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With a sluggish global economy ham-
strung by the colossal indebtedness of 
the developed world, it is crucial to be 
aware of any changes in the forces that 
fuel or handicap growth. One issue I am 
particularly concerned about is the direc-
tion of global economic freedoms. Many 
studies strongly suggest a high correla-
tion between changes in economic free-
dom and economic growth. Today, there 
is significant evidence that economic 
stresses and perceived imbalances are 
driving governments and politicians 
around the world in a populist direction 
that will limit economic freedoms. While 
such a reaction in the aftermath of 
2008’s financial crisis are understanda-
ble and predictable, it does not bode well 
for the rekindling of economic growth. 
 
The two most widely accepted indices 
for measuring economic freedom are the 
Economic Freedom of The World (EFW), 
published by the Fraser Institute and the 
Index of Economic Freedom, published 
by the Heritage Institute. The EFW has a 
longer history, but the Index of Economic 
Freedom may be more broadly studied 
today, especially as it is utilized and aug-
mented by World Bank studies on this 
issue. The long and short of it is that 
based on either metric, after decades of 
positive progress on economic freedom, 
results since 2007 have shown back-
wards movement for the world as a 
whole. Ongoing events around the world 
suggest that this reduction in economic 
freedom may only accelerate from here. 
 
There is evidence around the world for 
the creeping growth in state influence in 
economic affairs. This past week’s State 
of the Union address by President 
Obama was a marked departure from 

last year’s “Winning the Future” speech. 
While easy to dismiss as simply election 
year rhetoric, it is hard to argue that the 
President’s explicit pride in increased 
regulation, proposed tax increases and 
the pursuit of government enforced 
“fairness” will not dampen economic 
freedom on the margin. In France, the 
front-runner for this May’s presidential 
election is the socialist challenger, Fran-
cois Hollande whose platform is based 
on staking out “the world of finance” as 
his “main adversary.” Given France’s key 
role in helping the European Union (EU) 
to stabilize and grow out of their debt 
morass, this is worrisome. In China, con-
cerns about social unrest and a desire 
for stability through the upcoming gov-
ernment transition have driven a tighten-
ing of controls across the board, from 
greater censorship to a significant in-
crease in control on the banking system. 
 
The cover story of last week’s The Econ-
omist is an excellent examination of “The 
Rise of State Capitalism.” The main point 
is that the combination of China’s suc-
cess and the financial crisis in the West-
ern world have led to a broader embrace 
of deeper government involvement and 
planning in economic development. As 
the article says, “The invisible hand of 
the market is giving way to the viable, 
and often authoritarian, hand of state 
capitalism.” However, there is a school 
of thought that would argue that China’s 
success is not a result of authoritarian 
control and masterful central planning, 
but almost the opposite, a success com-
ing as the result of unleashing the entre-
preneurialism that came with the loosen-
ing of state controls over the past two 
decades. That focus of the delta or se-
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cond derivative of economic freedom is a key 
distinction to solely focusing on the absolute 
levels of freedom. I am worried that while there 
are strong arguments for reining in the excess-
es of unfettered capitalism and thinking hard 
about systematic ways our societies can reduce 
inequalities, the consolidation of control of econ-
omies in the hands of the state has not histori-
cally been a recipe for accelerating growth. In 
these challenging economic times, sputtering 
growth does not need any additional head-
winds. As The Economist article concludes, 

state capitalism “concentrates power and cor-
rupts it” by “introducing commercial criteria into 
political decisions and political decisions into 
commercial ones” with the ultimate result being 
that “liberty is fatally weakened.” I do not think 
we are at the point where I would use the word 
“fatally,” but given the fragility of our global fiscal 
and economic situation, the incremental chang-
es in economic freedoms deserve serious scru-
tiny and I fear that the trend is not our friend. 

