
Japanese Yen 0.14
Taiwanese Dollar –0.10
Norwegian Krone –0.12
Singapore Dollar –0.14
Brazilian Real –0.18
Swedish Krona –0.20
New Zealand Dollar –0.21
British Pound –0.22
Danish Krone –0.24
Canadian Dollar –0.26
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time eVeNt SurVey PriOr

u.S. economic Surprises Appear to Affect equity Prices

12.30 CA David Dodge at Couchiching Conference
13.00 US Baker Highes U.S. Rig Count
08/13 JN Japan 2Q GDP Annualized
08/13 JN GDP Deflator YoY
08/13  UK LME Copper Stocks

8:30 US Import Price Index (MoM) 0.20% -2.70%

8:30 US Import Price Index (YoY) -2.50% -2.60%

8:30 CA Unemployment Rate 7.20% 7.20%

8:30 CA Net Change in Employment 5.5K 7.3K

8:30 CA Full Time Employment Change - 29.3

14:00 US Monthly Budget Statement -$93.0B -$129.4B

China export Growth Collapses 

monti’s Bond Frustrations as yields Stay High

u.K. House Prices at Four-year High

rBA Highlights Currency risk

Greenspan: europe is Biggest economic risk

 ■ WHAT TO WATCH: China’s export growth collapsed in July 
to 1 percent from a year earlier, compared with 11.3 percent in 
June and the median forecast of 8 percent. French industrial 
output stagnated in June. Corn advanced to near a record on 
speculation the USDA will further cut yield estimates today, 

8:30 a.m. The International Energy Agency reduced oil demand forecasts for this year 
and next. Australia’s central bank raised its GDP growth forecast to 3.75 percent in 
2012 from a May estimate of 3 percent, while warning of a drag from currency strength.  

 ■ ECONOMICS: U.S. import price index, 8:30 a.m. The Fed plans to sell $7 billion to 
$8 billion in 2013 and 2014 notes. U.S. monthly budget statement, 2 p.m. 

 ■ GOVERNMENT: France’s government said it will present a law adopting the EU’s 
fiscal treaty in late August, which the parliament will debate in September. Japan’s par-
liament ratified a bill to raise the sales tax for the first time since 1997. 

 ■ COMPANIES: The U.S. Justice Department said it won’t pursue criminal charges 
against Goldman Sachs or its employees for allegedly concealing that the bank bet 
against mortgage-related securities it sold to investors. 

 ■ MARKETS: European stocks snapped a five-day rally. Asian shares declined. Gold 
traders are the most bullish in five weeks. Oil fell the most in six days. Norway’s sovereign 
wealth fund lost 2.2 percent last quarter as stocks fell. 

FirSt WorD DAybook: 

Joanna ossinger and 
Morwenna Coniam

Mohamed El-Erian on Europe’s back 
stories, the German 
model and Egypt.

10Y spreads: distance From HigHs

Big Picture: CoMMEntAry by MiChAEl roSEnbErG, blooMbErG EConoMSt

asset prices are likely to exhibit greater 
volatility in response to economic data 
surprises. the latter might best character-
ize where we find ourselves today, with 
daily swings in asset prices far exceeding 
historical norms.

While most researchers have concen-
trated their analyses on the immediate 
price response to an economic data 
release, bloomberg’s research finds that 
an aggregated index of U.S. data surprises 
can be very helpful in anticipating future 

Economic surprises – episodes when 
actual economic data releases exceed or 
fall short of market expectations – of-
ten give rise to changes in asset prices, 
academic studies have found. During calm 
periods when economic and financial 
conditions have been broadly stable and 
market participants’ conviction regarding 
the longer-term outlook is firmly anchored, 
the response of asset prices to economic 
data surprises has tended to be modest. 
in contrast, during more turbulent periods, 

China exports, uSDA Crop Forecast, eu treaty
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related with changes in asset prices. For 
example, the yield on U.S. 10-year bonds 
tends to rise when economic data tend to 
surprise on the upside and vice versa.

Finally, there appears to be a close 
relationship between the smoothed trend 
in the economic surprise index and the 
six-month rate of change in the S&P 500 
equity index since 1998. 

We find it particularly interesting that 
U.S. data surprises now seem to be hav-
ing a significant impact on U.S. equity-
market performance, which contrasts 
with earlier findings by researchers who 
found little or no effect. this might be due 
to changes in the investment horizons of 
equity-market participants. While in the 

past, equity investors focused on long-run 
valuation considerations, events of the 
past 13 years suggest that U.S. equity 
values are becoming more cyclical. Given 
this mean-reverting pattern, investors 
might now be finding it more profitable to 
shorten their investment horizons. 

the trend toward greater swings in eco-
nomic data surprises might be behind the 
recent volatile swings and higher correla-
tions among asset prices. our research in-
dicates that the magnitude of U.S. economic 
data surprises and asset-price swings have 
increased significantly since the onset of the 
Global Financial Crisis in 2008. 
(Michael Rosenberg is an economist at Bloom-
berg LP.)

trends in U.S. economic activity as well as 
the underlying trends in U.S. bond yields, 
equities, and the dollar.

