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Canada’s economy added almost 36,000 jobs in Au-
gust, slightly more-than-expected, more than revers-
ing July’s fall in employment and offering signs that
the economy is recovering slowly.

TODAY'S TOP NEWS

e Obama says Republicans holding recovery hostage

e L ong haul to recovery, say tough-talking officials

e U.S. July wholesale inventories jump 1.3 pct

e ECB's Bini Smaghi warns debt trouble looming

e U.S. corporate bond sales set weekly record for
2010

e D.Bank set to lead likely Basel cash call charge

e Canada adds more jobs in August, but details soft

e UK Aug producer price inflation slows to six-month
low

e China's imports leap, cutting trade surplus

e Japan govt: economy still picking up but risks rising
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MARKETS TODAY

TODAY’S TOP STORY: U.S. President Barack Obama accused Republi-
cans of holding the middle class hostage as he defended his efforts to
stimulate the sluggish economy and try to reverse Democrats' grim elec-
tion prospects. For more please click here

TREASURIES: U.S. Treasury prices declined for a third straight session
as investors pared their holdings of safe-haven government debt after a
record supply of higher-yielding corporate bonds this week.

e 10-year Treasuries are on track for their third straight weekly rise in
yield, a move last seen in October 2009.

e 10-yr notes fell 11/32 to yield 2.80 pct from 2.76 pct.
e 5-yr notes lost 4/32 yielding 1.58 pct.
e 2-10's part of the yield curve steepened by 3 bps to 222 bps.

FOREX: The U.S. dollar rose against the yen and commodity bloc cur-

rencies gained as strong Chinese trade data bolstered optimism about

the global economy.

e The dollar rose 0.39 pct to 84.15 yen, after rising to a session high of
84.38 yen.

e Dollar rose 0.46 pct to 1.0196 Swiss francs, while the euro was up 0.53
pct at 1.2952 francs, earlier hitting the day's high of 1.3074 francs.

e The euro rose 0.09 pct to $1.2706. It gained 0.54 pct to 106.96 yen.

e Australian dollar was up 0.36 pct at US$0.9263 and New Zealand dollar
rose 0.39 pct to US$0.7277.

e Dollar was up 0.18 pct at C$1.0353. Sterling fell 0.51 pct to $1.5353.

CORPORATES: U.S. corporate bond spreads were firm after issuance

broke a weekly record for 2010 as companies took advantage of low bor-

rowing costs to sell debt.

e Corporate bond issuance has totaled $34.4 billion for the week, the
most since May 2008.

e The CDX.IG-14 index tightened by 2 bps to 103 bps.

e Spreads on Pacific Gas & Electric's 3.5 pct notes due in 2020 widened
by 23 bps to 102 bps.

STOCKS: The Dow and S&P 500 were on track to close the week with a
seventh gain in the last eight sessions, a period that has seen investors
worst fears about the economy start to dissipate.

e Dow edged up 0.47 pct at 10,464.13 and S&P added 0.51 pct to
1,109.76 and Nasdaqg was up 0.28 pct at 2,242.48.

o National Semi tumbled 6.36 pct, Texas Instruments gave up 0.59 pct.

e Occidental Petroleum gained 0.81 pct to $78.20 and National Oilwell
Varco added 2.98 pct to $41.10.

e The PHLX oil services sector index gained 2.75 pct while The PHLX
semiconductor index dropped 1.40 pct.

C & E: U.S. crude oil futures ended higher, closing out the week up 2.5
percent, as a shutdown of a major Enbridge pipeline to the Midwest
spawned supply uncertainty for the region's refineries.

e U.S. crude oil rose 3.10 pct to $76.44 per barrel.
e Gold fell 0.25 pct to $1,245.2 an ounce.
o Reuters-Jefferies index rose 0.71 pct to 275.14.

o For MARKET SNAPSHOT click here

e For NEXT UP click here
e [For DEEP DIVE click here
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TODAY'’S TOP NEWS

Obama says Republicans holding recovery hostage

U.S. President Barack Obama accused Republicans of holding
the middle class hostage as he defended his efforts to stimulate
the sluggish economy and try to reverse Democrats' grim elec-
tion prospects.

