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Highlights
+  Large daily movements in US equity markets have become more
common because of unfolding events in the Eurazone.

Changes to the Forecast
Short Term  Long Term

Prime Rate » H

+  We expect bond yields to move substantially higher over the long | Treasury Bond, 10-Year Yield > »
term, but see them staying below 2.5% until late 2012, Corparate Bond Vield ! »
Consumer Nonmortgage Credit - -

«  The Federal Reserve has given as firm a commitment as possible to Morgage Credit -~ ~
Business Credit » FS

keep the federa! funds rate near zero through at least mid-2013. Our

Lo - .. . = High
expectation is that it will not be raising rates until 2014, o Ciaher

W = Lower

» =No Change

Issue to Watch

+  The major immediate risks remain to the downside. The most wotrisome one is a financial meltdown in the Eurozone,
with some countries exiting the euro, and/or a messy default by one or more of the large Eurozone countries, espe-
cially Italy or Spain.

Financial Markets Outlook

(Percent}
Quarterty Years
201412 2014:3  2014:4 204201 20422 2012:3 2010 2011 2012 2013

Federal Funds Rate 0.08 0.08 0.08 0.10 0.10 0.10 0.18 0.10 0.10 0.1

3-Month Treasury Bill Rate 0.05 0.02 0.02 0.03 0.04 0.06 0.14 0.05 0.05 0.09

10-Year Treasury Note Yield 3.21 243 2,08 210 226 243 3.2t 2.79 232 2.84

30-Year Fixed Morigage Rate 4,88 4.31 4.01 3.87 3.98 4.43 489 448 4,04 438

Corporate AAA Bond Yield 5.04 448 3.89 4.03 418 429 494 463 4.24 4.54

S&P 500 Stock index 1,319 1,228 1,220 1,216 1,251 1,269 1,139 1,267 1,256 1,334
Year-on-Year Percent Change 16.2 120 13 -8.7 -5.2 3.4 20.3 11.2 -0.8 6.2

Year-on-Year Percent Change (End-of-period basis)

Consumer Credit -1.8 -1.5 1.7 -1.6 -16 -1.3 -29 4.7 1.0 09
Nonmorigage 1.5 24 26 38 40 4.9 1.7 26 54 37
Morigages 2.8 2.4 26 -2.8 28 2.8 3.2 2.6 2.5 0.1

Business Credit 4.1 77 8.5 7.7 7.7 7.0 56 8.5 78 65

Total Credit -1.3 0.8 08 0.8 0.7 0.5 3.1 -0.8 -0.2 14

Consumer Nonmortgage Credit Consumer Mortgage and Business Credit
(Percent change from a year earlier, end of period) (Percent change from a year earlier, end of period)
6 6 20

N ._,/’///\-\\‘ N e

/ 0 0
0 ‘——/
-3 : -10

2010 2011 2012 2013
2010 2011 2012 2013 m——eeen Mortgage (Left scale)

Business (Right scale)
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US ECONOMIC OUTLOOK
Financial Markets

Recent Developments. Large daily movements in US
equity markets have become more common because of
unfolding events in the Burozone, On November 9, the
Dow dropped 3.7% after Italian 10-year bond yields
crossed the 7% threshold. And on November 30, the Dow
jumped 4.3% on news that the Fed and five other central
banks would expand a program that allows foreign banks to
borrow dollars at low interest rates. Despite these occa-
sional large swings, the CBOE Volatility Index (VIX),
which measures expected volatility in the S&P 500 over the
next 30 days, has been edging down. On December 8, the
VIX ended at 27.8, down from an average reading of 31.9
in November, indicating that while investors expected mar-
kets to remain volatile, they also expected volatility to
diminish slightly.

The 10-year yield has been hovering around the 2.0% mark
since early November, and 30-year yields have settled
about 100 basis points above the 10-year yield, as investors
continued to show a preference for the liquidity and securi-
ty of US securities. The dollar’s movements against other
currencies has been mixed, The Federal Reserve’s trade-
weighted exchange rate—the broad index—was up 0.6% in
the 30 days ended December 2, During this interval, the
dollar gained 3.3% against the euro and 2.7% against the
British pound, but lost 0.5% against the yen.

The Outlook. Economic growth has improved. Fourth-
quarter GDP is expected to be up 2.6%—the best quarter
this year. We expect growth to slip below 2.0% again in the
first half of 2012, however, because of domestic headwinds
from high household and public debt, as well as slower
economic growth abroad. We have cut our recession prob-

ability to 35%, from 40%. Domestic recession risks have
eased, but the threat from the Eurozone remains high.

We expect the dollar to strengthen against the euro as the
Furozone tips into recession, but we see no clear medium-
term trend in the dollar against major currencies. We expect
a continuing downward trend against emerging-market cur-
rencies, dictated by the pace at which China allows the ren-
minbi to appreciate.

Ten-year Treasury bond yields have fallen sharply on fears
for global growth and an expectation that short-term inter-
est rates will remain very low for a long time, We expect
bond yields to move substantially higher over the long
term, but see them staying below 2.5% until late 2012.

The Fed’s willingness to jump in with extra liquidity for
European banks indicates its concern at the size of the risks
facing the global financial system. We expect that it will
follow through with a domestic QE III program in 2012 of
similar size to QE II ($600 billion), targeted mostly or
entirely towards mortgage-backed securities. We do not
believe, however, that either this action or the current
“twist™ operation will give much support to growth.

Risks to the Forecast In the pessimistic scenario, facing
an outlook of weak growth, the Federal Reserve keeps the
federal funds rate in the 0.00-0.25% target range until 2015.
Ten-year yields remain below the baseline through 2015.

In the optimistic scenario, long-term interest rates initially
climb more quickly than in the baseline because the out-
look is brighter. In light of stronger-than-expected growth,
the Fed rethinks its pledge to keep interest rates near zero
through mid-2013 and begins hiking rates in the first quar-
ter of that year.

Nonmortgage Consumer Debt
(Percent of disposableincome)

Consumer Credit Outstanding
(Billiens ofdaliars)

25 2,800
241 2,600
23 E
2,400
22 E
21 2,200+
20 +— v 2,000+ . . r
Qct-05 Oct-07 Oct-09 Oct-11 Oct-05 Oct-07 Oct-09 Oct-11
December 2011
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US ECONCMIC OUTLOOK

Financial Markets
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25

TABLE 1

Interest Rates, Money, and Financial Variables

Percent per Annum, NEA
Federal Funds Rate

New York Fed Discount Rate
Prime Rate

US Treasury Yield C
3-Month Bill, Bond Equiv Yield

6-Month Bill, Bond Equiv, Yield
1-Year BillNote Yield

2-Year Note Yield

§-Year Note Yield

10-Year Note Yield

30-Year Bond Yield

Short-Term Rates
3-Month Treasury Bill

6-Month Treasury Blil

3-Month Negotiable CDs
3-Month Commercial Paper
3-Month LIBOR

4-Year New Auto Loan {Banks)

tong-Term R

Seasoned Aaa Corporate Bonds
Seasoned Baa Corporate Bonds
Seasoned Aa Public Utility Bonds
Bond Buyer Index, 20 GO Munis

Mort%age Rates
‘ear Conventional Fixed

11th District Cost of Funds

Bilfions of Dollars, SA
Monetary Aggregates and Reserves
M1
(Percent Change, Annual Rate)
Cash & Travelers’ Checks
Checkable Deposlis
M2
{Percent Change, Annual Rale)
M1 Velocity (GDP/M1)
M2 Velocity (GDP/M2)

Outstanding Credit

Com'l & Indus. Loans, Com’l. Banks
Percent Change, Annual Rate

Nonmortgage Consumer Credit
Percent Change, Annual Rate

Morlgage Loans, All Issuers
Percent Change, Annual Rate

Mortgage Loans

Net Acquisitions
Single-Family
Multl-Family
Commercial
Farm

Outstandings End of Period
Single-Family
Multi-Family
Commercial
Farm

20112 20113 20114 20121 20122 20423| 2010 2011 2012 2013 2014 2015 2016
ovo 008 008 010 040 048] 018 o010 of0 o041 423 327 400
075 075 075 075 07 075 072 075 075 Q75 199 427 &0
325 325 326 325 325 325 325 325 325 325 423 627 700
005 002 002 003 004 008] 044 005 005 009 133 327 386
040 005 008 007 008 00| 020 010 009 014 151 348 402
021 043 012 043 044 07| 632 018 016 025 170 362 401
057 028 027 026 029 037| 070 045 033 082 196 376 412
186 145 097 104 121 141| 183 15 129 164 266 418 480
321 243 208 210 228 243| 321 279 232 284 368 460 431
434 968 304 306 322 338| 425 391 327 3765 445 509 53
005 002 002 003 004 006 044 005 006 00 131 320 37
010 006 005 007 008 010 o9 01 008 o014 147 338 38
022 020 042 050 046 032| 031 030 038 024 147 351 448
017 015 043 017 020 02| 028 017 0320 022 142 340 404
026 030 048 067 053 039] 034 034 045 031 154 358 425
581 594 584 555 586 571) 621 681 565 500 662 785 84
504 445 389 403 418 420| 494 483 421 454 513 585 e
585 546 521 528 531 53| 604 565 532 561 620 742 738
514 475 401 4156 433 450| 524 481 440 492 583 652 679
457 419 408 407 413 420] 420 451 415 443 484 549 570
466 431 401 387 888 413] 480 446 404 438 502 598 629
135 131 418 122 126 125| 171 43 124 119 169 301 350

18241 20817 21650 21860 22080 22447| 18083 21660 22831 24161 24803 24887 26175
124 370 148 &9 43 68| 74 192 59 58 22 08 12
9623 ©81.0 0942 10144 10275 10462) 9163 9342 10848 11196 11500 1181.4 12226
9617 11007 11608 11716 11815 11985| B920 11608 12185 12964 13193 1307.3 12950

90216 94692 96534 97239 07701 08503] B777.3 96534 9947.0 104161 10919.5 11311.0 117322
62 214 80 80 23 33| 32 10 30 47 48 38 a7
780 720 740 705 702 695| 803 700 681 668 688 718 I
166 160 158 153 158 158 166 158 156 185 156 158 1.0

12608 12953 13114 13328 13683 13865 12081 13114 14153 15066 15953 18887 17766
78 114 61 67 79 86| -56 85 79 85 58 59 52

24425 24520 24718 25002 25390 25726) 24083 24718 26047 27020 2780.0 2898.9 30130
35 16 33 €2 48 54| -7 26 64 37 32 38 39

10626.3 13556.4 13487.0 13404.7 13340.8 133021 (138174 13467.0 13276.9 133816 13837.2 14604.8 165436
24 20 21 24 -8 -i2| -8 24 -6 08 34 55 64
3340 2767 2082 3293 2566 -1650| -5002 -3304 -210.1 1047 4656 767.6 9386
2684 2403 2874 3635 2065 -2089| -3425 2781 -260.1 100 3002 5475 648
44 82 162 204 252 297] -1 89 273 411 543 693 848
650 318 126 113 133 213| -1616 845 182 496 870 1458 2032
48 47 47 25 25 25| 48 47 25 40 50 50 B0

10380.1 10317.7 10245.9 10165.1 10080.9 100287 10524.0 102459 9986.9 99969 10306.1 108538 114992
8308 8422 8463 8514 857.7 865.1| 8394 8463 8736 9147 9600 10383 1123

29744 20664 22633 22661 20894 22749 23178 22633 22824 23320 24191 25649 27641
1338 1327 1315 1322 1328 13341 1363 1315 1340 1380 1430 1480 1530
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26 US ECONOMIC OUTLOOK

Financial Markets
TABLE 2
Saving and Investment
20112 2011:3 2011:4 201214 2012:2 2012.3 2010 2011 2012 2013 2014 2015 2016

Biillons of Dollars

Gross Saving 1690.5 1887.3 19840 20078 19930 20030 |18205 19143 20122 22157 25188 27568 29576

Net Saving -495 -74.5 -0.5 131 83 -135| -546 -359 03 1350 3450 4774 5770
Net Private Saving 12681 11765 12208 11524 11151 10568 | 12445 12257 1088.1 930.2 10465 1127.5 12178

Personal Saving 556.5 4345 4214 4643 4712 4418 | 5928 4978 4499 3669 4728 5726 6413
Adjusted Corporate Retained Earnings 709.6 7419 7994 6881 6438 6150 6517 7278 6381 5634 673.7 5549 5766
Undistributed Profits 6627 6859 7023 6885 6441 6395| 6710 6780 6834 7592 8021 6954 €668
Inventory Vatuation Adjustment -60.4 473 28 36.7 35.1 90| -381 -65.2 182 -11.0 -108 -7.8 -61
Capital Consumption Adjustment 107.3 1033 943 370 -353 -334 187 1054 -345 -1848 -208.6 -1327 -105.1
Wage Accruals less Disbursements’ 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Government Saving 1315.6 -1251.0 -1221.3 -11383 -1121.3 -10704 1209.0 -1261.5 -1087.8 -7953 -701.5 -650.1 -640.9
Federal 42754 -11728 -11433 -1074.0 -1063.4 -1025.6 l1273.7 -1198.2 10368 -770.2 -692.1 -8522 -653.2
State & Local 402 -7182 -780 653 579 -447| -253 634 -519 -26.1 -9.4 2.4 12.3

Consumption of Fixed Capltal
Private 15905 16067 16255 16346 1643.2 18550 15409 1598.3 1660.7 17152 1798.8 1892.6 1882.3
Government 3494 3552 3580 3602 3611 3615 3340 3518 3611 3656 3750 3868 308.3

General Government 2010 2056 2084 2088 2989 2085 | 2766 2928 2985 2098 3058 3144 3224
Federal 1208 1322 1334 1344 1352 1358 1233 1308 1365 138.0 1402 1420 1428
Stale & Local 1611 1635 1650 1645 163.7 1626 1853 1621 1630 1818 1656 1724 179.6

Government Enterprise 58.4 69.6 €06 614 622 63.0 55.4 59.0 62,6 65.9 6§9.2 724 76.8

Gross Domestic Investment
Gross Domaestic Investment 1805.3 18954 19430 19904 20130 20227 1705.4 1896.7 2018.6 21958 2501.7 27717 29408
Gross Government Investment 4782 4871 4783 4726 4668 4655 | 5083 4818 4670 4645 4715 4828 4947

Net Lending or Borrowing {-) * 4967 -4443 -4627 -4803 -5074 -5108 4708 -4744 -4990 -4702 -480.1 -623.5 -504.1

Stalistical Discrepancy -10.0 514 -250 -250 -250 -250 08 .89 -250 260 -250 -250 -250

* Inciudes a smali amount of

capial transfers,

Percent of GOP )

Gross Saving 124 122 128 128 127 12.7 124 125 12.7 135 147 16.3 15.7
Private 18.7 18.0 183 17.8 176 171 18.9 184 174 16.2 16.6 16.8 17.0
Govemment -8.3 -6.8 -5.5 -5.0 -4.8 -4.5 -6.6 -5.9 -4.6 -2.6 -1.8 -1.5 -1.3

Stock Market and Equitles

$&P 500 Common Stock index 1318 1228 1220 1216 1251 1269 1138 1267 1266 1334 1408 1488 1678
Four-Quarter Percent Change 16.2 12.0 i3 6.7 -5.2 34 121 10.5 6.1 10.2 52 3.0 14
Reporied Earnings 2294 2274 2322 2472 2442 2502 77.35 89.64 9830 10891 12085 120.23 131,91
Operaling Eamings 24.866 2537 2592 2498 2566 2662 838 987 1049 1129 4213 1281 1315
Price-{Reporied) Earnings Ratio 162 14,6 14.0 13.6 13.6 184 184 154 134 13.1 124 11.9 121
Dividend Yield (Annual rate) 1.7 218 221 2.25 2.2 220 1.e8 2.08 2.22 2.19 2.20 2.19 214

Cost of Funds - Percent

Financial Capital 4387 4.87 481 486 487 4.86 4.95 4.84 485 480 493 522 5.33
To Limited Parinerships 3.47 288 262 286 277 289 352 316 2.82 320 372 444 4.66
To Public Utilities 462 462 445 451 454 456 473 458 454 459 480 515 5.27

Afer-Tax Cost of Equity 803 626 640 642 6937 6.30 619 614 633 6.1 6.08 6.22 6.30

ARer-Tax Cost of Corporate Debt 3.4 2,79 2.44 2.52 282 2.68 3.08 2.80 263 2.84 321 3.73 3.89
December 2011

Created on 14 Dec 2011 for Eiik Jochnson
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Odds Of Recessio

n Have Eased

omestic Commentary Consensus forecasts of how much U.S. real
pP will grow over the next six quarters edged a bit lower this

“¢hat the U.S. economy might slide back into recession actually cased

“in the face of better-than-expected domestic economic news and

“.more recenty hopes that the Jatest plen to address the Eurozone’s
sovereign debifbanking crisis will avert 2 global slowdown. As @
result, U.S. equity markets staged spectacular yallies in October and
the Treasury market was hit with selling as “risk on” trades regained
favor. Nonetheless, it remains debatable whethes the U.8. will con-
tinue to register sequeptially stronger cconomic growth over the fore-
cast harizon. Moreoyer, the financial markets’ current euphoria gbout
the latest plan to solve Europe's woes may fade in coming weeks as
jnvestors scrutinize its details and the potential impediments to @
successful implementation.

The government’s first estimate of real GDP growth in Q3 (released
after our survey) was stronget than Jast month’s consensus estimate
put basically in line with more recent forecasts of economists. How-
ever, the mix of growth during the quarter was betfer than expected
by most analysis given the considerable drag from business invento-
ries. Indeed, real final sales — GDP minus inventories ~ grew at an
annual rate of 3.6%, Coupled with the strong rally in equity prices
that has boosted household wealth and easing fears about Europe, we
suspect that many of our panclists will raise their estimates of near-
term U.S. economic growth a bit in coming days.

Real GDP in the U.S. during Q3 grewatsn annual rate of 2.5%. That
marked the best performance in exactly a year and was a consider~
able improvement over the average 0.9% rate of growth registered in
the first two quarters of 2011. After eight quarters, the level of real
GDP in Q3 finally surpassed its pre-recession peak indicating that the
US economy had moved from recovery to the expansion phase of the
business cycle.

Real personal consumption expenditures (PCE) increased at an 8n-
nual rate of 2.4% in Q3. Growth was supported by stwonger vehicle
sales that lified spending on consumet durable goods to an annual
rate of 4.1% apd a 3.0% rate of growth in spending on consumer
services, the best quarterly performance since Q2 2006. Nonresiden-
tia] fixed investment grew 16.3% during Q3 as ‘spending on equip-
ment and software increased st 2 17.4% clip and investment in struc-
tures jumped at a 13.3% rate. Residential investmenl increased just
2.4% during Q3, but that marked the third increase in the last four
quarters, Net exports contributed 0.22 percentage poinis to real

© GDP’s growth tate during the quarter while a4 drawdown in business
inventories shaved a large 1.1 percentage points off the rate of GDP
growth. Spendin% Dy state and focal governments contracted at a
1.3% rate, the 11'™ decline in the Jast 15 quarters.

The tumble in inventories exceeded expectations and may have re-
sulted from undue pessimism about consumer spending during the
holiday shopping season. Indeed, it is possible that PCE growth
could be restrained in Q4 if caution about inventories has left firms
with too little of the goods that consumers’® desire. Most analysts will
likely assumie stronger production in Q4 as inventory levels are re-

. built. Moreover, the leaner fevel of inventories in Q3 reduces the
odds that an inventory correction will depress GDP growth during
the first half of 2012.

In terms of specifics, the consensus now predicts real GDP will grow
at an annual Tate of 2.0% in the current quarter. That estimate is uo-

changed from a month ago but likely to be revised up by many of our |

panelists in the wake of news about how much business inventories
were a drag on GDP in Q3 and the fact that consumet spending
-ended Q3 with considerable momentum, The sharp rebound in equity
tmarkets during October also suggests an improved outlook for con-

onth, according to our October 24™-25" survey. However, fears .

sumer spending this quarter. However, real disposable personal in-
come contracted at 2 1.7% ¢lip in Q3, the personal saving rate in
September fell to its lowes! level since December 2007, and con-
sumer sentiment remains very depressed. Moreaver, the strength in
consumer spending on services in Q3 is Jikely unsustainable in Q4.

