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Gross Domestic Product
Annualized % Change Ql 2001 I QZ 2009
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o GDP for the second quarter was indeed far “less worse” than the downwardly revised -6.4% of the
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=0 first quarter. We have believed the first quarter of 2009 would be the worst of the economic
contraction in the current recession and represents a demand bottom in this cycle. We expected
-1% A GDP in Q2 and Q3 of this vear to be “less worse” than Q1. We now believe Q3 and Q4 of this year
will show surprising positive GDP growth driven largely by increased U.S. government spending
6% - programs and improved trends in Business Fixed Investinent and consumer spending along with a
continued contribution in Net Exports. We are concerned about the sustainability of these trends.
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Contributions to GDP Growth by Component
Q22008 1 Q2 2009
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o The improvement in Q2 GDP was led by a reversal in Government Spending led by Federal -3.20%
4% | stimulus programs and a much smaller decline in business capital investinent despite
continuing large inventory liquidation. Net exports continued a positive contribution in
o Q2 but only because imports fell by a greater amount than exports. Consumer spending
-6% - showeda surprising drop in Q2 and it was widespread among goods and services. We
believe the increased Government spending will stimulate increased consumer spending at
least temporarily in Q3 and Q4 of this year. However we do not think this occurrence in
0 o o o o o o
-8% 7 consumer spending is sustainable given the continued high level of unemployment, the
escalating cost of credit and the expiration of Federal stimulus programs.
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Year -over -year Percentage Changes in
Corporate Profit before Tax*
Q1 2001 -Q2 2009
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_10% A Year-over-year decline in corporate profits accelerated through the -3.5% Q3-07 Q1 '0;’
fourth quarter of 2008. The speed of decline somewhat eased in the _;_19,5 “4-970 03-08
first quarter of this year thanks to the improvement in the financial e 4%
-20% - sector corporate profits and eased further in Q2 due to continued o
gains in financial cos., continued cost cutting and easier year,/year
o comparisons. Lt
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*Corporate profits with capital consumption and inventory

_ ] Source: Bureau of Economic Analysis
valuation adjustments
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Industrial Production
January, 2008 - August, 2009

\

% decline Jan. 08 -
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Industrial Production (IP) has collapsed
since the beginning of the recession in
QQ4,2007. It appears to have bottomed
in the second quarter and improved
modestly in July solely from higher auto
production. The monthly production
level is measured against the average in
2002. IP for August 2009 was 97.4,
indicating that the production level was
97.4% of that in 2002, the bottom of the

last recession.
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Net Change in U.S. Jobs (Total Non
August, 2005 1 August, 2009
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Since January of 2008, over 6 million jobs
have been lost. The trend has been

~400 improving since January, 2009 but we
-500 would still characterize it as “less worse’.
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National Nonfarm Employment by Industry Sector Groups
August, 2008 T August, 2009

Education and health services 371

Since last September there has been
an acceleration and widening of
Mining and logging unemployment particularly in white 80
collar and service sectors.

Government

Other services

Information

Thousands

Leisure and hospitality
Financial Services
Construction

Professional and business services

Trade, transportation, and utilities

Manufacturing -1616
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