Obama has been on the defensive as recession-weary Ameri-
cans have grown skeptical about the steps he has taken to bring
down an unemployment rate persistently near 10 percent. He
was clearly on the offensive, drawing battle lines for the Nov. 2
congressional election that is widely expected to be a referen-
dum on his economic policies. With voters anxious over jobs,
federal bailouts and a record budget deficit, analysts see little
Obama can do to boost the economy before November.
Separately, Retiring U.S. Senator George Voinovich will break
ranks with fellow Republicans and provide the crucial 60th vote
needed in the Senate to pass President Barack Obama's small
business lending package, an aide said.

Obama said he was pleased to see Voinovich would no longer
back the Republican "blockade" of the bill. Obama accused Re-
publicans of delaying the bill to play election-year politics. The
small business package also includes about $12 billion in tax
incentives for small businesses. Obama says the $30 billion
fund will help small firms obtain the financing they need to grow
and hire new workers.

Click here to watch related Reuters Insider video

U.S. July wholesale inventories jump 1.3 pct

U.S. wholesale inventories surged by the largest amount in two
years in July, a government report said, in a sign firms were
anticipating enough demand to boost stock this summer.
Inventories jumped 1.3 percent, the steepest gain since July
2008, and more than three times the 0.4 percent increase ana-
lysts had anticipated, a Commerce Department report showed.
Economic data suggest the recovery may have lost steam over
the summer. However, today's report showed wholesale sales
rose by a larger-than-expected 0.6 percent in July, suggesting
that concerns inventories might be sitting on shelves gathering
dust may not be justified.

The inventory-to-sales ratio edged up to 1.16 months' worth. It
was the highest since February, but was down from 1.27
months' worth a year ago.

U.S. corporate bond sales set weekly record for 2010

U.S. corporate bond issuance reached a weekly record for
2010, with $34.4 billion in bonds sold this week as companies
took advantage of low borrowing costs, according to data from
IFR, a Thomson Reuters service.

The sales follow one of the busiest Augusts on record, with
nearly $70 billion sold last month as falling Treasury yields
pushed corporate bond yields to all-time lows of 3.73 percent.
JPMorgan said it is upgrading its recommendation on credit to
overweight from neutral. The bank said it expects high-grade
corporate bond spreads to tighten by about 25 basis points to
140 basis points by year end.

On Tuesday and Wednesday alone more than $30 billion of new
issues priced, more than the entire month of May, Barclays
Capital said in a credit research report on Friday.

Thanks to falling Treasury yields, the benchmark for corporate
borrowing rates, a number of companies sold debt at their low-
est-ever coupon rates.

Total returns on corporate bonds, which include interest plus
price changes, topped 9.3 percent year to date, according to
BofA Merrill Lynch data.

Long haul to recovery, say tough-talking officials

The world economy faces a long, hard slog toward recovery and
could slide into deflation and financial instability if leaders fail to
deliver on promises of reform, top policy markers said.

At a conference in Calgary, White House special adviser Paul
Volcker warned it would likely take years for the American econ-
omy to fully recover and three to six years to repair the global
banking system.

Underscoring the unprecedented challenges that governments
and central bankers are grappling with, Volcker said the recov-
ery so far does not fit with any historic pattern after past reces-
sions. "You think you're going backward instead of forwards.
That's the way this economy feels at this point,” he said.
Europe's problems put the stability of the euro currency at risk,
he said, drawing parallels with the U.S. experience.

In a collective reality check amid conflicting data regarding the
state of the global economy, other policy makers at the annual
Spruce Meadows round-table were similarly pessimistic.

He said G20 discussions will inevitably include debate of
China's controls on its yuan currency.

ECB's Bini Smaghi warns debt trouble looming

European Central Bank executive board member Lorenzo Bini
Smaghi warned of a looming debt crunch in several developed
countries that could cripple economies if left unchecked.
Although deficits are expected to start narrowing gradually next
year, some major economies face a bleak picture, with the U.S.
for example looking at debt to GDP of 110 percent by 2015, Bini
Smaghi said.

The ltalian also said there could be broad ramifications if inves-
tors began to take the view that long-trusted government debt
was no longer a 'risk-free’ purchase.

Meanwhile, Greece's austerity measures are hurting revenues
and hindering deficit-cutting efforts while joblessness mounts,
data showed as Prime Minister George Papandreou was set to
spell out economic policy on Saturday.

Budget revenues are growing at a snail's pace of 3.3 percent
compared to a targeted 13.7 percent annual clip, despite a se-
ries of tax increases that included a rise in the VAT rate to 23
percent.

As a result, the budget deficit of the country's central govern-
ment shrank at an annual 32.2 percent pace to 14.49 billion
euros ($18.38 hillion), less than the 39.5 percent rate of reduc-
tion targeted for 2010 as a whole.