As such, we have created the bloom-
berg Economic Surprise index {eCSurPuS 
iNDex}, which is based on bloomberg 
news surveys of economic analysts for 
39 U.S. weekly and monthly time series 
reported on a regular basis on the {eCO 
<GO>} calendar. the index is also avail-
able by entering {eCSu <GO>}, which 
allows you to analyze the immediate and 
longer-term responses of asset prices to 
economic releases.

the surprise element is calculated as 
the percentage difference between the 
actual economic data release and the 
median of analysts’ forecasts for that re-
lease, smoothed with a six-month decay. 
What is particularly interesting is that this 
smoothed trend in economic surprises 
tends to be persistent, suggesting that 
when U.S. economic activity is rising or 
falling for appreciable periods, there has 
been a tendency for economists to under-
estimate the moves in economic activity. 

there are several possible reasons for 
this. First, the median forecast of polled 
economists might be biased to show little 
or no change as it tends to balance both 
bullish and bearish economic forecasts. 
Second, forecasters might be slow to 
adjust their forecasts when economic 
conditions are changing, perhaps be-
cause their expectations are anchored to 
lagged rather than future economic data. 
third, in the face of uncertainty, forecast-
ers might become conservative and not 
adjust their forecasts quickly enough to 
changing conditions. 

the trend in this smoothed economic 
surprise index tends to closely track, if 
not lead, changes in the iSM manufac-
turing purchasing managers index and 
the Economic Cycle research institute’s 
weekly leading economic indicator. one 
of the reasons for the close fit between 
the iSM index and the economic surprise 
index is that the responses of U.S. pur-
chasing managers to questions regarding 
sales, production, orders and prices are 
often heavily influenced by whether U.S. 
economic data are stronger or weaker 
than expected.

the smoothed trend in economic 
surprises also appears to be highly cor-

Big Picture
continued from page 1 
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Daily Percentage Change of the Global Equity Markets

political watch by blooMbErG nEWS

 ■ Portugal’s inflation, calculated using 
EU methodology, quickened to 2.8 per-
cent in July from 2.7 percent in June.

 ■ Norway’s underlying inflation ac-
celerated to 1.3 percent in July from 1.2 
percent in June.

 ■ Bank Rossii kept the refinancing rate 
at 8 percent for an eighth month. the 
overnight auction-based repurchase rate 

Global Equity Performance

France to Debate Fiscal Treaty  
the French government will present a 

law adopting the European Union’s fiscal 
treaty in late August after the country’s 
constitutional court ruled that the pact 
doesn’t necessitate a change in the 
constitution. Parliament will then debate 
and probably vote on the proposed law 
in September, Finance Minister Pierre 
Moscovici and budget Minister Jerome 
Cahuzac said today in a joint statement. 
the constitutional court in Paris said late 
yesterday that the treaty’s “Golden rule,” 
or balanced-budget clause, doesn’t re-
quire that the constitution be amended, 
sparing President Francois Hollande 
the need to secure three-fifths of the 
votes in both houses of parliament. 

Japan Passes Sales-Tax Rise 
Japan’s parliament ratified legislation 

raising the sales tax for the first time 
since 1997, in a victory for Prime Minister 
Yoshihiko Noda that may damage his 
party’s electoral prospects. the opposi-
tion-controlled upper house passed the 
bill to double the five percent tax by 2015 
after noda reaffirmed a deal with two 
opposition parties this week, pledging 
in return to call elections “soon.” the 
lower house passed it in June, causing 
more than 50 ruling Democratic Party of 
Japan legislators to leave. noda made 
raising the levy the centerpiece of his 
legislative agenda, saying it was essen-
tial to rein in Japan’s ballooning public 
debt even as public opposition mounted.

Libya Names Interim President
libya’s new interim legislature elected 

Mohammed Yussef Magariaf, leader 
of the national Front Party, as its new 
president as the country rebuilds after 
the overthrow of Muammar Qaddafi. 
Magariaf won 113 votes to 85 votes for 
Ali Zaidan, an independent, in a ses-
sion of the General national Congress. 
the 200-member legislature also chose 
a first vice president and planned to 
select a second vice president. Magariaf 
was a long-time opponent of Qaddafi. 
he set up the national Front for the 
Salvation of libya in 1981, the oldest 
libyan armed opposition movement, 
and lived in exile for many years, ac-
cording to the Associated Press.

OVerNiGHt By BloomBerg News

euroPe

 ■ Germany’s inflation, calculated using 
EU methodology, slowed to 1.9 percent in 
July from 2 percent in June.

 ■ France’s industrial output stagnated 
in June from May, when it fell 2.1 percent.

 ■ U.K. producer prices stalled in July 
from June, when they fell 0.6 percent.

was held at 5.25 percent and the over-
night deposit rate at 4 percent.

AsiA

 ■ China’s exports climbed 1 percent in 
July from a year earlier after rising 11.3 
percent in June. imports increased 4.7 
percent after gaining 6.3 percent. the 
trade surplus narrowed to $25.1 billion in 
July from $31.7 billion in June.

 ■ Singapore’s economy contracted 
an annualized 0.7 percent in the second 
quarter from the first quarter, when it 
expanded 9.5 percent.

 ■ the Reserve Bank of Australia fore-
cast average GDP growth of 3.75 percent 
in 2012, stronger than its May estimate 
of 3 percent. CPi will rise 2.25 percent, 
from a previous prediction of 2.5 percent; 
underlying inflation is predicted at 2.5 
percent from a previous 2.25 percent.

AmericAs

 ■ Peru’s central bank kept its bench-
mark interest rate at 4.25 percent for a 
15th consecutive month.
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Karen Jones, head of technical 
analysis at Commerzbank, said the 
euro may decline to a two-year low 
against the dollar.  “Euro-dollar is 
showing signs of failure at the 55-day 
moving average at $1.2410,” she said. 
“A sustained break below the $1.2200 
support line will trigger losses to 
$1.2042, the July 24 low, and then 
$1.1876, the 2010 low.”

Camilla Sutton, chief currency 
strategist at Scotiabank, said the 
gain in the U.S.-Japanese two-year 
yield spread suggests the dollar will 
rise against the yen after the bank of 
Japan’s decision to maintain inter-
est rates and not change its asset 
purchases. “For medium-term traders 
we expect USDJPy to be bound by 
a broader range and hold a year-end 
target of 78,” she said.