Real GDP now is forecast by the consensus to grow at an annual rate
of 1.8% in Q1 of next year and at a 2.1% pace in Q2, both estirates
0.2 of a percentage point fess than estimated a month ago. Again,
these estimates may be subject to upward revisions in coming days
due to the surprisingly large drawdown in business inventories in Q3.
However, copsidering the partisan atmosphere in Washington, exten-
sion for another year of the two pescentage point reduetion in work~
ers’ payroll taxes j3 not a given, If not extended, disposable income,
will take & hit, restraining growth in PCE as & result. Consensus fore-
casts of real GDP growth in Q3 and Q4 of 2012 also slipped 0.2 of 2
percentage point this month to 2.4% and 2.6%, respectively, while
the forecast of growth in Q1 2013 reinained at 2.8%.

The consensus continues to predict that the pace of increase in con-
sumer price inflation will fusther subside in coming quarters, stabiliz-
ing in an area just north of 2.0%. The Consumer Price Index in-
creased at an annus) rate of 5.2% in Q1 of this year, ata 4.1%clip in
Q2 and 2 3.1% pace in Q3. However, we have yet to see 8 decelere-
tion in its 12-month rato of change which increased to 3.9% in Sep-
tember, the fastest pace since September 2008. Going forward, the
CP1 now is predicted to increase at an annual 1.8% clip in the current
quarter and ai a rate of 2.2% in the first two quarters of 2012, It is
forecast to increase at rates of 2.3% in Q3 2012, 2.2% in Q4 2012
and 2.3% in Q1 2013. In confrast 10 the headline CP, the core CP1
has registered sequentiaily faster increases over the past four quar-
ters, rising from & 0.6% pace in Q4 2010 to 2 2.7% pace last quarter.
On year-over-year basis, the core CP1 yemained at 2.0% for & second
straight month in September, the highest since November 2008,

In answer to a special question, the consensus odds of a U.S. reces-
sion by the end of 2012 dropped to 30.1%, down from 34.6% last
month and 34.7% in September. Asked if spillover effects from
Burope or tightening U.8. fiscal policy posed & bigger threat to U.S.
GDP growlh in 2012, about T1% of the panelists said spillover ef-
fects from Burope. A bit less than 74% said their forecasts of GDP
growth in 2012 assume an extension of this year's temporary reduc-
tion in workers’ payrol) taxes, down from 77.3% & month ago.

Having already made a conditional promise in August to leave its
overnight policy rafe at the current level of 0%-0.25% unti] at Jeast
mid-2013; and announcing at its September mesting plans to sell
$400 billion of shorter duration assets on its balance sheet and replac-
ing them with an equat amount of longer maturity Treasurys over the
next nine months, markets anticipate Hitle major news out of the
FOMC’s November 182" meeting, While several influential FOMC
members have recently talked up the possibility of additional quanti-
tative easing (mostly likely purchases of mortgage-backed securi-
fies), a move in that direction has likely been forestalled in the near-
term by better U.S. economic news, coupled with adoption of
Europe’s latest planto deal with its sovereign debt/banking crisis.

Consensus Forecast Forecasts of GDP growth over the next six
quarters eased a bit over the past month but odds of a recession also
were lowered. Inflation still is expeoted to decelerats, with the CPI
stabilizing a little north of 2.0%. Fed policy i likely to be on hold
until at least next year as policymakers’ access the effects of changes
anmounced earlier. However, more alterations to the FOMC's com-~
smunications strategy could soon be forthcoming (see page 2.

Special Questions The consensus forecast of the average monthly
increase in nonfarm payrolls during 2012 slipped to 126,300 this
month versus 149,900 in our Septernber poll (see page 14).
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions‘

History: : Consensus Forecasts-Quarterly Avg,
——Average For Week Bnding------ —-Average For Month-—- Latest Q 40 1Q 2Q 30 4Q 1Q
Interest Rates Oct.21 Oct.14 Qct.7 Sep 30 Sep. Ang. Ty 302011 {2011 2012 2012 2012 2012 2013
Federal Funds Rate 007 007 0.07 008 008 010 0.07 0.08 g1 @1 01 01 01 02
Prime Rate 323 3.25 325 3.25 325 3.25 325 325 33 33 33 33 33 33
LIBOR, 3-mo. 041 0.40 0.38 0.37 0.35 0.29 0.25 0.30 04 04 04 04 04 04
Commercial Paper, $-mo.  0.09 0.09 0.08 0.07 008 0.1l 0.09 0.09 01 02 082 02 02 03
Treasury bill, 3-mo. 003 002 0.01 002 001 002 0.04 0.02 00 01 01 01 01 02
Treasury bill, 6-mo. 0.06 0.06 0.04 0.04 0.04 0.06 0.08 0.06 01 01 02 02 02 0.3
Treaswry bill, 1 yr. 012 ol 0.11 0.1 010 o1 0.19 0.13 62 02 03 03 04 05
Treasury nots, 2 yr. 028 030 0.27 026 020 023 041 0.28 03 03 05 05 06 08
Treasury note, 3 yr. 1.07 1.14 0.96 0.96 090 1.02 1.54 1.15 1.1 12 13 14 16 LI
Treasury note, 10 yr. 220 222 1,93 1.97 1.98 2.30 3.00 243 22 23 24 25 27 28
Treasury note, 30 yr. 3.18 3.17 2.88 3,02 3.18 3.65 427 3.70 32 33 34 36 37 38
Corporate Aaa bond 398 410 39 4.06 4,09 4.37 493 446 41 41 42 43 44 45
Corporate Baa bond 5.41 5.52 5.26 531 527 536 576 546 54 54 54 55 56 56
State & Local bonds 4.08 4.17 4.14 393 4.01 402 4,52 418 41 41 41 42 43 4.3
Home mortgage rate 411 412 394 4Dl 4l 427 4SS 431 | 41 41 42 43 44 45
History : Consensus Forecasts-Quarterly
4Q 1Q 2Q 3Q 4Q 1Q 2Q Q 4@ 10 2@ 3Q 4Q 1Q
Key Assumptions 2000 2010 2010 2010 2000 2011 20011 2011 {2011 2012 2012 2012 2012 2043
Major Currency Index 728 748 116 759 130 719 69.6 09 |71 T2 M2 Tl 71 7S
Real GDP 38 3.9 3.8 2.5 2.3 04 13 2.5 20 18 21 24 26 2.8
GDP Price Index 1.1 1.5 1.5 1.4 1.9 2.5 2.5 2.5 1.8 19 19 20 20 2.1
Consumer Price Index 2.7 1.3 -0.5 14 26 52 4.1 31 18 22 22 23 22 2.3

Forecasts for interest rates and
Index are seasonally-adjusted annual rates of change (saar). Individual panel b

the Federa) Reserve's Major Currency Index represent averages for the quarter, For¢casts for Real GDP, GDP Price Index and Conswmer Price

Federal Reserve Release (FRSR) H.15.

LIBOR quotes available from The Wall Swreet Journal, Intesest rate definitions are the

ts are on pages 4 through 9, Hist rical data for i

t vates except LIBOR is from
samne s those in FRSR H.15. Treasury yields are

yeported on a constant maturity besis, Historleal data for the Fed's Major Currency Tndex is from FRSR H.10 and G.5. Historica) data for Real GDP and GDP Chained Price Index
are from the Burean of Economic Analysis (BEA). Consumer Price Index (CPY) history is from the Department of Labor’s Bureau of Labor Statistcs (BLS).

U.S. Treasury Yield Curve
Waeek ended October 21, 2011 and Year Ao Vs,

U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yieid
{Quartedy Average) History

402011 and 1G1 2013 Consensus Forecests 6.00 4 Pt 600
4.50 4.60 . A
o e—Year Ago 550 10-Ye, T-Nete Yield, Consansus ; 850
400 4 —3—Week ended 1021111 4,00 + 500
= Consensus 10 2013 4 4.80
3.80 += 4 .consensus 402011 [ 3.60 \ Y a00
3,00 + ® 3.00 ‘ . 3.50
2.50 b L 2,50 L aoo
g 200 4 +2.00 ¥ 250
1.60 - 1.60 I i.og
X L 18
1.00 - 4100 ] Tioo
0.50 - 0.80 ] g
1 . %oy 3-Monih T-8il Yiel \ ,E 0.50
0.00 7= : 0.00 0.00 TR HHHHHHEHAHHH R R e 0.00
amo 6mo ayr 297 Syr 10y 30yr G 1G 1@ 1@ 1@ 1@ 10 10 1Q QW@ g 1R
Maturities 2001 2002 2003 2004 2005 200§ 2007 2008 2009 2010 2011 2012 2043
Corporate Bond Spreads U.S. Treasury Yield Curve
As of week ended October 21,2011 As of week ended October 21, 201
700 700 400 - 400
860 + Baa Corporate L 650 K !
350 4 3 350
800}  Aea Corporate Bond Yield F 800 3 i f‘ ‘/WJL J\,\ N, s
850 1 Bond Yiek minus 10-Year - 550 300 + \ s n T 200
5001  minus 10-Year T T-Bond Yield ~ fsoo  zs0d , \,{i‘-" Y 4 260
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g L 380 150 4 . kT
E 300 g 10-Year T-Bond -
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International Commentary After torturous negotiations, Eurozone
-—--—————-—-'S—Month Interest Rates'-———oe leaders’ latest attempt at solving the cumency zonme's sovereign
History C Forecasts debUbanking crisis exceeded investors’ expectations by enough to
Month  Year Months From Now: send global equity markets soaring, sharply narrow sovereign debt
Latest: _Ago:  Apo 3 6 12 spreads in Europe and rally the Euro — at Jeast in the short run, How-
u.s. 0.55 0.55 0.41 041 037 0.39 ever, skeichy details on the plan's implementation over the next sev-
Japan 0.21 0.82. 025 | 024 024 024 eral .months seem likely to re-inject some degree of caution back into
UK, 1.02 161 09 | 08 070 070 markets in coming weeks. According to press reports, officials
Switzerland 0.20 0.26 036 | 010 010 0.10 reached agreement with private banks on a “voluntary” 50% haircut
Capada 1.69 1Li7 157 | 126 118 140 on their holdings of Greek debt, up from the 21% agreed to in July.
Australia 495 494 478 | 480 490 500 Despite the size of the haircut, it's assumed that authorities will de-
Burozone L7 161 1.08 | 041 037 039 olare that this does not constitute a “credit event” for holders of credit
default swaps. Thero also was agreement in principle that the 220-
w2 billion euro not already earmarked in the 440-billion euro Buropean
~-—-----10-Yr. Government Bond Yields'—— oot Seability Facility (EFSF) would be leveraged through guar-
History Consensus Forecasts antees and outside investment, allowing it to guarantee up to 1-trillion
Month  Year Months From Now: _euro of bonds issued by European nations. However, details on how
Latest: Ago:  Ago: 3 6 12 this will be accomplished remain vague. Lastly, the Burozone’s 70
u.s. 2.13 172 255 | 220 238 2.68 largest banks would be required to boost their Tier 1 capital ratio to
Germany 206 169 246 | 206 215 238 9% by next July (estimated cost 106 billion euro), putting pressure on
Japan 102 099 09 } 1,07 093  1Is cash sirapped southem-Earopean nations that would be on the hook
UK, 251 232 2952 | 243 251 284 for the funds if private monies cannot be raised. Eurozone officials
France 319 253 279 | 321 308 3R also extracted from ltaly more promises to cut its debt, the European
laly 596 570 377 | 574 571 582 Central Bank is expected to maintain its purchases of bonds and the
Switzerdland - 103 092 155 | 105 108 118 International Monetary Fund may play 2 bigger role in resolving the
Canada 2.28 2.03 2.73 2.51 2,66 3.10 - debt crisis.

Ausmlxa 4.48 401 5.21 4.53 4.91 543 The ECB left rates unchanged in early October, but signs of weaken-
Spain 5.54 5.30 408 | 573 564 567 ing economic growth in the Eurozone have increased speculation of a
rate cut by year’s end, reversing one or both of the 25 basis point
....... Foreign Exchange Ratessnrremmmmm hikes 1E enacted eaﬂier‘ in 2011. Whilfz a cut on November 3" (Mario
History C Forecasts Dragh{ s first as presndcnt). seems like a long shot, we could see

Month  Year Months From Now: Draghi at leas‘; hint of an easing in December.
Latestt Ago:  Ago: 3 6 12 On Octojoer_G A the: Banl‘c of England p?:oE) ann_ounced a second round
US. 70876 710.615 72458 | 723 726 2.9 of quantitative easing with GBP75 b'zllxon of gilt purch_a§es scheduled
Japan 76100 76.800 81370 | 776 781 80,5 to take place over a four-montfx period. Although additional QE had
UK. 1.5945 15802 1.5681 | 1.2 1.52 1.57 been telegrgphed by t'he BoE, it pccurred sooner than expected. The
Switzerland 0.8852 0.8753 0.9797 0.88 0.88 0.90 economy hkely re_mamed waalc .ll'.l Q3 and may have contracte.d ?S
Canada 1.0090 09813 1.0271 | 1.00  1.00 0.98 government spendlflg fell after rising at an unc?(pectedly fa‘st‘chp in
Austrelia 1.0330 1.0380 098131 1.00 1.01 1.03 Q2. Futul:e growth is expected to remain constrained by declining real
Buro 13873 13780 1.3929 | 1.36 135 1.35 wages, high unemployment, and weaker export demand. If the econ-
omy falls back into recession, additional QE from the MPC cannot be

c ¢ ruled out, especially if inflation recedes.
onsensus onsensus . .

3-Month Rates 10-Year Gov't As expected the Bank of Canada (BoC) left its target rate at 1.0% on

h - . s . «
vs. U.S. Rate Yiolds vs. U.S. Yield October 25" but the accompanying policy statement was more dovish

than expected with no reference to the removal of stimulus, The BoC

Now | In 12 Mo, Now ;i In 12 Mo, axed its domestic growth outlook for this year and next and also cut its

Japan 034 <0.15 | Germany 007 | -0.30 estimate of consumer price inflation. The dovish theme of the October

UK. T 047 0.31 Japan -L1 -1.53 25" announcement was underscored by the subsequent release of the

Switzerland  -0.35 629 | UK 0.38 0.16 Monetary Policy Report a day fater and suggests that BoC policy will
Canada 1.14 1.01 France 1.06 0.44 likely remain on hold through at least Q1 of next year.

Australia - 4.40 4.61 Italy 3.83 3.13 Markets are discounting some easing of policy from the Reserve Bank

Eurozone 1.21 062 | Switzerland  -1.10 | -1.51 of Australia (RBA), The bank’s Janguage went from hawikish to

Canada 0.15 0.42 neutral recently amid worries about slowing global econémic growth

g‘::;“ha §i§ ;;g and easing inflationary’ worries. With monetary conditions tight and

consumer confidence weakening, the RBA has stated that “an
improved inflation outlock would increase the scope for monetary
Forecasts of panel members are on pages 10 and 11. Definitions of vari- policy to provide some support for demand, should that prove
ables are as follows: "Three month rate on interest-earning money mar- necessary.” Nonetheless, a cut in rates ig not yet assured.

ket deposits denominaied in selected currencies. *Government bonds are The Bank of Japan S?o 7) Ieft its ovemight policy rate unchanged at 0-
yields to maturity. Foreign exchange rate fovecasis for UK., Australia  0,1% on October 7% but on October 27" anmounced a S-trillion yen
and the Euro are U.S. dollars per currency unit. For the U.S dollar, fore-  addition to its 50-trillion yen QE program. The Bo) was prompted o
casts are of the U.S. Federal Reserve Board's Major Currency Index. act by continued strength in the yen, The rebound in manufacturing
has slowed noticeably as export demand waned in the face of global
uncertainty. Domestic demand remains poor and capital spending is
on the wane (see pages 10-11 for individual panelists’ forecasts),
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Intérest Rate Forecasts Key Assumptions
Parcant Per Annum - Averags For Querter Avg,For | ~——(Q-Q% Change}—
Bhue Chip Short-Tem. lermiediate-Ti Long-T Qftem | e | SAAR e
Finencist Forecasts 1 2 3 4 5 8 7 8 s 1 i 12 13 " 15 A 8. [ D.
Panel Members Federal Prime LIBOR Com. Tress. Treas. Treas, Trees, VYeress, Treas, Tress.  Ase Baa Slated Home [FedsMaor 0P Cons,
Funds Bonk Rate Paper Bils BiWs Bils Noles Noles Noles Bond Cop. Corp.  local Mg | Cumency | Real  Price  Price
Rate Rale 3Mo. iMo. SMo. 6Mo. fWR 2Yh  SYL  90YL 30, Bond HBond Bonds Rale | Sladex | GOP  lndex  ndex
JPMorgan Private Banking 03H 33H O05H 04L 00L 01 01 L 03 11 22 33 4 54 40 4.1 e 16 24 21
Bank of Toyko-Milsubishi UFJ 03H 33 0.4 02N 03 04 02 02 10 24 32 42 54 39 4.0 7o e 22 10
Swiss Re 031 a3 0.3 01L 00L 01 02 03 1.0 22 314 4.0 &3 na 4.2 ng 1.7 086 L 04
Scofiabank Group 03 H 33 ne ne 00L nma na 0.3 1.0 gL 28 ] na na na na 15 15 15
Cycledata Corp. 02 33 o4 01L 00L 04 0.2 03 14 2.2 33 4.0 54 4.0 40 700 13 2.0 30
Fannle Mae 02 33 3 na 02H na ] na ne 20 3.1 4.1 ne ne 4.0 na 13 15 14
SunTrust Banks 0.2 33 0.3 02H ot 05 04 06 H 15 24 5 44 48 1 48H 40 e 31 H 28 ATH
Natoff Economic Advisors 0.2 a3 05K 0ZH 01 L 3] 02 03 .4 21 3.2 490 64 4.1 40 70 30 A 24
Bank of America Menill Lyach 1L 33 05H no 01 na na 02 L 10 23 37 n n n na (] 23 1.5 12
8NMO Caplial Markets o1t 33 CEH DAL O00L 08H 1OH 03 1.1 22 31 4.4 58 4.2 4.0 735 15 22 27
Wells Capital Management 04 L 33 05 H Gft 04 0.4 82 03 1A 22 a1 4.0 83 43 42 7.8 23 24 31
GLC Financlal Economics 0e1tL 33 04 01L 00L 01 01 L 03 1.0 22 33 4.1 57 42 41 722 18 18 19
JW, Couns Advisots LLC ofh 33 04 02H 0L 04 02 03 11 22 32 40 54 na 41 60,9 18 22 23
Economist Intatigence Unit 01t 33 04 1L DOL 04 05 L 03 1.1 21 33 ns na ne 4.1 fa 2.0 na 24
J.P. Morgen Chase 01 L na 04 na 00 L na na 03 14 24 32 ngs na m na ne 1.0 10 05
uss o1l me 04 na 0.4 na ] 02t 10 1.9 a0 na na na na m 20 1.0 06
MF Global 01 L na ng ns 0.4 04 0.2 X3 1.1 21 32 m na na na na 25 23 33
Comerica Bank . 01 L 33 04 na oot 01 03 L 04 1.2 23 43 na na na 43 a2 PA] 18 18
Chriura Economics & Anzlytics 0fL 33 05H 01 L 00L 01 ¢iL 03 1.2 23 33 .4 na " 4.2 683 t| 20 18 LA
Nat') Assn. of Reallors o1 L 33 05H OIL 0Bt Of tiL 03 14 23 33 4.2 54 4.2 4,2 na 26 25 32
Daiwa Copltal Marksls America 01 L 33 o5H 04 L Of 0.4 02 03 11 22 33 40 54 41 48 7.0 19 1.5 18
Barclays Capital o1t 33 04 02H 00L 01 01l 03 18 23 33 43 53 44 42 (] 25 24 1.8
RidgeWorth invesiménts ot L 33 0.4 0ZH Q0L 04 1L 2L o8l 19 32 4.0 6.2 6L 39U 208 26 18 18
RDQ Economics 01l 33 04 02H 0L Of 02 04 1.4 22 33 4.4 §3 44 41 704 27 22 23
The Morthem Trust Company 01 L .33 0.4 na 3] ) o1 L 03 1.2 22 32 na ng -] n ne 14 22 24
Action Economics 04 L 33 04 02H O0O0L o 014 04 1.2 23 34 4.1 55 4.1 41 08 25 23 24
MacroFin Angiytics 01 L 33 04 otL QL Ot 02 03 11 21 32 41 53 44 41 Fax ] 19 17 28
Wefls Fargo 01 L 33 04 2iL 00L 04 03 03 11 22 33 49 5.4 44 4.1 718 1.7 20 28
Russell |avestments aiL 33 04 LZH 0 0.1 21 L 04 1 22 34 4.0 54 44 41 705 2.4 23 28
Oxford Ecororaics o1l 33 o4 n 06 L o4 01L G2L 10 2.4 34 42 ne o3 42 725 18 23 {2
PNC Finenclal Services Corp. o1 L 33 04 ] 0oL 001L 01L 03 1.0 20 na na ra a8 gt 69.4 24 13 14
Masirow Financla) 01t 33 0.3 02 H 0% 0.1 02 03 10 24 34 43 6.2 40 40 755 H 19 4 13
Woedwonh Holdings otL 33 03 1L oot o1 ot L 02L 10 22 32 4.1 65 42 42 00 20 18 19
‘Thredgold Economic Assoc. o1 L 33 03 ot L 01 01 ot L o3 10 22 3z 44 81 338 49 700 20 18 22
Wintrust Wealth Management 01 L 33 03 1L 01 0.1 1L 63 10 23 34 A5 53 39 40 634 21 20 22
Goldman Sachs & Co. 01 L 33 04 na 00 L na ] 03 14 23 30 3BL ma ) 39 L na 1.0 17 19
Ketlner Economic Advisers ot L 33 02 L 02H 01 o1 o1l 03 12 1.9 28 38 49 L 42 40 700 15 1.9 22
Gaorgla Stale University of L 33 na na 06 L 61 1L 621 10 22 35 43 64 e 4.0 ") 1.2 1.3 41
Stone Harbor Invesimant Parlnors ot L 33 03 oiL 00L 0% 01L 02L 10 20 30 40 62 ha 43 72,0 orL 13 18
$Slandard & Poor's Comp. ot L 33 03 01 L 00L 09 1L 02L 10 18 2L 40 53 40 39 i na 18 1 08 L
CieasViaw Economics ot L 33 05H O0f L 001 04 0iL 03 11 22 35 4G 54 a1 44 716 13 1.5 18
Pietpont Securiies 01 L 33 04 o1L 00L B9 of L 03 14 22 32 4.1 69 42 41 71.0 27 20 24
Loontls, Sayles & Company oL 33 04 1L 00l o1 ot L 03 1.0 20 30 40 64 4.1 40 7.2 19 1.6 0.7
Nomwa Securlties, Inc, 01 L 33 04 otk 0OL 048 1L 03 1 22 31 42 64 pa 43 1240 28 09 18
Moody’s Anaiylics o1 L 33 03 02 0oL 01 03 06 17H 34H 44K 48H 60H m 4.6 H| na 22 16 6.9
DePrince & Assoctates 01 L 33 05H O01L 001L 01 ¢z 04 1.1 22 32 40 64 4.0 44 703 22 20 24
ABS Secwilies ot L 33 05H 01 L ool of 01 L 03 11 22 32 40 54 4.4 41 2.5 27 30H 18 '
Soclete Gensrale ot L 33 04 o1L ool oOf 0L 62L oOosL 20 248 4.2 53 na 39 4 na 16 24 22
Moody's Caplial Markets Group 1L 336 05H 01l QOL 04 0.2 a3 1.1 23 33 4.0 55 4.2 4.2 1.6 18 14 22z
November Consensus 041 33 ¢4 01 60 04 02 063 11 22 32 41 64 41 A 71 120 18 18
Top 10 Avg. [ ¥3 33 05 02 01 0.2 03 04 1.2 24 36 44 66 42 42 726 28 25 29
Boitam 10 Avg. 0.1 3.3 03 01 00 00 01 02 1.0 1.8 30 39 62 39 38 897 1.2 11 06
Oclober Cansensus 0.4 33 03 0.1 0.1 04 04 03 1.0 24 33 4.2 5.3 a9 41 708 29 1.8 21
Numbsr acasls Chanaged o :
Down 12 1 3 18 19 ? 0 4 k1 12 23 19 8 3 1% 4 16 ¢ 2 g
Same k2] 44 10 14 2 20 18 RL] 7 10 8 L] 4 Al 10 15 27 17 .
Up 3 0 3 4 8 9 3 2 30 14 17 2 2 19 16 18 18 12 " 1i
‘Diffusion index 41% 40% 82% 1% 9% 48% SA% TI% 70% 65% 4% 41% 69% 79% S0%| 3% 52% 53%  40%)
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First Quarter 2612