Click here to watch related Reuters Insider video

D.Bank set to lead likely Basel cash call charge

Deutsche Bank is set to lead rivals raising billions of euros as
new global capital rules to be unveiled this weekend bite, and
showed it may be good to get the jump on the pack.

Germany's top lender is considering a capital increase of up to 9
billion euros ($11.4 billion) to bolster its balance sheet as Basel
Il capital requirements are finalized, two people familiar with the
matter said. For Deutsche Bank it would be the largest ever
capital increase and could herald the biggest in Europe this
year, Thomson Reuters data shows.

A big cashcall would allow Deutsche Bank to raise its stake in
Deutsche Postbank, in which it already owns just under 30 per-
cent, and recapitalize that business. More German banks are
expected to follow. The 10 biggest may need 105 billion euros
in fresh capital under the new capital rules, the German Banking
Association has said. Basel rules on Tier 1 capital will be
phased in from 2013 onwards.
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TODAY'S TOP NEWS

Canada adds more jobs in August, but details soft

Canada's economy added more jobs than expected in August,
but the pace of employment creation slowed from the first half of
the year, suggesting the recovery was losing momentum, and
market reaction to the numbers was unenthusiastic.

Statistics Canada said employment rose by 35,800 jobs last
month, but the unemployment rate edged up to 8.1 percent from
8.0 percent in July as more people entered the labor force.
Separately, BoC Governor Mark Carney warned that failure to
implement promised G20 reforms could jeopardize the global
economic recovery and, in turn, worsen the outlook for Canada.
In a speech highly critical of the global groups' track record in
coordinating policies, Carney blasted proposals calling for a
replacement of the U.S. dollar as the world's reserve currency.
Instead, he said governments should restore their faith in the
current international monetary system by committing to more
flexible exchange rates and other adjustments.

UK Aug producer price inflation slows to six-month low

British factory gate inflation slowed more than expected to a six-
month low in August after oil prices eased, but evidence that
wheat prices are pushing up food costs clouded an otherwise
rosy picture.

The ONS said producer output price inflation slowed to 4.7 per-
cent last month from an annual 5.0 percent in July. That was its
fourth consecutive decline and the lowest rate since February.
Input price inflation slowed even more markedly to 8.1 percent
from 10.8 percent in July, well below forecasts of 8.9 percent
and also a six-month low.

On the month input prices dropped 0.5 percent, wrong-footing
analysts who had expected a slight rise. The main downward
contributor was crude oil which fell 1.3 percent on the month.
However, the cost of home-produced food materials rose 1.4
percent, largely due to higher wheat prices.

Producer output prices were unchanged on the month in Au-
gust, with a rise in the cost of food offset by a fall in the cost of
petroleum products. Annual crude oil input price inflation more
than halved to 11.8 percent in August.

NEXT UP

U.S. TREASURY OUTLOOK
Exit bulls? Coming week could tell

The coming week in the U.S. Treasury market may see bond
bulls exiting stage left, as more stable-looking economic data
ushers in a bearish act for the low-yielding securities.

As the worst week for Treasury prices since the bull run began
this spring draws to a close, traders are split on whether to de-
clare the five-month bond-buying bonanza over.

Some say the bearish back-up in yields is temporary; others are
bracing for a new reality along the yield curve.

Marty Mitchell, chief market technician at Stifel Nicolaus in Balti-
more, saw a brighter week ahead. He predicted the selling that
pervaded the past week of Treasury trading would last into just
the early part of the coming week.

Mitchell called for support levels for the 10-year Treasury yield
and the 30-year bond yield at 2.86 percent and 3.96 percent,
respectively. He saw the first supports at 2.68 percent and 3.78
percent. Other data points due out next week are consumer
price and producer price indexes for August, and the Thomson
Reuters/University of Michigan consumer sentiment index for
September.

China's imports leap, cutting trade surplus

China's imports leapt in August, boding well for a strengthening
of domestic demand in an economy that has become a major
driver of global growth.

The unexpectedly big increase in imports also dented China's
politically contentious trade surplus ahead of U.S. Congres-
sional hearings next week on whether to punish Beijing for what
many in Washington see as an unfairly undervalued yuan.
Annual export growth slowed to 34.4 percent in August from
38.1 percent in July but was close to expectations of a 35.0
percent rise.

