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The market now stands ove?0%abovethe March 9" lows.
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Implied S&P 500 Volatility
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A key characteristic of this advance
has been how quickly fear abated. sowcescomes




Corporate Bond Spreadé OAS
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Investor comfort with greater risk exposure has
also been evident in the credit markets
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% of S&P 500 Stocks Moving In Same Direction
(6-Month Moving Average)
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S&P 500 Top 50 by Beta vs. Index
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Leadership has been decidedly in riskier stocks.
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Real GDP Growth
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The economy has staged a moderate but respectable recovery.
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Consensus S&P 500
Operating Earnings Estimates

2010 2011
$ Level YIY $ Level YIY
10 19.38 91.6% 22.06 13.8%
20 20.90 51.3% 23.73 13.4%
30 21.56 36.6% 24.55 13.9%
4Q 21.94 27.8% 25.87 17.9%
CY 47.3% 96.21 14.8%

2010 Earnings came in well above

beginning of year expectations for $74.00.
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% of S&P 500 CosBEATING
Quarterly EPS Estimate
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S&P 500 Analyst Upward Estimate
Revisions Pct. TotalRevisions (3MoAvQ)
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Us Non-Financial Corporations Cash
Pct. Total Assets
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Corporate Cash Balances vs. Capital Spending

Nonfin. Corp. Business: Total Internal Funds + IVA
vs. Capital Expenditures (SAAR $BN)
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Even while corporations have ramped up capital investment.
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Buybacks Still en Vogue

1) Dividend Payouts: +8.6%Y/Y 2) Corporate Buybacks: +221% Y /Y
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Extension of tax cuts has also been well received.
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On the Stimulus Front

Net Federal Fiscal Stimulus, $BN
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Includes new tax
cut package signed
into law Dec 2010
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On the Stimulus Front




Mar ket Attri bution AN
Jackson Hole Speech (8/27/10)

_ Quartile 1 | Quartile 2 Quartile 3 Quartile 4

Market -Cap
(High to Low)

26.5% 27.7% 28.3% 27.1%

ROE
(High to Low)

. . 0 . 0 . 0
(H|ghBetf)aL°W) 12.0% 23.7% 32.6%

High Beta still
leading the way.

24.8% 28.4% 26.7% 29.6%
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Commodi ty Perfor mance
Jackson Hole Speech (8/27/10)

Cotton 1114.7 %

Corn 168.2%

Silver ]158.4%

Sugar 156.4 %

Coffee 143.0%

Soybeans 138.5%

Copper ]136.6%

Heating Oil ]32.9%

Wheat 132.7%

RBOB Gasoline 127.7%

Cocoa 126.9%

Orange Juice 122.9%

Platinum ]18.8%

Lean Hogs ]115.5%

Crude Qil ]13.8%
Live Cattle 19.9%

Gold ]9.8%

Natural Gas [ ]6.1%
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Food Weight in the CPI
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Commodity price inflation weighing on markets
GHeA most heavily exposed. 1




Crude Oi1 |l 0s I mpact o

Unleaded Gas Price ($3.20 today) $3.26 $3.56 $3.86 $4.16 $4.46 $4.76 $5.06 $7.16
Marginal Cost Per Gallon $0.07_—> $0.37 $0.67 $0.97 $1.27 $1.57 $1.87 $3.97
Dollar Impact Per Household $91 $481 $871 $1,261 $1,651 $2,041 $2,431 $5,161
Impact as % of Median Income 0.18% 0.96%  1.74% 2.52% 3.30% 4.08% 4.86% 10.32%

Transportation is 29 Largest Expenditure  Household Consumption Statistics

. .
Housing Average Vehicle Miles Per Year 13,000

i Transportation
¥ Food Average Fuel Efficiency (MPG) 20
M Insurance, Pensions
i Health Care Annual Gallons Consumed Per Vehicle 650
i Entertainment

Average Cars per Household 2
i Other

Gallons Consumed Per Household 1,300

Sources: DOE, EPA, Census Bureau, BLS, Bloomberg 19




Checking in on the




Real Personal Income Less Transfers Employment (Non-Farm Payrolls)
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Checking in on the

A The growth of consumption over the last 30 years was
unsustainable and has likely peaked
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Consumption as % of GDP
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Consuming more than we produced has pushed
total consumption to more than/70%of GDP

SourcesSt. Louis Federal Reserve
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Checking in on the

A The growth of consumption over the last 30 years was
unsustainable and has likely peaked

A Demographics suggest savings rates have to rise




Domestic Personal Savings Rate
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a major source of funds used to finance excess consumption
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Checking in on the

A The growth of consumption over the last 30 years was
unsustainable and has likely peaked

A Demographics suggest savings rates have to rise

A The home ATM has closed, and is unlikely to return
soon

A Delevering will divert even more funds from
consumption
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otal Consumer Credit Outstanding
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Credit continued to grow during the last recession,
But deleveraging has begun

SourcesSt. Louis Federal Reserve
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GDP Growth vs. Prior Cycles

C = Consumer Spending

I = Private Investment

G = Government Spending
X = Exports
M = Imports
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