(Continued from page 1) “I am worried that 
while there are strong 
arguments for reining 
in the excesses of un-
fettered capitalism and 
thinking hard about 
systematic ways our 
societies can reduce 
inequalities, the con-
solidation of control of 
economies in the 
hands of the state has 
not historically been a 
recipe for accelerating 
growth.” 

If the economy is “muddling through,” why 
should we expect anything different from corpo-
rate earnings? That has been the question from 
the “top-down” types like strategists and econo-
mists for some time now. This same time last 
year, the “bottoms-up” company analyst types 
replied that the concerns were valid, but that 
there were still plenty of opportunities for earn-
ings to outpace the economy: margin recovery 
still to come, acquisitions, new products that 
could outperform the general economy, etc.  
The analysts were more or less right, but as 
they look at fourth quarter 2011 results and 
parse the CEO commentary to formulate esti-
mates for 2012, the extra earnings levers are 
more scarce, and the Earnings Per Share esti-
mates are on more of a “muddle through” trajec-
tory. 
 
With a little more than half of the S&P 500 com-
panies reporting (covering about 3/4 of the mar-
ket cap), fourth quarter 2011 earnings surprise 
statistics have been 35% miss, 25% in line and 
39% beat, as tabulated by UBS. This is a re-
spectable performance, but a lower mix of 
“beats” than was seen in the first three quarters 
of 2011, which in turn squares with the com-
ments above on earnings levers. This lack of 
upside surprise has also weighed on 2012 esti-
mates, which have dropped about 1.3% since 
the beginning of the year and about 2.5% since 
November 2011.  
 
 
 

CEOs often find it best to under promise and 
over deliver, setting themselves up to “beat and 
raise” guidance as they go through the year.  
This year though, the conservatism seems a bit 
higher than usual. 
 
The tech sector is holding up the best-
enterprise spending is holding up ok, with 
strength coming more from the better mouse-
trap companies such as Apple or software com-
panies that are enjoying share gains or growing 
markets. Healthcare utilization and investment 
is supporting that sector, while industrials are 
also holding up well due to global demand and 
pricing that remains healthy. In the consumer 
sector, pricing is tough, with companies having 
to “invest in the brand” to keep sales up. Almost 
all of the sectors are bracing for a “foreign ex-
change headwind.” In 2011, global profits re-
ported in dollars received a boost from a weaker 
dollar — this has a good chance of reversing 
and becoming a drag in 2012.  
 
And finally, it did seem as though more and 
more companies across all sectors were re-
sponding to investors’ wishes with more con-
crete plans for return of cash to shareholders 
via share buybacks or dividend increases. 

Who Moved My “Beat and Raise?” 
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Believe it Or Not! 
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The January labor market report was nearly too 
good to believe with gains of 243K in nonfarm 
payrolls, held back slightly by 14K job losses in 
government jobs. As a result, the private sector 
added 257K jobs in January. This is well above 
the quarterly average 100K to 150K gains seen in 
the survey of businesses in nearly a year. Even 
more shocking was the rise of nearly 1 million (not 
a misprint) jobs in the household survey. This was 
on a rise of 500K of new people into the labor 
force (who found work) in combination with 340K 
fewer unemployed (who also found work), and this 
caused the unemployment rate 
to drop to 8.3% (it rounded up 
to that) from 8.5%. So what’s 
going on, you ask? First, both 
the business survey and the 
household survey were unques-
tionably strong. With respect to 
the household survey, the La-
bor Bureau introduced new 
population controls in January 
— essentially new estimates of 
the non-institutional population 
and its working and non-work-
ing components. This happens 
periodically but was done in 
conjunction with the benchmark 
revisions to the business survey 
that are normally rolled out in January each year. 
This huge revision added almost 2 million people 
to the working-age population, but only a quarter 
of them were added to the labor force — some-
what out-of-sync with the current labor force par-
ticipation rate of 64%. As a result, the participation 
rate fell to a new 30 year low of 63.7%. The re-
mainder of that new population of nearly 1.5 mil-
lion working-age people was added to those “not 
in the labor force” and therefore not counted, 
hence the sharp drop in the participation rate. It is 
unclear who these people are. Growth in the work-
ing age population had been falling for some time 
and had decelerated to only 0.7% (annually). 
Many believed this may be due to demographic 
trends like increased retirements. But with these 
additions in January, the growth rate sprung back 
to 1.5%, near rates last seen in 2003. While we 
should approach the data with some caution, it 
had little effect on the falling unemployment rate. 
This is tough to reconcile with other data which 
continues to reflect muted business hiring. But we 
know many people are exhausting their unemploy-
ment benefits and may be dropping out of the 

