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1. FED FOCUS - Markets start to embrace Fed’s
upbeat views

By Ros Krasny

CHICAGO, Dec.29, (Reuters) - The soft landing hypothesis for the
U. S. economy has come roaring back this week, and financial markets have
been forced to pay attention.

Confidence in the economy’s ability to weather weakness in the housing
and auto sectors has been a feature of Federal Reserve rhetoric for months,
putting the ceniral bank at odds with dealers who had been betting a need to
shore up growth would lead to aggressive interest — rate cuts in 2007.

A troika of reports on Thursday came in stronger than expected, slam-
ming short — term interest rate futures and slashing the implied chances of the
U. 8. central bank lowering borrowing costs in the new year.

That “stronger than expected trio of economic reports makes any lingering
worries about recession seem so passe,” said Mark Vitner, senior economist
at Wachovia Securities in Charlotte, North Carolina.

The trio landed in one sentiment — shifting instant: a survey of Chicago
purchasing managers snapping back into expansion mode in December, con-
sumer confidence in December hitting its highest level in eight months, and
existing homes sales defying forecasts and rising in November for a second
straight month.

“The data released at year end added to the collective confusion rather
than cleared up the dichotomy between balancing inflation risks with sinking
economic growth,” said Brian Fabbri, an economist at BNP Paribas, which
has been looking for the Fed to start slashing interest rates in March.

“Thus, the FOMC will probably require more data before deciding to change
its policy,” he said, referring to the central bank’s policy — setting panel.

The latest data has led financial markets to push the first chance of a Fed
rate cut much further inio next year.

Interest — rate futures now show little more than a one -~ in — two chance



- ERRR—REFREMFH L E— S ErEi

the Fed will lower rates to 5 percent by the end of June. As recently as Dec.
21, a cut was fully priced.

“If the U. S. economy is not going into a recession in 2007 and, as I be-
lieve, is going to accelerate, the Fed should continue to be concemed with
accelerating inflation, especially during the first half of the year,” said Euge-

nio Aleman, senior economist at Wells Fargo in Minneapolis.
CONSUMERS SUDDENLY BUBBLY

The Conference Board’s measure of December consumer confidence is-
sued on Thursday confounded Wall Street by leaping to 109.0 from an up-
wardly revised 105. 3 in November.

To some, the result showed the extent that housing has been quarantined
as a concern for many Americans, while other factors—such as a pre — holiday
“wealth effect” created by the strong stock market—have held sway.

Although the link between consumer confidence and retail spending can
be tenuous, the report suggested consumers, who account for about two —
thirds of the economy’s thrust, could come out swinging in the new year.

“One thing is for sure, time and time again the U. S. consumer has prov-
en to be much more resilient than people have expected,” Rudy Narvas, an
analyst at 4CAST Ltd. in New York.

“The Chicago PMI is a good coincidental indicator of GDP growth, and
this result tends to support our view for growth in Q4 at around 2.7 percent,
annualized,” Narvas said. That would mark a nice pickup from the third
quarter’s tepid, housing — constrained 2 percent pace.

Over the last 30 years, the Chicago report has had a 78 percent' correla-
tion with year — on — year GDP growth, Narvas said.
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2. Bear Stearns executive sees market fall as healthy

By David Dolan and Emi Emoto

TOKYO, Aug. 2, (Reuters) - A top executive of Bear Stearns Cos. s
which has been hit by the collapse of two of its hedge funds and forced to halt
redemptions at a third, shrugged off fears of a global credit crunch on Thurs-
day and said the recent market decline was healthy.

The bank has not lost clients even after its widely publicised losses and is
now focused on catching up with bigger rivals such as Goldman Sachs Group
Inc. in markets outside of the United States, said Michel Peretie, chief exec-
utive of Bear Stearns International Litd.

“I think it’s a healthy correction. We’ve seen excess in terms of leverage
and there was not enough premium for the risk structures,” Peretie, who
heads the investment bank’s Asian and European operations, told a small
group of reporters.

“I think it’s good that we are going back to more normal financial terms
and normal spreads. I'm cautiously optimistic. I think the market will come
back up in the third quarter. ”

The two highly leveraged hedge funds crumbled last month after betting
the wrong way on securities backed by U. S. subprime morigage loans. The
third fund halted redemptions this week after nervous investors wanted to pull
out their money.

Peretie, on a regular visit to the bank’s Tokyo office, said there was no
sense of crisis at Bear Stearns and emphasized the bank was on sound footing.

“The clients are showing a lot of support to us,” he said. “If there is

any slowdown (in business) it is because we are in summer. ”
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