Hector Galvan, a senior broker at 
rJo Futures, said cocoa futures, up 
17 percent in 2012, may rise another 
9 percent to $2,700 a metric ton by 
the end of the year. “Speculators are 
being animated to buy and push the 
market to prices not seen in more 
than nine months on fear of crop-
damaging weather,” Galvan said.

Justin Knight, head European 
rates strategist at UbS, said there 
is potential for “quite a large-scale 
selloff” in short-term Spanish 
government bonds and a significant 
flattening of the yield curve over the 
next six weeks, as yields may have 
to rise before Spain requests aid. 

UbS strategist Nicholas Smithie 
said the bank upgraded South ko-
rean stocks to overweight from un-
derweight, citing improving company 
profits and the outlook for interest-
rate cuts. the bank downgraded 
Philippine shares to underweight 
because they are “highly valued.”

iNSiDe tHe CONSeNSuS michael mcDoNough, BloomBerg ecoNomist
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mArKet CAllS
by blooMbErG nEWS

Ten Most Recent Analysts’ Forecasts for Brent Crude

Firm ANAlySt DAte 3Q12 4Q12 1Q13 2Q13 3Q13 4Q13

Norddeutsche Landesbank N. RUDSCHUCK 7/31/12 107 113 115 113 116 108
Prestige Economics J. SCHENKER 7/30/12 104 108 109 112
Barclays P. HORSNELL 7/27/12 107 117
Citigroup E. MORSE 7/19/12 120 105 105 95 100 95
Standard Chartered Bank H. HSI 7/19/12 106 111 109 109 117 120
Mirae Asset Securities HK G. KWAN 7/18/12 105 110 120 115 115 110
RBC Capital Markets G. PARDY 7/18/12 100 101 100 100 100 100
Deutsche Bank S. CHOI 7/13/12 98 100 99 102 107 108
Credit Suisse J. STUART 7/11/12 95 95 100 100 105 105
Raiffeisen Bank H. LOACKER 7/10/12 106 112 114 112
meDiAN 10 mOSt reCeNt FOreCAStS SPOt 105.5 109.0 109.0 109.0 107.0 108.0
meDiAN
High
Low

111.8 106.0 108.0 109.0 111.8 116.0 113.1
133 125 125 124 129 131
93 95 95 95 95 95

FOrwArD 105.9 108.6 108.0 106.7 105.5 104.2

brent crude is likely to fall below $100 a barrel as countries may be stockpiling oil at the 
fastest pace in 14 years. oPEC produced 2.1 million barrels of oil a day above projected 
demand during the second quarter, the international Energy Agency said. oil prices have 
probably been supported by geopolitical risks in the Middle East, which will eventually 
be offset by surging supplies. brent will fall to an average $105.5 a barrel during the third 
quarter, according to the median of the 10 most recent forecasts.

Brent Crude may Fall Below $100 on Faster Stockpiling
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Falling gasoline prices and weaker 
demand for capital and consumer goods 
contributed to a narrowing of the U.S. 
trade deficit to $42.9 billion in June from 
$48 billion a month earlier. the real-
dollar goods balance fell to $44.2 billion 
from $47.7 billion in that time.

While the improvement is a pleasant di-
version from the steady stream of dreary 
economic data of the past few months, 
it is an outlier. the institute for Sup-
ply Management’s export orders index 
declined to 46.5 in July from 53.5 in May, 
indicating a contraction.

in combination with other data that 
was worse than forecast, it also appears 
unlikely to result in substantial revisions 
to the initial estimate of second quarter 
growth, which appears to be tracking at 
1.8 percent. the June wholesale inven-
tory report showed inventory growth 
expanded by roughly $4.7 billion, less 
than initially estimated and probablyly 
offsetting the trade data.

total nominal exports increased 0.9 
percent, while imports declined 1.5 per-
cent. Adjusted for inflation, exports were 
up 2.9 percent and imports slipped by 
0.3 percent.

A possible deepening of the European 
recession, a slowdown in emerging 

markets including China and a 3 percent 
appreciation of the U.S. trade-weighted 
real broad Dollar index since February 
will contribute to probable growth of the 
trade deficit in coming months. June will 
probably mark the apex of its contribution 
to overall GDP this year.

Narrowing u.S. trade Deficit likely to reverse as Dollar Gains, China Falters

trADe wAtCH Joseph Brusuelas, BloomBerg ecoNomist
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Interest Rates Spreads

eASterN eurOPeAN CriSiS mONitOr NiraJ shah, BloomBerg ecoNomist
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  Poland Avoids Recession 
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DebtGrowth

Monitor the European Debt Crisis With Cris<Go>

Poland, hungary and the Czech republic, the biggest of the 10 former Communist states that joined the EU since 2004, are at risk 
from the debt crisis. three of the 10 have adopted the common currency - Slovenia, Slovakia and Estonia - while the rest are required 
to follow suit when they meet targets for debt, deficits and inflation. Poland, hungary and the Czech republic, with a combined GDP of 
about 700 billion euros, are being hurt by the euro area slowdown. About 50 percent of Czech GDP comes from exports to the region.

Polish government debt amounts to 56.3 percent of GDP. A clause in the 
constitution states that breaching a 55 percent ceiling triggers mandatory 
austerity measures. the Czech debt-to-GDP ratio is the lowest among 
the three at 41.2 percent. the ratio for hungary is 80.6 percent, making it 
the most indebted eastern member of the EU. half the debt is in foreign 
currency, mainly euros, increasing the risk the burden will increase to 
unsustainable amounts if the forint weakens.

the spread between the hungarian 10-year government bond yield and 
the equivalent German bund fell below 600 basis points last week on 
expectations the country will get a new bailout. the spread between the 
Polish 10-year yield and the German equivalent has been above 350 
basis points since August, the highest in a decade. 

in a bid to prop up the forint, hungary's central bank has raised the policy 
rate even as growth slowed. the 7 percent base rate is the highest in the 
EU. hungary may lower it if talks with the iMF and EU over a new bailout 
succeed and pressure on the forint eases. the Czech and Polish central 
banks met their inflation target 70 percent and 18 percent of the time, 
respectively, in the last five years. hungary’s central bank missed its infla-
tion target 97 percent of the time over that period.

