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Stock markets remained channel-bound in September, ending on a low point, while the Federal Reserve announced a new plan to
tweak bond yields. The Fed’s plan, dubbed “Operation Twist”, is to sell $400 billion of Treasury securities with less than 3 years
until maturity and buy a corresponding amount with maturities of 6 to 30 years. Operation Twist will end in June 2012. The Fed
will also reinvest proceeds from maturing mortgage loans into agency debt and mortgage-backed securities. In reaction to the plan,
yields on 10-year Treasury bonds temporarily fell below 1.70% and mortgage rates fell to new record lows. A tacit objective is to
make Treasury bonds less attractive to banks so that they will be pushed to lend money in order to make money. While small
corporations still have trouble qualifying for loans, many are reluctant to seek loans and expand due to legislative and regulatory
uncertainty. Oil prices fell below $80/barrel mid-month, while gold fell nearly $300/0z. from its $1900/0z. peak. Metals and
energy stocks bore the brunt of selling pressure, based on downward revisions to world GDP. In a precursor to a sense of
desperation amongst retailers, Christmas merchandise appeared on shelves with two weeks remaining in the month. Consumer
sentiment has ebbed and flowed with the stock market, but spending has not yet slowed.

Unemployment Differences by Education Level Improving the employment outlook remains an elusive goal for the Federal

7 Reserve and lawmakers. August netted zero new jobs, and job prospects
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likelihood of being unemployed more strongly relates to their education
level than at most times in the past. The unemployment rate for college
] grads was 4.3% in August, while those without a high school degree faced
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was over 2x worse than normal. This group of workers faces increasing
job competition from recent college grads who have taken jobs below their
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§160 | Source: Bloomberg _ Adding to the weak outlook, Bank of America announced plans to lay off
$140 lf\r\'\f’" ha¥J 30,000 workers.
$120 “n r
222 T A~ M | Corporate profitability continued to rise, though it benefited heavily from
S0 | — 1\\1/ cost cutting. Fiscal stimulus and Fed interest rate tweaking have done little
sa0 [N e tmonth Cosflon/hare to increase demand in the economy, leading businesses to delay hiring.
$20 —— L3-month Earnings/Share Contributing to higher employee costs are healthcare premiums, which the
0 St NN MBI ILBS8NER88 300 Kaiser Family Foundation estimated will rise 8-9% this year. The National
§E 3885853585858 585¢85 Federation of Independent Businesses appealed to the Supreme Court to
Bond Yields nullify all of “Obamacare”, while the administration passed on a
45 ———— procedural appeal, clearing the way for the Supreme Court to hear the
4.0

e ] ——— %\ AR ~~ challenge brought by 26 states.
3.0 A A o, A\

%25 TN "7 TV Boeing delivered its first 787 airplane to All Nippon Airways, several years

I3

320 A ~" NN behind schedule. Airplane production is one of the largest segments of
12 Operation Twist” amounced —— manufacturing in the US. Because of Boeing’s large backlog, the decision
o5 | source: Barclayscapral by the NLRB to prevent a new Boeing manufacturing plant in South
0.0 1 Carolina, due to a labor law dispute, will diminish manufacturing output
5/30/2011 6/30/2011 7/31/2011 8/31/2011 9/30/2011

for several years. Manufacturing and utility capacity utilization remained
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to pay significantly more for the same or lesser product, Netflix stock had a
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