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Federal Reserve Bond Purchases
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Moody’s Bank Downgrades
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The Federal Reserve will extend the program,
known as "Operation Twist," that was set to end
this month. The program aims to drive down
long-term interest rates and reduce borrowing
costs by selling short-term securities and using
the proceeds to buy longer-term securities.
Total bond purchases of $400 billion were made
under the first phase of Operation Twist. By
extending it by six months, the Fed will be
purchasing an additional $267 billion in
Treasury bonds and notes with maturities
ranging from 6 to 30 years and selling an
equivalent amount of securities with maturities
of three years and less. The Fed also stated that
it is prepared to take further action if there is no
progress on reducing unemployment. The Fed’s
tone marked a departure from its April
statement when it appeared to be comfortable
with the economy's progress and prepared to
stand pat. Disappointing job gains and
mounting worries about Europe's financial
turmoil helped change its view.

Moody's Investors Service downgraded more
than a dozen global banks, reflecting a decline
in profitability due to the sluggish economy,
tougher regulations, and nervous investors.
The move impacted five of the six largest U.S.
banks. The lower ratings are likely to raise the
banks' borrowing costs and affect their ability
to raise capital and trading profits. The higher
costs for banks could be passed on to
customers. Many investors have been skeptical
of banks' capacity to withstand an economic
downturn or market shock tied to the European
debt crisis. Each of the U.S. financial firms
impacted by the downgrade has lost at least
10% of its market value over the past year and
trades at a fraction of its reported book value.
The cost of protecting against bank debt default
via credit-default swaps has more than doubled
since February 2011, indicating that investors
had already perceived significantly-higher risk
in lending to these banks.
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Market Recap S&P 500 revenue expectations have begun to

fall slightly. They had been rising steadily
S&P 500 Revenue Forecasts since November and had reached the point at

Y S h which total forecasts for the companies of the
ear-anead revenue-per-share S&P 500 exceeded total projected consumption

estimate for S&P 500 companies of the economy. Analysts have been lowering

L 3 B L | R expectations since May due to troubles in
’ Europe, which comprise about 22% of revenue
for the S&P 500. Even without a major global

1,000 slowdown, the typical, high sales-growth period
following a recession is ending. Sales for S&P
500 companies rose at 6.5% in the first quarter,
750 the slowest pace since the end of the recession.
The average of the preceding eight quarters had
been 10.7%. Expectations for the coming 12-
500 - e g s s s month period are down to 4.7%. Corporate sales
2006 ‘08 10 32 are traditionally highly-correlated with nominal
economic growth. Nominal growth is projected
Source: Thomson Reuters; WSJ to be around 4% in 2012 and 2013.

According to a survey by the National
Association of Realtors, sales of U.S. homes to
foreign residents increased by nearly a quarter
to $82.5 billion in the past 5 years. Sales to
% share by country of buyer, selected countries . 2007" . 2012 9% change in exchange rate foreign buyerS Comprise almost 9% of the $930
Egelnst i3S, 2007:127 billion home sales market. Warm climate states
25 such as Arizona, California, Florida, and Texas
15.4 attracted just over half of these sales.
Canadians are the largest buyers, accounting
for almost a quarter of sales to foreigners (more
than double their proportion five years ago
before the housing crash). The change in
-185 currency value versus the U.S. dollar seems to
be a strong driver of real estate sales trends.
Canada and China benefited from strong
il increases in the purchasing power of their
currencies, whereas Mexico and Britain, whose
L currencies fell, experienced sharp contractions
in their share of foreign sales. France and
Germany saw little change in their proportion of
116 sales, as their shared currency did not move
against the dollar. Japan seems to be the one
outlier. Despite seeing the greatest benefit from
currency movements, it had an unchanged
share.
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U.S. Home Sales to Foreigners
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Canada
China 227
Mexico -14.0
Britain
India -14,7
France

Germany
Brazil 12.2
Russia

Japan 43.5

Source: National Association of Realtors; The Economists




Contact: If you have any questions or comments, please do not hesitate to contact us at 703.992.6164. For more information about Harbour
Capital Advisors, please visit our website at

Disclosure: Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its
representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which
HCA maintains clients. HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from
registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered
or qualifies for an exemption or exclusion from registration in the state where the prospective client resides. For information pertaining to the
registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of
HCA'’s current written disclosure statement discussing HCA’s business operations, services, and fees is available from HCA upon written request.
HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information
prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only
and all users thereof should be guided accordingly. Past performance may not be indicative of future results. Therefore, there can be no assurance
(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the
investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or
profitable for a client or prospective client’s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different
types of investments involve varying degrees of risk. Historical performance results for investment indices and/or categories generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of
which would have the effect of decreasing historical performance results. The material contained herein is provided for informational purposes only
and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial
instruments. Certain content provided herein may contain a discussion of, and/or provide access to, HCA’s (and those of other investment and non-
investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market
conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client
should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment
professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal,
accounting, or tax advice. The tax information contained herein is general in nature and is provided for informational purposes only. HCA does not
provide legal, tax, or accounting advice. HCA cannot guarantee that such information is accurate, complete, or timely. Laws of a particular state or
laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.
Federal and state laws and regulations are complex and are subject to change. Changes in such laws and regulations may have a material impact
on pre— and/or after-tax investment results. CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you
that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be
used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii)
promoting, marketing, or recommending to another party any transaction, arrangement, or other matter. Rankings and/or recognition by
unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a
certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a
current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively
on information prepared and/or submitted by the recognized adviser.

HARBOUR CAPITAL ADVISORS 6/22/2012



http://www.harbourcapitaladvisors.com/