Tnterest Rate Forecasts Key Assumptions
Percent Per Annum — Average For Quart Avg.For | ~—{Q-<Q % Change}—
Bilue Chip -Shot-Ts & dlate-T - Long-T cwQfrme | e SAAR) e
Financiai Forecasts 1 2 3 4 ] [ 7 8 g L 1l 12 12 14 15 A 8 C. 0.
Panel Members Fedetol Prme LIBOR Gom. Tress, Trees. Treas. Treas. Tieas. Trees. Treas. Asa Bsa Slete & Home jFed's Major| GDP  Cons,
funds Bank Rete Papar  Bills Bus Bits  Moles MNoles Noles Bopd Cors.  Corp Local  Mig, | Curency Rest Prce  Prico
Rele Rate  3Mo. 1Mo 3Mo. 6Mo. 1Y  2¥r.  5¥r,  10¥n 30V Bond  Bond  Bonds  Rate Sindex { GDP  Ilndex  Index
JPMoryan Private Banking 03 33H O06H 02 0oL O01L 03L 03 1.1 23 a3 A4 64 49 44 708 08 20 20
JW, Toons Advsons LLC 03 R 33 05 H 02 62H 03 03 06 13 23 32 41 55 2] 4.2 705 13 23 25
Benk of Toyko-Misubish! UFS 03H 83 04 02 o1 61 L 02 03 13 28 36 43 67 a9 44 700 28 24 25
Swiss Re 03 H 33 03 01 L 01 1L 02 04 11 23 33 44 54 m 43 03 04 L 18 18
Sootisbank Grovp o3 H 33 ra ne 01 o ] 04 1.2 19 28 ne ] ng ng na 12 18 2
Cydedata Corp. 02 33 04 o1l O00L 04L D2 03 14 22 3.3 4.0 66 40 4.0 89.0 08 21 30
" Fanrle Mae [ -] na B 0ZH M na e ns 20 34 4 ™ na 38 na 1.0 14 18
SunTist Banks 0.2 332 03 62 24 07 06 osH 17 28 36 45 60 g2H 41 732 84 H 27 40 H
Wells Capltal Management 02 33 08 H 02 0.4 02 03 04 13 26 34 42 54 18 48 718 20 23 28
Chmura Economics & Anslytics 0.2 33 04 of L 01 o1 L 02 03 13 24 34 41 na na 42 882 18 20 28
Nocot Economic Advisors 02 a3 04 02 (8] 02 0.2 04 1.1 20 31 4.0 63 A0 39 0 24 24 25
Comerica Bank ' 02 33 04 ng s L 02 02 05 13 24 A2 n na na 43 na 25 20 28
BMO Capliel Merkets g1l 33 o5H 01 L O00L 0BH 10H 04 1.4 21 29 4.4 5.8 49 32 748 Hf 17 2.0 28
Bank of America Marfli Lynch 1L 83 a5 H M (4] n2 (-] 0.3 1 2.6 39 n " na ns ns 20 12 12
CGLC Financlal Economics 01t 33 06H DAL DOL OtL OTL 03 1.4 2.2 34 4.3 88 43 42 120 14 1.3 24
Economist Intelifgence Unit 01 L 33 04 4L O00L O1L 04t O3 12 24 kX3 na na na 41 na 10 e’ 18
Oxlord Economica 014 33 03 na 00 L B3 L 02 04 KR 22 31 43 na na 43 738 18 3z H 22
3., Motgen Chass . 01 L ne 04 n2 6oL m na 0.3 1.2 24 37 "] na n na ng [23 10 07 L
uss . otL na 04 na 04 om0 03 1128 33 mw  fe na na na 21 20, 23
MF Globe! 01 L ne ™ na 02 H 62 0.2 03 13 25 38 na na n3 n na 25 2.4 25
RES Sequiftles ot L 33 6SH O0fL 0O0L 01L 01L O02L 08 19 29 38 47 39 39 135 19 27 23
Natt Asen. of Reaflors 01 L 33 05H 02 gL OtL G1L 05 12 24 35 44 55 14 44 na 29 27 EX
Pierpont Securifes 04 L 33 o5H 04L O0L O1L O1L 04 11 24 33 4.2 58 43 4.2 700 29 25 30
Nomura Securles, Inc, g1t 33 04 02 o1 DL o0fL 03 13 23 32 43 68 na 42 no .5 05 L 20
RidgaWorih Invesiunents o1 L 33 04 62 0.1 0.2 02 0.3 10 21 . 33 40 &2 8L 490 71.0 2.0 1.8 18
Oalwa Copital Markals Amatica 01 L 33 04 o1 L 01 o1 L 02 6.3 12 22 3.3 490 64 40 4.0 7.0 24 16 19
The Nottham Trust Company o1 L 33 04 na 0.1 na pAL 02t 14 20 38 “m na na e n 1.3 7 19
MacroFin Anatytics o1 L 33 04 6.2 0.1 6l L 02 03 1.2 22 3.3 42 64 4.1 42 72.0 21 18 20
Acton Econcmics oti 33 04 02 o1 o1 L QiL 05 14 26 35 41 64 39 4.0 89.5 28 23 28
ROQ Economics ot L 33 04 o2 0.t 0t 03 0.7 1.5 25 37 44 123 43 44 70 28 23 27
Russel lavesimants DL 338 04 0z 03 62 02 04 1.2 23 3.6 44 63 44 4.4 701 25 2.2 23
Masirow Financist ot L 33 03 a2 62H 02 02 04 18 22 33 43 82 40 40 748 20 16 15
Woodworth Holdings g1 L 33 83 01t 6OL 03L O1L 02U 10 22 32 41 §.6 42 42 685 L] 15 17 1.8
Wells Fargo ot L 33 03 otL 00L O1L 03 0.3 1.2 22 3.3 40 585 4.1 41 725 18 20 18
Stone Harbot Investment Pariners o1 L 33 03 02 0L O01L O1L 02L 071L 141L 25L 32L 46 L e 38 740 03 23 18
Throdgold Economic Assos, g1l 33 03 02 0.4 0ol o2 0.3 (3] 23 33 42 52 38 42 700 24 20 22
Wintrust Weelth Management 1L 33 0.3 02 0.1 i L 02 04 14 24 36 48 34 4.0 41 63.2 23 24 24
Barcloys Capital o3 L 33 03 02 0.1 1L 02 0.3 13 28 49 4.8 56 4.3 43 na 26 25 26
PNC Finencial Services Corp, o1 L 33 0.3 na poL otiL O1L 03 10 20 na (] ne 38 38 8.7 28 17 20
Goldmen Sachs & Co, o3 L 33 8.3 2 00 L na [ 0.3 1.1 23 390 38 na na 4.0 [ 0.5 1.9 29
Kellner Economic Advisers 61 L 33 o2t 02 0.1 01 L 02 04 13 20 29 33 4.9 43 4.0 700 1.7 20 22
Geoigla Stala Univassity eft 33 na ne 01 giL O01L 021 12 25 37 44 64 m 4.1 na 17 14 12
ClearView Economics 01 L 33 05H 01 L G0 L Q1L O6AL a3 11 22 a5 49 .84 a1 41 720 24 17 28
Loomis, Sayles & Gompany 0tlL 33 04 efl 0oL OFL O1L 03 10 20 30 38 5.3 39 38 722 .7 06 24
Stendard & Poor's Com. 01t 33 04 03 01 01 L 02 03 11 24 27 44 6.3 49 38 na 13 16 12
Moody's Anglylics 01 L 33 02 L 03 ¢oOL 04 L 03 06 20H 34H ATH 8i1H 82H na 50 H ne 24 1.9 1.8
Soclele Generate 61 L 33 04 g1l 60L 03L O1L 02L 071 18 27 33 49 na 38 L na 2.2 18 1.0
DePrince & Assoclotes ot L 33 04 02 3] 02 03 0.5 2, 23 34 44 S3 8.7 42 702 24 20 22
Moody's Capilal Markets Group 0L 33L 04 ol L 04 gt L 02 0.3 12 2.3 33 A0 54 4.1 4.2 715 20 13 13
Novembar Consgnsus 0.1 3.3 04 02 04 01 02 03 12 23 33 41 B4 44 44 7.2 18 19 22
Top 10 Avg. 02 33 05 02 01 0.3 04 05 14 28 38 45 88 44 44 734 27 28 30
Battom 10 Avg. 0.1 33 03 04 00 0.1 0.1 02 0.9 18 28 3s 50 38 38 894 0.8 12 1.3
Oclober Consensus 0.1 33 a3 0.2 04 0.1 0.2 03 11 23 34 4.2 53 39 41 708 20 20 24
17 15 8 10 9 12 i) . 21 18 9 4 14 £ p<} 10 16
Same 38 45 w 16 26 24 19 18 16 1 i2 12 8 8 " 10 4 28 2
Up 2 0 25 13 ] 1l 12 20 21 24 15 0 19 18 15 1% 12 10 "
L Diffusion Index 3% 0% TM% % Ad% 66% 62% 62% 50% 60% 4% 40% BA% _TI% G1% 68 %] 39% 50% 4%
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Second Quarter 2012
Interest Rate Forecasts Key Assumptions
Parcent Per Annum - Averags For Quark Avg For 1 -~{Q-G % Change}-—
Blue Chip Shor-Teerh diste-Term: Long-T: it | e SAARrmesereene
Financlal Forecasts 1 2 3 4 3 8 7 8 8 10 1 12 13 " 18 A 8. C. 0.
Panel Members Feders! Phme LIBOR Com. Tress. Trems, Treas. Treas. Trems. Treas, Tress.  Aaa fisa  Slele& Home |Fed's Mejor GOP  Cons,
Funds Back Rate Pepsr OBl Blls  BUs Moles Noles Noles Bond Cop. Cop. Locsl  Mig. ; Cumency | Resl Pricg  Prca |
Rale Ratea 3Mo. 1Mo 3Mo, 6Mo t¥r  2¥r  S¥r 10-¥r.  30vr BSond Bond Bonds Rale $ladex | GDP  index  Index
JPMorgan Pevato Banking 03H 33H 05 02 00L 01 L 01L O3 1.4 23 34 4.1 55 LR 4.1 70.7 1.1 20 29
JW. Coons Advisors uc 038 33 05 03 H 02 0.3 04 08 14 24 33 4.2 68 na 43 03 1.9 22 25
Bank of Toyko-Mitsubléhl UFJ 63H 33 04 0.2 0.1 04 L 02 04 1.6 29 37 44 59 42 46 63.0 390 26 30
Swiss Re 03 H 83 03 0.2 0.1 01l 02 08 1.2 23 33 43 6.6 n 43 ns 03 L 21 23
Scallabank Group 03H 23 ne a8 0.1 n 03 [:Ag {.4 22 32 na na na na n 1.4 1.6 26
SunTrust Banks 02 33 (113 03 H o0t 1.0 0.9 10 1.8 258 33 44 49 50H 40 "y 36 H 27 44 H
Cydledala Corp. b2 3.3 04 01t o1 of L 02 04 12 24 35 4.2 56 4.4 4.0 §3.0 1.0 21 3.0
Fannls Moe 0.2 33 ne a3 02 m na na na 24 32 A4 na na 38 na 13 15 17
Wells Capltst Management 02 33 06 H 02 0.1 0.2 0.3 0.5 18 28 37 43 55 48 47 7 23 a2 28
Chmura Econoraics & Anslytics 02 33 04 ot L Of at L 92 04 13 25 as 42 ne " 43 70.8 24 2.3 28
Comerica Bank 0.2 33 04 ] 0L 02 0.3 [Xg 185 26 4.2 @  na na 4.3 ns 24 24 23
Natoff Economic Advisors 0.2 33 04 03H 02 0.2 0.3 05 12 20 34 38 §4 40 38 60.0 v 26 27
GLC Financlat Economics ot L 33 0.5 0.2 6oL ottt o1 L 03 11 23 35 44 59 44 4.3 719 1.9 23 26
Bank of Americs Merrl Lynch et L 33 0.5 n 04 na ne 04 13 2.8 4.2 na ne na na 03 2.0 1.0 1.5
Enonomist Intelligence Unit 0f L 33 05 ot L o4 ot L 02 0.4 1.2 22 7 n na n 4.2, na 1.3 ra 1.7
BMO Capiial Markels 1L 33 06 02 0oL 09 1.0 04 1.1 20 29 40 56 40 3.8 4.8 24 1.8 29
Oxdorg Economics o1 L 33 03 n3 oL O1L 03 0.6 1.2 23 3.0 43 n na 42 744 23 28 H 28
UBs 01 L na 04 ng 0.1 ng n 0.3 13 22 35 ns ns na na na 27 1.8 10
J.P. Morgan Chase 014 nma 04 na 01 ha na 03 14 27 38 e » na na na 15 1.2 12
MF Globat ol Ll ne n na 0AH f4H 28H B37H m ) na ra na na na na 30 20 20
Plerpont Securities 01 L 33 0.5 D1t 00L O1L 011 05 1.3 27 35 44 8.8 45 44 89.0 30 23 3.4
DePiince & Assoc. 04 L 33 06 03 H 82 0.3 0.4 06 13 25 a5 42 53 36 4.3 0T 28 20 27
RES Securities et L 33 04 02 0.1 ot L 02 o2L o08L 19 28 37 48 L 37 38 720 24 22 26
NattAssn, of Reallor!'. 04 L 33 0.5 0.2 0.1 01 L 02 67 16 27 87 46 8.7 47 4.5 na 24 25 34
Nomura Securities, ina. 01 L 33 0.5 0.2 0.1 af L G1L 04 14 24 . 33 14 58 n3 4.3 75.0. 26 1.2 1.2
Macrofin Analytics 01 L 33 04 02 0.1 6.2 03 04 1.3 22 34 43 8.7 43 42 725 26 1.8 20
RDQ Feonomics 04t as 04 0.2 0.4 0% L 04 08 1.8 30 4.2 49 8.0 48 438 718 28 24 23
Actlon Economics o1 L 33 0.4 02 0.4 04 L 02 0.6 1.8 28 37 41 63 38 3.8 69.4 29 1.7 30
Russell Investments ¢1 L 33 04 Li¥] 0.2 0.2 0.3 0.5 18 28 37 42 5.2 42 42 702 2.9 23 20
The Northem Trust Company ot L 33 0.4 na 0.1 m 0at 020 A% 20 3.0 na ng n na ne 1.8 1.5 .7
RidgeWorth invesiments 0f L 33 04 0.2 01 02 02 X} 10 21 33 a8 49 33L 38 700 2.5 18 1.8
Daiwa Capital Markels America of L 33 04 a1k 04 0t L 02 0.4 13 23 33 40 54 40 41 00 25 1.6 20
Barclays Capilal ot L 33 03 0.2 o1 1L 02 04 1.4 28 40 48 85 43 4.3 6 26 28 14
Mestrow Financlal o1t 33 0.3 0.2 0.2 0.2 0.3 05 1.2 24 34 43 6.2 39 4.1 58 Hl 20 13 1.6
Woodworth Holdings of L 33 0.3 0tL O0OL 01t Q1L 02t 10 22 32 41 58 4.2 42 860 ki 18 1.8 17
Wells Fargo 01 L 33 03 01 L 0t 0.2 0.4 04 13 22 34 40 55 42 41 735 16 290 19
Stone Harbor Investment Partners 01 L 33 03 02 0.4 01 L 02 p2L 8L 165L 2861 383L 48 [ 38 740 07 28 L 214
Kefiner Economic Advisers ot L 33 03 03 H 04 0.2 03 0.5 14 20 30 40 8.0 44 49 700 1.8 2.0 22
Thredgold Economls Assot. 61 L 33 03 02 o1 ottt 02 04 12 24 34 4.3 53 39 43 T0.0 22 20 23
Wintust Wealth Managsment i L 33 0.3 02 DA 01t 03 04 1.3 2.5 36 48 58 44 4.1 686 2.5 23 25
PNC Financlol Services Corp. o1 L 33 03 ne 0oL o0tbL O01L 04 1.2 24 na " ne 38 38 8.2 25 2.2 21
Gaidman Sachs & Co. 04 L 33 0.3 na 6oL me ne 0.4 12 25 33 48 na n3 4.1 no 1.5 1.4 21
Georgia Stele University afL 33 ne na 0.1 01 L 01l 02 1.3 28 39 49 55 B 43 2] 17 03 1.8
Standard & Poor’s Carp. 014t 33 03 0.2 0.4 oft 02 3 1.3 23 28 4.2 52 4.1 40 aa 1.3 021 86¢L
ClearView Economics ot L 33 05 o1t 00L 01l O0tL 03 14 22 35 4.0 64 4t 44 26 3 18 23
Loomls, Sayles&Con.\pw 64 L 33 D4 gtL 06L 01L o0ti 03 1.0 24 34 40 63 39 49 726 16 0.8 28
Moody's Analylics o1 L 33 o2zl 03H GOL 0f:L 04 0.8 22H 38H 6O0H 56H 66H ma 64 H ng 3.3 kA4 16
Soclele Generale 01 L 33 04 ett 00L 01t O1L 02L 08L 18 28 39 48 na a8 1 n3 14 20 18
Moody's Capital Markels Group et L 33L 04 01 L O 01t 03 04 1.2 24 34 44 63 40 43 715 26 12 0.7
Novewnber Consensus 0.1 33 04 02 01 0.2 03 05 13 24 34 42 54 41 4.2 71.2 2.1 1].9 2.2
*Top 10 Avg. 0.2 33 0.6 03 0.2 0.8 0.7 10 11 28 4.0 47 58 48 48 739 30 28 31
Botiom 10 Avg, [X] 33 0.3 0.1 0.8 0.1 0.1 0.2 1.6 1.6 29 38 49 38 38 688 14 1.0 1.2
Qclobar Consensus 01 33 43 a2 01 0.1 0.2 a4 13 24 35 43 53 4.0 42 706 23 t9 24
Number of Foracasts Changed From A Month Aap; .
Oown 10 ] 4 7 1 2 10 10 i3 1% 28 1% 19 § 17 4 21 12 9
Seme 37 45 19 16 a 22 19 2 17 14 12 14 7 q 13 k] k14 2 26
tp 2 ¢ 22 4 8 11 12 16 19 19 12 3 .16 17 13 14 11 12 14
Diffusion Index 42% 60% T0% 92% 46% 5{% 62% 56% S9% B4% 38% 4% %% MWH 4% 60 % 40% 6% 55%J
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Third Quarter 2012

Interest Rate Forecasts Key Assamptions

Parcent Per Annum - Avetage For Quarer. Avg For § -—{Q-Q % Chanpe}——

Blue Chip Short-Tern Tal Long-T Qo | e SAAR e
Financlal Foracasts 1 z 3 4 5 [ 7 8 ] 10 1 12 13 14 15 A B, C. o

Panel Members fotersl Prme UBOR Com. Trees, Treas. Tress. Twes. Tress. Tiess, Tress, Asa  Bea State & Home |Fed's Major GDP  Cans.

