Observation Deck
A Jobs Comeback?
Paula Solanes, Portfolio Manager

One of the biggest concerns in the U.S. economic recovery
up until Q4 of 2010 was the slow pace of hiring and
the lack of improvement in the job market. Given that
unemployment is a lagging indicator, it is not surprising that
the job recovery took time. As unemployment lags economic
activity, companies first will increase the hours of their
current workforce rather than hire a new full-time person.
As a result, the unemployment rate does not fall when an
economic recovery begins; rather it begins to fall once the
economic recovery has gathered steam. The unemployment
rate is a better indicator of past economic performance than
current or future performance.
GDP in the fourth quarter of 2010 was about 3.1 percent, a
fairly strong number for a healthy economy. However, it is a
slow rate of growth for an economy that just weathered an
18-month recession and lost 8.8 million jobs in the process.
Economists say that the U.S. economy needs to produce
between 150,000 and 200,000 jobs each month to keep the
unemployment rate stable and to pace population growth.
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In the fourth quarter of 2010, the job recovery began to take
hold. For the past seven months, the U.S. has seen steady
job growth, albeit not with the strength desired. At an
average of 170,000 additional jobs per month, the growth is
just enough to keep pace with population growth and not
enough to put a dent in the high unemployment rate. Some
simple math shows that the job market is still under a lot of
pressure. Today, there are more than six million fewer jobs
than before the U.S. entered the recession in December of
2007. Just over two million jobs have been added since the
recession. That means that the U.S. has barely recovered one
quarter of the jobs lost. In the past month we had the best
non-farm payroll number since April 2010, with 244,000
jobs added. However, at that pace, it will take over two years
to get back to same level of jobs that the U.S. had before it
entered the recession.
The strong non-farm payroll growth for this past April was
widespread throughout the U.S. Payrolls grew in 42 states,
and 39 states saw a decrease in the unemployment rate.
New York and Texas led the nation with 45,700 and 32,900
more jobs, respectively. Only three states and the District of
Columbia saw an increase in their unemployment rates. The
weak job growth in Tennessee, Alabama and Mississippi
was attributed to poor weather conditions. Job demand
in the U.S has come mainly from small- and mediumsized companies. These companies have started to hire
more employees in anticipation of an increase in sales and
stronger domestic demand.
The one concern that remains is, whether the increases
in fuel and food costs are indeed transitional, as Federal
Reserve Chairman Ben Bernanke has indicated, or are
more long-lasting. Given that the first quarter of 2011 saw
a lower-than-forecasted GDP growth of 1.8 percent, and
higher fuel and food price growth are curbing spending on
discretionary items for households, is the positive trend in
job growth sustainable?
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Economic Vista

Renuka Kumar, Portfolio Manager
The positive news in May was led by the labor market, where we
saw strong payroll increases, most notably in the private sector.
Non-farm payrolls expanded by 244,000 in April, the seventh
straight month of gains and the third month of solid gains over
200,000. Much of the growth was attributed to private hiring,
as evidenced by an increase of 268,000 in private payrolls for the
month. In the past three months alone, the economy has generated
760,000 private jobs.
While the labor market may be recovering, housing activity
remains at extremely depressed levels and continues to be a
hindrance on the economic recovery. Housing starts unexpectedly
fell 10.6 percent month-over-month in April, due to the effects of
bad weather in the South combined with falling home values and
the prospect of more foreclosures on the horizon. Existing home
sales also fell unexpectedly by 0.8 percent month-over-month, as
the higher costs of fuel and food discouraged consumers from
large purchases. New home sales recovered moderately during
April, however, up 7.3 percent from the prior month’s number.
Given the breadth of the increase, this is somewhat of a positive
sign for the health of the housing market and an indication that
the spring buying season is here.
Inflation reports were in line with expectations indicating that
growth is not out of control. The producer price index grew 6.8
percent year-over-year and the consumer price index grew 3.2
percent year-over-year.

Credit Vista

Melina Hadiwono, CFA, Head of Credit Research
In the past month, Moody’s began applying its revised methodology
for money market fund (MMF) ratings, intended to more accurately
reflect a fund’s profile and stability, including consideration of
sponsor quality. This revised methodology has been applied to
the 291 money market funds with new ratings symbols (Aaa-mf,
Aa-mf, A-mf, Baa-mf, B-mf, C-mf). With one exception, the
remaining Moody’s-rated money market funds maintain Aaa-mf
ratings, and about 50 funds have dropped Moody’s money fund
ratings. The funds that SVB Asset Management has utilized
for our clients are assigned Aaa-mf — defined as money market
with very strong ability to meet the dual objectives of providing
liquidity and preserving capital.
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Moody’s stated that its revised money fund methodology
incorporates the following changes: 1) Ratings determination
based on two distinct analytic assessments — the Portfolio Credit
Profile (based on the credit quality of the fund’s assets), and
Portfolio Stability Profile (including market and liquidity risks)
— and on consideration of sponsor quality; and 2) Introduction
of a new set of rating symbols to reflect the distinct meaning of
Moody’s money market fund ratings compared to Moody’s credit
ratings on long-term bonds. Moody’s notes that more than a
year after the SEC’s revisions to Rule 2a-7, money market fund
portfolios have continued their conservative positioning. Moody’s
estimates that based on their portfolios as of September 2010,
fewer than 80 percent of rated funds would have met the current
Moody’s Aaa-mf standards. Since then, the rating agency has
observed improvements in portfolio stability, such that by March
2011 more than 90 percent of rated money market funds would
have met Moody’s Aaa-mf standards. These improvements have
continued at a number of money market funds since March, and
the resulting changes in risk profile and strategy are reflected in
the updated ratings.
The SEC hosted a roundtable on May 10 to discuss proposed
changes to money market fund regulations, following the
President’s Working Group report in October 2010. Additional
regulatory reforms are currently under consideration, and we can
expect changes which might further alter the landscape of the
MMF sector.

Trading Vista

Minh Trang, CFA, Portfolio Manager
Yields, or the lack thereof, continued to dominate the trade room
chatter throughout the past month as investors accepted the
possibility that rates may remain at these low levels for yet another
month. The one-year Treasury bills yielded 0.16 percent and the
one-month held at 0.03 percent for May. Both were basically
unchanged from April. Agency discount notes continue to be
very tight, trading 1 to 2 basis points over comparable Treasuries.
Outside of one year, bullet agencies remained at plus 5 basis points
over. In the corporate space, 90-day commercial paper ranged at
about 0.18 to 0.20 percent. Other money market instruments have
also suffered the same effect, and money funds are no exception to
the trend. Longer-term high-grade credit continued to trade tight as
well, adding about 25 basis points of premium to Treasuries in the
two-year space. The two-year ended May at 0.46, a low for the year,
after hitting 0.85 percent back in February. With QE2 completing
at the end of June, these rates may see more movements.
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