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MARKET RECAP

COMING UP - NEXT WEEK

The S&P 500 fell on Friday for a third day, while Treasuries
edged up on lingering concerns that the Federal Reserve
may pull back on bond purchases. The dollar continued to
fall against the yen as investors booked profits. Oil and
gold ended the day lower.

U.S. Markets are closed on Monday in observance of the Memorial
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Day holiday.

As for the markets, the short week may put economic data at a
premium. The Fed’s evolving stance could keep equities in check,
but the relatively sanguine response to Chairman Ben Bernanke’s
remarks Wednesday suggests a holding pattern at worst, slight
gains at best. The bond market seems to be dominated by dealers
selling into strength, keeping yields on the back foot and likely
headed higher, if slowly. The dollar should reassert its dominant
trend, but the one-way bets on its strength have been reduced.

All eyes will be on April's consumer spending report on Friday for
fresh clues on the health of the economy and on when the Federal
Reserve might start scaling back its monetary
stimulus. Consumer spending is expected to
have increased only 0.1 percent in April, held
back by weak demand for utilities. But a decline
in gasoline prices is also expected to have
weighed on receipts, and spending likely rose
when adjusted for inflation. The spending report
is expected to show the Fed’s favored inflation gauge sliding further
below its 2 percent target. On the housing front, the S&P CaseShiller report on Tuesday is expected to show prices up 10.2 percent in March from a year ago. A second reading of first-quarter
GDP on Thursday is expected to confirm the economy expanded at
a 2.5 percent annual rate as initially reported, with stronger consumer spending and a smaller trade deficit offset by less inventory
building and weak spending on commercial buildings.
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ease off the monetary gas pedal is likely to continue. Several top
Fed officials spanning the policy divide at the central bank are
scheduled to speak, including Boston Federal Reserve Bank chief
Eric Rosengren, who on Wednesday may reiterate his support for
continued monetary accommodation, and Cleveland Fed President
Sandra Pianalto, who has urged a reduction in bond-buying stimulus. Minneapolis Fed President Narayana Kocherlakota, who has
pushed for more accommodation, speaks on Saturday.
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COMING UP - NEXT WEEK (continued)
The Bank of Canada is seen as all but certain to hold its

News Corp name. They are expected to shed more light on
the publishing assets – which barely get a mention in the
broader current News Corp empire. The entertainment business will be known as 21st Century Fox when the separation
occurs on June 28.

benchmark interest rate steady at 1 percent at its May 29 policy announcement, while maintaining tightening bias language
that has set it apart from its Group of Seven peers. This will be
the final policy decision by Governor Mark Carney before he
leaves to head the Bank of England starting July 1.

Costco, the largest warehouse chain, posts quarterly results

Four of Canada’s biggest banks report quarterly results, which

on Thursday. The company has already
said that April sales at stores open at least a
year rose 4 percent, and rose 6 percent
excluding changing gasoline prices and
foreign exchange rates.

may show that loan growth is slowing sharply in Canada due
to a cooling housing market. Following reports recently from
TD Bank and National Bank of Canada, Bank of Nova Scotia
posts on Tuesday, Bank of Montreal on Wednesday, and
results from Royal Bank of Canada and Canadian Imperial
Bank are expected on Thursday.

On Friday, Clearwire holds a special meeting for shareholders
to vote on Sprint’s sweetened offer to $3.40 per share. While
Clearwire's board has approved the new offer many shareholders have said they are still unhappy with the price Sprint is
offering.

News Corp Chairman Rupert Murdoch and CEO Robert
Thomson host a meeting on Tuesday in New York for investors about the new publishing company which will retain the

COMING UP - TUESDAY
Standard & Poor's releases its S&P Case/Shiller Home Price

on the company's strategy to cope with planned European
Union duties on China-made solar panels. Most of its manufacturing operations are in China. Chinese solar panel maker
Trina Solar Ltd reports results on Wednesday.

Index for March. U.S. house prices are expected to have recorded solid gains in March, adding to a raft of other bullish
housing data. The S&P Case-Shiller report is expected to
show house prices in 20 metropolitan areas surged 10.2 percent in March from a year earlier, a further sign the housing
market is regaining its lost glory and offering the economy a
buffer from the stiff headwinds posed by belt-tightening by
Washington.