Funds Benk Refe Pepar Gits  Bis  Bils  Nolos Notes Noles Bond  Cop.  Com. Local Mg, | Cumency | Real  Price Price

Rato Rele  3Mo, 4. 3Mo, BMo, AYr  2Yr. £¥r, 10y  30Yr, Bod Bond Bonds Rale | §index GOP  Index Index
JPMorgan Privats Banking 03H 33H 05 02 [ 01l 02 03 1.1 23 34 4.4 5.5 4 4.z 708 14 2.0 20
W, Coons Advisors LLC 034 33 06 03 83 H 04 04 08 1.6 24 33 4.3 58 na 4.3 7041 28 22 25
Bank of Toyko-Mitsubishi UFJ 03 H 338 04 0.2 0.1 03t 02 6.7 1.3 32 39 4.9 60 44 49 8749 33 28 H 28
Swiss Re 03 H A3 03 02 02 0z 03 08 18 a4 34 44 58 na 4.4 na 23 25 27
Scotlabenk Graup 034 33 3 na 0L e na 08 H 16 26 36 "3 na na na na 1.7 18 20
DePrince 8 Associates 02 33 0.6 04H 0IH 04 0.5 [131 1.6 28 38 43 54 36 45 718 29 2.1 25

SunTrust Banks 02 33 0.5 03 0.4 12W 11 H 09H 15 223 30 43 48 43 88 762 Hi 34 26 49 H
Cycledata Corp. 0.2 33 0.4 01 L 0t 1L 02 04 12 2.4 3.5 42 58 4.4 40 68.0 15 22 3.1
Russell investmerns 02 33 04 02 a2 83 0.3 07 18 a7 38 42 52 43 43 0.6 34 23 18
Naroff Economic Advisors 02 33 0.3 03 02 63 0.4 (X 14 20 34 40 52 4.0 29 67.0 32 27 25
Fannie Mae 02 33 na na 03H na s na na 2.1 32 4.3 na na 4.0 ng 2L 17 1.7
MaceoFin Analylics 0.2 33 05 0.2 02 03 05 0.6 1.5 23 38 4.4 88 4.8 43 730 25 14 18
‘Wets Capilal Management 02 a3 a7 H 03 0.2 03 04 05 17 33 AZ 48 59 54 H B2 124 28 22 28
Chmure Economics & Analytics 02 33 05 01 L ot o1t 02 04 14 26 37 43 na na 44 725 28 21 23
Comerica Bank 0.2 33 0.4 na oo L 02 04 08 1.7 27 4.2 ng na na, 44 n 25 1.6 28
Plerpont Securifies 0.1 3.3 0.5 82 2oL 01 L 02 0.8 1.6 31 4.1 47 6.1 43 48 89.0 33 25 33
Bank of America Merril Lynch 01 33 0.5 na 0% na no 08 1.5 30 45 na n no ng na 1.6 10 15
GLC Flnanclal Economics 0.1 3.3 06 0.2 0L O1L GfL 02U 13 24 36 44 &8 44 45 e 23 28 H 29
Economist Jnteliigence Unft 01 33 0.5 02 01 ot L 02 05 14 24 39 na na ns 42 na i8 na 1.5
BMO Caplial Merkels 0.1 33 03 02 00 L 08 11 H 08 13 2.2 30 44 54 4.1 E:] 73.6 26 18 23
Oxdord Economics (3] 33 03 m oL 01L 03 08 14 23 29 L 42 n na 41 "y 28 21 28
ues 04 n 04 na 01 L] n3 03 15 23 37 na na n na na 28 28 a6
J.P. Morgan Chase 0.1 no 03 o8 02 na ne 64 16 2.8 46 na ns na na na 25 1.3 13
MF Global 0.5 na na n 02 02 04 08 ir 31 39 " na na na na 35 18 18
RBS Securties 0 33 04 0.2 0.1 0.2 02 0.3 8L 7L 29y 381 44 L 37 3.6 L 128 24 2.0 24
Nat'} Assn, of Rezliors 0.4 3.3 o5 03 0.2 0.2 03 [k} 1.8 28 40 43 6.0 48 47 ] 22 23 32

Nomura Securities, Inc. (5] a3 o5 02 o4 4L 0L 06 1.8 26 35 45 6.8 ne 44 150 a7 14 12t
RDQ Economics 04 33 04 0.2 0.1 02 05 09 H 22 35 47 $3 6.4 53 52 23 32 2.8 28
Action Economics 0.1 33 04 02 0.1 o1 L 02 [ 34 18 28 3.8 40 62 38 KE:3 8.3 3.4 15 29
RidgeWorth lovesimenls 0.1 33 04 02 0.1 0.2 02 03 10 2.1 33 36 47 31L 39 9.0 30 t8 18
Standard & Pooe’s Cop. 0.1 33 03 0.2 0.1 et Lt 02 0.4 14 24 28 L 43 63 4.2 41 e 13 12 24
Magliow Finsncial 041 33 0.3 0.2 02 03 03 06 13 2,8 38 4.3 52 3e 42 46 20 11 15
Waodwarth Holgirgs (A 33 93 o1L 0L 0L 61 L 021 40 22 32 4.4 55 42 4.2 650 L{ 20 18 18
The Noriharn Tiyst Company 0.1 33 63 ne o1 ns 01k 02L 14 22 32 n na na na ne 24 17 18
‘Wells Fargo LA 33 03 01 L 01 0.2 04 05 14 23 38 41 58 42 41 74.0 18 20 18
Keliner Economic Advisers (A 33 03 03 04 02 04 05 18 21 30 4.0 50 44 4.1 70.0 19 21 22
Theedgotd Economic Assoc, o1 33 03 02 01 0.2 03 0.8 14 28 35 44 54 3.9 44 70.0 23 2.0 23
PNC Financial Sevices Corp, 0.1 33 03 n 0.1 ot L 02 [ X 1.3 24 ra’ n ne 4.0 490 6.6 24 ° 20 23
Winlrust Wealth Management 0l 33 0.3 02 0.4 01 1L 04 0.5 14 28 37 48 68 42 42 883 26 24 25
Barciays Capila) 0.4 33 03 02 0.1 a1 L 02 0.5 16 28 4.0 48 55 43 43 n 30 27 38
Goldman Sachs. 0.1 33 0.3 na 001 m na 04 1.2 26 33 38 na na 42 ng 290 18 19
Dalwa Capitel Markets Amesica 01 33 63 o1 L 04 6l 02 a4 14 2.4 34 a4 54 A0 43 70.0 30 W7 28
Slone Haor investment Padners 0.1 33 03 © 02 0.1 01 L 02 03 09 18 28 36 4.8 na 39 720 20 28 22
ClearView Economics 0.4 33 0.8 o1L 00L OfL o1l o3 i1 22 a6 49 64 A1 4.1 730 28 20 286
Lobmis, Sayles & Company [X] 33 063 01L 6oL O3l o0l 03 i 2d 34 4z 58 40 4d fr4 24 o8 L 27
Moody's Anaiylics 0.1 33 g2t 03 00 L O01L o4 0.7 24H 42H 63H 58H 68H m &8 R na 35 H 20 20
Societe Generale ot 33 04 04L 00L Q1L O3 L 02L 08 2.2 32 40 4.9 na a7 na 17 18 13
Moody's Capliat Markets Group 0.1 33 04 oL 03 016 03 08 14 26 35 42 53 38 44 (¢E] 2.8 1.8 7
Georgla Stale University oot 33L m na oL o1l 04 L 03 14 27 3.9 A8 6.8 na 44 na 18 12 18
November Consensus 04 33 04 02 041 02 03 065 14 25 36 43 55 42 43 714 24 20 23
Top 10 Avg. 0.2 3.3 o5 03 0.2 04 086 0.8 18 3.2 43 498 80 47 48 38 33 28 32
Botlom 10 Avg. 0.4 33 03 0.1 00 '8 0.1 02 10 20 340 38 49 33 38 680 1.8 12 1.6
October Consensus a1 33 o4 02 01 02 0.3 0.6 1.4 28 37 44 54 41 43 706 26 8 23

f Fore ed i

Down 7 0 [ 12 13 § 9 10 11 15 2 19 10 8 1@ 7 19 1 8
Same 40 44 20 23 7 24 2 24 20 16 14 10 ] 7 12 10 20 25 30
Up 2 1 20 z 1] " 10 132 17 19 12 11 17 17 15 14 16 12 11

Diffusion index 4% 61% 67T% BY% 4% 56% S1% 3% S6% HM% 40% 40% 60% 68% 49% 61% 41% 5t% 63%!
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Fourth Quarter 2012 .
Interest Rate Forecasts Key Assumptions
Percent Per Annum - Average For Quarer- Avg.For | ——{Q-Q % Changa}—
8iue Chip -Shorh T Anfermediate-Tamir—e—s— Long-Terme——rmmmmeel Qo | | SAAR e
Financial Forecasts 1 2 3 4 § ] 7 8 L} 16 i 12 2 14 16 A 8. [ 0.
Panel Members Federsl Prime UBOR Com. Treas, Treas. Tress, Tieas, Tress, Treas. Twsas, Asa  Ban  Stled Home Fed's Major] GDP  Cons,
Funds Bank Rale Psper Bifis Bilis Bils  Nolss Motes Noles Bond Com.  Corp, Local  Mig. | Cumency | Real  Price Piice
Rete  Rale  OMo 4do. Mo, 6Me.  TYn  2Yr.  5Yr 105 30Yr.  Bond Bond Bonds Role | $index | GOP  Indax Index
JW, Coons Advisors LLC 03 H 33H 07 04 03H 04 04 07 5 24 33 44 67 na 43 69.8 3.0 22 26
JPMorgan Private Banking 03H 33 05 02 00 L 0.4 0.2 0.4 i2 24 34 42 685 4.1 A2 0.6 15 20 24
Benk of Toyko-Mitsublshi Urd 03 H 33 0.5 0.2 0.1 0.1 0.2 13H 21 34 40 47 64 45 61 65.0 35 a0H 25
Naroif Economic Advisors 03H 33 04 04 03H 03 05 08 1.7 2.2 2 43 63 41 4.1 660 L] 38 28 28
Sviss Re 03 H 33 03 03 0.2 0.3 0.4 08 17 25 35 45 57 na 45 ng 27 08 10 L
Scatisbank Group 03H 33 na na 0z na na 1.1 17 38 40 na 5] na (] 08 2.0 18 15
DePrince & Assoo. 0.2 33 06 asH 03H 05 0.7 1.0 16 28 38 4.5 65 3t 4.5 713 2.5 24 27
SunTrus! Banks 0.2 83 0.5 0.3 0.4 13 H 12 1.0 1.5 23 30 42 A7 48 38 77 4 33 24 38 H
Mactrofin Analylics 02 33 05 63 02 03 06 o7 1.7 24 38 4.5 80 47 45 35 28 1.5 17
Russall iavestmenls 0.2 33 04 03 02 04 04 09 1.9 28 490 43 5.2 43 43 08 3.0 24 18
Wells Fargo 0.2 33 04 02 02 03 0.5 06 1.5 24 36 42 8T 43 4.1 %0 18 20 19
Cycledata Corp. a.2 33 04 o1t 01 01l 02 04 1.2 24 35 4.2 56 44 40 68.0 1.5 22 31
Fennie Mae 0.2 33 na ] 63H e na na na 22 .« 33 41 na ns 41 e 14 15 17
Weits Capitat Maaagemenl 02 33 08 H 03 0.2 03 0.5 0.7 1.8 38 48 51 8.1 BOH 55 733 28 23 286
Chmura Economics & Analylics 0.2 33 05 otL Ot 0.2 Q3 05 1.4 27 38 A4 na na 4.6 742 3.2 20 28
Pierpont Securliies 02 33 05 02 01 61 L 02 Q08 18 34 47 49 62 50 &2 700 39H 27 36
Comerica Bank <02 33 04 ns 00 L 03 0.5 0.8 1.8 28 43 ns na [ 45 na 2.5 18 27
Economist Intetigeics Unll 04 33 08 02 02 0.2 0.3 07 1.5 28 44 na 02 na 44 na 24 na 1.6
GLC Finsnclal Economics 01 33 08 02 0oL 0L D1L Q2 1a 24 36 43 58 42 4.6 1.2 27 25 27
Bank of America Meniit Lynch 0.1 33 (%7 na 0.4 na ng 08 1.8 33 48 na na na na na 0L 10 1.5
BMO Capilal Markels 0.1 33 03 0.2 0oL 08 134 08 16 24 3.2 42 54 44 ag a8 29 19 1.7
Oxdord Economics 0.1 33 03 ng 00t 01 L 04 b8 1.5 24 30 4.2 na na 4.1 4.7 2 24 2.4
Moody's Analytics a1 33 g2l 04 ot o0tt ob 09 286H 48H 68H 61H 72H o 84 H na 37 24 a1
ues 0.1 na 04 ns 02 na na 04 17 24 38 sa  ne ] ™ na 27 200 21
MF Giobal 0.1 na na na 0.2 04 0.5 08 19 33 ad na (] na na na 36 24 24
RBS Securitles 04 33 04 0.2 0.1 0.2 0.2 03 o8L 17L 28L 320 41L 34 344 Ne 2.7 1.8 290
iNal Assn, of Reatiors 0.1 33 a8 6.4 03H 04 0.6 1.1 21 32 43 51 82 5.1 48 na 28 22 29
Nomura Secusities, Inc. 0.1 33 06 0.2 0.4 1L 01 7 17 a7 Y 48 53 na 48 75.0 28 10 1.2
Astion Economics 01 33 0.8 02 0.4 02 04 [11] 20 it 41 4. 6.2 38 39 £9.2 33 25 27
Thredgold Economic Assoo. 0.1 33 04 03 01 03 04 08 1.8 28 35 46 55 41 45 70.5 24 pE 24
Keliner Economic Advisets 0.1 33 04 04 02 03 0.8 07 1.8 2.1 34 41 5.3 4.5 4.1 700 20 22 24
Wintrust Wealih Manzgement 0.1 3.3 0.4 03 01 62 0.6 08 15 27 38 49 57 43 43 87,9 27 24 27
ROG Economics 0.1 33 04 02 01 02 06 1.0 26 40 63 5.8 %8 68 6.7 727 32 256 28
RidgeWorlh invesiments [+ a3. 04 0.2 ['R] 0.2 0.2 0.3 1.0 22 36 38 47 30 L 40 6.0 30 18 24
Standard & Poor's Comp. 0.1 33 03 03 L] et L 02 0.4 15 26 30 A3 53 42 42 na 17 1.1 10
Mesirow Financlat 0.4 33 03 0.2 23 H 03 04 [11.) 1.5 28 38 44 83 40 44 73,7 23 10 14
Woodworth Holdings 04 33 03 G1t 0O0L 011 04 0.2 10 22 32 41 - 65 42 42 67.0 20 14 1.5
PNC Financial Sewvices Cotp. 0.4 33 03 0a 041 04 L 02 g 1.6 25 na na na 4.2 41 67.0 24 24 2.4
Gotdman Sechs & Co. [A] 33 a3 na 0L ne 2 95 185 28 35 37 na e - 43 na 26 14 1.8
Dalwa Capital Matkels America (A 3.3 03 01 L Ot oiL 62l 05 14 25 35 42 55 40 4.4 68.0 33 i8 22
The Northern Trust Cempany 0.1 33 03 na 04 03 0.1 02 11 25 386 n na na na na 2.8 2.4 23
Stone Harbor lnvesiment Partners 04 38 03 02 0.1 0.2 0.3 08 14 26 37 42 5.2 na 45 0.0 23 28 25
ClearView Economics o4 33 1 a1 L oot Cibl O 08 1 22 38 40 54 41 41 73.5 27 241 28
Loomis, Sayies & Company 0.4 33 a3 gtL ool O01L O 0.3 13 26 36 44 §8 4.4 43 728 23 o L 28
Sorlete Generate 28] 33 04 1L o6l 041 Of 02 L 02 23 33 40 .49 na 3.7 na 20 19 12
Moody's Capltal Markeis Group 0.1 33 0.3 01 L 02 0.2 04 o 18 28 38 4.2 63 38 4.5 740 2.5 18 19
Georgla Stato Univarsity 00t 33L n3 na 6oL 00L OG1L 04 1.5 28 4.0 45 56 na 44 na 24 1.3 18
November Consensus 01 33 04 02 01 02 04 06 186 27 37 44 56 43 44 714 26 20 22
Top 10 Avg. 02 33 Y 04 0.2 0.6 07 1.0 24 35 4.8 50 6.2 49 61 4.5 35 26 3.0
Bottom 10 Avg. 0.1 33 03 04 0.0 0.1 04 0.3 1.1 22 31 30 50 38 38 87.6 (&4 1.1 14
October Congensus 0.1 33 04 0.3 01 02 04 06 1.8 27 38 4.5 65 42 4.5 706 28 13 22
u f :
Down 8 1 4 12 8 5 8 10 13 18 2 17 10 ] 17 8 20 [:3 9
Ssme 36 42 2 20 2 - 28 0 B8 17 12 8 8 10 11 8 25 28
Up 2 1 1% 4 10 12 12 15 15 14 12 10 16 1% 15 12 8 13 12
Diffusion Index 43% 0% 4% 9% 52% 59% 55% 66% 52% 48% 0% 41% 6b% 68% 4% 6% 30% 5% 63 %}
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First Quarter 2013

Interest Rate Foreeasts Key Assumptions

Percent Per Anaum — Average For Quartar- Avg. For | «—-{CQ-Qt % Change)—m

Blue Chip Shorl-Term: ! fale-Tesmn . Long-T il | e SAAR P e
Financlal Foracasts 1 2 3 4 5 6 7 8 9 10 11 12 13 kL] 15 A B. [N}

Panel Members Fedetsl  Pdme LIBOR Com. Treas. Treas. Treas, Treas. Tioss. Treas. Treas. Asa  Boe  State& Home |Fed's Major GOP  Cons.