A report next week may show hungary is back in recession after GDP 
fell 1.2 percent in the first quarter. the Czech republic slipped back into 
recession in the final quarter of 2011. Poland was the only nation in the 
EU to avoid a recession in 2009 and GDP is forecast to grow 3 percent in 
2012 and 2013 by the oECD, though Moody's plans to downgrade its fore-
cast for 2013. the economy has contracted in just one quarter since 2006.
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mixed Signals on Demand as euro Concerns Persist  

‘‘

Let’s be realistic.  
The economy still sucks 

and it doesn’t seem  
like anybody is doing 

much to really improve it 
and quite honestly, enough 

said. We just really  
haven’t seen what  

any of us expected.

‘‘
Comments by CEos and CFos in recent 
earnings calls cited signs that housing demand 
was re-emerging. Some cautioned that China’s 
slowing growth may not be as worrisome as 
some economists fear. hotel operators are 
benefiting from tight supply and robust demand 
from business and high-end travelers. Defense 
contractors voiced concerns about uncertainty 
in government spending. 

Most companies remain concerned about 
Europe, while many named latin America as a 
bright spot.

Note: Richard Yamarone is on vacation.  
Today’s Orange Book was compiled by Ted Merz.

PulteGroup Inc. [PhM] Earnings Call 
7/26/12. “We have been pleasantly surprised 
as demand throughout the selling season 
and extending into these initial weeks of July 
has exceeded our expectations. in some 
areas, demand may even be a little over-
heated as start dates are getting pushed 
out too far, so in select communities we are 
purposely constraining sales. the Southeast 
is steady as she goes with continued im-
provement in most markets. the Southwest 
is probably our strongest market in terms of 
overall demand.”

D.R. Horton [Dhi] Earnings Call 7/27/12: 
“We’re not going to take the hook at this 
early stage in the housing recovery with 
the weak macroeconomic scenario that 
we see and bet the balance sheet of this 
company that we’ve cleaned up so nicely, 
and it’s the strongest it’s ever been, just 
because of the fact that there are a lot of 
people out there thinking that land prices 
are – need to be a lot higher than what 
they deserve to be.”

Southern Co. [So] Earnings Call 7/25/12. 
“...We reconvened our economic roundtable 
group, which consists of selected economists 
and representatives of several large commer-
cial and industrial customers in our territories. 
overall, the consensus from the roundtable 
was for U.S. gross domestic product to 
expand by about 2% in 2012. the group 
generally agreed that the global economy is 
slowing and that this is slowing the expansion 
of industrial production.”

Knight Transportation  [knX] Earnings 
Call 7/25/12: “let’s be realistic. the economy 
still sucks and it doesn’t seem like anybody 
is doing much to really improve it and quite 
honestly, enough said. We just really haven’t 
seen what any of us expected with regard to 
where we expected to be.”

United Technologies [UtX] Earnings Call 
7/26/12: “there’s clearly uncertainty out there. 
Europe continues to struggle with the debt 
crisis with no clear solution in place. Most 
indicators now point to a very modest growth 
in the U.S. this year with a looming fiscal cliff 
at the end of this year which could further 
dampen growth prospects for next year.”

Starwood Hotels [hot] Earnings Call 
7/26/12: “...in north America as well as Europe 
and Japan, we’re still benefiting from tight 
supply, especially at the high-end. For over 
a decade now, few new hotels have been 
added to these markets. the global corpora-
tions are... they’re on the road. they’re doing 
well and demand from the global corporate 
base, anywhere in the world, is strong. And 
that really is the biggest driver today.”

Colgate-Palmolive [Cl] Earnings Call 
7/26/12:  “the macroeconomic environment 
in Europe continues to be difficult, with low 
consumer confidence and high unemploy-
ment in many countries. latin America, 
the strong growth momentum continues 
throughout latin America. organic sales 
growth accelerated from the first quarter to 
over 15% despite a much more difficult year 
over year comparison.”

United Continental [UAl] Earnings Call 
7/26/12. “We’re seeing demand being 

relatively stable. but when we talk about the 
economics – the economy tepid, we are very 
much aware of, particularly Europe, which is 
why some of our capacity reductions in the 
fourth quarter have been a recognition of 
that already.”

Starbucks  [SbUX] Earnings Call 7/26/12. 
“China, Asia Pacific, the freight train contin-
ues rolling, perhaps even accelerating as we 
saw in the two-year comp growth numbers in 
the third quarter. We’ve begun to be encour-
aged by the turnaround we’re starting to see 
early days of in Europe. We just have seen a 
bit of a downturn in the U.S. and we’re cau-
tious about that.”

General Dynamics [GD] Earnings Call 
7/25/12.  “in our U.S. Defense market, vis-
ibility remains somewhat limited by three 
principal factors: the upcoming elections, 
a likely 2013 continuing resolution and the 
sequestration trigger. the uncertainty and 
anxiety spawned by these second half 
events continues to impede Department of 
Defense and federal government acquisition 
program execution.” 
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prove more of a drag on the economy 
than in the past.

