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On September 8, President Obama announced his American
Jobs Act to both Congress and the American people. The
ultimate goal of this act is intended to support the labor
market, boost spending, and jumpstart the slowing economy.
To pay for the estimated $447 billion program, the President
outlined a combination of tax cuts, tax hikes, tax breaks
and tax credits. Within the act are plans for investment in
infrastructure, transportation programs, airport development
and public works projects. There is $35 billion carved out to
re-hire teachers and prevent further teacher layoffs, with an
additional $25 billion for schools. Incentives in the form of tax
credits will be available for businesses that hire veterans and
the long-term unemployed. An extension of unemployment
benefits for another year is also incorporated.
The proposed bill is the latest effort by the federal government
to maintain economic growth, with more focus on aiding job
creation. Recall that between February 2008 and August 2011,
the United States lost over 9 million jobs and has only regained
2.178 million jobs, with 59 percent of those gains between
November 2010 and July 2011. The unemployment rate stands
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at 9.1 percent, while the U6 unemployment rate, which takes
into account the unemployed, marginally attached workers,
discouraged workers and reluctant part-timers, is at 16.2
percent. The passage and effectiveness of the job bill to address
these issues remain in question.
Over the past several years, various measures such as TARP,
housing credits, and “cash-for-clunkers” have been some of
the fiscal stimuli introduced to help different sectors of the
economy. Many of these programs have provided an overall
temporary boost to GDP, but a prolonged self-sustaining
expansion has yet to materialize. Correspondingly, the Federal
Reserve had introduced numerous tools as well to combat
sluggish growth. The Fed launched QE1 and QE2 to control
longer-term rates, and the newly minted Operation Twist is yet
another tactic to manage yields through the Treasury market.
The Fed’s ultimate focus is to establish an accommodative
monetary environment conducive to fostering growth. The
combination of all these stimulus injections and liquidity
support are not only a reminder of the persistent efforts
to revitalize the economy, but also an indication that this
recovery will require more time.
The reality is that it will take a while for the U.S. economy
to return to what we once called “normal.” The multiple
headwinds working against the current recovery still remains
an obstacle, and new shocks from natural disaster to political
wavering have only added impediments to the resumption of
growth. The current financial state is challenging, to say the
least, but there are still opportunities for investors seeking
to balance risk and performance. Though government bond
yields are depressed and are expected to remain so, certain
corporate sectors can still provide competitive returns. Many
corporations continue to hoard cash and strengthen their
balance sheets, providing an alternative to the low yields
in Treasury and agency debt. These same sectors have also
benefitted from the stimulus programs and low cost of
borrowing. Obviously, not all credit is the same and will
require proper risk analysis. But as the economy remains fragile,
volatility and headlines will persist, creating opportunities that
investors can take advantage of.
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Economic Vista

Minh Trang, CFA, Portfolio Manager
September was another volatile month as market participants
digested more weak numbers on the economy. Many were
also anxious over the Federal Reserve meeting. For August,
job growth was flat as non-farm payrolls lost momentum for a
third month. This was the first month in nearly a year that the
economy failed to produce a net positive on jobs. Accordingly,
the unemployment rate held steady at 9.1 percent. In addition,
the final GDP growth number improved a bit to 1.3 percent
for the second quarter from an earlier estimate of 1.0 percent.
But this was half the pace of economic growth experienced
last year. The major driver for the month, however, was the
announcement by the Fed that it will begin the so-called
Operation Twist, where the Fed will purchase up to $400
billion in Treasury securities in the maturity range of between
six and 30 years and sell an equal amount in securities
with maturities less than three years. The goal is to create a
more accommodative financial environment through greater
pressure on longer-term rates. The committee reiterated its
commitment to maintaining the target interest rate at zero to
0.25 percent through mid-2013, due to continued weakness in
the general economy. With this new monetary plan in place,
investors should have plenty to think about as we begin the
final quarter of the year.

Credit Vista

Melina Hadiwono, CFA, Head of Credit Research
Improving credit metrics for many industrial sectors have
continued to offer encouragement in the face of recent
disappointing U.S. economic data and market volatility due
to the sovereign debt crisis. Some corporate sectors have
generally been less affected by the severe recession than in
other areas of the credit markets. Many of the sectors are in
stronger positions to face the downturn as they have benefitted
from industry consolidation, lower leverage and continued
cost cutting. Sectors such as consumer durables and retail
have implemented better financial discipline and operating
efficiency. Many in the technology sector have substantial
cash positions and are benefitting from the favorable IT cycle.
But some sectors remain more challenged than others, such as
U.S. home-building, hurt by the downturn in home values.

The global pharmaceutical industry, while strong overall, faces
significant patent expiration challenges and higher regulatory
hurdles.
According to Fitch, as of the second quarter of 2011, the
rating drift, or ratio of corporate ratings downgrades to
upgrades, remained positive. The upgrade rate was dominated
by industrial companies, at the most pronounced level since
early 2007. In particular, upgrades for high-grade industrials
reached the highest rate for any quarter since 2007. Despite
the current soft economic climate, the second quarter marked
the seventh consecutive quarter of double-digit earnings
growth, with earnings that exceeded market expectations. The
economic downturn has pushed many companies to focus on
increasing cash flow and refinancing debt to improve liquidity
and reduce debt. Nonetheless, the global macro concerns
remain tangible enough that most corporate issuers remain
cautious in their outlook.

Trading Vista

Hiroshi Ikemoto, Money Market Trader
The risk-trade was off in September. With Operation Twist
detailed, troubles in Europe continuing, and downgrades to
banks, investors got out of equities and fled to Treasuries. We
saw a bull-flattening in the Treasury curve as traders tried to
get ahead of the Fed’s purchase of $400 billion in the longer
duration notes. Tens and thirties hit all-time lows in yield, while
twos held a strong bid in the 0.20 percent range for most of the
month, even with the “Twist” element of selling the Fed’s oneto three-year positions. Obviously, with the Fed’s “no easing
until mid-2013” language and Treasury bills yielding basically
zero on anything maturing within six months, the two-year
note should hold firm for at least a couple more quarters. The
European turmoil put more players into the Treasury market,
but surprisingly, the Eurodollar Synthetic Forward Curve
(EDSF), the curve used to price 2a7 eligible securities, was
unchanged. With Moody’s downgrading some major banks,
yields in the financial sector became choppy. The spread of
financials to both EDSF and similar maturing Treasury notes
increased 20 to 50 basis points from August. Industrials were
still very tight and unchanged.
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