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Last week featured relatively light trading volume in advance of the
unofficial end of summer. The highlights last week included Federal Reserve
Chairman Ben Bernanke's much-anticipated Jackson Hole speech (in which
he confirmed that the Fed still has some easing options) as well as an
upward revision to second-quarter gross domestic product growth (from
1.5% to 1.7%).
As last week's GDP revision confirmed, the US economy is still growing,
but not at a quick enough pace to bring down the unemployment rate. We
have been seeing signs of improved business investment levels, increases in
consumer spending and a recovery in the housing market, but the labor
market remains troubled and the recent rise in energy prices will weigh on
sentiment and spending levels. Additionally, uncertainty over fiscal policy is
acting as a drag on the economy. In our view, economic growth is likely to
remain modest over the course of 2012 and into 2013 and we continue to
expect GDP to grow at around the 2% level.
It was with this backdrop that Ben Bernanke delivered his address at the
annual policy symposium at Jackson Hole last week. In his speech, Mr.
Bernanke defended the effectiveness of unconventional monetary policies
and provided a hint that more easing from the Fed may be forthcoming. The
implication of his speech was that there may be a QE3 program in the offing,
possibly one that consists of additional purchases of Treasuries and
mortgage-backed securities. It is also possible that the Fed could extend its
zero-interest-rate forecast beyond 2014. Should the Fed follow through with
possible new easing measures, we believe they would provide a boost to the
economy but would not materially alter our 2% growth forecast.
Outside of the United States, the policy focus over the next several weeks
will be in Europe. This Thursday, the European Central Bank (ECB) will
meet and expectations are high that ECB President Mario Draghi will clarify
plans to purchase distressed bonds and help repair Europe's financial
markets. The outlook for Europe remains murky, but we expect that
policymakers' pro-growth policies should help the region's economy to
recover (although peripheral European countries will likely remain in
recession into next year).

Although there are multiple threats to the world's economy and financial
system, global policy has clearly shifted to a trend of reflationary support
and we expect that policy actions should help stimulate additional growth in
the coming months. On balance, we believe that the cyclical outlook is
improving and that the near-term dangers may be receding instead of
intensifying. If our outlook is correct, global financial markets may currently
be discounting an overly pessimistic economic outlook, suggesting that risk
assets may have more room to run.