“important risks revolve around ex-
change-rate developments,” the rbA said 
in its quarterly monetary policy statement. 
“it is possible that the persistently high 
level of the exchange rate may be more 
contractionary for the economy than his-
torical relationships suggest.”

the so-called Aussie closed above par-
ity with the U.S. dollar for all but 23 days 
this year, remaining well above the aver-
age 75 U.S. cents since the currency was 
freely floated in December 1983. the rbA 
based its forecasts on an exchange rate 
of $1.06, up from $1.03 in its May state-
ment, and assumed the overnight cash-
rate target would remain at a developed-
world high of 3.5 percent. “the exchange 
rate has been high for some time,” and its 
elevated level is a key part of structural 
adjustment that the economy is undergo-
ing, the central bank said.

— Michael Heath

monti’s Bond Frustrations 
mount as yields Stay High

italian Prime Minister Mario Monti’s frus-
trations with the bond market are surfacing 
as spending cuts destroy growth without 
the reward of cheaper borrowing costs.

italian gross-domestic product contract-
ed an annual 2.5 percent in the second 
quarter as Monti sought to appease lend-
ers by trimming the budget and increasing 
taxes. Even though Monti will bring the 
deficit within European Union limits this 
year, italy still pays 453 basis points more 
than Germany to borrow for 10 years, 
within 50 basis points of the gap when 
Monti took office on nov. 16.

Monti, with eight months left to serve, is 
campaigning to prevent a bailout on his 
watch. in June, the former university presi-
dent joined forces with Spanish Prime 
Minister Mariano Rajoy, also resisting a 
rescue, to ease requirements on countries 
that request aid. “the longer rajoy holds 
out the more you’re going to see bleed-
ing in italy,” said Mujtaba Rahman, an 
analyst at Eurasia Group in london. “And 
that’s why i think you’ll see more pressure 
from Monti” and others, he said.

Monti was forced this week to assure 
German lawmakers he still believed in 
democracy and apologize to his prede-
cessor, Silvio berlusconi. As italian politi-
cians hit the campaign trail ahead of next 
year’s election, it’s harder for Monti to win 
support for measures that would boost 
investor confidence. Abroad, he has been 
foiled by German resistance to collective 
action and investor speculation that the 
fate of italy, the third-biggest economy in 
the 17-nation euro area, is tied to that of 
smaller Spain.

— Andrew Frye

ieA Sees Oil Demand Slow-
down on economic Outlook

the international Energy Agency cut 
global oil demand forecasts for this year 
and next, estimating that growth will slow 

in 2013 amid weaker expectations for 
the economy and the restart of nuclear 
plants in Japan. the Paris-based adviser, 
which last month had predicted a pickup 
in demand for next year, estimates that 
growth in world oil use will decelerate to 
800,000 barrels a day, or 0.9 percent, in 
2013 from 900,000 a day, or 1 percent, 
this year. Global demand will average 
90.5 million barrels a day next year, or 
400,000 a day less than estimated last 
month as a result of revisions to data 
since 2010.

— Grant Smith

rBA Highlights Currency 
risk as 2012 Forecast raised 

the reserve bank of Australia raised 
its 2012 growth forecast on stronger-than-
expected consumer demand, while saying 
the sustained currency strength could 

The inability to match workers with available jobs can explain as much as 
one-third of the rise in unemployment, according to a Federal reserve bank of 
new york report. 
http://goo.gl/BrMrK

John Gibson and Chao Li at the University of Waikato economics department 
examine whether prior studies on regional inequality in China are based on incor-
rect or irrelevant data. “Most authors ignore that China’s local GDP per capita data 
cannot be interpreted in the way that economists would expect,” they said.
http://goo.gl/Rs6Ps

The Legislative Analysts Office of California explains Chapter 9 bank-
ruptcy, the process by which local governments seek relief from debt and other 
financial obligations, in a Q&A that follows filings by municipalities Stockton, 
Mammoth lakes and San bernardino since the end of June.  
http://goo.gl/xAHy6

Cass Sunstein at the Office of Management and Budget says the net ben-
efits of regulations issued through the third fiscal year of the obama Administra-
tion have exceeded $91 billion.  
http://goo.gl/2cWCy

Around the WeB  new research and commentary on the Web
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1D YTD YoY 30D FORWARD LAST 1D CHG YTD YoY 30D 5Y
%Chg %Chg %Chg Chart PE 12M YIELD BPS BPS BPS Chart CDS

MXCA Index Canada 1484.7 0.6% -1.1% -3.7% 12.2            GCAN10YR Index Canada 1.81% -1.0 -12.8 -63.9
MXUS Index U.S. 1337.3 0.0% 11.5% 24.7% 11.9            USGG10YR Index U.S. 1.64% -4.6 -23.4 -46.4 41.0

MXAR Index Argentina 1107.2 1.0% -46.0% -57.5% 3.1              Argentina 1115.9
MXBR Index Brazil 2728.9 0.0% -3.5% -6.3% 9.3              GEBR10Y Index Brazil 9.70% 5.7 -290.9 -290.9 126.6
MXCL Index Chile 2381.3 0.2% 5.0% -2.5% 14.6            Chile 99.5
MXCO Index Colombia 1197.9 2.5% 15.9% 11.5% 12.6            COGR10Y  Index Colombia 6.64% 2.0 -96.0 -96.0 113.7
MXMX Index Mexico 6518.7 0.2% 16.4% 18.6% 16.5            GMXN10YR Index Mexico 5.42% 5.9 -108.8 -92.4 112.6
MXPE Index Peru 1400.4 -0.4% 1.2% 9.1% 10.9            