That left China with a trade surplus of $20 billion, still eye-
popping but down from $28.7 billion in July and well below the
median forecast of $27.1 billion. Growth had slowed over the
first half of the year in response to government steps to rein in
bank lending, deter property speculation and close obsolete,
energy-guzzling plants in sectors such as steel and cement.

Japan govt: economy still picking up but risks rising

Japan's government kept its assessment of the economy un-
changed in a monthly report but warned of increasing downside
risks to growth such as the strong yen and slowing overseas
growth.

The government also downgraded its view on exports, saying
they are increasing at a slower pace as demand for Japanese
goods in China and other Asian nations moderates.

Deepening concerns about the U.S. economic outlook and
Europe's banking sector woes pushed the yen to a fresh 15-
year high against the dollar this week as investors fled risk.

The government upgraded its assessment on capital spending
for the first time in three months, saying it was picking up.
Separately, the BOJ should expand its outright buying of long-
term JGB to help beat deflation, an aide to the ruling party pow-
erbroker challenging Prime Minister Naoto Kan said.

Ichiro Ozawa, also said Japan should consider ways, such as
setting up currency swap agreements, to diversify its massive
foreign reserves and include Asian currencies to match its trade
weightings.

Most dealers see Bank of Canada on hold this year

Most of Canada's primary securities dealers predicted that the
Bank of Canada will keep interest rates on hold for the rest of
the year as it looks to the health of global recovery for more
direction.

Ten of 12 Canadian dealers surveyed by Reuters forecast Can-
ada's central bank would keep rates steady at its next policy
announcement on Oct. 19. Nine of the dealers forecast rates
will hold steady in December, while seven saw rates remaining
at 1.0 percent in January 2011.

The central bank nudged its overnight rate target up 25 basis
points to 1 percent on Wednesday. Contrary to most econo-
mists' expectations, the central bank did not signal a pause for
its next decision in October and some described the accompa-
nying statements as slightly upbeat. The central bank said rates
remained "exceptionally stimulative" but kept all options open
due to doubts about the U.S. and global recoveries.

After the rate announcement, however, markets were pricing in
an about a 68 percent probability the bank would leaves rates
unchanged in October based on yields on overnight index
swaps, according to a Reuters calculation.
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DEEP DIVE commentary and Analysis

FACTBOX
Japan finalizes economic steps as yen surges

Japan finalized a 915 billion yen ($10.91 billion) economic pack-
age on Friday as the government grapples with a surging yen
and deflation.

Following are key comments and steps in the package.

The economic policy goal for the time being is to beat deflation
and put the Japanese economy on a full-fledged recovery path.
Downward economic risks are increasing as the yen continues
to rise and worries mount over a slowdown in overseas econo-
mies.

Excessive moves in currency markets will have a negative im-
pact on the stability of economic and financial conditions. The
government will take decisive measures including currency in-
tervention when needed.

The government hopes the Bank of Japan (BOJ) would take
further steps to beat deflation while cooperating closely with the
government.

The government will promote and accelerate its growth strategy,
including compiling a program around October to November to
promote domestic investment such as helping firms to keep
factories and headquarters in Japan.

The government will support the following five areas: jobs, in-
vestment, consumer spending, disaster prevention and deregu-
lation. These efforts will boost real GDP by 0.3 percent and cre-
ate 200,000 new jobs. Details on the five areas are as follows.
JOBS:

Help young people find jobs by better matching them with job
openings in small and medium-sized firms. Provide more career
counselors at colleges and increase the number of internships.
Boost jobs by offering financial support to small and medium-
sized firms.

INVESTMENT:
Prevent companies from moving factories overseas by providing
financial supporting to energy efficient industries to build facto-
ries in Japan.

CONSUMER SPENDING:

Extend by one year a low-interest housing loan scheme for envi-
ronmentally friendly homes. Extend by one year incentive pro-
grams in which consumers buying environmentally friendly
homes are awarded "points" that can be exchanged for products
or coupons, and by three months a similar program for electrical
appliances.

DISASTER PREVENTION:

Take steps to make hospitals more resistant to earthquakes and
take measures to prepare for possible heavy rains and other
disasters.

DEREGULATION:

Promote deregulation in the urban development, environment
and energy sectors, healthcare and tourism.

The government will also compile an extra budget if needed
depending on economic conditions, and will promote and accel-
erate a growth strategy that was announced in June. ($1=83.86
Yen)

U.S. homebuilders buying land despite falling sales
By Helen Chernikoff

Homebuilders in the United States, who lost hundreds of mil-
lions of dollars when land they bought during the housing boom

lost value after the bust, are bidding up lots despite new soft-
ness in the market.