Expect quarterly results from Bank of Nova Scotia and Bank
of Montreal, Canada's No. 3 and No. 4 lenders, respectively.

Arguments are scheduled at New York's Court of Appeals in
Albany in the state's high-profile case against former AIG chief
Hank Greenberg. The eight-year-old case was brought in
2005 by then-New York Attorney General Eliot Spitzer over
accounting improprieties at AIG, once the world's largest insurance company. AIG settled with regulators in 2006. David
Boies will argue the case on Greenberg's behalf, saying it
should be dismissed.

Tiffany & Co reports first-quarter earnings, Wall Street's first
real chance to gauge whether business is indeed improving for
the upscale jeweler, particularly on its lower-priced items.

Canadian Solar is expected to report its seventh straight quarterly loss as prices remain weak. Listen for any commentary
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MARKET MONITOR
The S&P 500 declined for a third day on Friday with the three
major U.S. stock indexes posting their first negative week since
mid-April on lingering concern that the U.S. central bank may
scale back its stimulus measures to support the economy. Procter & Gamble shares rose 4.05 percent. Abercrombie & Fitch
lost 8.02 percent and shares of Sears Holdings sank 13.62
percent. The Dow shed 0.06 percent, the S&P 500 Index
slipped 0.05 percent and the Nasdaq fell 0.01 percent. For the
week, Dow fell 0.3 percent, S&P was off 1.1 percent and
Nasdaq fell 1.1 percent.

Click on the chart for full-size image

Treasury prices edged up as traders evaluated the likelihood of
the U.S. Federal Reserve pulling back on bond purchases this
year and whether the recent selloff was overdone. Benchmark
10-year Treasuries yields traded around the key 2 percent level,
falling below it at times. Ten-year notes were last up 2/32 in
price to yield 2.01 percent. The 30-year bond rose 9/32 in price
for a yield of 3.18 percent. The next key report will be the jobs
data for May, due to be released in two weeks. Jason Rogan,
managing director of Treasuries trading at Guggenheim Partners
in New York expects Treasuries will remain rangebound ahead
of that report, with 10-year note yields unlikely to break above
support at around 2.08 percent, where the debt had traded at
their high yields in March.

U.S. crude oil futures ended the day 0.33 percent lower at
$93.94 per barrel. "Initially, we thought it (the rise in prices) was
just a shakeup north of border," said one New York-based broker. "But now, we're seeing short covering in front of the weekend."

The dollar was headed for its worst week against the yen in
nearly two years, extending the prior session's selloff, as volatility in Japan's stock market spurred investors to book profits on
their bets against the Japanese currency. A spike in volatility in
Japanese stocks, weak Chinese economic data and speculation
the U.S. Federal Reserve may be close to tapering its asset
purchases spurred traders to the safe-haven yen. The dollar
was last down 0.92 percent at 101.07 yen. The euro fell 0.92
percent to 130.74 yen. Against the dollar the euro was last at
$1.2934, down 0.01 percent.

Gold turned modestly lower as some players exited positions
ahead of a long U.S. weekend, but registered its biggest weekly
percentage gain in a month, supported by a drop in stock markets and a softer dollar. Spot gold was down 0.53 percent at
$1,383.36 an ounce.
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TOP NEWS
U.S. durable goods orders point to factory resilience
Orders for long-lasting U.S. manufactured goods rose more than
expected in April, a hopeful sign that a sharp slowdown in factory output could soon run its course. New orders for durable
goods, which range from toasters to aircraft, increased 3.3 percent last month, the Commerce Department said. Economists
polled by Reuters had expected new orders for durable goods
to rise 1.5 percent last month. The Commerce Department also
revised prior readings for orders to show a smaller decline in
March than previously estimated. The report showed a measure
of underlying demand in the factory sector, which strips out aircraft and military goods and is an indicator of future business
spending, advanced 1.2 percent. That was a faster clip than
analysts had expected. Shipments of core capital goods fell 1.5
percent.