MXAT Index Austria 95.9 0.4% 3.2% -8.2% 8.4              GAGB10YR Index Austria 1.91% -3.7 -99.6 -90.6 102.8
MXBE Index Belgium 59.8 0.3% 28.3% 40.9% 13.1            GBGB10YR Index Belgium 2.48% -3.5 -161.1 -164.4 167.0
MXCZ Index Czech Rep. 311.1 0.7% -1.1% 2.6% 9.8              CZGB10YR Index Czech Rep. 2.40% 0.4 -119.2 -114.1 109.8
MXDK Index Denmark 4443.7 0.8% 27.4% 38.2% 16.2            GDGB10YR Index Denmark 1.14% -6.1 -54.3 -129.5 79.9
MXFI Index Finland 67.2 1.9% -1.1% 5.8% 14.1            GFIN10YR Index Finland 1.48% -4.9 -83.5 -110.8 49.4
MXFR Index France 96.4 0.5% 9.9% 15.3% 9.7              GFRN10 Index France 2.07% -3.5 -107.5 -100.0 145.0
MXDE Index Germany 97.6 0.0% 14.3% 20.2% 9.4              GDBR10 Index Germany 1.38% -5.2 -44.7 -81.0 65.5
MXGR Index Greece 10.7 0.0% -18.9% -53.9% 7.9              GGGB10YR Index Greece 24.35% 20.8 -1061.6 917.3 na
MXHU Index Hungary 986.4 0.1% 6.3% 2.9% 7.6              GHGB10YR Index Hungary 7.30% -12.0 -245.0 -69.0 440.0
MXIE Index Ireland 26.9 2.6% 5.3% 41.2% 17.7            GIGB9YR Index Ireland 6.03% -1.7 -240.1 -351.9 464.0
MXIT Index Italy 44.6 -0.2% -1.9% 2.5% 7.6              GBTPGR10 Index Italy 5.90% 4.3 -120.6 80.5 448.4
MXNL Index Netherlands 77.7 1.1% 9.8% 22.9% 10.1            GNTH10YR Index Netherlands 1.67% -5.9 -51.9 -88.9 80.5
MXNO Index Norway 2313.9 1.3% 7.2% 22.6% 9.7              GNOR10YR Index Norway 2.07% -2.3 -33.3 -52.0 28.7
MXPL Index Poland 1612.9 2.1% 8.2% 6.7% 9.7              POGB10YR Index Poland 4.99% 5.3 -89.8 -80.7 156.5
MXPT Index Portugal 44.4 1.2% -13.9% -19.1% 9.6              GSPT10YR Index Portugal 9.99% -3.4 -337.2 -30.1 767.3
MXRU Index Russia 766.4 -1.7% 4.0% -3.1% n.a RUGE10Y Index Russia 173.2
MXES Index Spain 77.8 -0.6% -16.9% -10.9% 8.7              GSPG10YR Index Spain 6.88% 3.5 179.3 185.1 513.5
MXSE Index Sweden 8220.2 0.5% 9.6% 17.9% 12.3            GSGB10YR Index Sweden 1.42% -5.8 -20.2 -64.7 43.9
MXCH Index Switzerland 841.4 0.7% 9.2% 34.7% 12.2            GSWISS10 Index Switzerland 0.58% -2.2 -8.5 -52.4
MXGB Index U.K. 1734.6 0.1% 5.2% 16.9% 10.4            GUKG10 Index U.K. 1.55% -6.9 -42.6 -93.1 56.4

MXEG Index Egypt 1097.0 -0.7% 40.8% 13.6% 6.8              
MXIL Index Israel 187.8 -0.1% -5.5% -10.1% 7.5              
MXJO Index Jordan 210.6 -0.3% -8.4% -10.0% n.a
MXMA Index Morocco 317.3 0.6% -11.9% -16.3% 11.0            
MXZA Index South Africa 922.0 -0.3% 10.0% 24.2% 11.2            GSAB10YR Index South Africa 7.13% 4.1 -107.6 -79.4 130.4

MXAU Index Australia 878.7 0.0% 6.8% 4.3% 11.7            GACGB10 Index Australia 3.25% -8.0 -42.0 -133.8 62.3
MXCN Index China 55.7 1.0% 5.0% -3.2% 8.5              GCNY10YR Index China 3.31% -3.0 -13.0 -68.0 105.2
MXHK Index Hong Kong 10240.4 1.0% 12.2% 2.6% 13.7            HKGG10Y Index Hong Kong 0.73% 0.6 -78.2 -125.7 na
MXID Index Indonesia 4996.7 0.6% 5.0% 4.0% 13.0            GIDN10YR Index Indonesia 5.75% 0.8 -28.1 -119.1 169.6
MXIN Index India 681.5 -0.3% 14.0% 2.1% 12.7            GIND10YR Index India 8.17% 2.9 -39.7 -3.2
MXJP Index Japan 462.5 0.9% 3.5% -3.8% 11.1            GJGB10 Index Japan 0.80% -0.3 -18.6 -24.1 81.7
MXKR Index Korea 567.1 2.0% 9.2% 12.8% 8.1              GVSK10YR Index Korea 3.04% -2.0 -75.0 -90.0 111.0
MXLK Index Sri Lanka 518.0 0.1% -0.2% -14.4% n.a
MXMY Index Malaysia 587.4 0.5% 5.0% 7.9% 14.1            MGIY10Y Index Malaysia 3.41% -0.1 -29.2 -29.1 107.4
MXNZ Index N. Zealand 92.9 -0.1% 9.5% 12.1% 14.1            GNZGB10 Index N. Zealand 3.66% -4.2 -15.7 -84.7 77.7
MXPH Index Philippines 855.1 -1.0% 19.5% 21.1% 16.0            PDSF10YR Index Philippines 5.04% 5.1 -37.8 -105.8 143.9
MXPK Index Pakistan 349.0 0.1% 23.1% 16.9% 6.4              PKIB10YR Index Pakistan 12.54% -6.0 -47.0 -98.0
MXSG Index Singapore 1638.2 0.0% 16.2% 5.3% n.a MASB10Y Index Singapore 1.40% -1.0 -23.0 -41.0
MXTH Index Thailand 472.2 0.6% 16.1% 13.3% 10.9            GVTL10YR Index Thailand 3.23% 0.1 -5.7 -33.7 133.5
MXTR Index Turkey 908894.6 -0.3% 24.0% 26.6% 9.8              TGBY10T0 Index Turkey 8.23% 8.0 -148.0 -96.0 183.0

