbia Management Investment

Advisers LLC in Minneapolis.
—Jody Shenn

Little Relief for Portugal

The Greek debt swap negotiations that
may produce relief for Athens are fueling
concerns in Lisbon where an agreement
would make it more likely Portuguese
investors would be next to accept a loss.

European leaders have said a Greek
accord where investors take a 50 percent
writedown in the face value of their bonds
is unique and won't be applied to other
nations struggling to tame rising debts.

The Web's hest

Holders of Portuguese securities are
skeptical, with the yield on the nation’s
10-year bonds rising 42 basis points to
a euro-era record of 15.22 percent on
Jan. 27. Portuguese bonds have been the
worst performers of the nine EU countries
downgraded by Standard & Poor’s on
Jan. 13. The increase in borrowing costs
is dimming prospects in Portugal’s ability
to sell longer-term bonds in the public
markets by the end of next year, as inves-
tors may be forced to endure writedowns
before rescue funds from the EU run out
in June 2014.

—Anabela Reis

Canada’s Subprime Warning
Canadian lenders are loosening stan-
dards, offering mortgages similar to U.S.
subprime loans that pose an “emerging
risk” to financial institutions, according to

the country’s banking regulator.

Banks and other lenders are becoming
“increasingly liberal” with mortgages and
home-equity credit lines that don’t require
individuals to prove their income, accord-
ing to 152 pages of documents obtained
by Bloomberg News under freedom of
information law from the Office of the
Superintendent of Financial Institutions.
The mortgages, typically granted to the
self-employed and recent immigrants,
“have some similarities to non-prime
loans in the U.S. retail lending market,” the
documents show. Canada’s housing mar-
ket has surged since the 2009 recession
as near-record low mortgage rates fueled
prices and home purchases, unlike the
U.S., where sales and values have fallen
since 2007. Bank of Canada Governor
Mark Carney has said record consumer
debts are the greatest domestic threat to
the country’s financial institutions, even as
the central bank has held the benchmark

rate at 1 percent since September 2010.
—Andrew Mayeda

http://goo.gliZxlcd

them”
http://goo.glibGeeT

Greg Berns, says.
http://goo.gl/imC2FZ

AROUND THE WEB New research and commentary on the Web

Since 2005, European oil consumption has fallen by 1.5 million barrels a day and
U.S. oil consumption has fallen by 2 million barrels a day. Gregor Macdonald
writes at the Gregor.us blog that the failure of global oil production to grow
over seven years, in the face of a phase transition in oil prices, is not suggestive
of peak oil. “Rather, it's proof of oil’'s imminent supply resurrection.”

Andrew Lo of MIT takes a look at some recent research from the neurosci-
ences on fear and reward learning, mirror neurons, theory of mind, and the link
between emotion and rational behavior. “By exploring the neuroscientific basis of
cognition and behavior,” he writes, “we may be able to identify more fundamental
drivers of financial crises, and improve our models and methods for dealing with

According to Wired Science, a new study on the neurobiology of moral
decision-making finds dearly held values truly are sacred, and not merely cost-
benefit analyses masquerading as noble intent. “If it's a sacred value to you, then
you can’t even conceive of it in a cost-benefit framework,” the study’s author,

IR TR Click (ST BESTECONOMICSBLOGS <go>}
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w MSCI EQUITY INDICES
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KEENE'S
CORNER

Gerard Lyons, chief economist and group head
of global research, Standard Chartered Bank,
talks to Tom Keene and Ken Prewitt about two
Europes, the ‘fragile East’ and China’s soft landing.

Q:You have called it a ‘fragile West’ and
a ‘resilient East’ What is the distinction
between East and West right now?

A: The East itself is cooling down but it's
still in pretty good shape. The Western
economies are still trying to get over the
overhang of debt. In America, the big
distinction is between the big firms, who
are in good shape, and the small firms
who don't seem to be able to get access to
liquidity. Against all that, one of the themes
in Davos this year, apart from the possible
collapse of Europe, is the need to focus on
income disparity. Income disparities have
always been a big theme, but in the West
it's more of an issue now than before.

Q: In your study of economics, what’s
wrong with a more conservative eco-
nomic view that says, “Let the success-
ful be successful and pull up those who
are struggling,”’ versus another angle,
which would say, “Redistribute what the
successful have done to those down
the food chain”?

A: The redistribution can actually sort of
backfire, make the cake actually smaller -
the cake being the economic cake. Before
Davos | spent two weeks in Asia and it’s
interesting to note that both in China and
in Taiwan, income disparity is becoming
the big issue there. But it's not yet risen to
the surface, because the economic cake
in those economies is getting much big-
ger. The challenge in the West is to make
sure that we don'’t actually have policies to
correct this that make the actual outcome
worse than the original situation.

Q: You made a big splash by saying that
the euro is flawed and cannot survive.
Could you explain your reasoning?

A: Well, the reasoning is based on the fact
that good economics is good politics, but
good politics is not always good econom-

i ics. And the euro has been driven by poli-

. tics and they’ve overridden the economics.
¢ In the good times these problems were

. kept beneath the surface. Now, those un-

i derlying economic flaws have come to the
. surface. Basically, in its current form, the

i euro can't survive because of the severe

- austerity having to be felt in economies

i such as Greece and Spain.

A Q: What do you see happening over the

next 12 months?

A: The likelihood is that Greece will leave.
Italy, Spain and others will put up with the
pain. The center will start to provide more
help. But maybe the big positive, which
buys us time, is the fact that the European

. Central Bank has added a lot of liquidity.

i There are two shock absorbers in Europe,
§ at the moment — one bad, one good. The
i bad shock absorber is youth unemploy-

: ment. The good shock absorber is the

: European Central Bank.

. Q:You do so much good work in emerg-
;. ing markets, what are your thoughts

. on China’s GDP, and would you please

. define what a hard landing would be if

we saw that?

A: A hard landing would be something like
4 percent growth. | think we're going to see
Chinese economy slowing significantly

in the next four months, maybe down to
around 6 percent growth. That’s a pretty
soft landing. In China, the fundamentals

. are pretty good. China will not be able to
i prevent cooling, but they’ll be able to ease
. policy if the economy does cool.

% Q: How about the U.S.?

: A: The U.S.is going to have a steady, but
. not spectacular recovery. Six months ago
¢ the market was pessimistic. The U.S. did
- quite well. The market’s gone from that

i extreme to the other thinking the U.S.

might do really well. The big issue for me
is whether corporate America has the con-
fidence to go out and invest. If it does, the
U.S. will really gather momentum.

Q: Invest abroad or invest in the U.S.?
A: After the last recession, albeit a pretty

: mild recession by comparison with this

. one, the U.S. corporate sector started to

. invest a lot more across the emerging

- world, across Asia. This time around, big

i corporate America seems to be sitting on
¢ its balance sheets, not sure what to do.

¢ Normally at this stage of a recovery, you

© would expect big firms to want to put their

i cash to work. If they do that, then jobs will

start to be more plentiful and confidence
will start to pick up.

(This interview was condensed and edited.)
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