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	Market optimism up on Greek deal early in the year 
· In the first quarter of 2012, equity and oil markets approached 3-year highs. Expectations of steady, though unspectacular, growth ahead account for some of that performance. Recent US numbers have erased the chances of an imminent recession. Data from China and other emerging markets have indicated a slowdown (exports, production, etc). However, monetary authorities there have started to ease policy (China, Brazil, India), and market participants are betting on soft landings and lower inflation in those markets.
· In the Euro zone, the region is currently mired in recession but market participants expect the economies to revert to growth in the second half of this year, especially with progress made on Greek debt, and in the wake of a very accommodating European Central Bank (ECB rate cuts and ECB lending 1 trillion Euros for 3 years to banks at 1.0%). The risks, still skewed to the downside, are: Greek contagion reaching Portugal or the larger Spanish economy, and further pressure from higher oil prices that could trigger weaker growth or a worldwide recession.
· In Europe, the Greek tragedy moved past high drama for now. Rating agencies deemed Greece in default, and CDS (Credit Default Swaps) were triggered. Greece and its debt have dominated the economic and financial landscape for longer than anyone cares to remember. The recently announced debt restructuring, along with the second bail-out package (€130 billion) for Greece, generated widespread market relief. World stock markets moved upwards. The debt deal purports to swap current Greek debt for better risk (the European EFSF fund), longer maturities, and lower interest payments, in the process reducing outstanding Greek sovereign debt by some €107 billion.
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· The world economy, outside of Europe, is either recovering or growing moderately. The US posted 1.7% growth (real GDP) last year and is expected to grow a similar 1.5-2.0% in 2012. Emerging and developing markets should slow from growth of over 6% to about 5.5% this year under the so-called soft-landing scenario.
· In the US, after surprising for a while on the upside, the numbers are now steady but less newsworthy. Unemployment has fallen to 8.3%, still high, but off the 10% mark. Nonfarm payroll gains have topped 200k for three consecutive months and averaged 245k in February. Retail sales have some life in them, and manufacturing (ISM type) indexes are ensconced in 50-plus territory signifying economic growth. The US budgetary and fiscal problems remain and are unlikely to be addressed until after the November presidential election, if then. Nevertheless, flight to quality is still supporting the US dollar and low interest rates. The Fed, as well, has projected low and near–zero short rates until 2014.
· Progress on (but not the end of) the Greek story combined with better than expected US economic data did help propel most equity markets toward, or near, 3-year highs including the Dow Jones Index which closed above 13,000 (a post Lehman high). Long rates have edged higher in the US on these same developments, with the 10-year Treasury back near 2.25%. A leaked confidential report by the bailers of Greece (EC\ECB\IMF) purportedly said that, yes, the new package may or should reduce Greek debt-to-GDP ratio to a more sustainable 120% by 2020, but that these projections depended on a host of conditions that could very easily derail progress (GDP growth, tax collections, reforms etc). Not exactly a vote of confidence.
· Speaking of leaks, an inadvertent one caused the Fed to release its banking stress test results earlier than anticipated (for the 19 major US banking corporations). The results showed that under severe stress in the next two years, 15 of the 19 major US banks would weather the storm with adequate capital, while the other 4 would need to remedy their situation. The stress conditions are indeed severe: 13% unemployment, 21% drop in real estate prices, and 50% drop in stock prices. The relative good news also buoyed US financial sector stocks when announced.
· With very firm oil prices and no undue disruptions, the GCC region’s real GDP should grow 4.6% this year. Oil prices are also near 3-year highs on firm demand and some geopolitical tensions (Nigeria, Libya again, Iran...). Higher oil prices further support the region’s ability to expand its government spending and its large projects. And though higher oil prices may at some point threaten the global recovery, Saudi officials have recently reiterated their willingness to compensate for any supply losses or shortfalls.
· Worldwide, monetary officials are looking at the latest spike in oil prices as temporary and they remain committed to “easy” money, even though they have started to signal their vigilance to the markets. The Fed and other Quantitative-Easers are already thinking about how (when the time comes) they may unwind their huge asset positions. It is a bit early for actual action, but the Fed in particular is keen on keeping inflationary expectations in check, in light of positive economic data and budding pressure on long term rates.
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