Click on the chart for full-size image

P&G CEO switch will not lead to big strategy change-CFO
Procter & Gamble said the surprise return of A.G. Lafley as
chairman and chief executive was not an indication of any bigger
problems at the world's largest consumer products maker. Lafley
replaces Bob McDonald, effective immediately, at P&G, which
is in the midst of a major restructuring. "This change very simply
reflects Bob McDonald's decision to retire and the board's view
that A.G. Lafley was currently the best person to replace Bob
and build on the momentum that Bob has initiated and led,"
Chief Financial Officer Jon Moeller said on a very brief conference call for analysts on Friday morning. The CFO said there
would not be any dramatic change in strategy due to the switch
in CEOs. The announcement late Thursday was "not indicative
of any kind of bigger problem or financial issue," he said.

News Corp's publishing business to initiate stock buyback
News Corp set the distribution ratios for the spinoff of its publishing business, which may start buying back stock right away.
The board of the publishing business, which will retain the News
Corp name, authorized a $500 million stock repurchase program, the company said. The board of the existing News Corp
has now formally approved the split-up of the company's publishing business from its entertainment operations. Current News
Corp stakeholders who own four shares of Class A or Class B
common stock will receive one share of new News Corp's Class
A or Class B common stock.To prevent hostile takeovers, News
Corp put in place a poison pill provision for one year after the
split. It will be triggered if someone acquires more than 15 percent of the stock of either company.

Abercrombie & Fitch cuts profit forecast as sales crater
Abercrombie & Fitch reported a steeper-than-expected drop in
first-quarter comparable sales, blaming inventory shortages, and
slashed its profit forecast. Sales at stores open at least a year,
combined with online sales, fell 15 percent. On a conference
call, Chief Executive Mike Jeffries said delays in getting spring
merchandise into stores accounted for most of the sales decline.
Abercrombie said it expects comparable sales to be slightly
down for the remainder of the year. Overall sales in the first
quarter, fell 9 percent to $838.8 million, well below analysts' average forecast of $941.3 million. The company said its firstquarter loss was $7.2 million, or 9 cents per share, 4 cents
worse than analysts expected. Its year-earlier loss was $21.3
million, or 25 cents per share. Abercrombie lowered its profit
forecast for the full year by 20 cents, to a range of $3.35 to
$3.45 per share.

Google, like Facebook, in talks to buy Waze for $1 billion
Google is considering buying Israeli mobile satellite navigation
start-up Waze Inc, which may lead to a bidding war with Facebook, Bloomberg news reported, citing people familiar with the
matter. Waze is seeking more than $1 billion and is fielding expressions of interest from multiple parties, Bloomberg cited a
source as saying. Google and other parties approached Waze
after the Facebook talks became public but none of the bidders
are close to clinching a deal, Bloomberg said, adding that the
start-up might decide to remain independent. Meanwhile, U.S.
regulators are in the early stages of an antitrust probe into
whether Google breaks antitrust law in how it handles some
advertising sales, a source told Reuters on Thursday. The
source said that it was unlikely that the Federal Trade Commission had sent out civil investigative demands in relation to the
probe, which would be the sign of a formal and more serious
investigation.

U.S. senator urges 'extreme caution' on SoftBank -Sprint
deal
An influential U.S. senator expressed strong concerns about
Japanese company SoftBank's plan to buy 70 percent of Sprint
Nextel, warning it could expose the United States to Chinese
cyber attacks. “I have real concerns that this deal, if approved,
could make American industry and government agencies far
more susceptible to cyber attacks from China and the People’s
Liberation Army," Senator Charles Schumer of New York said
in a statement. “We must proceed with extreme caution before
allowing something as vital as our communications and Internet
infrastructure from falling into the hands of a foreign company
with reported ties to China,” said Schumer, the third-ranking
Senate Democrat.

Yahoo joins growing list of bidders for Hulu -sources
Yahoo has submitted a formal proposal to buy Hulu, joining a
growing list of bidders for the video service owned by News and
Walt Disney, two sources with knowledge of the bid told
Reuters. It is unclear how much the Internet company bid. Yahoo did not respond to requests for comment. Its shares closed
up 1.2 percent at $26.33. At least five bidders have emerged for
the five-year-old video service with 4 million users, potentially
setting up a bidding competition. A second source close to the
bidding said the offers submitted so far were non-binding and
dependent on Hulu amending content licensing agreements the
bidders found too restrictive.
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TOP NEWS (continued)
PIC OF THE DAY