LAST 1D Chg YTD YoY 30D 1Y LAST 1D YTD YoY 30D 1Y
PRICE bps/% bps/% bps/% CHART Z-SCORE PRICE %CHG %CHG %CHG CHART Z-SCORE

EUR Curncy Euro 1.23 -0.3% -5.3% -13.4% -1.6
$$SWAP10 Curncy 10Y US Swap Spread 11.5 0.5 -5.3 -9.1 -0.7 JPY Curncy Japanese Yen 78.46 -0.1% -2.0% -2.0% -0.1
$$SWAP2 Curncy 2Y US Swap Spread 21.2 0.6 -27.1 -3.7 -1.4 GBP Curncy British Pound 1.56 -0.2% 0.4% -3.3% -0.6
USGGBE01 Index 1Y Breakeven Rate 0.7 -8.2 -0.6 0.6 -0.7 CHF Curncy Swiss Franc 0.98 0.3% -4.1% -25.7% 1.4
.2Y10Y Index 2Y10Y Spread 137.1 -2.9 #N/A N/A#N/A N/A -1.2 CAD Curncy Canadian Dollar 0.99 0.2% 2.8% 0.2% -0.9
.10YV3MSP Index 3M10Y 153.6 -4.1 -33.1 -56.0 -1.4 AUD Curncy Australian Dollar 1.05 -0.5% 3.1% 3.4% 0.8
.TED3M Index 3M Ted Spread 33.1 0.5 -24.0 6.1 -1.2 NZD Curncy N. Zealand Dollar 0.81 -0.2% 4.3% -0.1% 0.4
.LIBORIOS Index 3M Libor/OIS 29.2 -0.2 -20.7 10.0 -0.7 DKK Curncy Danish Krone 6.06 0.3% -5.5% -13.3% 1.7
JPEIPLSP Index EMBI+ Spread 302.2 1.8 -74.3 -45.6 -1.8 NOK Curncy Norwegian Krone 5.92 0.1% 0.9% -6.2% 0.6
.AAA10Y Index IG Corp Spread 182.8 4.6 -6.6 -27.6 -1.0 SEK Curncy Swedish Krona 6.70 0.2% 2.8% -1.7% -0.4
.AAABAA Index IG HY Corp Spread 144.0 0.0 5.0 45.0 -11.5 CZK Curncy Czech Koruna 20.47 0.4% -3.5% -16.6% 1.3
MUNSMT10 Index Muni Spread 103.2 -2.3 8.5 -3.0 -0.2 HUF Curncy Hungarian Forint 226.89 0.9% 7.1% -13.8% 0.2

PLN Curncy Polish Zloty 3.32 0.9% 3.6% -10.3% 0.4
VIX Index CBOE VIX Index 15.3 -0.3% -34.7% -64.5% -1.1 RUB Curncy Russian Ruble 31.93 0.5% 0.7% -6.6% 0.8
SKEW Index CBOE Skew Index 119.8 3.9% 3.1% -3.8% -0.2 ZAR Curncy S. African Rand 8.13 0.5% -0.4% -10.6% 0.5

TRY Curncy Turkish Lira 1.79 0.4% 5.7% -0.7% -0.5
ARS Curncy Argentine Peso 4.60 0.0% -6.5% -9.6%

LAST 1D YTD YoY 30D BRL Curncy Brazilian Real 2.01 -0.4% -7.3% -21.1% 1.3
PRICE %Chg %Chg %Chg CHART CLP Curncy Chilean Peso 474.98 -0.3% 9.4% -0.4% -1.3

MXN Curncy Mexican Peso 13.15 0.5% 6.0% -4.5% -0.3
C 1 Comdty Corn 818.3 0.9% 26.6% 20.6% 38.6 CNY Curncy Chinese Renminbi 6.36 0.0% -1.0% 0.9% 0.5
KC1 Comdty Coffee 167.1 0.4% -26.4% -28.9% 32.2 HKD Curncy HK Dollar 7.76 0.0% 0.1% 0.6% -0.9
SB1 Comdty Sugar 21.0 1.2% -9.7% -23.8% 26.8 INR Curncy Indian Rupee 55.33 0.1% -4.1% -18.2% 1.2
W 1 Comdty Wheat 913.0 1.5% 39.9% 35.9% 39.6 IDR Curncy Indonesian Rupiah 9485.00 0.1% -4.4% -10.0% 1.5

SGD Curncy Singapore Dollar 1.25 0.2% 4.0% -2.1% -0.7
LA1 Comdty Aluminum 1862.5 -0.9% -6.7% -21.6% 22.6 KRW Curncy S. Korean Won 1130.45 0.4% 1.9% -4.4% -0.3
HG1 Comdty Copper 342.5 0.1% -0.3% -13.7% 27.1 THB Curncy Thai Baht 31.49 0.1% 0.2% -5.1% 0.9
GC1 Comdty Gold 1617.1 0.3% 3.2% -7.1% 17.0 TWD Curncy Taiwan Dollar 29.96 0.1% 1.1% -3.4% 0.4
SI1 Comdty Silver 28.1 0.1% 0.8% -25.8% 27.3