Funds  Bank Rele Peper Bils  Bils  Bils Noles Noles Noles 8ond Corp.  Cop.  lLocel  Mig. | Curency | Real Price  Price

Rale Rate Mo 1Mo, 3Mo. 6Mo,  1Yr 2%  6Y. 10Yr, 30 Bond Bond Bonds Rols | Sindex | GOP index index
Bank of Toyko-Milsubishi UFS 08H 38H 12H 08H 08H 10 12 20 28 36 44 &0 6.3 4.5 8.1 650 L} 34 28 21
Nat'l Assn, of Rasliors 03 33 06 0.5 04 05 08 15 24 34 4.6 53 64 52 64 ne 30 23 30
Wetis Fargo 03 33 [+13 03 0.3 04 06 0.7 18 25 a7 43 6.7 4.3 42 5.5 20 2,1 20
Narolf Economle Advisors 0.3 3.3 04 05 04 06 o7 09 18 24 36 46 56 43 44 65.5 43 H 28 28

Pizrpont Securilles 03 33 05 03 02 03 0.4 13 24 38 53 62 85 &3 &5 720 42 30H 37H

SunTrust Banks 03 33 06 0.4 0.1 i7H 16H 15 " 18 26 34 45 60 62 44 793 Hl 29 24 T H
LW, Coons Advisors LLC 03 33 08 0.3 03 04 0.5 07 16 25 34 4.5 a7 fa 44 €9.9 27 22 25
JPMorgan Private Banking 0.3 3.3 05 0.2 o0 L 1L 02 04 12 24 35 42 56 4.2 42 0.7 20 18 20
Swiss Re 0.3 33 03 03 6.2 03 04 09 1.9 27 36 48 58 na 46 na 30 28 20
Wintrust Weallh Management 02 34 04 03 02 03 08 28 16 28 48 81 68 43 44 §7.8 28 25 29
DePdiice & Assoe, 0.2 33 06 04 0.2 04 0.6 10 1.6 29 39 4.6 56 a8 4.7 ni 31 22 28
MacroFin Anaiylics 0.2 13 06 0.3 03 06 08 09 20 25 38 €7 6.2 A8 LK 40 30 1.6 18
Russel! investimenis 0.2 33 06 03 63 04 08 1.0 22 30 42 44 5.3 44 45 A 28 23 18
RidgaWorlh lvesiments 0.2 33 0.6 03 [A] 03 04 04 13 24 3.8 a7 48 28 L 42 120 30 20 24
Thedgeld Economlo Assoc. 0.2 33 04 6.3 02 04 0.5 0.7 1.7 27 3r 45 §5 4.2 46 705 25 20 24
Cycledats Corp, 0.2 33 04 61 L 01 6iL 02 0.4 13 25 3.6 43 87 42 441 680 150 22 34
Fennie Mae 0.2 3.3 na na 843 ne na fa ] 2.3 33 44 na n2 4.1 na 18 . 19 18
Wells Capital Managsment .02 3.3 08 04 03 03 0.5 29 18 38 4.7 53 62 61 H 66 738 30 21 28
Chmura Economics & Anaiytics 0.2 33 0.6 o1t 04 02 a3 08 16 28 38 4.5 ne na A5 758 30 24 27
Comerica Bank 0.2 33 05 na 00 L 03 06 11 20 30 44 na ne na 46 n3 24 1.9 26
Economist infelligence Unit 01 33 08 [ %] 02 02 0.4 0.8 i%4 7 43 né na na 46 na 23 [ 1.7
GLC Financls) Geonomks 01 33 05 0.2 WL 01 L 0L 02L 11 2.8 3.7 45 80 43 47 74 29 26 28
BMO Caphal Markels o1 3.8 03 1L 02 00 L 12 18 1.2 19 26 34 43 54 42 40 110 a0 20 20
Moody's Analylics 0.1 33 03 L 04 WL o1l 05 1.0 32H B1H 61H 62H 73H a3 6.6 H| na 38 28 24
Oxford Economics 0.1 33 03 L e 00 L D2 0.5 19 16 28 34 4.2 na na 41 768 33 20 19
R8S Securilies 09 33 04 6.2 02 02 0.4 04 1.4 9L 2L 32L 44 L 33 35 L 0 26 28 21
Standard & Poor's Corp. 0.1 33 D3t 03 01 01 L 02 04 16 28 3.1 44 54 43 4.2 na 28 14 19
Nomura Securilles, Inc. 01 ° 33 05 0.2 [A] 01t 0iL o8 18 28 38 4.7 8.1 na 48 760 24 L 12
Aclion Econdmics 0.1 33 05 0.2 01 0.2 08 2 - 22 3.3 43 42 83 39 40 6.1 a8 24 28
Keltnar Economic Advisars 01 33 04 0.5 03 04 08 08 16 22 kA 4.1 5.4 45 42 70,0 22 22 24
PNC Flnancigl Seivices Corp, 04 33 03 L ne 0.1 02 03 07 18 28 " e na na 4.4 43 8.7 26 a1 22
Masirow Financlet 01" 33 03 L 02 03 04 0.5 08 17 27 kA g 44 53 41 44 727 2T, 12 12
Woodworth Holdings 01 33 03L O0fL 00L O1L OYL 02K 10 2.2 32 4.1 5.5 4.2 42 100 25 13 14
Daiva Capitst Markeis America 01 33 03t 04 L 0 01 L 02 05 14 25 35 42 5.5 38 44 68,6 34 18 22
Slone Harbor lnvesiment Partners 04 33 03 L 02 ad 0.2 04 08 18 30 42 1.7 55 . ns 48 83.0 20 25 2.5
ClearView Economics 0.1 33 05 04L dOL o1l 0L 03 14 22 35 4.0 64 41 41 710 30 22 28
Loomis, Sayles & Company 04 3.5 031 O01L 00L OfL 011 03 13 28 38 48 87 4.1 44 73.1 17 18 2.2

Soclele Generale 0.1 33 04 0tL 00L G1L 0L 02L o081 23 34 40 49 na 37 na 24 18 1oL
Moody's Capial Markels Group 01 33 03t 04 L 02 03 0.5 0.8 2.9 29 3.6 43 82 39 45 760 30 19 20
Georgla State Universily 00 L 33L m na 00 L 01 L 01l 04 15 28 40 48 57 ng 44 na 24 18 18

November Consensus . 0.2 33 04 03 02 03 05 08 17 28 38 45 56 43 45| 715 |28 21 23

TopiGAvg. 03 33 07 05 o4 o7 0.9 13 23 35 A6 54 6.3 49 6.4 754 35 28 31

Bottom 10 Avg. 8.1 33 03 0.1 00 [+A1 A ] 03 1.2 23 3.2 40 5.0 38 4.0 678 20 15 15

October Consensus 0.2 33 05 03 02 03 05 08 17 28 38 48 56 42 485 n2 28 21 23

N 018 From A Month Ago:

Down 8 [} 4 13 8 6 6 4 8 13 17 17 10 7 14 8 16 9 8
Same 29 37 20 18 25 22 22 18 18 13 1 10 10 B 13 14 13 n 2
Up 3 2 L] 4 ] " 10 16 15 " 11 10 14 13 13 10 1 8 1

Oiffusion Index 4% B3% 63% 3IT% H4% 8% B5% 6% 6% 8% A42% M% B% 61% 49%| 7% d4% 49% 53 %
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International Interest Rate And Foreign Exchange Rate Forecasts

3 Mo. Interest Rate %
[Blue Chilp Forecasters 103 Mo, | [n6 Mo, |in 12 Mo,
Scotiabank Group na ng na
Moody's Analytics 0.48 0.39 0.45
BMO Capital Markets na na na
Mizuho Research institute 0.40 0.20 0.20
Woells Fargo 0.45 0.46 0.45
ING Financlal Markets 0.30 0.40 0.40
Moody’s Capllal Markets 0.40 043 0.47
[November Consensus 0.41 0.37 0.39
High 048 0.46 0.47
tow 0.30 0.20 0.20
Last Months Avg. 0.28 0.28 0.31
3 Mo, Interest Rate %
[Blue Chip Forecasters 10.3 Mo. | In 6 Mo, ] In 12 Mo.
Scotlabank Group na na na
Moody's Analytics na na, ne
BMO Capltal Markets na na na 4
Mizuho Resesarch Institute 0.33 0.33 0.33
Wells Fargo 0.20 0.20 0.20
ING Financial Markets 0.20 0.20 0.20
Moody's Captial Markets na na na
[November Consensus 0,24 0.24 0.24
High 0.33 0.33 Q.33
Low 0.20 0.20 0.20
Last Months Avg. 0.24 0.24 0.24
. 3 Mo, Interest Rate %
[Blue Chip Forecastars In 3 Mo. l in 8 Mo. [ in 12 Mo.
Scotlabank Group ne na na
Moody's Analytics na na na
BMO Capltal Markets na na na
Mizuho Research Institute 0.80 0.70 0.70
Wells Fargo 0.20 0.78 0.75
ING Financlal Markets 0.70 0.65 0.66
Moody's Caplal Markets na na ng
[November Consensus 0.83 0.70 0.70
High 0.80 0.76 0.76
Low 0.70 0.6% 0.65
Last Months Avg. 0.73 0.68 0.68
3 Mo. Interest Rate %
[Blue Chip Foracasters in 3 Mo, | In 6 Mo. {1n 12 Mo.
Scotiabank Group na na na
Moody's Analytics na na na
BMO Capiltal Markets na na na
Mizuho Research Institute na na na
Wells Farge na na na
ING Financial Markets 0.10 0.10 0.10
Moody's Captial Markets na na na
[November Consensus 0.10 0.10 0.10
High 010 _ 0.10 0.10
Low 0.10 0.10 0.10
Last Months Avg. 0.10 010 0.10

3 Mo. Interest Rate %
[Blue Chip Forecastars %3 Mo, | in 8 Mo, |In 12 Mo.
Scotiabank Group na na na
Moody's Analytics na na na
BMO Caphtal Markets na na na
Mizuho Research Institute na na na
Wells Fargo 1.20 1.6 1.80
ING Financial Markets 1.20 1.20 1.30
Moody’s Captial Markels na na na
Novernber Conssnsus 1.20 1.18 1.40
High 1.20 1.20 1.50
Low © 1.20 1.186 1.30
Last Months Avg, 1.18 - 1.23 1.63

United Siates

10 Yr. Gov't Bond Yield %

in 3 Mo, | n 6 Mo. {in12 Mo.

1.90 2,20 3.00

Fed's Major Currency § Index
In 3 Mo, ‘ In 6 Mo | In 12 Mo.

na na na
3.06 3.40 4.18 na na na
210 2,00 2,35 741 74.8 73.4
2,10 2.10 2.30 74.0 74.1 76.0
2.20 2.20 2.80 7.5 72.6 T4.0
1,80 1.80 200 89,9 868.8 66.3
2,26 2.25 2.65 72.0 73.0 75.0
2.20 2.28 2.68 723 72.6 72.9
3.06 3,40 4.18 74.1 74.8 76.0
1.80 1.80 2.00 £9.9 68.8 68.3
2.07 241 2.35 68.6 68.4 68,2
Japan
40 Yr. Gov't Bond Yield % Yen/USD,
in 8 Mo, | In 6 Ma. |in 12 Mo. in3Mo. | In6 Mo. {in 12 Mo.
na na na 82.0 83.0 86,0
1.10 1.18 1.16 78.9 81.7 85.7
1.00 1.00 1.00 76.2 76.0 79.0
1.00 1.00 1.00 7.0 78.0 79.0
1.00 0.04 1.08 77.1 77.7 80.0
1.20 1.20 1.38 73.0 70.0 70,0
1,10 1.20 1.32 78.0 80.0 8590
1.07 0.93 1,15 77.8 781 80.5
.20 1.20 1.36 82,0 83.0 86.7
4.00 0.04 1.00 73.0 70.0 70.0
1.08 1,00 1,186 77.8 77.2 78.8

United Kingdom

40 Yr. Gilt Yields %

USD/Pound Sterling

In 3 Mo. | in 6 Mo. [in 12 Mo.

In 3 Mo. | In6 Mo, 1in 12 Mo,

na na na 1,681 1.62 1.64
2.60 2.78 3.26 1.57 1.56 1.60
2.35 2.26 2.55 4.52 1.50 1.58
2.60 2.80 2.80 na na na
2.60 2.70 3.30 1.35 1.31 1.26
2.20 240 270 1.56 1.89 1.69
2.30 2.45 2.66 1,683 . 1.6E 1.65
2,43 2.61 2.84 1,52 1.52 1.57
2,60 278 3.30 1.61 1.62 1.68
2.20 2.25 2.56 1.85 1.31 1.26
2.485 246 2.64 1.63 1.62 1.66

Switzerland
10 ¥r. Gov't Bond Yield % CHE/USD
03 Mo, | 1o 6 Mo. Lin 12 Mo, 1n 3 Mo. | In 6 Mo, |in 12 Mo.
na na na 0.86 0.886 0.86
1.20 1.25 .1.38 0.86 0.85 0.87
na na na 0.91 0.92 0.93
na na na na na ne
na na na 0.91 0.93 1.01
0.90 0.90 1.00 0.86 0.88 0.83
na na na na na na
1.06 1.08 1.18 0.88 0.88 0.90
1.20 1,26 1.35 0.91 - 083 1.01
0.e0 0.80 1.00 0.86 - 0.85 0.83
1.00 1.05 1.10 0.82 0.82 0.81
Canada
10 Yr. Gov't Bond Yield % CADIUSD
in 3 Mo. [ In8 Mo, {in 12 Mo, In3 Mo. | In 6 Mo. [1n 12 Mo.
2.20 2.45 2,90 1.00 1.01 1,02
3.13 3.26 3.65 1.00 1.01 .00
2.30 2.25 2,65 1.06 1.08 1.03
ne ne na Na na ne
2,60 2.80 3,680 1.01 0.9 0.94
2.30 2.40 2.80 1.00 0.98 0.85
2.50 2.80 3.30 0.85 0.95 0.986
2.51 2.66 3.10 1.00 1.00 0.98
3.13 3.26 3,66 1.06 1.08 1.03
2,20 2.28 2565 0.95 Q.85 0.94
2.34 2.39 2.81 0.97 .97 0.96
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International Interest Rate And Foreign Exchange Rate Forecasts

, Australia
. 3 Mo, Interest Rate % 10 Yr. Gov't Bond Yield % USD/AUD
{Blue Chip Forecasters In 3 Mo. | In 6 Ma. {In 12 Mo. In 3 M. | In 8 Mo. [In 12 Mo. In 3 Mo. | in 6 M. {In 12 Mo.
Scotiabank Group na na na na na na 1.02 1.04 1.08
Moody's Analytics na na na 494 512 560 1.02 1.01 0.99
BMO Capital Markets na na na na na na 0.96 0.95 0.98
Mizuho Research institute na na na na na na na na na
Wells Fargo na na na na na na 1.02 1.03 1.06
ING Financlal Markeis 4.30 4.90 5.00 4.20 420 4,50 1.01 1.03 1.06
Moody's Captial Markets na na na 4.50 540 6.30 0.98 1.00 1.05
{November Consensus 4.80 4.90 5.00 4.55 4.91 543 1.00 1.04 1.03
High 4.80 4.90 5,00 4.94 540 6.30 1.02 1.04 1.08
Low 4,80 4.80 5.00 4.20 4.20 450 0.96 0.95 0.98
Last Months Avg, 4.90 5.00 5.15 4,35 440 4,70 1.06 1.06 1.06
| Eurozone :
3 No. Interest Rate % USD/EUR
[Blue Chip Forecasters In3Mo. | In6Mo. {In12Mo. In 3 Mo. | In6 Mo. [In 12 Mo.
Scotiabank Group na na na 1.42 1.42 140
Moody's Analytics na na na 1.40 1.40 135
BMO Capital Markets na na na 1.32 1.90 1.38
Mizuho Research Institute 1.40 0.70 0,70 1.30 1.30 1.26
Walls Fargo 1.30 0.90 0.90 1.35 1.31 1.26
ING Financlal Markets 1.20 1.15 118 1.40 1.40 145
Moody's Captial Markets 1.156 1.23 1.29 1.30 1.32 1.35
|November Consensus 1.26 1,00 1.01 136 1.35 1.35-
High 140 1.23 1.28 142 1.42 1.45
Low 115 0.70 0.70 1.30 1.30 1.26
Last Months Avg. 1.55 1.66 1.55 1.43 1.43 1.42
10 Yr, Gov't Bond Yields %
Geymany France Kaly Spain
Biue Chip Forecasters in3 Mo. | In6Mo. [In12Mo.] In3Mo. ] in6Mo. [in 12 Mo. In3 Mo. | In8Mo. [In 12 Mo.| In3 Me. | in 6 Mo, [In 12 Mo.
ING Financial Markets 2.00 200 220 3.10 290 - 285 6.00 580 5.70 5,70 5.60 5.60
Mizuho Ressarch Institute 1.90 2,00 240 3.10 3.00 3.00 570 5.50 5.50 5.40 5.20 5.20
Moady's Analytics 224 239 283 3.44 3.4 3.04 540 560 + 595 597 6.06 6.21
Moody's Captial Markels 210 220 240 3.20 3.30 3.80 5.85 5.95 6.11 5.85 570 5.65
November Consensus 2.08 2.15 2,38 3.24 3.09 312 8.74 5.71 5.82 5.73 5.64 567
High 224 238 283 344 3.30 3.60 6.00 5.85 8.1 5.97 6.06 6.21
Low “1.90 2.00 210 3.10 2,90 285 540 5,50 5.50 540 520 520
Last Months Avg. 2.82 294 327 3.32 3.39 3.64 5.04 5.06 514 5.4 638 5.35
Consensus Forecasts Consensus Forecasts
10-year Bond Yields vs U.S, Yield 3 Mo. Deposit Rates vs L1.S. Rate
Current } n3Mo. | In6 Mo. | in12Mo. Current | n3Me. | In6Mo, | in 12 Mo,
Japan -1.41 -1.13 -1.36 -1.53 Japan -0.34 -0.16 -0.62 -0.15
United Kingdom, 0.38 0.22 0.23 0.16 United Kingdom 0.47 0.43 0.33 0.31
Switzerland -1.10 -1.15 -1.20 -1.51 Switzerland -0.35 -0.31 027 -0.28
Canada 0.18 0.30 0.38 042 Canada 1.14 0.79 0.80 1.01
Australia 2.35 2.35 2.63 2,75 Australia 4.40 4,39 4.53 4.61
Germany -0.07 -0.14 -0.13 -0.30 Eurozone 1.21 .0.86 0.62 0.62
France 1.06 1.01 0,81 0.44
ltaly 3.83 3.64 343 313
|Spain 341 3.53 3.38 298
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Viewpoints.

Good News On Inflation?

The Consumer Price Index (CPI) increased by a cumulative }.2% over
the past three months in September. Nevertheless, in the latest Sept. 21
post-FOMC statement, Fed policymakers continued to state that: “Infla-
tion appeats to have moderated since garliec in the year as prices of
energy and some commodities have declined from their peaks” and
communicated that: “[the] Committee also anticipates that inflation will
settle, over coming quarters, at levels at or below those consistent with
the Committee’s dual mandate as the effects of past energy and other
commodity price increases dissipate further.”

Of course, the energy price gains boosting overall CPl1 jn recent months
are behind us, at Jeast for the time being. And recently falling energy
prices may subtract around 0.2 percentage point from reported overall
CPI inflation in October. However, core (non-food, non-energy) infla-
tion has trended higher so far in 2011, Ithas risen at a 2.4% annual rate
this year through September. That was down a tad from the 2.6% pace
through August but still well above the 0.8% yly seen last Decemnber,
We still expect the core CP) to rise 2.1% (Q4/Q4) in 2012—a moderate
slowing from its recent annualized pace.

The recent monthly pattern of core inflation offers some hope that the
uptrend in the core inflation may be slowing somewhat. After two
straight 0.3% monthly gains through June, core CP1 prices rose 0.2% M

each of the following two months before rising just 0.1% in September.-

The rise in September was a “low” 0.1%—0.054% before rounding.
While September was just one month, it is possible that the warst of the
mouthly gains in the core CP] are behind us. Part of the earlier run-up
in new auto prices reflected temporary shortages of Japanese models.
Also, recently falling cotton prices suggest that their earlier boost to
apparel prices will not be sustained n the latter quarters of 2012,

The Fed’s reported preferred measure of inflation, the core Personal
Consumption Expenditures (PCE) chein price index (which has a heus-
ing weight roughly half that of the CPI), is projected to increase by
1.9% on a Q4/Q4 basis this year. For September, we calculate that the
core PCE, which will be reported on Oct. 28, was unchanged on 2
monthly basis after rising 2t a 2.0% snnual rate in the previous three
months.