German outlook brightens as businesses become more
upbeat
German business morale improved far more than expected in
May, rebounding after two months of falls and suggesting
Europe's largest economy is slowly picking up speed after a
sluggish first quarter. The Munich-based Ifo think tank said its
business climate index, based on a survey of some 7,000 firms,
rose to 105.7 in May from 104.4 in April. The data beat a median
forecast of 104.5 in a Reuters poll of 40 economists. "Business
sentiment is recovering, consumer sentiment is picking up and
Germany has been spared a double dip recession by the skin of
its teeth," said David Brown at New View Economics.
Fed's Bullard wants inflation pickup before tapering QE
A top Federal Reserve official said U.S. inflation would have to
pick up before he voted to scale back monetary policy stimulus
and that this was unlikely to happen in the coming month.
"Before I would be in favour of tapering I would like to see some
reassurance that inflation was going to move back towards target," St. Louis Fed President James Bullard said in a CNBC
interview. Separately, Federal Reserve profits paid over to the
U.S. Treasury dipped somewhat in the first quarter compared to
a year ago, unaudited quarterly results for the U.S. central bank
showed. The Fed transferred $15.3 billion in the first quarter
versus $23.8 billion in the same period in 2012, reflecting a decline in earnings from both interest and non-interest income.

After placing roses atop the headstone, Amy Mixon of Fernandina
Beach, Florida, clasps her hands at the grave of her husband Kelly
Mixon at Arlington National Cemetery in Virginia.

Novo obesity drug could launch in U.S. end 2014
Danish drug maker Novo Nordisk said it could launch obesity
treatment liraglutide in the United States by the end of next year
and rejected some analysts' doubts over the medicine's commercial potential. Novo said on Thursday a final stage clinical
trial showed patients treated with 3 mg of liraglutide - which is
already on sale as a treatment for type-2 diabetes under the
brand name Victoza - had an average 8 percent weight loss. But
some analysts questioned whether the results were strong
enough to secure the drug's success. Analysts who believe the
drug will be a success estimate it could achieve peak annual
sales of around $4 billion.

Toshiba, KKR to bid for Panasonic healthcare unit-sources
Toshiba and U.S. private equity firm Kohlberg Kravis Roberts
& Co are among those expected to bid for Panasonic's healthcare business, financial sources with knowledge of the matter
said. Panasonic is looking to raise as much as $1 billion by selling shares in the healthcare unit. The company, which is being
advised by Bank of America Merrill Lynch on the sale, has set a
deadline of Monday for first-round bids, according to the sources
who spoke on condition of anonymity because the bidding is not
public. About 10 investment funds, including KKR, Bain Capital,
Carlyle Group, TPG Capital Management, CVC Capital Partners
and Unison Capital are expected to enter bids, the sources said.
Japanese electronics conglomerate Toshiba and a handful of
manufacturers are also planning to bid, they said.

ANALYSTS’ RECOMMENDATIONS
Company Name

Action

Marvell Technology

JMP Securities cut to market underperform from market perform following a first-quarter earnings per share beat
of 19 cents on upside revenue of $734 million, and 3 cents in tax and other one-time benefits.

Procter & Gamble

UBS raised to buy from neutral; price target to $95 from $75 saying that A.G. Lafley re-taking the helm of P&G is
a positive and gives new hope.

Ralph Lauren

Citigroup raised price target to $209 from $204, says while guidance may be conservative, the quality of company’s Q4 beat indicates management continues to execute well through macro headwinds.

Salesforce.com

Wedbush cut to neutral from outperform citing that although the company beat consensus revenue and achieved
EPS in line with consensus, the company’s first-quarter deferred commission expenditures fell by 46 percent.

Shoe Carnival

BB&T raised price target to $25 from $23 on a better-than-expected first-quarter earnings.
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COMING UP

MARKET MONITOR

 No major events are scheduled.

Canada's main stock index ended higher on Friday, as a surge
in shares of Valeant Pharmaceutical International after news of a
big acquisition plan canceled broad losses elsewhere, helping
the index end the week in positive territory. National Bank
climbed 1.93 percent. The Toronto Stock Exchange's S&P/
TSX composite index was up 0.08 percent, at 12,668.26.
Shares of Niko Resources jumped 22.70 percent. Shares of
Manitoba Telecom Services were up 5.70 percent.

BIG MOVERS
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Valeant Pharmaceuticals
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The Canadian dollar was up 0.17 percent at $1.0320.

