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5 = Life Is Good; Things Getting Back to Normal
4 = Slow Growth for a Year or Two But Fine

3 = No Clue How This Will Play Out

2 = Economy Will Grow Slowly for a long Time
1 = Another Great Depression



| KAO1SY

[ 7\ L,J L,l f ﬁ%éﬁ;ain ;grj’%rd,—\]d

ot"
M' SotNic.un

IGUY RITHR SN, =

= .
. - . ’ : 4
) » -
PR T TN &



f

artners

fit from what's nex

|\
ml

da

| Hmrokaiep

Vd

azyuKa

M H

Real Gross Domestic Product

.Chn. 2005%

SAAR, Bi

% Change - Year fo Year

A Deepest and.

= - o F &= -
! ! | | !
| | | —f
| | | o
........ S T s S
m s
........ >
w — &
“W _ —
........ 1= _ mes-o -
“ “ T \:
m m " o
| " _ e
........
. i
........ —
..... B el W
| T :
| | | | |
c
| | - -m WJ - =
n n O 9
S S 2 25
XDHE O 05 > =2 4 W
OO0 0L U . .
Sdx @O == ==
ol

Source: Bureau of Economic Analysis fHaver

1S5



G ¢KS | add t { d&hJSOildes

(My Top Ten LISt) profit from what's next

The Fed

Wall Street
Congress
Regulators
Ratings Agencies
Banks
Consumers
Globalization

. Businesses

10. Voters
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Arrogance, Greed, Stupidity, Incompetence, Ignorance


http://www.ritholtz.com/blog/wp-content/uploads/2009/07/suspects.jpg
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GreenShoots (Wall Street)
Aal ydzFl O dzNAX y 3

Brown Shoots(Jim Bud)

A .Unemgloyment
A ?Sr‘jtﬁcgfuglly High

Al 2dzaAy3 awSo 2 ®YRsmercial Real Estate

A Exports Exploding
A Inventory Drawdown
A Stock Market Up 80%
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*Bood luck

surviving the recovery
BY DANIEL GROSS Hl“l‘m

Happy Days Are Here Again!

A Pain Still to Come

A Continued Housing Pain
A ResetsForeclosures

A Banks
A Problem Consumer Loans
A Balance SheetNot Lending
A Insolvent, 100 Dead So Far

A Consumers
A Underwater Mortgages, No Jobs
A High Debt, Need to Save
A Aging Boomers
A State & Local Government
A Taxes Down
A Budget Must Balance

Massive Govt. Stimulus, Not
Cdzy R YSYy (il ftasx 5NBOGS




US Economy

Oct 20090ct 2010
Greenand Brown Shoots Update



Industrial Production: it
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GrowingBut Slowing

Industrial Production: Manufacturing [SIC]
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Industrial Production: Manufacturin O[SIC]
% Change - Year to Year SA, 2007=1
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+«—|nventories: Total Business
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NAR Median Sales Price: Existing 1-Family Homes, United States
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Exports Positive But Small Overs¥
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Real Exports of Goods and Services
(percent change, billions of chained 2005 dollars, SAAR)
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Nice Percentage
Increases
Of 1015% per
year,
But Exports Are
Only $150Bnper
Month So a 10%
Pop is Only $188n
Annually or 1.2%
of U.S. GDP
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Feb 26, 2009 : wm~GSPC 752.83

S&P 500 Index 11/08 to 10/10

\
110K
1K

Market Has Been Fairly Flat Over Past 12 Months After
Huge Gains Following March 2009 Lows



Green ShootFalk Alive and Well¥Macrocain Partners

A Manufacturing remains well in expansion territory, with
booming industrial production

A Leadingzconomic indicators turned back dgr the second
consecutive month.

A Thesavings ratds a healthy 6%.

A Commodity prices are surging, suggesthgng global
growth and trade.

Initial unemployment claims have moved back down.

Home prices are up more than 3¥6m a year ago, and
housing starts and pending home sales are tracking higher.

Personal income and spending are both tracking higher.