It appears Fed officials are exploring ways through its communications
to better manage the markets’ monetary policy expectations. The Sept.
21 FOMC minutes noted that most participants favored taking steps to
increase transparency, including providing more information about the
Committee’s longer-run policy objectives for inflation and jobs, Fed
Chairman Bernanke also discussed the subject in a speech delivered on
‘Oct. 18. Chairman Bemnanke evaluated the benefits of adopting 2
sfjexible inflation targeting” (FIT) framework. Mr. Bernanke explained
that & FIT approach to policy “combines commitment to 2 medium-run
inflation objective with the flexibility to respond to economic shocks as
‘needed to moderate deviations of output from its potential, or 'full em-
ployment,’ Jevel”. Mr. Bernanke uged the term “constrained discretion”
to describe the framework. In theory, it would allow the Fed to pursue
countercyclical monetary policy while maintaining medivm- and long-
run price stability. However, it introduces ‘this distinction between the
short-run and the long-run. Critics of the framework often ask a valid
question: Can the Fed have its cake and eat it too?

Ultimately, it's likely to take more time for a consensus to be reached
and specific targets to be agreed on. For example, will they target head-
fine or core; over what time period; what inflation gauge would be
used; how would any revisions to the data be handled; how much lati-
tude in the short run policy decisions should be taken given the long run
target; and what is the most effective means of communicating 2
change?

A Sampling of Views on the Economy, Financial Markets and Government Policy
Excerpted from Recent Reports Issued by our Blue Chip Panel Members and Others

According to the September 21 FOMC minutes: “a number of partici-
pants expressed concerns about the conceptual issues associated with
establishing and communicating explicit longer-Tun objectives for the
unemployment rate or other measures of labor market conditions, inas-
much as the long-run equilibrium Jevels of such measures are influ-
enced importantly by non-monetary factors, are subject to change over
time, and ace estimated with considerable uncertainty. In contrast, par-
ticipants noted that the long-run level of inflation is determined primar-
ily by monetary policy.”

Kevin Cummins, UBS, New York, NY

Modified Program Aims To Alleviate Residential Mortgage Prob-
Tesns, Will it Raise Consumer Spending?

The Federal Housing Finance Agency (FHFA), the regulator of Fannie

Mae and Freddie Mac and the 12 Pederal Home Loan Banks, has an-

nounced 2 modification of the original Home Affordable Refinance

Program (HARP) passed in 2009. The objective is to make refinancing

easier for people with morigages backed by Fannie Mae and Freddie

Mac. HARP allows borrowers whose morigage is worth more than the

current value of their homes to refinance and take advantage of the low”
interest rate environment. CoreLogic estimates that currently 22.6% of

mortgages (10.8 million mortgages) exceed the current value of homes.

The announced modifications of the original HARP includes removing
the current 125% cap on loan-to-vajue ratio. In other words, borrowers
owing more than 125% of their home’s value can tap into this program,
while eliminating limits set under the original HARP. Requirement of
an appraisal may be waived and underwriting requirements will be
reduced. This is noteworthy because the National Association of Real-
tors reported last week that contract cancellations have risen in Septem-
ber in cases where the negotiated prices have exceeded appraisal val-
ues. Although, refinancing does not invelve a purchase, the prevailing
preference for conservative appraisals could have presented a hurdle for
refinancing. Fannie and Freddie have also indicated that burdensome
fees entailed in refinancing will tie waived. The program will be in
place until Decemnber 31, 2013 for loans originally sold to Fannie Mae
and Freddie Mac on or before May 31, 2009. The original HARP was
set to expire in June 2012. The swreamlining of procedures and reduc-
tion of fees is expected to help homeowners and bring about stability in
the housing market, As of August 31, 2011, 894,000 borrowers had
refinanced under the original HARP, The sheer size of existing mort-
gages underwater (10.8 million) suggests that the latest modification of
the HARP program should be beneficia) per se and more 50 if a larger
number are able to refinance compared with the achievement so far.

1t is generally assumed that home morigage refinancing should increase
cash flow of households and translate into increased consumer spend-
ing. Consumer spending has shown a decclerating trend since the be-
ginning of the year and Fed officials, Bemanke included, have ex-
pressed concem in recent speeches. Disposable income also has failed
to post meaningful growth in recent months. At first blush, it appeats
that refinancing will change the current income constraint of house-
holds and enable more spending on goods and services in an environ-
ment of negligible growth in income. But, a more thorough analysis
suggests that the impact of mortgage refinancing is likely to be muted
beoause Jenders obtain less interest income and their spending will suf-
fer & setback (Paul Kasriel, my boss, had repeatedly educated me about
this overlooked aspect). Therefore, the likely spending outcome of
mortgage refinancing is less positive than expected and couidalso be a
wash when considering the macroeconomic impact.

There is an altemative Toute (hat will have a significant positive impact
on consumer spending. Recently, Fed officials (continued on next page)
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have been speaking about the possibility of purchasing'more securities
1o balster economic activity. Fed Govemor Tarullo mentioned that there
is “ample room” to purchase mortgage-backed securities to enhance
economic growth. If the Fed were to purchase MBS from lenders, it
would lead to more credit created in the economy, without offsets, If
jenders spend the newly created credit or extend funds to & new bor-
rower it would create a virtuous cycle of economic activity.

It is also important to note that households have been focused on reduc-
ing debt in recent quarters (voluntary and involuntary). It is entirely
conceivable that the new found doliars could be channeled into paying
off debt. Household debt as a percentage of GDP has declined fiom
historical peal of 99.42% in first quarter of 2009 to 88.6% in the sec-
ond quarter of 2011, This is a positive long-teérm trend but has pitfalls in
the near term because consumer spending is adversely affected as
households sirengthen their balance sheets,

Asha Bangalore, Northern Trusi, Chicago, !i.
Ceterls Paribus And Default Risk

Two aspects of financial reporting appeer regularty and, unfortunately,
are very misleading to investors and decision makers.

First, there is 4 tendency to associate a movement in one economic
variable with the movement or lack thereof of another to suggest cause
and effect. The Jatest misconstruction appeared recently with the argu-
ment that perhaps Operation Twist was working because the 30-year
Treasury rate rose in value, Huh? Yes, that was our response.

Operation Twist was suppose to lower the long end of the yield curve
not raise the 30-year yield, so the premise of the article is all wrong.
More importantly, the article fails to appreciate the importance of ce-
teris paribus—all else held constant.

While the Fed was discussing Operation Twist, something else more
important was happening—market expectations on the economy were
becoming less negative as retail sales, employment and, most recently
this week, the Philadelphia Fed index all were better than market expec-
tations. From our viewpoint, it was this change in economic expecta-
tions that altered the path of long-term rates and most likely obscured
any impact from Operation Twist.

Unfortunately, U.S, Treasury debt is not risk free, as is frequently as-
serted in both written and televised commentary, Treasury debt may be
defanlt-risk free but for anyone familiar with the history of credit mar-
kets from the 1970s on Treasury debt is very risk-full due to the uncer-
tainties of inflation, currency and therefore interest rate fluctuations.
Inflation destroys the real return on Treasuries, and with consumer
prices rising at 3%, the real value of the return on Treasuries is nega-
tive. Dollar depreciation is & risk for foreign investors. The experience
of 1994-1995 is a dramatic example of interest rate risk. Today’s low
Treasury rates are a bet on many factors—not just default.

John Silvia, Wells Fargo, Charlotte, NC

Zeroing In On Housing

U.8. policymakers are starting to zero in on measures that could revive

the housing market—which is ground zero for the fragile recovery. The
Administration and state governments are pushing & plan to encourage
banks fo allow underwater homeowners who are current on their pay-
ments to refinance at lower interest rates. If successful, this could have
a meaningful impact on the economy by discouraging “strategic” de-
faults among the over 10 million borrowers who owe more than their
house is worth, and by putting extra money in the pockets of roughly 8
million of these borrowers (according to CoreLogic) who could reduce
their mortgage rate by at least one parcentage point if allowed to refi-

A Sampling of Views on the Economy, Financial Markets and Government Policy
Excerpted from Recent Reports Issued by our Blue Chip Panel Members and Others

nance. The Fed also is considering actions that would help homeown-
ers, according to the Wal) Street Journal.

Recently, Fed Governor Tarullo said he favors renewing large-scale
purchases of morigage-backed securities, since this would reduce the
spread between mortgage rates and Treasury yields. Mortgage spreads
widened sharply this year, though they have narrowed modestly since
September when the Fed chose to rollover its maturing MBS securities.
A recent backnp in morigage rates, coupled with a sharp, recent drop in
applications for both purchasing and refinancing, could lift Tarullo's
policy proposal to the top of Bernanke’s stimulus toolkit.

Given better economic news of late, the Fed is unlikely to do much at
the November 1-2 meeting, However, continued modest growth, stub-
bornly-high unemployment and expected lower inflation should spur
additional easing measures in coming months. Actions aimed at lower-
ing mortgage rates directly and allowing more homeowners (o reduce
their borrowing costs are likely to prove more effective at yeviving the
economy than the current shotgun approach. Although the overhang of
unsold homes is declining slowly, the high number of distressed proper-
ties, coupled with still-sluggish sales, suggests home prices could stay
soft for some time. This depresses household wealth, confidence and
spending, and feeds back into undermining employment and real estate.
Breaking this vicious eycle will likely motivate future policy actions.

Sal Guatieri, BMO Capital Markets, Toronto, Canada
Home Price Pressare

A broad range of home price measures show that home prices have not
yet bottomed, Both the Case Shiller and FHFA index showed a slight
monthly drop in prices in August, leaving prices down 3.8% and 4.0%
y/y, respectively. This is in line with the 4.4% yly decline in the Core-
Logic jndex. The continued drop in home prices is a function of the
large imbalence between supply and demand in the housing market.
There is too much inventory, particularly of distressed properties, rela-
tive to the pace of hame sales, which means that prices must fall further
to equilibrate the market.

‘While prices have continued to slide on an armual basis, monthly de-
clines have moderated, with some measures showing a brief gain. We
believe this reflects seasonal distortions: during the spring, voluntary
sales increase, making distressed sales a smaller proportion of total
activity and, therefore, supporting home prices. This dynamic reverses
in the winter, We, therefore, advise preparing for a string of weak home
price data starting next quarter.

OFf the 20 cities tracked by Case Shiller, all but two - Detroit and Wash-
ington DC - reported an annual decline in home prices. We can explain
the strength in prices in our capital since the federal government has
continued to spend. But, we worry abouat weakness to come, given the
austerity that will kick in eatly next year. The gain in Detroit is more
startling, but after getting past the initial shock, it can also be explained.
Home prices in Detroit have returned to 1995 levels on a nominal basis.
With auto output slowly starting to recover, there has been some sup-
port to the regional economy. And since prices are only based on actual
fransactions, the data is only capturing conditions in the neighborhoods
that are relatively desirable to live in. The ghost towns on the outskirts
are not being captured in the data,

We believe home prices have further to fall, The foreclosure process
has been delayed, which has left an abundance of distressed properties
in the shadows. These hames must be cleared, either by selling to new
‘homeowners or investors, or simply demolished. The division of these
outcomes will be important when forecasting future home prices.

Ethan S, Harris, Bank of America-Merrill Lynch, New Yorly, NY
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Special Questions:

1. What are the odds of 4 U.S. recession by the end of 20127

Qdds.of U.S. recession by end of 2012
(between 0% and 100%)

Consensus 30.1%
Top 10 Average 44.5%
Bottom 10 Average 17.5%

2. Which is the bigger threat to U.,S, economic growth in 2012: (A) potential spillover effects from the problems in Burope’s debt/bank crisis or (B)
tightening U.S. fiscal policy? .
{Percentage of those responding)

Spillover effects Tightening U.S.
from Buropean crisis . fiscal policy
70.5% ’ 29.5%

3, By November 23", Congress’s so-called Super Committee is tasked with fashioning a $1.5 triltion package of spending cuts and or tax increases
designed to reduce future U.S. budget deficits. If Congress and the Whits House then fail to approve the Super Committee’s proposal, automatic cuts
in spending of $1.2 trillion will be triggered” on January 15,2011 that would go into effect January 2" 2013, Do you think (A) the proposal from the
Super Comrnittee will be approved by Congress and the White House; (B) the plan will fail to be approved and automnatic spending cuts will ocour in
January 2013, or (C) Congress ultimatsly changes the rules and prevents some or all of the automatic cuts in spending from occurring come Janvary
20137

(Percentage of those responding)

Super Committee plan Plan fails, Plan fails,
will be approved spending cuts occur but Congress prevents
by Coneress and White House Japuary 2013 all/some of cats from occuming

315% 14.9% . 53.2%
4, Does your forecast of economic growth in 2012 assume an extension of this year’s temporary reduction in workers’ payroll taxes?
(Percentage of those responding)
Yes No
73.9% 26.1%
5. Do you think the Federal Reserve will ultimately announce a new asset purchase program (QE3) prior to the end of 20127
(Percentage of those responding)

Yes No
47.8% 52.2%

6. The FOMC’s policy statement from the September 20-21 meeting stated that “inflation appears to have moderated since earlier in the year” yet the
P

12-month change in the Producer Price Index remained near 7.0% in September while the 12-month change in the Consumer Price Index rose to
3.9%. Is the FOMC underestimating U.S. inflationary pressures?

{Percentage of those responding)

Yes No
45.7% 54.3%

4. What will be the average MONTHLY change in total nonfarm employment during 2012?

Average monthly change in total nonfarm employment

during 2012
Consensus 126.3 thousand
Top 10 Avg. 180.6 thousand
Bottom 10 Avg, 60.4 thousand

f 19
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Databank:
2011 Historical Data
Monthly Indicator Jan Peb Mar Apr  May Jun Jy Aug Sep Oct Noy Dec
Retail and Food Service Sales (2) 0.8 1.3 0.8 0.2 -0.3 0.2 0.4 0.3 11
Auio & Light Truck Sales (b) 12.64 13.24 13.02 13.13 11.68 11.51 12.20 12.09 13.04
Personal Income (a, current 3) 11 0.5 05 04 03 02 0.1 0.1 0.1
Personal Consumption (a, current §) 0.4 0.8 0.6 0.3 0.2 0.2 09 02 0.6
Consumer Credit (¢) 2.2 3.2 22 28 3.0 5.6 39 -4.6
Consumer Sentiment (U. of Mich.) 742 775 67.5 69.8 743 ns 63.7 557 5%.4
Household Employment (¢) 117 250 291 -190 105 -445 -38 331 398
Non-farm Payroll Employment (¢} 68 235 194 217 53 20 27 57 103
Unemployment Rate (%) 90 89 8.8 9.0 9.1 9.2 9.1 9.1 9.1
Average Hourly Barnings (All, cur. $) 2286 2288 2289 22,93 23.02 2301 23,12 2308 2313
Average Workweek (All, s} 342 343 343 344 344 343 343 342 343
Industrial Production (d) 5.8 52 5.3 45 34 3.3 3.5 33 4.6
Capacity Utilization (%) 76.9 76.5 71.0 766 76.7 76.6 774 773 774
ISM Manufecturing Index (g) 60.8 614 61.2 604 535 553 50.9 50.6 52.0
1SM Non-Manufacturing Index (g) 59.4 59.7 573 528 54.6 53.3 52.7 53.3 53.0
Housing Starts (b) 636 518 593 .549 553 615 615 572 658
Housing Permits (b) 568 534 574 563 609 617 601 625 594
New Home Sales (1-family, ¢) 310 281 305 316 308 303 297 296 313
Construction Expenditures (a) 14 -1.0 0.2 07 2.5 1.6 -1.4 (4
Consumer Price Index (nsa., d) 1.6 2.1 249 32 36 3.6 3.6 3.8 3.9
CPl ex. Food and Energy (nsa., d) 1.0 11 12 1.3 .5 1.6 17 2.0 2.0
Producer Price Index (n.s.a,, d) 36 34 5.6 6.6 73 7.0 72 6.5 6.9
Durable Goods Orders (a) 4.0 -1.1 4.6 -2.5 20 -1.2 4.2 0.1 -0.8
Leading Economic Indicators (g) 0.2 09 0.7 -03 0.7 0.3 0.6 0.3 0.2
Balance of Trade & Services (f) 479 457 46.4 432 -502 516 456 456
Federal Funds Rate (%) 0.17 0.16 0.14 0.10 0.09 0.09 0.07 0.10 0.08
3-Mo, Treasury Bill Rate (%) 0.15 0.13 0.10 0.06 0.04 0.04 0.04 0,02 0.01
10-Year Treasury Note Yield (%) 3.39 3,58 341 3.46 3.17 3.00 3.00 2.30 1.98
2010 Historical Data
Monthly Indicatox Jan Feb Mar Apr May Jun Jly Aug Sep Oct Nov Dec
Retall and Food Service Sales (a) 0.4 03 22 0.6 <08 0.2 03 1.0 1.0 13 0.7 0.6
Auto & Light Truck Sales (b) 10.81 1042 11.6% 1128 11.55 11.25 11.53 11.52 1178 12.14 12.24 12.46 ,
Personal Income (2, current §) 0.8 0.2 0.5 0.7 0.6 0.} 0.4 0.5 0.0 0.5 0.1 0.5
Personal Consumption (a, current $) 0.2 04 0.6 0.1 03 0.0 0.4 0.6 03 0.6 0.4 04
Consumer Credit (¢) 32 -3.8 -2.5 6.4 -1.2 -0.9 -2.7 2.5 0.0 3.9 0.7 23
Consumer Sentiment (U. of Mich.) 74.4 73.6 73.6 2.2 73.6 76.0 67.8 68.9 68.2 67.7 7.6 TA.5
Household Employment (¢) 551 187 254 430 29 -261 -101 276 [BY] -204 -175 297
‘Non-Farm Payroll Employment (¢) . -39 35 192 277 458 -192 -49 -39 -29 17 93 152
Unemployment Rate (%) 9.7 9.7 9.7 2.8 9.6 9.5 9.5 9.6 2.6 9.7 9.8 9.4
Average Hourly Earnings (Al cur. $) 2244 2248 2248 22.52 22,57 2257 22.61 22,67 270 2277 22.76 229
Average Workweek (All, hrs.) 3490 33.4 34.1 34.1 342 341 342 342 342 34.3 342 343
Industrial Production (d) 02 1.0 34 46 72 1.8 7.6 6.8 6.3 59 6.0 6.8
Capaoity Utilization (%) 719 2.2 72.8 73.2 74.3 74.5 75.3 755 75.7 753 75.8 76.8
ISM Manufacturing Index (g) 583 . 511 604 59.6 57.8 553 551 55.2 553 56.9 58.2 58.5
1SM Non-Manufacturing Index (g) 50.7 527 54.1 546 54.8 535 53.7 52.8 339 54.6 56.0 57,1
Housing Starts (b) 615 603 626 687 580 539 550 606 597 539 551 526
HOU§ing Permils (b) 636 655 .688 632 582 585 S5 575 562 558 564 630
New Home Sales (1-family, ¢} 346 344 385 420 281 307 279 278 316 282 287 331
Construction Expenditures (a) -0.1 -3.0 1.0 23 -2.8 0.1 -2.6 1.0 12 1.1 0.2 2.5
Consumer Price Index {s.8., d) 2.6 2.1 23 2.2 2.0 1.1 1.2 1.1 1.1 1.2 1.1 1.5
CP] ex. Food and Energy (s.8., d) 1.6 13 1.1 0.9 0.9 0.9 0.9 09 08 . 06 08 0.8
Producer Price Index (n.s.a., d) 45 4.2 59 54 5.4 2.7 4.1 33 39 43 34 38
Durable Goods Orders (3) 49 0.5 0.1 29 0.7 -0.2 1.2 -0.8 4.9 3. -0.1 -0.7
Leading Economic Indicators (g) 0.6 0.4 1.5 -0l 0.5 -0.2 0.2 a.1 0.7 0.2 1.2 0.8
Balance of Trade & Services (f) 2315 -41.0 -41.1 -41.5 -42.2 -46.9 41.6 -45.5 -44.0 -39.5 -38.8 -40.5
Federal Funds Rate (%) 0.11 013 0.16 0.20 0.20 0.18 0.J8 0.19 0.1% 0.19 0.19 Q.18
3-Mo, Treasury Bill Rate (%) 0.06 Q.11 6.15 0.16 0.16 012 0.16 0.16 0.15 0.13 0.14 0.14
10-Year Treasury Note Yield (%) 373 3.69 3.93 3.82 342 3.20 3.0 2.70 2.65 2.54 276 3.29