TOP NEWS
Valeant near deal to acquire Bausch & Lomb
Canada's Valeant Pharmaceuticals is nearing a deal to acquire
eye care company Bausch & Lomb from Warburg Pincus for
about $9 billion, a person familiar with the matter said. The Wall
Street Journal, which earlier reported on the talks over Bausch &
Lomb, said a deal might come as soon as next week. The
source that spoke to Reuters requested anonymity because the
matter is not public. Valeant could not be immediately reached
for comment. Bausch & Lomb and Warburg Pincus declined to
comment. "At first glance, it looks like (Valeant CEO) Mike Pearson has pulled yet another rabbit out of his hat," said Gautam
Dhingra, chief executive of High Pointe Capital Management, a
small Valeant investor. "We are grateful for his magical acts but
keeping a close eye on whether it is possible to keep pulling
bigger and bigger rabbits out of the same hat."

from C$533 million, or C$3.22 a share, a year earlier, when its
profits were boosted by a one-time gain from the sale of its Natcan operations. National Bank said it is raising its quarterly dividend to 87 Canadian cents a share from 83 Canadian cents a
share.
Egypt tycoon to buy MTS fiber network in new Canada push
Manitoba Telecom Services will sell its Allstream fiber optic
network to a company controlled by telecom tycoon Naguib
Sawiris for C$520 million, a deal that signals the Egyptian billionaire is still keen on the Canadian market. Under an agreement announced on Friday, Accelero Capital Holdings gets
MTS's Allstream network. The deal leaves MTS as a "pure-play"
telecom company with operations limited to its home province of
Manitoba. The deal will provide MTS with sufficient capital to
invest in wireless spectrum and to continue bringing fiber-to-thehome, 4G LTE wireless technology and other products to communities in Manitoba, while also paying down on pension commitments, the company said. After closing costs, MTS said it
expects to realize net proceeds of about C$405 million. The deal
is expected to close in the second half of the year.

Chile fines Barrick's Pascua Lama, halts gold project
Chilean environmental authorities ordered Barrick Gold to halt
work at its massive Pascua-Lama project and fined the company
$16 million, citing serious environmental violations at the site.
Environmental authorities said the $16 million fine is related to a
serious "breach" and four serious violations of environmental
controls around the project. Barrick has poured about $4.8 billion
into Pascua-Lama, which was expected to produce 800,000 to
850,000 ounces of gold per year in its first five years of full production. It expects to spend a total of about $8.5 billion. Shares
of Barrick were halted as news emerged of the fine by the Chilean regulator. Shares of Silver Wheaton were also halted. The
company has helped partially fund the project in exchange for
allowing it to buy 25 percent of all the silver produced.

Dish adds Scotiabank to finance Sprint deal -sources
Dish Network has added Canada's Scotiabank to the four
banks it had already lined up to finance its $25.5 billion bid for
Sprint Nextel, according to two people familiar with the matter.
A Dish spokesperson said the satellite TV company run by billionaire founder Charlie Ergen had secured the financing necessary to finance its bid. The sources declined to be identified because of the sensitive nature of the deal.

