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Recoupling or Selective Decoupling?� 
It was indeed interesting to see that last week was such a volatile one, despite 
the quiet data agenda. However, we believe that this substantially high tension 
was linked more to worries regarding the likely contagion of the sharp slowdown 
in the U.S. to other developed countries, especially to Europe, rather than being 
directly linked to concerns over a weak U.S. outlook. In essence, this meant that 
markets have moved forward to the second stage of the process that had started 
with the U.S. recession being priced as the baseline scenario. Recall one of the 
key conclusions of our preliminary assessments at the beginning of the global 
credit crisis, where we had stated that other developed and developing countries� 
growth performance would be hit at varying magnitudes if and only if the U.S. 
economy suffers a recession. This, in some sense, marks the weakness of the 
hypothesis that suggests decoupling of other economies from the U.S. 
Accordingly, the natural thing to expect would be the heightened chance of a 
U.S. recession leading to concerns for a contagion to other developed 
economies. We watched European markets getting adapted to this new setup 
last week. This rapid change in the perceptions altered the forecasts as to the 
ECB�s monetary stance and curbed euro�s strengthening against US$. 
Accordingly, both the futures market and the polls now reflect rate cut hopes from 
the ECB.  

The ECB authorities do not seem to give a hoot about those expectations for 
now. Moreover, the data disclosures in the Eurozone, which imply that the 
weakening has been limited by a visible slowdown so far, also support the Bank�s 
tendency for not changing their stance. For instance, in the week behind, the 
flash PMI index was disclosed at 52.7 in the Eurozone. This flash index is a good 
proxy for the actual PMI, which is also the most important growth indicator. With 
its value above 50 critical threshold, this preliminary data suggested that the 
economy has been expanding, though at a decelerated pace. Moreover, although 
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