Retallers are beating sales forecagls consumer spending
Increased significantly in August.

Construction spending surprisem the upside.
A Housing affordabilitjs near altime highs.

o To o o Iw

Investment Bank Newsletter Sept 2010
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By,

a Xrowth next year seems unlikely to be much (higher)...net job creation may not exceed the
increase in the size of the labor foxc® dzy SYLJ 28 YSyd NI GS gAff RS

Aa 2F OSyYyiduNIf 02y O0SNgfoldhged Sigruyienniodnenidildipase & | |
risk to consumver,spending and rlence to the sus:[aina,bility of theArecovery. i

X Iy | 0ddadt dzySyYLX 28YSyd NI GS 2F ySINI& wmn
sustainable rate.

X 0KS AYyONBIFAaS Ay dzy SYLiharg costadtiompechriomie 0 O NR& ¢
activity that occurred in the wake of the financial crisis andahentinuing shortfall of

aggregate demandsince then, rather than to structural factors.

X U ignificant moderation in price increases has been widespraa@ss many

OF 1SI2NASE 2F aLISYRAy3AX

Xol KSNE ¢ 2 dit elke Heihdld§ulal NG bea case for further (quantitative easing)
actionX @6 odziv LIt AOCe Aa XnoOylanleNnstkayesS Ran@odbeld KS 7
reduced below zerdFurther policy accommodation is certainly possible even with the overnight
AYyGiSNBah sNpdngthe Bedérd R&s&rde's holdings of longgnm securities.

Ben Bernanke Speech
October 14", 2010

If everything is humming along so well why would the chairman of the Fed
feel the need to pump $26600Bninto the economy by printing money?



Weak Recovery: Very Slow Sales Growtkgs,.
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Inventory Build Biggest Driver
Real Final Sales* Four Quarters After A Recession Contribution to Change in Real GDP
(guarter-over-quarter percent change, average) (average since Q3 20089, percentage points)
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Modest Growth Could Be
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GDP cumulative change from start of recession , j,ly 1981-
November 1982
March-

November 2001

12% @ Recession’s end
10 according to the NBER

8 July 1990~

6 March 1991

4

3 Weak GDP Growtk

0 December 2007-
-2 June 2009
i 3 12 z|4 3'5 Lt

Months after each recession's start WSJ, 9.20.10

Sources: Commerce Department; Kational Bursau of Economic Ressarch
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United States: Truck Tonnage Index
(year-over-year percent change)
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Truck Tonnage Now Off Highs
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Shaded region represent periods of U.S. recession
Source: Haver Analytics, Gluskin Sheff
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United States: National Federation of Independent Business Small Business
Optimism Survey: Percentage Planning to Increase Employment
(net, percent)
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Weak Hiring Intentions
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Source: Haver Analytics, Gluskin Sheff



Weak Recovery: Clearly Not a )
Normal Cyclical Recession

United States
(percent change)

What is normal ... ... What is not
Average, 33 Months After The Start of Recession* Current Cycle (from the end of 2007)
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*Covers eight recession cycles going back to 1950 (does not include the truncated 1980 recession)

Source: Haver Analytics, Gluskin Sheff



S&P Still Very Overvalued "W
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Return-free risk? Shiller PE now shows S&P to be in top historical valuation quintile

45
Forward Avg =15t quintile (Mmost expensive)
40 10 Yr Returns s 20l qUntile
17% 3rd quintile
2 0 -4th quintile
5.3%

30 e 5th quintile (cheapest)

N m 11.0% ! m
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1941 1951 1961 1971 1981 1991 2001

Source: Robert Shiller, SG Cross Asset Research

Better buying opportunities are likely.




Wonder Why small investors %’MacroGain Partners

distrust the stock market?
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The Tradéi'—é Wﬁo Skip Most of the Day

At Briargate, Stock Market's Open and Close Is All That Matters. Then, Golf.