labor force. If we forgive the one-month jump in 
the size of the labor force, the drop in the unem-
ployment rate would have been more modest — 
to 8.4%. But based on the Bureau of Labor Statis-
tic’s reports, it does appear that labor force slack 
is being absorbed at a fairly fast clip, with the level 
of unemployment falling over 1 million in the past 
three months.  
The job gains in the household survey were siza-
ble (but these tend to be volatile) and there was a 
jump in the self-employed category. But typically 
the household survey does lead the business sur-

vey data by some months, and 
this started to improve in earnest 
last August. Further, the busi-
ness survey showed surprisingly 
broad-based gains and no pull-
back in seasonal jobs that many 
expected might prove a drag last 
month. Transportation services 
and retail did not lay off workers 
as expected; indeed they added 
them. Favorably warm weather 
likely helped construction em-
ployment advance by 21K. Man-
ufacturing jobs rose 50K, as auto 
and related manufacturers add-
ed to factories and production 
lines. Mining is a bright spot with 

a 10K rise likely on oil and shale drilling. Profes-
sional and business added 70K with temp and 
administrative jobs the stars. Health and leisure/
hospitality also provided a steady demand for 
about 35K jobs each. The diffusion index reached 
64, about where it was a year ago. And hours 
worked advanced at a rate similar to December.  
Lastly, we saw several months of strong payroll 
gains in the early part of 2011 which weakened as 
the year progressed. This data includes seasonal 
adjustments, and some economists suspect prob-
lems in these adjustments now resulting from the 
dislocations in the post-Lehman period in 2008. 
The result would bias seasonally adjusted data 
much stronger in the winter months and much 
softer in the summer months. One month does not 
a trend make — and based on last year’s head 
fake, we need to discount it to some degree. The 
labor market definitely has a stronger tone, but 
has yet to be confirmed with secondary hiring data 
such as Institute for Supply Management. We 
need to monitor broader data sets and also see if 
the strength here can be sustained, and that will 
take a few months.  



ISM Surveys Signal Expansion 
The Institute for Supply Management’s (ISM)
manufacturing and the non-manufacturing indi-
ces both rose in January indicating a moderate-
ly expanding economy. Last year by mid-
summer, the manufacturing index had fallen 
sharply from around 60 in the first quarter to 
near 51 in June and had raised fears of a dou-
ble dip recession. Subsequently, it had re-
mained stuck in the 51-53 range for the remain-
der of the year. The break out to 54.1 in Janu-
ary, although within the range of market expec-
tations, set a pos-
itive tone for the 
New Year. Details 
of the manufac-
turing report were 
growth friendly as 
the forward look-
ing new orders 
component rose 
to 57.6 in January 
from 54.8 in De-
cember, reaching 
its strongest read-
ing in nine months. It was recently announced 
that the New Orders Index within the overall 
manufacturing ISM index will replace the suppli-
er delivery index as a component of the Leading 
Economic Index (LEI). January results will most 
likely make a positive contribution to the Janu-
ary LEI, a first positive contribution by new or-
ders after eight straight months of contraction. 
Another positive sign for the manufacturing sec-
tor of the economy was the percentage of re-
spondents reporting better new orders. This 
figure increased from 23% of respondents in 
November, 29% in December to 35% in Janu-
ary. Other details of the report were mixed with 
employment and production indices showing 
little change. 
 