National Bank profit tops expectations; dividend raised
National Bank of Canada reported a 6 percent increase in its
quarterly operating profit, while also outlining plans to buy back
shares and raise its quarterly dividend. The bank said its board
has authorized the repurchase of up to 2 percent of its common
shares, along with a 5 percent increase in its quarterly dividend
payout. The bank said profit from ongoing operations rose to
C$369 million or C$2.08 a share in its fiscal second-quarter, up
from C$347 million, or C$1.95 a share, a year ago. Analysts on
average had expected earnings of C$1.98 share. Net income in
the quarter however, fell to C$434 million, or C$2.49 a share,
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ANALYSIS AND INSIGHT
COLUMN
Three reasons why the golden age of dividends is dawning
By John Wasik
The golden days of summer might also brighten the portfolios of
dividend lovers.
With most large corporations swimming in cash as the economy
and earnings improve, adopting a dividend-centric strategy looks
even more promising for moderate-risk investors.
Dividends, the portion of earnings that corporations pass along
to shareholders in the form of quarterly payments, are becoming
more generous. Not only do they reward long-term shareholders
with higher total return, they are proven inflation hedges.
At the end of last year, the number of companies paying a dividend hit a new, 13-year high, FactSet reports. And while dividend payout ratios are close to their median level, they are at
their highest level since the recession hit in 2007.
The current yield of S&P 500 stocks is around 2 percent, which
beats most insured savings accounts. Unless a slowdown triggers earnings declines, the dividend surge is expected to continue.
That's because the most profitable corporations are hoarding
cash that could be channeled into dividends. Last year, companies increased their reserves to $1.45 trillion, according to
Moody's Investor Services, up from $1.3 trillion in 2011.
While profits can also be used to buy back shares or be invested
in research and development - as many companies are doing they are increasingly redirected into dividend payments.
Here are three reasons why dividend-seekers will be rewarded.
HOARDING CASH
Companies hoarding piles of cash may not have the biggest
incentives to pay dividends, but they are facing intense pressure
to raise their payouts as shareholders get active. Apple, sitting
on nearly $138 billion in cash at the end of last year, bowed to
shareholder demands to share its pile of money.
All told, Moody's estimates, technology companies have more
than a half-trillion dollars in cash on hand. "The sector with the
most cash and reasonably low yields and payouts is technology," said Bob Doll, chief equity strategist for Nuveen Investments. "I would expect the biggest increases there."
There's a broad selection of tech high-yielders, including Intel at
3.7 percent.
PAYOUT RATIOS CLIMBING
Investors are seeing a cyclical increase in the amount of earnings that flow back into dividends. That payout ratio is important
to watch because it shows the percentage of profits turned into
dividend payments.
Higher ratios are usually better for shareholders. The average
payout ratio for the S&P 500 companies ranged between 40
percent to 50 percent from 1981 through 2000, according to
research from Scottrade, the discount brokerage.
After the dot-com bust and again immediately following the 2008
crash, though, companies got more conservative with their cash
management. At the end of 2011, the payout ratio was at 28
percent. By the close of 2012, it rose to 30 percent.
Analysts like Doll expect ratios will "drift into the 40s over the
next couple of years as dividend increases exceed earnings
increases." Ultimately, the companies with the best cash flow
and earnings reports will lead the pack.
CASH CONSISTENCY COUNTS
The conventional wisdom has always been that companies
choosing to re-invest their cash in their businesses have greater
growth prospects - that's not always the case. The two recessions and stock-market downturns during the past dozen years
have made companies much more efficient. Relying more on
technology, they have downsized their workforces. Although that
is a sour story for employment, it's freed up more cash.