Home sales have slumped since the federal home buyer tax
credit expired in April. In July, new home sales were at their
slowest pace since the Commerce Department started tracking
them in 1963.

But builders keep restocking land inventories because they fear
shortages and because they see rivals doing it, said industry
consultant John Burns, who has been advising them to "back off
for now."

If demand for new homes does not revive, these lot purchases
could jeopardize profitability into 2012, when they would build
on land they are currently buying.

Falling home prices would mean they are overpaying today,
especially because they are increasingly focused on the same
markets, where they are cannibalizing each other's business.
The economy softened more than anybody anticipated, Burns
said. He and the rest of the industry is well aware economists
would have builders stop altogether rather than add to the al-
ready excessive supply.

"But builders need to build enough to justify their existence,"
Burns said.

TIE IT UP

Some industry consultants and land brokers say the pace of
land purchases has slowed, but not significantly.

Land deals are still drawing multiple offers, although the number
has dropped, said Greg Vogel, Chief Executive Officer of bro-
kerage Land Advisors, which operates in Arizona, California,
Nevada, Florida, Texas and other states.

Tom Dallape of the Hoffman Company, a brokerage in Califor-
nia and Nevada, said he has done as many deals this year as
last year. Land prices have fallen, but not by much, he added.
"A lot of these guys have been working on these deals for the
last 120 days and still have corporate mandates to go out there
and find land and tie it up," said broker Ryan Arp of Westland
Properties Group in the Phoenix area.

No. 1 builder D.R. Horton Inc has lots under contract there, as
does Beazer Homes USA Inc. Hovnanian Enterprises Inc has
been active there as well, Arp said.

Horton did not respond to a request for comment.

"We probably tied up more land this quarter than in the second
quarter in terms of total lots," said Hovnanian Chief Financial
Officer Larry Sorsby.

In the last month, some builders have started to try to spread
the risk by teaming up on big land deals, said Richard Gollis of
The Concord Group, a real-estate consulting firm.

HUNKERING DOWN

But Ticonderoga Securities analyst Stephen East said there is
far more talk about cooperative buying than actual deals.

The big builders "are bidding against each other. We are disap-
pointed with the builders' lack of discipline," he said.

If the builders have stopped buying land at all, it is in smaller
markets and on the periphery of larger ones.

Hovnanian, for example, will no longer buy land if it is an oner-
ous commute from the nearest job center, Sorsby said.

KB Home is leaving Charleston, South Carolina, spokesman
Cara Kane said.

And on the grounds they are leaving Jacksonville, Florida,
Beazer declined to be listed in the local business journal's direc-
tory, according to an article in the Jacksonville Business Jour-
nal.

Beazer did not respond to repeated requests for comment.

"All of them are evaluating whether to leave the smaller mar-
kets," said East, calling more withdrawals "inevitable."
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A MISSED OPPORTUNITY

The combination of ongoing land purchases and a focus on the
same prime markets, such as Phoenix, Las Vegas, the mid-
Atlantic region and parts of California, is causing builders to bid
up lot prices now, as East said.

"There are very few markets that generate the volume that you
need to justify a division," Gollis said. "Public builders have been
competing against each other for land positions."

Builders divide their business up into geographical divisions if
the volume of business merits an office, staff and a division
head.

Because key positions will be so crowded with public builders, it
will force them to compete on price, which will pinch margins
and hurt profits.

"The number of buyer profiles you can sell to is pretty limited,"
said Jim Belfiore, the president of a real estate consulting firm in
Phoenix. "They're competing for entry-level and lower first

move-up buyers. They're really they're competing head-on."
What is more, East said, the builders "are missing a golden op-
portunity to enter attractive markets when private competitors
are flat on their backs" because banks still will not loan to them.
Most builders do not want to take the risk of starting a new divi-
sion, East said, and some have told him they do not have the
skills required to do so.

Ultimately, more big builders in fewer markets will produce win-
ners and losers. In addition to departures from smaller markets,
Burns expects some of the big players will have to leave the big
markets, too.

"Do we need twelve public homebuilders in Riverside-San Ber-
nardino?" Burns asked of a prime market in California. "Right
now it can't justify that many companies. But nobody's willing to
leave so, yes, they're just going to beat each other up in River-
side-San Bernardino for a while."
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