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Gross Domestic Product
Annualized % Change Ql 2001 I QS 2009
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GDP for the third quarter grew in line with revised expectations fed by government stimulus
-4% A programs. The continuation of these programs will keep GDP growing through year end and
into the first half of next year. We remain concerned about the economy's underlying strength
absent government stimulus.
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Contributions to GDP Growth by Component
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The improvement in Q3 GDP was led by personal consumption and gross investinent paired
-4% - withcontinuing impact of Government Spending led by Federal stimulus programs.
Particularly impressive was the increase in gross domestic private investiment whose
quarterly change turned positive for the first time since Q3 of 2007 with an important
-6% contribution from housing sales. Somewhat surprising was the slippage in net exports but
this reflects a more severe decline in imports relative to the decline in exports. We believe
increased Government spending will stimulate increased consumer spending at least
_Qo through Q4 and possibly into the first half of 2010 if Federal stimulus programs are
8% g p ¥ prog
extended. However, it remains to be seen it consumer spending can be maintained when
these Federal programs expire given the continued high level of unemployment and the o
. . -0.0%0
-10% - escalating costof credit and healthcare and energy costs
Personal Government Net Exports Gross Investment
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Historic and Projected Real GDP Growth around the World
2007 1 2011*

The world-wide recession is over with emerging market economies led by China, India and Brazil leading the overseas recovery. &

the first time in post WWII history, the U.S. and Europe are not the locomotives of worldwide economic growth. However botht he
U.S. and Europe are recovering in the second half of 200®n1l ed
next year on the expiration of government stimulus programs, the estimates below of worldwide economic growth in 2010 and 2011

are likely to be exceeded, particularly in developing countries.
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Year -over -year Percentage Changes: S&P Reported
Operating Earning for Listed Companies

Q1 2001 -Q2 2009

Operating earnings reported by corporations included in the
1 S&P 500 index. The data comes from company financial

1 depreciation adjustments. It is a truer measure of corporate

profitability. Corporate earnings have fallen dramatically since
1 the third quarter of 2007, falling 100% year/year in Q4 of 2008.
Operating earnings are showing better year/year comparisons

this year. Further improvement is expected in 2H of this year
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Industrial Production
January, 2008 - September, 2009

\

% decline Jan. 08 -
Sep. 0% :

Industrial Production (IP) had collapsed since the
beginning of the recession in Q4, 2007. It
bottomed in the second quarter and improved
significantly in the third quarter aided importantly
by increased auto production from the “Cash for
Clunkers” program. The monthly production level
1s measured against the average in 2002. IP for
September 2009 was 98 5, indicating that the
production level was 98.5% of that in 2002, the
bottom of the last recession.
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Capacity Utilization by Status of Production
January, 2008 - September, 2009

Coincident with the decline in Industrial Production was the decline in Industrial
©6) Capacity Utilization which bottomed in the second quarter. Reflecting the

90 1 improvement in orders and production in Q3 is an increase in capacity utilization in all
three major categories in the third quarter.
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