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First reading ovhsa®Gdté thanexpec®@d547%, spulred importantly by much

reduced inventory liquidation and a surge in producer durable equipment orders by private

businesses. Housing also made a positive contribution for the second consecutive quarter.

However, excluding the nearly 2.5% contribution from reduced inventory liquidation, GDP in the

fourth quarter grew at 2.3%, almost identical with the 2.2% growthin Q6 3, 09 despi tje Waddi
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 economyds underlying strength absent gove
—
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Contributions to GDP Growth by Component
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The improvement in Q4 GDP was led by Gross Investment that has shifted from a 9%
negative contribution in Qd1, 09 to a nea y 4% positive
reading of Q64, 09 GDP. A huge reductiomowniiprivate bus
accounted for wvirtually all of the contribution of Gross
contributors to Gross Investment were another quarter of strong orders for machinery
‘| and equipment and another positive contribution from residential construction. A
positive contribution from net exports al so el ped Q6 4
Personal Consumption and Government Spending were disappointing but may be
‘| adjusted upward in subsequent revisions. However, it remains to be seen if consumer
spending can improve when Federal programs expire given the continued high level of -9.0%
unemployment and the escalating costs of credit, healthcare and energy. '
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. 6
the first time in post WWII history, the U.S. and Europe are not the locomotives of worldwide economic growth. However both t he

U.S. and Europe are recoveringled b y
government stimulus later in 2010, the estimates below of worldwide economic growth in 2011are likely to be exceeded, particularly

in developing countries.
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S&P Reported Operating Earnings for Listed Companies
Q1 2000 -Q4 2009
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Operating earnings reported by corporations included in the
S&P 500 index. No t e

t he

earnings

reflecting reduced cost structures and the recent
improvement in unit sales. The latter is having a multiplier
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Industrial Production
January, 2008 - December, 2009
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Industrial Production (IP) had collapsed in the
recession. I't bottomed\in Q62, 09 and i mproved
significantly in Q&63, 09 aided i mportantly by
increased auto producti on rom the fiCash for

100 - Cl X . ) : .

unkerso program. 't incr sed again in |l ed

by increased orders for machinery, metals, basic
materials and technology. We expect that to

95 - continue in the first half of 2010 . The monthly
production level is measured against the average in
2002. IP for December 2009 was 100.3, indicating
that the production level was 100.3% of that in

90 2002, the bottom of the last recession.
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Source: Federal Reserve Bank
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| Capacity Utilization by Status of Production

January, 2008 1 December, 2009
Coincident with the decline in Industrial Production was the decline in Industrial
(%) Capacity Utilization which bottomed i n Qz
90 - and production t hat began in Q3, 609 S
maj or categories in Qo64, 0609.
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Manufacturers Orders & Shipments
Excluding Transportation

January, 2008 1 December, 2009

®m New Orders @ Shipments

420,000 - Since the beginning of the recession
book/bill ratios have been below 1
hitting a recessionary low in April,
2009. Orders have increased since
April aided by Federal stimulus

programs. While still at depressed
LY 7 levels, orders and shipments have
increased steadily since last
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360,000 - September. Continued Federal
stimulus spending should support
further improvement in these trends.
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