Article Comments (35)

53| Emat Prit saveThis 63 B ox= 399 [ + More *|Tet|=

For Briargate’s Rick Oscher, Stieven Rudinstieln and James DeMalra, ‘'middsy action” means s03king up ™e sun

NEW YORKON the day the "flash crash" bludgeoned the stock
market and chaos swept over the floor of the New York Stock
Exchange, the founders BfriargateTrading were at the movies.

X X 0 fr8prietary-trading firm that the two former NYSE

floor "specialist" traders started in 2008,1s0stly active at the
stock market's open and closahe men joined forces with a
LINZEINI YYSNI YR &0l NGISR 60KS O
out of an apartment in a luxurkiotel and condominium complex

on Wall Street..anirade mostly stocks, using computer

Ff 32NRAGKYaX

XUNFRAY3 KFEd 06S02YS AYONBLaAyY
K2dzNR 2F UKS aSaaArzyXugz K2 dzN.
GKS SYGANB RI&Ua GNX¥iRhayidlagdz2 t dz
hour generated nearly 58% of NYSE primary volume

The rise of higtirequency trading, where algorithms are used to
exploit small discrepancies in higblume situations, amplifies the
O2yOSYUGNYGA2Yy 2F GNYRAY3I 4 @

"We say all the time these are the good old days
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United States: All Commercial Banks: Trading Assets

(US$ billions)
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Goldman Sachs Has First Perfect Quarter
With Zero Trading Loss
By Christine HarpeMay 10, 2010

D2t RYlFY { I} OKa DN dzLJ]
money every single day of the first

guarter, a feat the firm has never
accomplished before.

Daily trading net revenue was $25 million
2N KAIKSNI Ay |ttt 27F
trading days New Yorkbased Goldman

{ I O Krae fidkn reaped more than $100
million on 35 of the days, or more than
half the time.

G¢CKAA Aada GKS FTANRG
I SN2 GN}YRAy3 f2aa RI
Robinson, a Goldman Sachs spokesman,
saidinanenail.a2 S 0St ASJS
strength of our customer franchise and
NA&A] YIylF3aSYSyudoé
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Annualized Percentage Return
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S&P 500
Index
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M POMO Days
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Permanent Open Market
Operations:

The purchase or sale of
Treasury securities on an
outright basis adds or drains
reserves available in the
banking system. Such
transactions are arranged on a
routine basis to offset other
changes in the Federal
WSAaSNBSQa ol f
conjunction with efforts to
maintain conditions in the
market for reserves consistent
with the federal funds target
rate set by the Federal Open
Market Committee (FOMC).

Is it any wonder thatfinancial players are doing well?
Theybasically know in advance what will happen!
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Change in
Spending at each
Age & Stage of

Life
46-50
22-30 31-42 | Family,
18-22 Young Young | College
Single Married Family Kids

The Immigration Adjusted
Birth Index
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State & Local Governments: & |
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Painful Combination

Figure 1. Stringency of State Balanced Budget Requirements

Stringent Balanced
Budget Requirements

B Most stringent

B Least stringent Figure 2. Average Annual Growth, 1987-2009

Source: Advisory Commission on Intergovernmental Relations 3.0%
. 0

2.5%

2.0%

1.5%

Excessive Spending | ...
Growth in Boom Years | os»

0.0%
Real GDP Real Private GDP Real Federal Real State and Local
Consumption Consumption
Expenditures and Expenditures and
Gross Investment Gross Investment

Source: Bureau of Economic Analysis, National Income and Product Accounts
Produced by: Mercatus Center at George Mason University
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Does itfeellike an expansion?
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Unemployment Level “MacroGain Partners
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U.S. Unemployment: A Historical View

Track the national unemployment rate since 1948 —the first year in which the U.5. jobless rate (%)

government provides data that can reliably be compared with the current rate. L DO | [v] Show recessions®
Mumbers are seasonally adjusted. Lipdated: 08032010 2 3 4 5 & 7 B 9 10 M
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*By consensus of WS.J-surveyed economists. Sources: Bureau of Labor Statistics; Cument Population Survey. WSJ , 9/3/10

