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Real GDP Growth versus 4 Quarters Ago:

Past 3 and Current Business Cycles
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This “great recession” will exceed by -@xecdssians.Parthenon ekpecto'f t h
the recovery will be better than the consensus expects but less rapid than in previous cycles.

Note: Cycles are aligned on the first quarters of near zero real GDP growth versus a year earlier: The 1990-91 cycle alignment
implies 2008 Q3=1990 Q4; the 1980-81 cycle implies 2008 Q3=1981 Q4; and the 1974-75 cycle implies 2008 Q3=1974 Q1.
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NOV. 2009 FORECAST for CY 2010 Average

2009
_ Expected . § |
Key Indicators Norm. Average Downside Case Base Case Upside Case
Consumer Sentiment Index 88 67 65-75 80-90 90-100
4.5%+ 5.5% 5.25% 5.0%
Mortgage Rate (% 070 9
gag () Inflation S
. . . 450 550 650
Single Family Housing Starts
700 450
(thousands, at annual rate)
Credit Risk Premiums: % 5 0% 2Y2-3% 2Y4-2%% 2-2Y4%
baa corp. bond-Treasury bond N ’
- 1250-1350 1350-1500
Currently 1000-1100
S&P 500 1100 965
0, 0, 0,
Business Equipment 6% 16.6% 0% 10% 15%
Spending Growth ? P00
US Inflation-Adjusted Goods . _ 0-5% 10-12% 12-15%
Export Growth (yr. ago) 0 B
CY2009 Outlook and Implications Exponted
of Current Indicator Readings Norm. Average Downside Case Base Case Upside Case
Expected Real GDP Growth in 2009 2.23,% 23/,-31% 3149%-4%
United States 3.0% -2.5%
1¥5-2% 2-3% 3-4%
US Major Trading Partners 2.5% -3.4%
3-4% 5-6% 6-7%
Other Important Global Markets 5.0% -1.5%
10.5-11.5% 9.5-10.5% 9-9.5%
US Unemployment Rate 6.5% 9.3%
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US Stock Market in Prior Crashes
(Indexed by Peak Day to Current Levels)
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Economic recovery was / is projected to bring a doubling of the market from mid 2009 to late 2011
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1981-82 Cycle: Employment Relative to GDP Current Cycle: Employment Relative to GDP
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Real GDP Growth vs. Prior Quarter Real US Export Growth vs. Prior Quarter
(Annualized), 2008-2010F (Annualized), 2008-2010F
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Current reports, and substantial official revisions to pre-2009 history, suggest a greater boom-bust
cycle and a slightly earlier recovery
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Consumer Sentiment Index S&P 500 Share Price Index
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Optimism / buying strength recovered earlier than feared: we are close to historic norms rather than
exhibiting novel conservatism
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Calendar Year 2009 CY 2010

Nov 2008 Jul 2009 Nov 2009E Nov 2009

B Parthenon B Parthenon FELURAET Parthenon
Consensus Consensus (close to BC)
US Real GDP @ @ 2.6% 2.8% 25% (2.7%  3.3%

Consumer Spending -0.6% -0.3% -0.7% -0.7% -0.5% 1.8% 2.5%

Business Equipment '5.20 -12.4% -18.5% -18.1% -17.9% 0.2% 0.4%
and Structures

Inventory Growth

- 0, _ 0, _ 0, - [0) - 0 0, 0,
(Contribution to GDP) 0.1% 0.5% 0.5% 0.7% 0.7% 0.8% 1.3%
Residential Construction -7.0% -11.1% -22.9% -22.1% -20.2% 10.0% 5.5%
Exports -12.1% -15.3% -10.4% {] 5.5% 13.1%
Major Trading 3.6% 3.5% -3.4% 2.5% 2.7%
Partners Growth
Today, compared to the consensus,
Parthenon expects a better US and global recovery
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The Range of Outlook Opinion at Year-End:
Parthenon and the Blue Chip Consensus,

November 2008 and 2009

Calendar Year GDP Growth Forecast,
By Date of Forecast

Nov 2008 Nov 2009

Official 2007 2.0% 2.1%
Official 2008 1.4% (est.) 0.4%

[ Blue Chip Top 10 0.3% 2.4%
§< Blue Chip Average (52 Surveyed)
N Blue Chip Bottom 10 < -1.1% C -2.5%

L Parthenon @ @

[ Blue Chip Top 10 3.4%
§< Blue Chip Average
N Blue Chip Bottom 10 < 2.0%

L Parthenon

< In November 2008, the consensus was significantly more optimistic than Parthenon for 2009
< Now, itis less optimistic than Parthenon for 2010
< Reviewing the 1980-2008 Blue Chip accuracy, it is typical for the consensus to be too optimistic going into a recession and

too pessimistic coming out, both erring by about 1%

Source: Blue Chip Economic Indicators
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Real GDP Growth vs. Prior Quarter (Annualized), 2008-2010F
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Major revisions to history established a weaker take-off platform for 2009
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The Headline Macroeconomic Forecasts:
Current Figures vs. November 2008