Some top dividend yielders include Pitney Bowes, which pays a
5 percent dividend; Altria Group, at 4.8 percent; and Entergy at
4.9 percent.
Companies building up their businesses while boosting cash
flow increasingly reward shareholders with higher dividends. The
telecommunications sector, for example, fed by the steady
growth in mobile devices, pays the highest dividends among
S&P 500 companies, according to FactSet Dividend Quarterly.
Telecom companies pay an average 4.4 percent yield, compared to 2 percent for the S&P 500. Along with tech companies,
they are in the best position to grow their dividends. Verizon,
yielding nearly 4 percent and AT&T, at almost 5 percent, are
good examples.
BEST DIVIDEND STRATEGIES
You don't have to buy single stocks to grab decent yielders. Exchange-traded and mutual funds offer diversified portfolios of the
best performers.
My best candidate is the Vanguard Dividend Growth fund which
owns 147 dividend "achievers" that are expected to raise their
dividends. It is up 26 percent for the year through May 22 and 16
percent year to date.
Another worthy alternative is the SPDR S&P Dividend ETF
which is up 32 percent for the year and 20 percent year to date.
(The author is a Reuters columnist and the opinions expressed
are his own.)
Markets face rough summer ride as Fed pullback feared
By Rodrigo Campos
For the past few months, the U.S. Federal Reserve has been
squarely in the financial markets' corner, thanks to its massive
dollops of monetary stimulus. But signs that the central bank is
discussing reducing that support by purchasing fewer bonds
mean that trading is likely to get bumpier in coming months.
The Fed's evolving stance was made apparent by Federal Reserve chairman Ben Bernanke's remarks to Congress Wednesday, where he laid out the conditions that might cause the Fed to
reduce its $85 billion a month buying of Treasuries and mortgage-backed bonds.
U.S. stock and bond markets were whipsawed - the S&P 500
rose dramatically On Wednesday, only to fall sharply in its largest one-day point swing since early November, and bond yields
rose above 2 percent to a 10-week high. On Thursday, both
markets stabilized.
Volatility has been low over the past few months. The 50-day
moving average of the CBOE volatility index, Wall Street’s
favorite fear gauge, hit a six-year low last week. In the past two
days it rose as much as 13 percent, but it remains at historically
low levels. That may change, depending on future remarks and
moves by the Fed.
"As you start hearing about the Fed tapering off asset purchases
I wouldn't be surprised if that spooks investors and you begin to
see volatility pick up," said Joseph Tanious, global market
strategist at JPMorgan Funds.
Fed officials say they will need more signs of sustained improvement in the economy and the labor market before reducing the
bond buying that has lowered borrowing costs, underpinned a
rebound in housing, and helped to boost stocks to record levels.
Since its November lows, the S&P 500 has gained nearly 25
percent. In that time, corrections have been brief - with the largest drop a 3.8 percent fall over a five-day period in April.
Wednesday's action looked like the initial stage of a larger pullback.
"This wobble is coming from sellers who view much of the stock
market’s ascent as being mostly attributable to central bank liquidity provisions, and less so to any fundamental economic
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ANALYSIS AND INSIGHT (continued)
BREAKINGVIEWS
Microsoft stages nebulous Chinese comeback
By John Foley
Microsoft is staging a comeback in China. The world’s biggest
software maker hopes to use the twin technological disruptions
of cloud computing and mobile devices to get a second bite of a
market where profit has proved elusive. Yet the financial benefits
may prove no less hard to grasp the second time round.
China has been a piracy trap for Microsoft: many use its products, but few pay. Founder Bill Gates famously argued that he
would rather see Chinese users steal his products than someone else’s, and they took him at his word. Chief executive Steve
Ballmer has complained that Microsoft generates less revenue
in China than in the Netherlands – though that will have changed
since Microsoft started charging smartphone makers like ZTE
patent fees.
Cloud and mobile services may provide an antidote. Windows
Azure, the company’s cloud computing platform, is set to launch
in June, and the hope is that piracy will be less of a problem in
the cloud, where companies and developers store data and software on third-party servers rather than local PCs. In mobile,
operating systems tend to be pre-installed by handset manufacturers, which creates tighter control over who's using what.
Yet competition is fierce. Alibaba, which already handles over 80
percent of online commerce, has high hopes for its own cloud
computing service. While revenue from "public cloud" services
are set to grow to $3.8 billion by 2020, according to Forrester,
that’s still less than half the Business Software Alliance’s estimate of the Chinese market for illegal software. As for mobile,
the industry is dominated by versions of Google’s Android operating system.
Microsoft may also escape the piracy trap only to fall into a political one. Foreigners aren't allowed to offer “value-added telecoms” by themselves, so Microsoft must share its cloud revenue
with a local partner. Since cloud computing features in the Chinese government’s current five-year plan, the market is likely to
develop in ways that favour local players. That makes Microsoft’s chances of turning China into a big source of revenue look
pretty nebulous.

