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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 2x the severity of the deep 1975 and 1981-82 recessions

Parthenon expects the recovery will be better than the consensus expects in 2010, but run into
trouble in 2011 as fiscal and monetary policies are tightened prematurely

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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1981-82 Cycle: Employment Relative to GDP Current Cycle: Employment Relative to GDP
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Dow Jones Industrial Average
(Peaks Indexed to 2007 Peak)

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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The Range of Outlook Opinion at Selected Key
Dates: Parthenon and the Blue Chip Survey

Real GDP Growth Forecasts for 2009-2011,
By Date of Forecast
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Calendar Year 2009 CY 2010 CY 2011

Nov 2008 Nov 2009 Apr 2010 Apr 2010

Blue Chip S . | Blue Chip | Parthenon | Blue Chip | Parthenon | Blue Chip | Parthenon
Consensus

US Real GDP . -2.1% -2.5% | 2.7% 3.3% 3.1% 3.6% < 3.1% 2.3°Zo>

Consumer Spending -0.6% -0.3% -0.5% 1.8% 2.5% 2.2% 2.4% 2.6% 2.5%
Business Equipment .@ 12.4% | -17.9% 0.2% 0.4% 1.5% 2.5% 6.8% 4.7%
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@ December reading

@ Most current reading

NOV. 2009 FORECAST for CY 2010 Average
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Consumer Sentiment Index 88 67 65-75 ©® 80-90 90-100
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0 - 0
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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% o o
1¥5-2% 2-3% 3-4%
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Quarter over Quarter Growth in Real GDP for the UK, the US and the Euro Zone
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1 Other shared powerful recession forces include monetary policy tightness until 2008 and exceptionally high oil and
commodity prices

1 US monetary and fiscal stimulants have been greater and continue in 2010
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Quarter over Quarter Growth in Real Retail Sales for Major Markets
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Retail Sales Growth by Store Type vs. Prior Quarter Prior, 2008-2010
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Personal Saving Rate and Periods of Recession, 1929-2009
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Rationing Propelled Saving in WW II, Followed by a Gradual Savings Rise Until 1982 |
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1047 =e=Consumer Spending / Income
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1001 -7

This chart demonstrates a clear
consumption-to-wealth elasticity
or proportional response of 0.2 : 1

(The Net Worth / Income ratio is
graphed against the larger right axis
compared to the Consumption / Income
ratio on the left.

Spending / Income
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For example as wealth/income
increased 25% from 4 to 5, consumption
841 -3 to income. increased 5% from .91 to 96)
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For Americans, it’s pretty simple: if wealth is high,
there is less need for savings to build “nest eggs” or for other purposes

Note: Income Shown Here Is Official After-tax Personal Income
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Personal Savings Rate: Past 3 and Current Business Cycles
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The savings rate rose approximately 3 percentage points in this cycle versus a more typical 1% rise

Note: The 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 alignment implies 2008 Q3=1980 Q2;
the 1974-75 cycle alignment implies 2008 Q3=1974 Q1
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Correct Rate Is Approx. 24%, Not 4% |
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Asset Appreciation
S&P 500 Real Estate/Home Consumer Inflation S&P — Inflation Real Estate - Inflation
1959 — 2010 6.2% 5.7% 3.6% 2.6% 2.1%
1959 — 1984 4.2% 6.8% 4. 7% -0.5% 2.1%
1984 — 2010 8.2% 4.5% 2.5% 5.7% 2.0%

If the Assets = 4 x Official Income, and Yield 6% , then Capital Gains = 24%
of Official Income, and the Saving Rate is Dramatically Higher than Conventionally Reported
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Federal Receipts and Spending Relative to GDP, 1960-2015
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m Tax rates will rise 10% => Taxes will rise from 17% of GDP pre-recession to 19% in 2015

= Even with areturn to full employment in 2015, new programs will have raised the spending share
of GDP to 23% versus a typical value of 20%
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The Economic Scale of State-Local
Government Has Also Been Rising,

Thanks to Uncle Sam

State-Local Operating Budgets: Receipts State-Local Fund Sources, 1967-2015
and Spending Relative to GDP, 1967-2015
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Source: Parthenon Analysis; Bureau of Economic Analysis
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The Energy Price Burden:
Percentage Reduction in Real Income Due to Oil Price > $25 (Real 2000 Prices)
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