AUDJPY Curncy Aussie Dollar-Yen 82.6 -0.7% -5.0% -5.3% 0.5
CO1 Comdty Crude (Brent) 112.0 -1.1% 4.3% 4.9% 25.9 EURGBP Curncy Euro-Pound 0.8 -0.1% 6.0% 11.7% -1.7
CL1 Comdty Crude (WTI) 93.4 0.0% -5.5% 17.7% 35.7 EURJPY Curncy Euro-Yen 96.3 -0.4% 3.5% 13.2% -1.7
XB1 Comdty Gasoline 300.1 0.7% 11.7% 12.5% 30.3 EURCHF Curncy Euro-Swiss Franc 1.2 0.0% 1.3% -14.2% -0.3
NG1 Comdty Natural Gas 2.9 0.4% -1.5% -26.3% 54.4

TWI USSP INDEX DB USD Trade Weighted 68.2 0.2% 1.7% 7.5% 1.1
CRY Index CRB index 304.8 0.2% -0.2% -4.9% 19.5 DXY CURNCY Average USD Index 82.7 0.1% 3.2% 10.8% 1.4
BDIY Index Baltic Dry Index 790.0 -2.7% -54.5% -37.5% 31.6 ADXY Index Bloomberg JP Asia Dollar 115.5 -0.1% 0.3% -2.8% -0.5
GI1 COMB Index GS Cmdty Index 661.5 0.0% 2.2% 4.8% 21.8
CMCITR  Index UBS-Bloomberg Cmdty 1305.1 -0.5% 2.9% -3.5% 17.6
DBLCDBAT Index DBIQ Diversified Ag Index 244.8 0.5% 4.9% -4.0% 16.2
Source: Bloomberg. Updated at 6:30 a.m. ET
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Mohamed El-Erian, chief executive officer 
of Pimco, talks about why to keep an eye on 
private capital movements in Europe with tom 
keene and ken Prewitt.

Today’s guests:   
Richard Clarida of Pimco; Benjamin Tal of CIBC 
World Markets; David Rosenberg of Gluskin 
Sheff; Ian Bremmer of Eurasia Group; Tony Vol-
pon of Nomura Securities; Gregory Melich of ISI 

the same way West Germany treated 
East Germany — that is the historical 
precedent. When reunification came up, it 
made no economic sense to reunify at the 
exchange rate of one-to-one between east 
and west. the decision was based on po-
litical considerations, and the Germans are 
still paying for it today. that is one model, 
that Germany becomes European. the 
other model is that Europe becomes more 
like Germany, and that is what is being 
debated in Europe today.

Q: What do optimists get wrong about a 
return to substantial nominal GDP?
A: the fundamental issue is whether you 
believe we live in a cyclical world or a secu-
lar and structural world. in a cyclical world, 
you look for mean reversion and for GDP 
to come back quickly. in 2009, our view 
was that this was not a cyclical process. 
this was a secular and structural process 
because of the debt overhang issue.

Q: We’ve had a fair amount of interest 
in our story earlier this week about the 
possibility of 10-year Treasury yields 
going down to 1 percent or so. Since 
then, they have gone up to 1.7 percent. 
What is Pimco’s view?
A: the bond market is trying right now to 
reflect many things: the fact that the Fed 
is anchored with rates at zero at least until 
the end of 2014, perhaps even beyond; that 
we continue to have capital coming out of 
Europe, some of it into the U.S.; and we 
still have a sluggish economy. this is a 1.5 
percent to 2 percent economy. be care-
ful of a steepening yield curve. that is the 
major risk.

Q: One question that’s been raised in 
the news: You’ve stated publicly you 
would not accept a public service ap-
pointment in Egypt. Give us an update. 
Is it a legitimate new page for the Egyp-
tian people?
A: it is absolutely a legitimate new page. 
Egypt is in this tricky transition that every 
revolution faces from dismantling the past 
to building a new future.

Q: What support do they need from 
Washington?
A: First, understanding. this is a historic, 
multiyear process. Secondly, they will need 
financial support. Egypt has gotten hit by 
a sharp decline in tourism and produc-
tion, and by very high expectations that 
the revolution will deliver a better outcome 

Q: Mohamed, you look at Europe and 
the quiet of August. I don’t buy it. I 
think there is a back story right now in 
Europe. What is it?
A: there are three back stories. First, how 
will Spain and italy respond to the ECb’s 
offer for them to submit a request for 
funds? it’s not clear that there is an easy 
way to do this. Second, there are very dif-
ficult negotiations in Greece. they involve 
the possibility of the public sector taking 
a haircut. Finally, does private capital con-
tinue to exit the weak economy? We were 
stunned by Switzerland’s numbers for July 
that show reserves went up by 10 percent 
of GDP, over $400 billion in one month.

Q: What is the catalyst to continue this 
massive flight to quality? Do you still 
buy German bunds? 
A: you don’t necessarily buy German 
bonds, and particularly short-dated Ger-
man bonds. keep an eye on what private 
capital is doing in Europe. As long as pri-
vate capital exits, rather than gets ‘crowded 
in’ by ECb actions, Europe will remain a 
question mark.

Q: Why isn’t more private capital flowing 
out of Europe?
A: it’s one of these things like Argentina in 
2001. i remember people asking, ‘Why isn’t 
it happening faster?’ Private capital tends 
to be non-linear. there are lots of transac-
tions costs — or what are called ‘shoe-
leather costs,’ meaning you actually have 
to go and out do something about it. So far, 
it hasn’t been a sprint out of Europe, but it 
has been a consistent walk.

Q: This is a different Bundesbank than 
from a few years ago. That Germany is 
gone, isn’t it?
A: Germany has to make a decision 
whether it wants to treat the rest of Europe 

economically and socially. Egypt will need 
external help and they are already talking 
about negotiating with the iMF. 
(This interview was condensed and edited.)
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