History & 2009 Estimate Forecast
Comments
2006 2007 2008 2009 2010 2011
[« In mid 2009, the government revised '05-'08, cutting
Current 2.7 2.1 0.4 2.5 3.7 La full point of growth off the '09-'11 "take-off" platform
Real GDP Growth . . .
) » Policy stimulus has exceeded expectations
Prior 2.8 2.0 1.3 2.1 4.1 prompting a better 2011 outlook
Unemployment Current 4.6 4.6 5.8 9.3 9.5 8.3 * With GDP officially assessed 1% lower, a 1% higher
Rate ) 2009 unemployment rate is logical
Prior 4.6 4.6 9.3 8.6
» Better than forecasted growth 2009 ...
Consumer Price Current 3.2 2.9 1.9 1.9 « Inflation expectations were met; pundits from both
Inflation . extremes were proven wrong
Prior 3.2 2.9 1.7 1.8
Real Disposable Current 4.0 2.2 0.9 2.3 « Data revisions slashed hlstorlc growth and required
Income Growth comparable forecast adjustments
5 Prior 3.5 2.8 -0.2 2.7
g Current 87 86 64 67 89 94 * American moods rebounded rapidly in Q2 2009,
I Consumer L :
. fitting postwar recovery norms and defying
c Sentiment Index : - :
8 Prior 87 86 64 6 73 85 expectations of permanent conservatism
Real Personal Current 29 2.6 -0.2 -0.5 25 3.3 » As expected, a V-shaped recovery starting how
Consumer creates two calendar years of near-zero growth
Spending Growth Prior 3.0 2.8 0.4 -0.3 1.9 2.8
Real Fixed Current 8 6 2 -20 6 15 » A panicked retreat at year-end 2008 created a worse
a Nonresidential 2009
Q| Investment Growth  Prior 8 5 3 -13 -2 13
= ) o
5 After-Tax Profits Current 10 -2 2 2010 pr_of_lts will mat(_:h 2007, due to strong
a8} Growth productivity and low interest rates
Prior 16 2 7

Source: Parthenon Analysis, Bureau of Economic Analysis




Key Business Segments:
Current Figures vs. November 2008

Current
Real Export
Growth
Prior
Current- mill.
-%ch
Housing Starts
Prior-million
-%ch
Current- mill.
-%ch
Unit Sales-Light
Vehicles
Prior-million
-%ch

Source: Parthenon Analysis, Bureau of Economic Analysis

History & 2009 Estimate

9

1.81

-13

1.81

-13

16.5

9

1.34

-26

16.1

5

0.94

-30

13.2

-18

13.8

-14

Forecast

10
4 11
0.56 0.68 0.94
-37 21 38
0.81 0.99 1.29
-14 23 30
10.4 12.8 14.7
-21 21 16
14.2 16.6 17.4
3 16 5
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Comments

* The year-end '08 early'09 global recession exceeded
expectations, but a sharp rebound has occurred in
2009 Q3

* December 2008 saw a calamitous decline that
carried over into 2009

» The housing and auto recovery is more anemic than
expected, as credit conditions are taking longer to
return to normal
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Answer: Net Worth Is Already Being Rebuilt from a

Trough that Was Surprisingly in Line with Historic

Experience

Note: Axes on logarithmic scale



Categories

Inflation-Adjusted Spending Relative to
2006 Q1 Average

116%+

112%-+

108%-+

104%-+

100%

96%

92%+

88%

Began to Mend

THE PARTHENON GROUP

Answer: After a Deep Dive, Discretionary Consumer

~— S—

Jan-06

Mar-06 -

May-06 1

Jul-064

Jul-07 1
Jan-094

Sep-06-
Nov-06 1
Jan-071
Mar-07 -
May-07 1
Sep-07-
Nov-07 1
Jan-08+
Mar-08
May-08 1
Jul-08+
Sep-08-
Nov-08-
Mar-09+
May-09 -
Jul-09+

Favorable, and unfavorable, trends beneath the cycles are also apparent:
for example, recreation is favored and restaurants/hotels are not

Sep-09-

n Ear

Communication

Recreation

Health

Financial services and insurance
Grocery: Food and beverages
Housing, utilities, and fuels
Total

Education

Clothing, footwear

Restaurant & Accomodations
Furnishings

Transportation
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Answer: All Housing Keys Have Been Rising for Months; New
Home Sales Need to Rise 2-3x to Match Long-Term Demographics

Key Housing Indicators, New and Existing Single Family Home Sales,
Jan 08-Oct 09 2000-2015
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Answer: Excessive Debt Versus Whom?

Total Borrowing* as a Percent of GDP Public Debt as a Percent of GDP, 2009 and 2014E

400%-+ 300%-
M 2008 M 2014

2000 2009

304%
300%:- 291% .

200%-+

200%-

100%-
100%-+

Total Borrowing as a Percent of GDP
Public Debt as Percent of GDP

%
United States Eurozone ’ United Germany France United States Japan
Kingdom

Note: *Includes debt from the government, households, financial institutions, and non-financial businesses
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Answer: The Foreign Exchange Value of the Dollar
Erodes When the US Has Persistently High Inflation or
Low Interest Rates Relative to Our Global Peers

US Dollar Value Abroad vs. Relative Interest Rates

6.0- =-Real Bond Differential 1.6
—3$US Foreign Exchange Value

US Bond Rate - Global Bond Rates,
Adjusted for Inflation Differential

Foreign Exchange Strength of $US
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