{a) month-over-month % change; (b) milljons, saar; (c) thousands, srar; (d) year-over-year % change; (2) annualized % change; (f) $ billions; (g) level. Most
series are subject to frequent government revisions, Use with care,
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rCalendar Of Upcoming Economic Data Releases J
Monday Tuesday Wednesday Thursday Friday
October 31 November 1 2 3 4
Chicago PMI (Qet) FOMC Meeting FOMC Meeting ISM Non-Manufaoturing (Oct) | Employment Report (Ocl)
Dallas Fed Index (Oct) Vehicle Sales (Oct) ADP Employment (Oct) Monster Employment Index
Agricultural Prices (Oct) ISM Manufacturing (Oc) Chaltenger Survey (Oct) Qe
Construction Spending (Sep) | Mortgage Applications Factory Orders (Sep)
ABC Consumer Comfort Index | EIA Crude Oil Stocks Weekly Jobless Claims
Weekly Stora Sales . Weekly Money Supply
1 8 9 10 11
Consumer Credit (Sep) NFIB Small business Optimi Wholesale Trade (Sep) Trade Balance (Sep) Veterans Day
Fed’s Loan Officer Survey (Oct) EIA Crude Oil Stocks Import Price Index {Oct) U.S. Bond Market
ABC Consumer Comfort Index | Mortgage Applications Chain Store Safes (Oct) Closed
Weekly Store Sales Treasury Budget (Oct)
Weekly Jobless Clalms Equity Markets Open
‘Weekly Money Supply Consumer Sentiment (Nov, Pre~
timinery, University of Michi-
gam)
14 15 16 17 18
Retail Sales (Oct) Industrial Production (Oct) Housing Starts (Oct) Leading Economic Indicators
Producer Price Index (Oet) Consumer Price Index (Oct) Philadelphia Fed Index MNov) | (Oet)
Empire State Manufecturing NAMB Housing Market Index | Weekly Jobless Clairs
Tndex (Nov) ov) ‘Weekly Money Supply
Business Inventories (Sep) Net Long-term TIC flows (Sep)
ABC Consumer Comfort Index } Morigage Applications
Weekly Store Sales EIA Crude Oil Stacks
21 22 23 24 25
Existing Home Sales (Oct) GDP (Q3, Second revision) ];ersc(mal )1ncome and Consump- | ‘Thanksgiving Day Weekly Money Supply
Corporate Profits (Q3) tign (Oct,
Weekly Store Sales Dmssle Goods Orders (Qopy | LS Markets Closed
ABC Consumer Comfort Index | Consumer Sentiment (Nov, Fi-
nal, University of Michiga::z
FOMC Minutes (Nov 1%-2
mesting)
Weeldy Jobless Claims
E1A Crude Oil Stocks
Mortgage Applications .
28 29 30 December 1 2
New Home Sales (Oct) $&P/Case-Shiller Home Price | ADP Employment (Nov) 1SM Manufacturing (Nov) EBmployment Report (Nov)
Index (Sep) Challenger Survey (Nov) Vehicle Sales (Nov)
Consumer Confidence (Nov, Chicago PMI (Nov) Construction Spending (Oct)
Conference Board) Pending Home Sales (Oct) Weeldly Jobless Claims
ABC Consumer Comfort Index | Beige baok for Dec, 13 FOMC Weekly Money Supply
Weekly Store Sales meeting
: Agricultural Prices (Nov)
EIA Crude Oil Stocks
Mortgage Applications
5 6 7 8 9
15M Non-Manufacturing (Nov | ABC Consumer Comfart Index Consumer Credit (Oct) Wholesale Inventories (Oct) Trade Balance (Oct)
Factory Orders (Qct)) Weekly Store Sales Mortgage Applications JCSC Chain Store Sales (Nov) | Consumer Sentiment (Dec, Pre-
EIA Crude Oil Stocks ‘Weckly Jobless Claims Timinary, University of Michi-
‘Weekly Money Supply gan)
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ECONOMIC AND STOCK MARKET COMMENTARY

The world has changed in the three
months since our last “Quarterly
Economic Review.” Unfortunately, it
does not appear to have changed for the
better. True, our nation did step up its pace
of gross domestic product growth during
the third quarter, as GDP rose by 2.5%—
the high-water mark for the year so far—
as business investment, exports, and
consumer spending all rallied. However,
evenas those figures were being released,
more forward-looking data were being
issued on personal income growth, man-
ufacturing, non-manufacturing, and con-
sumer confidence that told a
less-compelling story. Suchreports, along
with further sobering metrics on unem-
ployment and housing, suggest that the
third-quarter GDP level of growth may
not persist. Then, there is China—the
feel-good story of the early 21st Century.
Growth there is now moderating and that
could lead to other retracements on the
global scene—especially on the export
front. Most ominously, there is Europe,
where efforts to shore up the flagging
economies on the Continent—notably in
Greece and now Italy—are works in

progress. Three months ago, we had in-
toned that there was an effort under way
“to stem Europe’s widening debt crisis.”
We also observed that: “arecession onthe
Continent is quite possible.” The interven-
ing three months have changed little, In
fact, the outlook in the euro zone looks
even a little more challenging now.

Prospects are mixed for the next sev-
eral quarters along our shores. As we
noted, the recent third quarter may have
exaggerated the strength in our economy
somewhat, as several components of that
accelerating gain, especially the rise in
business fixed investment, might not be
sustainable. Our sense is that the recent
Federal Reserve meeting changed little
of note, though Fed Chairman Bernanke
raised the spector of renewed asset pur-
chases if growth fails to improve. As
things stand now, such assistance could
be an option—especially if Europe goes
into recession, raising the risks of a
downturn here. Indeed, even a mild busi-
ness downturn on the Continent would

(Continued on page 1888}

VALUE LINE FORECAST FOR THE U.S. ECONOMY
Statistical Summary for 2011-2013

GDP AND OTHER KEY MEASURES

Real Gross Domestic Product 13354 13421
Total Light Vehicle Sales (Mill. Units) 125 125
Housing Starts (Million Units) 0.62 063
After-Tax Profits ($8ill.) 1558 1499
ANNUALIZED RATES OF CHANGE

Gross Domestic Product (Real) 25 20
GDP Deflator 25 1.0
CPI-All Urban Consumers 31 12
AVERAGE FOR THE PERICD

National Unemployment Rate 9.1 a1
Prime Rate 3.3 33
10-Year Treasury Note Rate 24 21

2011:3 201%:4 20127 2012:2 2012:3 20124 20131

011 2012

13477 13537 13605 13682 13774 13319 1357%

136 130 135 135 140 125 133
064 065 076 075 080 0.60 069
1572 1558 1605 1589 1698 14% 1581

w7 18 20 23 27 18 1.9
1.0 10 10 1.1 122 1.0
1.3 15 15 18 20 34 1.5

90 90 885 89 88 91 90
33 33 33 33 33 313 33
21 23 24 25 26 28 23
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Value Line Forecast for the U.S. Economy

ACTUAL ESTIMATED
2011:2 2011:3 2011:4 2012:1 2012:2 2012:3 2012:4 2013:1

GRQOSS DOMESTIC PRODUCT AND ITS COMPONENTS
(2005 CHAIN WEIGHTED $) BILLIONS OF DOLLARS

Final Sales 13234 13352 13418 13472 13525 13586 13660 13748
Total Consumption 9393 9449 9496 9543 9590 9638 9686 9734
Nonresidential Fixed Investment 1413 1468 1496 1511 1526 1545 1564 1587
Structures 322 332 336 335 331 325 323 326
Equipment & Software 1104 1149 1166 7180 1195 1212 1233 1254
Residential Fixed Investment 324 326 329 332 336 344 354 367
Exports 1765 1783 1796 1809 1823 1845 1877 1913
Imports 2181 2192 2197 2208 2222 2237 2254 2265
Federal Government 1059 1064 1056 1045 1034 1024 1015 1006
State & Local Governments 1456 1452 1441 1430 1419 1412 1408 1405
Gross Domestic Product 15122 15309 15424 15527 15636 15752 15886 16040
Real GDP (2005 Chain Weighted $) 13272 13354 13421 13477 13537 13605 13682 13774
PRICES AND WAGES-ANNUAL RATES OF CHANGE
GDP Deflator 25 2.5 1.0 1.0 1.0 1.0 1.1 1.2
CPi-Alt Urban Consumers 4.1 3.1 1.2 1.3 1.5 1.5 1.8 2.0
PPI-Finished Goods 73 1.8 0.5 1.0 1.2 13 1.5 1.5
Employment Cost Index—Total Comp. 3.2 1.4 2.0 2.0 20 2.1 22 2.3
Productivity 0.7 3.7 1.8 1.2 1.0 1.0 1.0 1.2
PRODUCTION AND OTHER KEY MEASURES
Industrial Prod. (% Change, Annualized) 0.5 5.1 1.2 1.5 2.0 3.0 3.0 3.5
Factory Operating Rate (%) 743 74.9 75.0 75.5 75.7 76.0 76.5 76.5
Nonfarm Inven. Change (2005 Chain Weighted $) 51.0 19.0 20.0 30.0 350 40.0 40.0 40.0
Housing Starts (Mill, Units) 0.57 0.62 0.63 0.64 0.65 0.70 0.75 0.80
Existing House Sales (Mifl. Units) 4.88 4.88 4.80 4.90 5.00 5.15 5.30 5.40
Total Light Vehicle Sales (Mill. Units) 12.1 125 12.5 13.0 13.0 13.5 13.5 14.0
National Unemployment Rate (%) 9.1 9.1 9.1 9.0 2.0 8.9 8.9 8.8
Federal Budget Surplus (Unified, FY, $8ill) -141 -328 =350 -400 -100 =250 =300 =300
Price of Oil {$8bl., U.S. Refiners’ Cost) 107.78 95.54 97.00 100.00 102.00 104.00 105.00 106.00
MONEY AND INTEREST RATES
3-Month Treasury Bill Rate (%) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 o.1
Federal Funds Rate (%) 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
10-Year Treasury Note Rate (%) 3.2 24 21 2.1 23 24 25 2.6
Long-Term Treasury Bond Rate (%) 4.3 3.8 37 3.8 3.9 3.9 4.0 4.0
AAA Corporate Bond Rate (%) 5.0 4.6 44 4.5 4.5 4.6 4.6 4.6
Prime Rate (%) 33 3.3 3.3 3.3 3.3 3.3 3.3 3.3
INCOMES
Personal income (Annualized % Change) 4.6 0.9 2.0 3.0 3.5 3.5 3.5 3.5
Real Disp. Inc. (Annualized % Change) 0.6 -1.7 L7 2.0 2.0 1.5 1.5 1.0
Personal Savings Rate (%) 5.1 4,1 4.0 4.0 4.0 4.0 3.5 3.0
After-Tax Profits (Annualized $Bill) 1470 1558 1499 1572 1558 1605 1589 1698
Yr4o0-Yr % Change 0.3 10.2 12.0 8.0 6.0 3.0 6.0 8.0
COMPOSITION OF REAL GDP-ANNUAL RATES OF CHANGE
Grass Domestic Product 1.3 2.5 2.0 1.7 1.8 2.0 2.3 27
Final Sales 1.6 3.6 2.0 1.6 1.6 1.8 2.2 2.6
Total Consumption 0.7 24 2.0 2.0 2.0 2.0 2.0 2.0
Nonresidential Fixed Investment 10.3 16.3 8.0 4.0 4.0 5.0 5.0 6.0
Structures 22,6 13.3 5.0 -2.0 -4.0 -7.0 -3.0 4.0
Equipment & Software 6.2 174 6.0 5.0 5.0 6.0 7.0 7.0
Residential Fixed Investment 4.2 24 4.0 3.0 50 10.0 12.0 16.0
Exports 3.6 4.0 3.0 3.0 3.0 5.0 7.0 8.0
Imports 1.4 1.9 1.0 2.0 2.5 2.8 3.0 2.0
Federal Government 1.9 2.0 -3.0 -4.0 -4.0 -4.0 -3.5 -3.5
State & Local Governments -2.8 -1.3 -3.0 -3.0 -3.0 -2.0 1.0 -1.0

©2011, Valus Line Publishing LLC. Allrights reserved, Factual materialis oblained from sources heiaved o be reliabla ands provided without warranties of any kind. THE PUBLISHER
15 NGT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication s stricty lor r's oum, Intetnat use. No part of it may be reproduced, JIVELINATI R R G IR KK LR
resold, stored or transmitted in any printed, elactronlc or other form, or usad for genernilng o markanng any printed or elecironic publication, servme or product.
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Value Line Forecast for the U.S. Economy

ACTUAL ESTIMATED

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
GROSS DOMESTIC PRODUCT AND TS COMPONENTS
{2005 CHAIN WEIGHTED $) BILLIONS OF DOLLARS

Final Sales 12899 13178 13201 12853 13029 13297 13560 13896 14341 14829
Total Consumption 9055 9263 9212 9038 9221 9429 9614 9804 10010 10240
Nonresidential Fixed Investment 1456 1550 1538 1263 1319 1439 1536 1631 1762 1885
Structures 384 438 466 367 309 324 328 334 368 412
Equipment & Software 1071 1107 1059 890 1019 1127 1205 1289 1392 1475
Residential Fixed Investment 718 584 444 346 331 325 341 39 475 556
Expotts 1422 1554 1649 1494 1663 1774 1839 1970 2147 2319
Imports 2152 2203 2144 1853 2085 2186 2230 2291 2383 2502
Federal Government 895 906 971 1030 1076 1058 1030 995 965 946
State & Local Governments 1507 1528 1528 1514 1487 1454 1417 1410 1417 1431
Gross Domestic Product 13377 14029 14292 13939 14527 15209 15700 16306 17097 17979
Real GDP (2005 Chain Weighted $) 12959 13206 13162 12703 13088 133719 13575 13933 14379 14853
PRICES AND WAGES-ANNUAL RATES OF CHANGE
GDP Deflator 3.2 29 2,2 11 1.2 2.1 1.0 1.3 1.6 1.8
CPI-All Urban Consumers 3.2 2.9 38  -03 1.6 3.4 1.5 2.1 2.2 2.2
PPI-Finished Goods 3.0 3.9 6.4 -2.5 4.2 5.5 1.3 1.8 2.0 2.2
Employment Cost Index—Total Comp. 29 3.1 29 1.4 1.9 2.2 2.1 2.4 25 2.5
Productivity 0.9 1.5 0.6 2.3 4.1 1.7 1.1 1.4 1.2 1.0
PRODUCTION AND OTHER KEY MEASURES
Industrial Prod. (% Change) 2.2 2.7 -37 <12 5.3 2.9 2.4 3.8 4.0 3.7
Factory Operating Rate (%) 78.6 79.2 74.9 66.2 71.7 74.7 75.9 77.3 79.0 80.0
Nonfarm Inven. Change (2005 Chain Weighted $) 63.2 287 -376 -1438 607 374 363 450 500 400
Housing Starts (Mill. Units) 1.81 1.34 0.90 0.55 0.59 0.60 0.69 0.95 1.30 1.50
Existing House Sales (Mili. Units} 6.51 5.68 489 515 492 4.93 5.09 5.51 5.80 6.00
Total Light Vehicle Sales (Mill. Units) 16.5 16.1 13.2 10.4 11.6 12.5 13.3 14.6 15.0 15.0
National Unemployment Rate (%) 4.6 4.6 5.8 9.3 8.6 91 2.0 8.8 82 7.8
Federal Budget Surptus (Unified, FY, $8ill) -248.0 -162.0 -4550 -1416 -1294 .1280 -1050 -850 -650 -600
Price of Qil ($Bbl., U.S. Refiners’ Cost) 60.09 67.98 9529 59.20 76.70 9854 10275 109.00 110.00 115.00
MONEY AND INTEREST RATES
3-Month Treasury Bill Rate (%) 4.7 4.4 1.4 0.2 0.1 0.1 0.1 0.2 1.3 2.0
Federal Funds Rate (%) 5.0 5.0 1.9 0.2 0.2 0.1 0.1 0.2 1.5 25
10-Year Treasury Note Rate (%) 4.8 4.6 37 33 3.2 2.8 2.3 2.8 3.5 4.0
Long-Term Treasury Bond Rate (%) 4.9 4.8 4.3 41 4.3 4.1 3.9 4.1 4.5 5.0
AAA Corporate Bond Rate (%} 5.6 5.6 5.6 5.3 4.9 4.8 4.6 4.7 5.2 57
Prime Rate (%) 8.0 8.1 5.1 33 3.3 3.3 3.3 34 4.5 6.0
INCOMES
Personal income (% Change} 7.5 57 46 43 3.7 4.1 3.4 4.0 5.0 5.0
Real Disp. Inc. (% Change} 40 2.4 24 -2.3 1.8 0.5 1.8 1.8 3.0 3.0
Personal Savings Rate (%)} 26 2.4 54 5.2 5.3 4.6 3.9 3.1 3.7 4.0
After-Tax Profits ($ Bill) 1349 1293 1051 1183 1408 1496 1581 1748 1870 1964
Yr-10-Yr % Change 9.9 -4.2 -18.7 i2.6 19.0 6.2 57 10.5 7.0 5.0
COMPOSITION OF REAL GDP-ANNUAL RATES OF CHANGE
Gross Domestic Product 27 19 0.3 -3.5 3.0 1.8 1.9 2.6 3.2 3.3
Final Sales 2.6 2.2 0.2 -2.6 1.4 2.1 2.0 2.5 3.2 3.4
Total Consumption 2.9 2.3 -0.6 -1.9 2.0 2.3 2.0 2.0 2.1 2.3
Nenresidential Fixed Investment 8.0 6.5 08 -17.9 4.4 9.1 6.7 6.2 8.0 7.0
Structures 9.2 4.1 64 -21.2 -158 4.9 1.3 1.7 10.0 12.0
Equipment & Software 7.6 3.3 -43  -16.0 14,6 10.6 7.0 6.9 8.0 6.0
Residential Fixed Investment 73 -187 -239 222 -4.3 -1.7 5.0 16.0 20.0 17.0
Exparts 9.0 9.3 6.1 -9.4 1.3 6.7 3.7 7.1 9.0 8.0
Imports 6.1 2.4 27  -13.6 125 4.8 2.0 27 4.0 5.0
Federal Government 24 1.2 7.2 6.0 4.5 -1.7 2.7 -3.3 -3.0 -2.0
State & Local Govermments 0.9 1.4 0.0 -0.9 -1.8 -2.2 -2.5 -0.5 0.5 1.0

©2011, Valu Lina Putiishing LLC. All rights reservad. Faciual materlal s obtained from sources beitevad to be reliable and is provided without viarrantias of any kind, THE PUBLISHER .
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN, This publication is sirictly ko subscriber’s cwn, nan-commercial, nternal wse. No parl of ltmay be reproduced, DRI R LT KR LI
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Continued
ontinued from cover page Gross Domestic Product Chart 1

Real Annualized Percent Change - 2005 Chain-Weighted Dollars
8

S

harm U.S. corporate balance sheets as
well as the broad economy. A more se-
vere shock over there, such as a disorder-
ly default in Greece or amajor financial

setback in Italy—a far larger country— 24 I I ' l
would have serious ramifications for our O — = K ﬂ ﬂ [0 n H
nation, and particularly so for China, -2 o

where the euro zone is a big export mar- -4 -
ket.