The non-manufacturing or Services Purchasing 
Manager’s Index (PMI) rose nearly four percent-
age points from 53.0 in December to 56.8 in 
January indicating moderate expansion in the 
services component of the economy. These 
results were the best since beginning of last 
year and exceeded consensus expectation 
which were in the range of 52 – 54. The Ser-

vices PMI is constructed by equally weighting 
four sub-component indices: business activity, 
new orders, employment and supplier delivery. 
All components showed solid expansion with 
solid gains in new orders and employment. The 
employment component is an important indica-
tor of labor markets’ health as services make up 
a larger share of  the overall U.S. economy. 
Although only one month’s data, the increase in 
the employment index from 49.8 in December to 
57.4 in January appears to confirm some of the 

strength in last 
Friday’s payroll 
report. This in-
crease is also a 
break from the 
see-saw pattern 
near the neutral 
mark observed 
since June of 
2011. 
 
Both manufactur-
ing and services 

indices did raise some concerns about costs as 
the price components of both the reports 
showed increases after falling last year and 
have now risen modestly for the past three 
months, most likely as a result of rising gasoline 
prices. Survey respondents were also con-
cerned about the sustainability of the recent 
increase in activity. Nevertheless, both the man-
ufacturing and the services sectors appear to be 
regaining some ground after the softness seen 
in the summer of 2011. The Federal Reserve 
Chairman, Ben Bernanke, commented to the 
House Budget Committee that he remains con-
cerned about the “frustratingly slow” pace of 
economic growth. His comments were interpret-
ed as a sign that the Fed might be willing to 
engage in more quantitative easing. Whether 
the recent improvement in economic activity will 
be maintained remains to be seen.  
 
However, the better than expected economic 
data reported last week along with some signs 
of growth in employment is likely to keep the 
Federal Reserve from engaging in further mon-
etary easing in the very near term. 

By Anwiti Bahuguna 
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ISM: Manufacturing and Non Manufacturing Purchasing Manager Indices 



Columbia Management is committed to delivering timely insight on financial markets, economic trends 

and investment opportunities. Please visit the Market Insights section of our website:          

columbiamanagement.com/market-insights 

To learn more about the support and services available to you, contact your Columbia Management rep-

resentative at 800.426.3750. 

The views expressed are as of the date given, may change as market or other conditions 
change, and may differ from views expressed by other Columbia Management Investment 
Advisers, LLC (CMIA) associates or affiliates. Actual investments or investment decisions 
made by CMIA and its affiliates, whether for its own account or on behalf of clients, will not 
necessarily reflect the views expressed. This information is not intended to provide invest-
ment advice and does not account for individual investor circumstances. Investment deci-
sions should always be made based on an investor's specific financial needs, objectives, 
goals, time horizon, and risk tolerance. Asset classes described may not be suitable for all 
investors. Past performance does not guarantee future results and no forecast should be 
considered a guarantee either. Since economic and market conditions change frequently, 
there can be no assurance that the trends described here will continue or that the fore-
casts are accurate. 

Following up on the State of the Union address, 
President Obama announced details last week 
of a new plan to support housing. The proposal 
is multi-faceted and attempts to address numer-
ous issues that challenge the housing market. 
The three key aspects of the plan are: 
 
1) Provide refinancing access to all non-
Government Sponsored Entities (GSE’s e.g. 
Fannie Mae and Freddie Mac) borrowers. The 
proposal would provide non-GSE borrowers 
access to lower rates through the Federal Hous-
ing Association (FHA). Borrowers would need to 
be current on their mortgage for the past six 
months and not be delinquent more than once 
in the past 12 months. Underwriters will verify 
employment, but appraisals and income testing 
will be waived. The proposal would incur an 
estimated cost of between $5-$10 billion, which 
would be paid for by a tax on large financial 
institutions. Because it would involve the FHA 
guaranteeing loans with loan-to-values (LTVs) 
above the statutory mandate of 97.5%, this pro-
posal would require congressional approval to 
be implemented. Legislative approval will be 
very challenging given the current political envi-
ronment. 
2) Streamline refinancing for all GSE borrowers. 