improvement," said David Joy, chief market strategist at
Ameriprise Financial in Boston.
With a stronger economy as a prerequisite for a Fed exit, for
now analysts see U.S. stock market declines related to fears of
Fed decisions as buying opportunities.
Thursday's action speaks to that point. In the early going, the
market looked primed for its second consecutive drop of more
than 0.8 percent, which would have been the first such occurrence since November. But buyers jumped in, and the S&P
ended just 0.3 percent lower.
The Fed will however have to walk a thin line as it communicates its next policy steps. Officials including New York Fed
President William Dudley have cautioned against investor overreaction to policy adjustments.
"The Fed won’t adjust unless and until it is convinced that the
private sector can function well, and sustainably so, without the
present extent of accommodation," Joy said. "That should be
viewed as a welcome economic vote of confidence."
PULLBACK IN THE CARDS
With the sharp rally, stocks were nearing overbought levels in
various technical readings and Bernanke's Congressional testimony on Wednesday, taken as slightly hawkish, was seen as an
opportunity for investors to take some profits off the table.
Adding to investors' jitters, minutes from the latest Federal Open
Market Committee meeting show a hawkish bent in the policysetting group, with some members discussing if it would be appropriate for the unwinding of stimulus to begin as early as June.
When the Fed eventually reduces its monthly bond buying,
known as quantitative easing, that should be reflected in the
Treasury market. Goldman Sachs strategists said this week that
the fair value of the 10-year yield is closer to 2.5 percent. That
may also have an effect on corporate debt, where the yield on
the average high-yield bond recently dipped below 5 percent.
"A cessation of QE would certainly precipitate a re-pricing in the
market," said Bonnie Baha, head of Global Developed Credit at
DoubleLine Capital LP, which manages more than $60 billion in
Los Angeles.
"I doubt, however, that Bernanke envisions ending QE coldturkey. His remarks yesterday were most likely a trial balloon.
He has not taken ongoing bond-buying off the table," she said.
The rise in yields should be gradual. In its note, Goldman Sachs
said rising yields may not even hurt equities, because it would
suggest less uncertainty about the outlook for growth or inflation.
That said, previous instances where it appeared the Fed was
going to reduce support for markets have jolted the stock market.
"I think the market is overreacting, and overly focused on this
notion of tapering," said Steven Einhorn, vice chairman at hedge
fund Omega Advisors Inc in New York.
"I don’t think it’s at all imminent. I think Bernanke and his associates have made clear that before they opt to taper they want to
see substantial improvement in the labor market."

(The author is a Reuters Breakingviews columnist. The opinions
expressed are his own)

KEY RESULTS vs. THOMSON REUTERS I/B/E/S ESTIMATES
Company Name

Quarter

EPS Estimates

No major companies are scheduled to report.
** Includes companies on S&P 500 index. Estimates may be updated or revised.
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ON THE RADAR
ECON INDICATOR

ET/GMT

WED: Mortgage Index for w/e 05/24

0700/1100

REUTERS POLL
--

PRIOR
791.0

-- Refinancing Index

0700/1100

--

4245.5

ICSC/GS Report ww for w/e 05/25

0745/1145

--

0.2 pct

International Council of Shopping Centers/Goldman Sachs

Redbook mm for w/e 05/25

0855/1255

--

0.5 pct

Redbook Research

Dallas Fed services act for May

1030/1430

--

3.7

-- Dallas Fed services rev

1030/1430

--

6.1

THU: Real GDP qq SAAR for Q1-Pre

0830/1230

2.5 pct

2.5 pct

-- Final sales

0830/1230

1.6 pct

1.5 pct

-- Implicit deflator

0830/1230

1.2 pct

1.2 pct

-- Core PCE Prices

0830/1230

1.2 pct

1.2 pct

-- PCE Price Index

0830/1230

0.9 pct

0.9 pct

Corporate profits for Q1-Pre

0830/1230

2.0 pct

Initial claims for w/e 05/25

0830/1230

340,000

3.3 pct
340,000

SOURCE
Mortgage Bankers Association.

Bureau of Economic Analysis (Dept. of Commerce)

Bureau of Economic Analysis (Dept. of Commerce)
Labor Dept

-- 4 Week Average

0830/1230

--

-- Continuing Claims for w/e 05/18

0830/1230

2.950 mln

339,500

Pending Home Sales for Apr

1000/1400

1.1 pct

1.5 pct

National Association of Realtors

FRI: Personal Income for Apr

0830/1230

0.1 pct

0.2 pct

Bureau of Economic Analysis

-- Personal Cons

0830/1230

0.1 pct

0.2 pct

-- PCE Price Index

0830/1230

--

-- Core PCE Price Index

0830/1230

0.1 pct

0.0 pct

-- Real Personal Spending

0830/1230

--

0.3 pct

2.912 mln

-0.1 pct

Chicago PMI for May

0945/1345

50.0

49.0

Reuters/UMich Sent May-Fin

0955/1355

83.7

83.7

-- Current Conditions

0955/1355

96.0

97.5

-- Expectations

0955/1355

74.7

74.8

ECRI Weekly Index for w/e 05/24

1030/1430

--

130.6

Dallas Fed PCE Apr

TBA

--

1.0 pct

National Association of Purchasing Management, Chicago

Economic Cycle Research Institute
Federal Reserve Bank of Dallas
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