Longest Stretch of 8%+ Unemployment Since 15824



Employment/Population is
Lowest Since 1982
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Employment Outlook: Initial \'r |
Claims Stuck at ~450 K/Wk MacroGain Partners

+—Unemployment Insurance: Initial Claims, 4-Week Moving Average
SA Thous

Continuing Claims: 4-Week Moving Average —»
SA, Thous
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Sources: Department of Labor Haver Analytics



Employment Outlook: Continuing ~&.

and Special Claims Slowly Declining

Continuing Claims (Special) : EUC 2008 + Extended Benefils

(thous) NSA
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Source: Have?qinalytics
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Even as the economy shows signs of recovery, a government watchdog is
warning thatanother financial crisis is comingund the bend--and
that the Treasury Department and financial regulators are not preparec
to deal with it.

40, "Thereis @ommercial real estate crisien the horizon, and there are no

DR —\ easy solutions to the risks commercial real estate may pose to the
financial system and the public," says a report issued Thursday by the
Congressional Oversight Panel.

Over the next five yearsbout $1.4 trillion in commercial real estate loans
will reach the end of their terms and require new financing. Nearly half
are "underwater," meaning the borrower owes more than the property
is worth. Commercial property values have fallen more than 40 percent
nationally since their 2007 peak. Vacancy rates are up and rents are
down, further driving down the value of these properties.

In a recent speech, Dennis Lockhart, president of the Federal Reserve Ba
of Atlanta...spoke about the "potential of a se#finforcing negative
feedback loop" involving bank lending, small business employment, ar
O2YYSNDALFt NGB lbdnksSihihe dighes@dvdlsddS & X @
exposure to commercial real estate loans account for almost 40 percer
of all small business loans.

"There wasa big commercial real estate bubble, and it has to come d@h
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The report notes that770 billion (53 percent) of commercial
mortgages maturing from 2010 to 2014 are underwater.
More than 60 percent of mortgages maturing in 2012 and
2013 are underwater. Many of these loans are likely to
default, and the losses could cause more snaait]
mediumsized banks to collapse.

The nation'20 biggest banks- those with at least $100
billion in assets- have an average commercial real estate
exposure equal to 79 percent of their total riskased
capital, according to the report. For the nation's roughly
7,000community banks--those with less than $10 billion
in assets-the average commercial real estate exposure
equals288 percentof total riskbased capital.

So the average community bank has about $3 in commercial
real estate loans for every $1 set aside to cover possible
losses.

kil

= There are more thai0,100 troubled commercial properties
, worth more than $205 billioracross the U.S., according
to Real Capital Analytics. The report notes that banks
alone could experience losses nearing $300 billion.




Housing Market: Very Sick After a

Near Death Experience

Y
AL -
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E xisting 1-Family Home Sales: United States
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Source: National Association of Realtors /H aver Analytics

United States: Conference Board Consumer Confidence Survey:
Plans to Buy a Home Within Six Months (percent respondents)
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Homebuyinglntentions
Remain Near 40 Year Lows

+— MBA: Yolume Index: Mortgage Loan Applications for Purchase

SA, Mar-16-90=100

MBA: Volume Index: Mortgage Loan Applications for Refinancing —»

SA, Mar-16-90=100
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Sources: Mortgage Bankers Association /Haver Analytics

United States: Months’ Supply of Total Existing Homes

(months)
Highest Supply
1007 Level on Record

5.0+

70 75 80

Shaded region represent periods of U.S. recession

Source: Haver Analytics, Gluskin Sheff

"'99 ' 00 01 ©02 03 04 05 06 O7 08 09 ' 10

Source: Haver Analytics, Gluskin Sheff



Housing Foreclosures Explodini®macroainPartners
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Huge Mortgage
Delinquency Rates in
CA, AZ, FL, NV, and NY

1.52.0 mm New
Foreclosures and
Bankruptcies Annually!

Low Mobility
Exacerbating
Unemployment
Challenges