The current Home Affordable Refinance Pro-
gram (HARP) focused on borrowers with LTV’s 
greater than 80%. The proposal would provide 
access to HARP for borrowers that have signifi-
cant equity. The benefits primarily center on 
eliminating appraisal costs and increasing com-
petition among mortgage lenders. This will not 
lead to a meaningful increase in refinancing, but 
instead change the classification of higher equi-
ty borrowers that refinance as HARP borrowers. 
This will attempt to make the HARP program 
look more successful than the previous two 
years by counting borrowers that don’t need the 
special assistance as a HARP refinance. 
3) Large-scale disposition of foreclosure proper-
ties. The Federal Housing Finance Agency is 
announcing a pilot sale of foreclosed properties 
to be turned into rental properties. This will re-
duce the number of distressed assets for sale, 
easing downward pressure on housing values. 
 
The proposal is consistent with the piece-
meal approach expected by the market. The 
foreclosure disposition program is a good 
first step to reduce the number of distressed 
assets available for sale, although the other 
attempts to encourage refinancing are likely 
to have a minimal impact. 

The President’s Refinance Plan: More Bark Than Bite 

By Jason Callan 
Senior Portfolio Manager 
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Bonds Yield Yield Chg Yield Chg Yield Chg Yield Chg

U.S.  2-year 0.23 0.21 0.02 0.26 -0.02 0.24 -0.01 0.70 -0.47

U.S. 10-year 1.92 1.89 0.03 1.95 -0.02 1.88 0.05 3.55 -1.63

Barclays Capital U.S. Aggregate 2.11 2.10 0.01 2.28 -0.17 2.24 -0.13 3.14 -1.03

Barclays Capital  U.S. Agg Corporate 3.43 3.46 -0.03 3.80 -0.37 3.74 -0.31 4.11 -0.68

BofAML High Yield Index 7.84 7.96 -0.12 8.47 -0.63 8.54 -0.70 7.47 0.37

AAA Muni 10-year 2.21 2.17 0.04 2.28 -0.07 2.28 -0.07 3.44 -1.23

Equity Indices Price Price TR Chg Price TR Chg Price TR Chg Price TR Chg

S&P 500 Index 1,344.9 1,316.3 2.2% 1,277.1 5.5% 1,257.6 7.1% 1,307.1 5.1%

Russell 1000 Grow th Index 630.5 616.0 2.4% 588.9 7.1% 580.9 8.6% 598.9 6.9%

Russell 1000 Value Index 666.6 652.1 2.3% 636.2 5.0% 626.1 6.7% 663.2 3.1%

Russell 2000 Grow th Index 479.4 460.4 4.1% 430.4 11.4% 425.0 12.8% 449.1 7.4%

Russell 2000 Value Index 1,092.3 1,050.8 4.0% 997.0 9.7% 979.3 11.7% 1,077.9 3.5%

MSCI EAFE Index 1,529.5 1,495.6 2.3% 1,446.6 5.8% 1,412.6 8.4% 1,723.0 -8.2%

MSCI EM Index 1,048.4 1,016.6 3.1% 939.9 11.6% 916.4 14.5% 1,133.1 -5.2%

Commodities Price Price % Chg Price % Chg Price % Chg Price % Chg

Gold 1,726.3 1,739.1 -0.7% 1,603.5 7.7% 1,563.7 10.4% 1,354.4 27.5%

Crude Oil 97.8 99.6 -1.7% 103.0 -5.0% 98.8 -1.0% 90.5 8.1%

USD Index 78.9 78.9 0.0% 79.6 -0.9% 80.2 -1.6% 77.7 1.5%

Week Ago Month Ago Year AgoYTD

Weekly Market Summary as of 02/03/12


