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THE ECONOMY
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GDP for Qô4, 09 increased a revised 5.9% from the initial reading of 5.7%. The incremental growth was 
primarily from slower inventory liquidation and increased producer durable equipment orders by private 
businesses. Housing also made a positive contribution for the second consecutive quarter. However, 
excluding the nearly 4 % contribution from reduced inventory liquidation, GDP in the fourth quarter grew 
at  just 2.0% , slightly lower than the 2.2% growth in Qô3, 09 despite additional federal stimulus and 
increased business spending.  The continuation of stimulus programs and business investment will keep 
GDP growing through the first half of 2010. We remain concerned about the economyôs underlying 
strength absent government stimulus. 

Gross Domestic Product
Q1 2001 ïQ4 2009

Source: Bureau of Economic Analysis



Contributions to GDP Growth by Component 
Q4 2008 ïQ4 2009
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The improvement in Q4 GDP was led by Gross Investment that has shifted from a 9% 
negative contribution in Qô1, 09 to a nearly 5% positive contribution in the fourth 
quarter of 2009.  A huge reduction in private business inventory liquidation  accounted 
for much of the contribution of Gross Investment in Qô4. Other key contributors to  
Gross Investment were  strong orders for machinery and equipment and another 
positive contribution from residential construction. A positive contribution from net 
exports also helped  Qô4 GDP. However, revised readings on Personal Consumption and 
Government Spending were disappointing.  

Source: Bureau of Economic Analysis



S&P Reported Operating Earnings for Listed Companies
Q1 2000 -Q4 2009*

Source: Standard & Poorôs Corp.
*Most recent estimate from S&P

Q2 2000 
$127.7B

Q2 2001
$81.2B

Q2 2007 
$213.7B

Q2 2008
$148.4B

Q3 2008
$139.3B

Q4 2008  
-$0.78B

Q1 2009
$87. 8B

Q2 2009
120.8B

Q3 2009
$139.4B

Q4 2009(est.)
$154.6B
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Operating earnings reported by corporations included 
in the S&P 500 index. Note the earnings recovery since 
Qô4, 08 reflecting reduced cost structures and the 
recent improvement in unit sales. The latter is having a 
multiplier effect on earnings which we estimate will 
result in Qô4, 09 operating earnings lifting above Qô2, 
08 levels.



Industrial Production 
January, 2008 - February, 2010

Source: Federal Reserve Bank
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Industrial  Production (IP) had collapsed in the 
recession.  It bottomed in Qô2, 09 and improved 
significantly in Qô3,09 aided importantly by increased 
auto production from the ñCash for Clunkersò program.  
It increased again in Q4 ô09  led by increased orders for 
machinery, metals, basic materials and technology. We 
expect that to continue in the first half of 2010 . The 
monthly production level is measured against  the 
average in 2002.  IP for  Feb. 2010 was 101, indicating 
that the production level was 101% of that in 2002, the 
bottom of the last recession.

% decline Jan. 08 -
Feb. ô09: 10.3%



Initial Unemployment Claims
January, 2009 ïMarch, 2010

Source:  Department of Labor
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After peaking in the first quarter of 2009, the trend of new 
job losses has declined through the end of last year but 
appears to have worsened in the first quarter of 2010. The 
absolute level of new job loss remains high.  



Number of Unemployed on Federal Extended Benefit Programs
May, 2008 ïFebruary, 2010

Source: Department of Labor
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Extended Benefit (EB)

Extended Unemployment Insurance Program (EUI)
Unemployed are able to take advantage of 
extended federal programs after eligibilities for 
state unemployment insurance are exhausted. 
Note the steady increase in the number of 
unemployed being covered by the EUI  
program, consistent with the decline in 
continued claim coverage  in state programs.  
Together, continued state and federal benefit 
programs  include over 10 million workers who 
cannot find jobs.



Source: (Left) Census Bureau, (Right) Federal Reserve Bank

Retail Sales Less Food and Fuel 
July, 2007 ïFebruary, 2010

Consumer  Credit
Q4 2006 ïJanuary, 2010

Q3 ô08
2578.3

Jan -10, 
$2456B
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Consumer spending stabilized in the second quarter and has ñsee-sawedò back and forth in a narrow range since then , 
reflecting the continuing high level of unemployment and pressures on consumer incomes.  In addition, the consumer has 
been paying down outstanding debt. These trends have been negative for the economy in the short term but the  reduction of 
consumer debt and an increase in consumer savings  are positive for the  economy longer term.

Sep. ô07 
$295 B

Mar. ô09 
$263.0 B

Aug. ô09 
$270B

Sep. ô09 
$262.6B

Dec.ô09 
$269B

Feb -10, 
$270B
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National Saving Rate
as Percentage of Personal Disposable Income

Q1 2005 ïQ4 2009

Source: Bureau of Economic Analysis
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The savings rate has risen steadily since Qô3, 08 
and is well above the low levels prior to the 
recession. We do not expect savings rates to 
return to those insufficient levels , longer term.



Existing Home Sales v. Length on Market
February, 2007 - February, 2010

Source:  (Left) National Association of Realtors, (Right) Census Bureau 
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Housing sales peaked last fall and have plummeted since then as the housing tax credit  temporarily expired last 
November. It has been extended to June, 2010 with a sale agreement mandated by April 30, 2010.  We expect sales to 
recover in the spring spurred by the tax credit.  