4

Absent such a Furopean event, a misstep
by the Fed, or an exogenous shock (such 2006 2007 2008 2009 2010 2011 2012
as & new war, a terrorist attack, or a ma- Source: U.S. Dept. of Commerce

jor weather event), we do not figure to
suffer a recession in 2012——that is, if we
define a recession as two straight quarters
of shrinking gross domestic product. A
recession call by the recognized arbiter of
such dour events—the National Bureau of Industrial Production

Economic Research—is much harder to (Index: 1997 = 100) Chart 2
predict, or time, However, we have noted 10
in the past that whether we technically
suffer a mild recession ornarrowly side-
step such an event, is largely a matter of oo - Pt
semantics. In fact, some pundits are now L~
claiming, with a degree of accuracy, that V] o

current sentiment readings say recession, a0 - /

but much of the underlying data suggests \/
growth. Suffice it to say that even a near

recession may have major side effects. 8o
These would possibly include new set- 2005 20086 2007 2008 2009 2010 2011
back.s inhous'mg, a furtherrise inj oble 95~ Source: Federal Reserve Board

ness, the potential fora decline in personal
income, and the risk that consumers may
begin to act on their gloomy sentiment
readings and pull back on the spending

front. Such an outcome might, in turn, Monthly Retail Sales Chart 3
lead to overzealousness in fiscal or mon- (n Billions of Dollars - Seasonally Adjusted)
etary policies, with the long-term finan- 360

cial risks inherent in such efforts. On //
balance, we think the Fed will try to do M

more. However, its powers and options are 8806 1 /\/\/\J r/
limited at this stage of the game,
Overall. .. s00 _V_/\/‘/ /\/—/\/

We think the odds our nation will fall
into a new recession, so soon after the 270 —
last one, and while the wounds of that
downturn are still raw, are fairly low. 240
‘We sense such a prospect has, at most, a 2005 2006 2007 2008 2009 2010 2011
one in three chance of evolving. Unfortu- Source: U.8 Dept. of Commerce

nately, the risks appear to be to the down-~
e e e e P
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side, particularly if recent efforts to buy
Employment & Unemployment Rate Chart 4 more time in Burope do not lead to a
(Seasonally Adjusted) meaningful long-term resotution of the

~— Employment = Unemployment Rate - 10.8 Continent’s pl'ObleS.
(ieft scale) (right scale)

37 - - e o,
s
a5

— 7.
33 - 5.
geperally seen as needed to measurably

31 —-V\xv—\ /'/ )
et cean s reduce the 9.0% jobless rate. More impor-

2008 2006 2007 2008 2008 2010 2011 tant, itis likely that this moderately better
Source: U.S. Dept. of Labor economic pace is not sustainable, In fact,

we expect growth during the final three
months of this year and the first half of
2012 to ease back to 2%, or less, as busi-
ness investment, which was so potent in
the recent period, figures to be more re-
Housing Starts and Building Permits strained, along with consumer spending
In Millions at Seasonally Adjusted Annual Rates Chart 5 and export demand. Still, even that less-

-8 er rate of growth would be clearly prefer-
o | Housins Stuns " Building Permits | able to the 1.3% gain inked during this

year’s second guarter and even further
-0 —WN ahead of the 0.4% growth tallied in the
m\g\ initial period of this year (Chart 1).
.2

s "J\ Looking out, our economic model as-
) SN N sumes t}!at Europe will suffer no worse
.4 o than a mild recession and that China and
much of Asia will stay ona modest growth
2005 2006 2007 2008 2008 2010 201% trajectory. Over here, a further rise in in-

Sowres: U.S. Dept: of Tousing ana Trhan Development dustrial production (Chart 2), modest re-
tail improvement (Chart 3), progressively
better payroll numbers and a gradual de-
cline in the unemployment rate (Chart 4),
and a belated turnaround in the troubled

Consumer and Producer Price Indexes us. hpusing m_arket, where pent-up de-
Year-to-Year Percent Change Chart 6 mand is becoming a key variable (Chart
5) are all probable next yeat.

39

SOME SPECIFICS

Economic Growth: As noted, the na-
tion’s economy pressed forward by 2.5%
in the third quarter. Now, taken by itself,
that was nota memorable performance, as
it was still a percent, or so, below the rate

boomm oo

BN

-

o 0 0o

15%

— Consumer Price Index — Producer Price Index J

129%
Combined, they should yield steadily
strengthening growth later on in 2012.
6% That said, we sense that much of this de-
3% _/\/\\//\/\_% /%? cade will be noted for below-trend
0% A \ growth of 3.0%-3.5%—at best. That is
—aes W not an enterprising prospect, but it may
be realistic given the excesses that pre-

~6% vailed in some areas (i.e., housing) dur-
-9% ing the first years of the young century.
2005 2006 2007 2008 2009 2010 2011 These excesses have taken years to wind

Source: Burcau of Labor Statistics down and could take further time to flll"

ly correct. Until that happens, a stable
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financial future may be at some risk.

Inflation: Worries here are easing, al-
though that is hard to tell those who shop
for food, fill up their cars with gas, or
heat or cool their homes. On the whole,
inflation at the producer (or wholesale)
and consumer levels are now showing
modegrating gains this year. Meanwhile,
there could well be limited pressure from
oil and food in 2012, as GDP growth
probably will be muted. Also, with list-
less business and consumer demand in
2012, there figures to be a pullback in
commodity prices and limited wage
growth. That should help to keep the so-
called core rate of inflation, which ex-
cludes energy and food, under control.
Over amore extended period, inflation-
ary pressures should build, as the fiscal
and monetary bills engendered by the
efforts to fight the repercussions of the
long 2007-2009 recession come due.
That eventuality could well rattle equity
investors and fixed-income holders alike
(Chart 6).

Interest Rates: Interest rates have trend-
edmostly lower since August’s “Quarterly
Economic Review,” with yields on the
benchmark 10-year Treasury note easing
from 2.17% to 2.00%. Six months ago,
such yields were up at 3.18%. Atthe same
time, the yield on the companion 30-year
Treasury bond has fallen from 3.56%
three months ago to 3.00% recently, Six
months ago, the 30-year bond was yield-
ing 4.30%. Concerns about Europe,
China, and our own ability to sidestep are-
cession have led o this “flight to quality,”
pushing yields down in the process. The
Federal Reserve, in keeping with the
present macroeconomic reality, has pared
its growth targets, embarked on a $400
billion “twist” operation aimed at reduc-
ing long-term interest rates, and left the
door open for another round of easing in
2012, a QE IO program, if you will, fol-
lowing on the heels of the two prior ef-
forts. We think the Fed, which has few
options left, may push for such a move by
early next year. Looking further out, we
sense interest rates will stay near their his-
toric lows until well into 2013 (Chart 7).

Selected Interest Rates
(In Percent)

Chart 7

8
— Pederal Funds — LO-Yr. Treasury Note - 3-Mo. Treasury Bill I
S —
4 —y Q%i N\
2 \ /\\

2005 2006 2007

2008

Source: Federu! Reserve Bourd

2009 2010 2011

Corporate Profits: Here, the news has
been good for almost three years now, as
Corporate America has met or exceeded
profit forecasts for the most part. Such
steady progress has made comparisons
that much tougher going forward. In fact,
we saw some instances of that in the third
quarter, when there looked to be more
misses at the bottom line than in some
prior quarters. With the economy likely
to press ahead at an unexceptional gaitin
the months to come, it figures that prof-
it matchups may get more difficult in
2012, making progressively smaller
quarterly increases more the norm, in our
view. We may then see a heating up in
earnings in 2013.

THE STOCK MARKET

The words that might summarize this
analysis thus far are steady, gradual, or
muted, Specifically, the economy has
ambled along at a slow, but uneven,
growth pace; inflation has been muted;
yields have risen or fallen within a tight
range; and profits have climbed steadi-
ly. For the most part, few dramatics have
been seen, That is not the case with the
stock market, however, which has been
ona frenetic path in 2011, most notably
over the past few months, as moves of
multiple percentage points have be-
come the new norm, not only on a day-
to-day basis, but often from hour to
hour, We have seen such moves in the
exaggerated gains and losses in the ma-

jor averages and the elevated reading in
the volatility indexes, such as the VIX,
which have remained at unusually high
levels this year. In large part, the mar-
ket has stayed in a trading range—but it
has been a wide range, from roughly
10,500 to 12,500 in the Dow Jones
Industrial Average. And within this
range, we have seen swings of 300 to
500 points a week, or more, mostly on
changing fortunes in Europe, and to a
lesser degree on the ebb and flow of
economic news at home. At some point,
Europe will lessen as a flash point, and
volatility will ease. For now, though,
investors seem to be captive to the dai-
ly musings from the Continent, with the
outcome in our equity markets often
pre-ordained by the latest tidings from
the Continent. This isn’t a confidence
builder, to say the least.

Conclusion: Given the potential forun-
settling developments abroad and the el-
evated level of volatility that has evolved
from it, the respectable, but not inspiring,
showing by equities this year is impres-
sive, and gives us confidence that when
the euro zone does settle down, as it will,
stocks should again press forward nice-
ly. For now, valuations and yields seem
attractive enough for investors to stay the
course. Please refer to the inside back
cover of Selection & Opinion for our sta-
tistically-based Asset Allocation Model’s
current reading.
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Investors’ Datebook: December, 2011

DATE EVENT

1211 Initial Unemployment Claims-8:30
Construction Expenditures, October-10:00
ISM's Purchasing Manager’s index {Manufacturing), November-10:00
Weekly Fed Data-4:30
Productivity & Costs (Revised)

12/2 Employment Situation, November-8:30

12/5 13- & 26-Week Treasury Bill Auction
Factory Orders, October-10:00
ISM's Purchasing Manager’s Index (Non-Manufacturing), November-10:00

12/7 Consumer Credit, October-3:00
12/8 Initial Unemployment Claims-8:30
Weekly Fed Data-4:30
Wholesale Trade, October
12/9 Merchandise Trade Balance, October-8:30
12/12 13- & 26-Week Treasury Bill Auction
Treasury Budget Report, November-2:00
12/13 FOMC Meeting

Advance Retail Sales, November-8:30
Mfg. & Trade: Inventories & Sales, October-10:00

12/15 Initial Unemployment Claims-8:30
Producer Price Index, November-8:30
Capacity Utilization, November-9:15
Industrial Production, November-9:15
Weekly Fed Data-4:30

12/16 Consumer Price index, November-8:30
Real Eamnings, November

12/19 13- & 26-Week Treasury Bill Auction

12/20 Housing Starts & Building Permits, November-8:30
12/21 Existing Home Sales, November-10:00

12/22 Initial Unemployment Claims-8:30

Leading Indicators, November-10:00
Weekly Fed Data-4:30

Corporate Profits, 3Q11 (Final)

Gross Domestic Product, 3Q11 {Final)

12/23 Durable Goods Orders, November-8:30
Personal Income and Outlays, November-8:30
New Home Sales, November-10:00

12/26 Christmas (observed)—U.S, Financial Markets Closed
12/27 13- & 26-Week Treasury Bill Auction
12/29 Initial Unemployment Claims-8:30
Weekly Fed Data-4:30
12/30 Agricultural Prices

Source: Office of Management & Budget.
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Model Portfolios: Recent Developments

PORTFOLIO |

In contrast to the broad support that
Portfolio I experienced during the
month of October, our group has found
November less pleasing, so far, Itis not
that the portfolio has lost that much
ground. Indeed, at this writing, its mar-
ket value has advanced better than
15.5% since the end of the third quar-
ter, well ahead of its benchmark (the
S&P 500 Index adjusted for divi-
dends). Rather, the intensity of the
market’s enthusiasm appears to have
fallen off, reflecting the ongoing sov-
ereign-debt problems in southern
Europe, the lackluster prospects for
economic growth, the stubbornly high
unemployment rate in the United
States, and hints that economic
progress may be slowing in China.

To be fair, many of the portfolio’s hold-
ings had taken on favorable valuations
relative to their prospects in the wake of
the drubbing meted out in July, August,
and September, making them attractive
just as investors turned more optimis-
tic as October began. Accordingly,
much of the damage that was sustained
in the summer and early fall has now
been repaired.

Although we are always on watch for
new ideas, we remain comfortable with
the portfolio’s current composition, and
we are making no changes to it
this week.

PORTFOLIO It

The U.S. equity market has not been
able to mount a sustained advance so far
in November. Europe’s problems, and
theresulting fear that the region will slip
into recession, have become the center
of attention. The euro has weakened,
making it hard for large multinational
companies to sell goods to that region.
The crisis could also influence the com-
modity markets, potentially depressing
related equities, as well.

Portfolio II is holding up well, in our
view. Generally, our companies have
met their earnings targets of late, Re-

cently, retailer Wal-Mart put out a mixed
report. The top line was healthy. The
company posted a sales increase at its
U.S. stores, which had been weak for
some time, and it is also enjoying suc-
cess in China and Mexico. Still, earn-
ings per share came in a bit lower than
we had anticipated. Wall Street’s re-
sponse to the news was slightly nega-
tive. Prior to this, the issue had per-
formed well in October and early No-
vember, hitting a 52-week high. We
have noticed that recent retail data have
been positive and think this stock may
benefit from investors buying into the
sector. The issue is ranked favorably for
Timeliness and has a high Safety Rank.
The yield is about 2.5%, the lowest in
our portfolio, which would become a
concern, if the stock price stagnates.

‘We have made no changes to our port-
folio this week.

PORTFOLIO i

With the holiday season now in full
swing, hopes for a “Santa Claus” rally
across Portfolio Il and the broader U.S.
equity market may hinge on events in
Europe, where policymakers continue
to struggle with an ever-widening sov-
ereign debt problem. Anxious investors
seem to be hanging on every headline
from the other side of the Atlantic these
days, like the results of a recent bond
auction in Spain (that left the country
paying its highest interest rates in near-
ly 15 years), for clues as to whether the
debt crisis can be contained. News on
the domestic economic front is also gar-
nering plenty of attention. Notably, data,
including a drop in applications for un-
employment benefits and an improve-
ment in new building permits, has been
fairly encouraging of late. This supports
our view that the U.S. will be able to
avoid slipping into another recession,

The price of crude, meanwhile, has
topped the psychological $100-a-barrel
threshold, bolstered by two new pipeline
plans that promise to reduce large oil
stockpiles in Middle America. This has
given a lift to our volatile energy plays,

namely Halliburton and National
Oilwell Varco. And the strengthening of
the U.S. dollar against the euro has
prompted investors to bid up shares of
United States Steel, our other big com-
modity play. The metal issue has badly
lagged the Standard & Poor’s 500 Index
over the past few months, likely hurt by
fears of a sharp drop-offin shipments to
Europe. But we expect it to bounce back
over time, as domestic demand further
picks up and pricing trends stabilize, We
are making no changes to Portfolio IIT
this week.

PORTFOLIO IV

Portfolio IV is holding up well in a
rocky market. Plus, the group’s dividend
yield, its primary allure, remains well
above the Value Line median, providing
investors with a healthy income stream.
Many of the stocks in our portfolio are
ranked favorably for Timeliness and the
majority offers above-average Safety
ranks and relatively low betas, indicat-
ing low volatility. As we enter the nor-
mally light trading holiday season, we
continue to keep the portfolio’s compo-
sition unchanged.

Northrop Grumman declared a fourth-
quarter dividend of $0.50 a share, as
anticipated. The stock yields 3.5% at the
current quotation. We added shares of
the global defense contractor in March,
2011, after the company spun off its
shipbuilding unit, Huntington Ingalls.
NOC caught our attention for its solid
earnings outlook, and we continue to
believe that it will benefit from strong
military aircraft demand in the
December quarter and into 2012,
Besides the U.S., numerous other na-
tions are looking to procure Northrop’s
F-35 fighter jets. Its wide array of prod-
uct offerings is also a plus. NOC stock
holds appeal to investors looking for
year-zhead capital appreciation, along
with a stable payout. It historically dis-
tributes just below 30% of profits as
dividends. Inaddition, management uti-
lizes cash to repurchase shares and oc-
casionally to reduce long-term debt,
moves that could help bolster returns.
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PORTFOLIO I: STOCKS WITH ABOVE-AVERAGE YEAR-AHEAD PRICE POTENTIAL
(primarily suitable for more aggressive investors)
Ratings &
Reports Recent Time- Financial
Page Ticker Company Price liness Safety P/E  Yield% Beta  Strength  Industry Name
2121 AAP Advance Auto Paris 68.45 1 3 14.3 0.4 0.85 B+ Retail Automotive
1400 AAPL  Apple inc. 388.83 2 2 126 Nil 1.05 A++ Computers/Peripherals
1172 BiL Ball Corp. 34.75 1 2 1.5 0.8 0.95 B++ Packaging & Container
381 CSTR  Coinstar inc. 44.86 2 3 no Nil 0.90 B+ Industrial Services
990 DAN Dana Holding Corp. 13.85 1 4 74 Nit 2,60 B+ Auto Parts
1024 DTV DIRECTV 47.08 1 3 124 Nil 0.90 B+ Cable TV
2218 fL Foot Locker 22,57 2 3 12,0 2.9 1.05 B++ Retail (Softlines)
2157 GCO Genesco inc. 59.95 1 3 16.6 Nil 1.20 B+ Shoe
1015 HELE Helen of Troy Ltd. 28.67 2 3 8.5 Nil 1.10 B++ Toiletries/Cosmetics
733 KMT Kennametal Inc. 36.81 1 3 9.9 1.5 1.40 B++ Metal Fabricating
2141 KsSS Kahl’s Corp. 55.76 1 2 1.5 2.1 1.00 A+ Retail Store
933 MICF  Millicom Int'l Cellular  108.60 1 3 14.8 1.7 1.45 B++ Telecom. Services
343 NSC Norfolk Southern 7536 1 3 13.3 2.3 1.10 B+ Railroad
325 ODFL  Old Dominion Freight  39.07 1 3 15.8 Nit 1.10 B+ Trucking
2112 PVH PVH Corp. 69.82 1 3 13.1 0.2 1.25 B+ Apparel
2420 RES RPC fnc. 2147 1 3 9.1 1.9 1.55 B++ Oilfield Svcs/Equip.
326 R Ryder System 53.54 2 3 13.9 2.2 1.25 B+ Trucking
1345 TEL TE Connectivity 34.65 2 3 10.2 2.1 1.25 B++ Electronics
737 TKR Timken Co. 43,95 1 3 9.2 1.8 1.40 B+ Metal Fabricating
728 TGl Triumph Group Inc. 58.37 1 3 12,6 0.3 1.10 B++ Aerospace/Defense

To qualify for purchase in the above portfolio, a stock must have a Timeliness Rank of | and a Financial Strength Rating of af least B+. If a stock’s Timeliness rank falls
below 2, it will be aulomatically removed. Stocks in the above porifolio are selected and monitored by Charles Clark, Associate Research Director.

PORTFOLIO II: STOCKS FOR INCOME AND POTENTIAL PRICE APPRECIATION
(primarily suitable for more conservative investors)
Ratings &
Reports Recent  Time- Financial
Page Ticker Company Price  liness Safety P/E VYield% Beta Strength  Industry Name
1589 ABT  Abbott Labs. 54.50 1 1 1.1 3.5 0.60 A+t Drug
2539 BLK  BlackRock, Inc. 165.88 3 3 131 33 1.20 A Financial Sves. (Div.)
503 CVX  Chevron Corp. 103.27 1 i 75 341 0.95 At+ Petroleum (integrated)
1968 KO Coca-Cola 68.00 3 1 165 2.8 0.60 At++ Beverage
1189 CL Colgate-Palmolive 88.79 3 1 168 2.7 0.60 A+t Household Products
504 COP  ConocoPhillips 71.99 2 1 84 3.8 1.10 At++ Petroleum (Integraied)
358 DRI Darden Restaurants 48.09 3 3 129 3.6 1.05 A Restaurant
1582 DD Du Pont 48.30 3 1 1 35 1,15 A+t Chemical (Basic}
1306 EMR  Emerson Electric 51.39 3 1 140 3.1 1.05 A+t Electrical Equipment
1753 HON  Honeywell Int 54.78 2 1 128 27 115 A+t Diversified Co.
1362 INTC intel Corp. 25.34 1 1 9.6 33 1.00 A+t Semiconductor
718  LMT  Lockheed Martin 77.85 2 1 9.8 5.1 0.80 At Aerospace/Defense
363 MCD McDonald's Corp. 94.47 3 1 174 30 0.65 At+ Restaurant
193  MDT  Medtronic, Inc. 3499 3 1 2.8 29 0.85 At Med Supp Invasive
1337  MOLX Molex Inc. 24,73 3 2 133 3.2 1.20 A Electronics
407 RSG  Republic Services 27.23 2 3 132 3.2 0.95 B+ Environmental
1621  SNY  Sanofi ADR 33.67 3 1 11.0 5.5 0.80 A+ Drug
1049  TEF Telefonica SA ADR 18.60 3 2 7.5 116 0.90 B++ Telecom. Utility
316 UPS  United Parcel Serv. 70.57 3 1 165 2.9 0.85 A Air Transport
2152 WMT Wal-Mart Stores 57.46 2 1 120 25 0.60 A+t Retail Store

To qualify for purchase in the above porifolio, a stock must have a yield that is in the top half of the Value Line wniverse, a Timeliness Rank of at least 3 (unranked
stocks may be selected occasionally), and a Safety Rank of 3 or beiter. If a stock's Timeliness Rank falls below 3, that stock will be automatically removed. Stocks are
selected and monitored by Adam Rosner; Editorial Analyst.
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PORTFOLIO HI; STOCKS WITH LONG-TERM PRICE GROWTH POTENTIAL
(primarily suitable for investors with a 3- to S-year horizon)
Ratings & 3-1o 5-yr
Reports Recent  Time- Appreciation
Page Ticker Company Price  liness Safety P/E  VYield% Beta Potential  Industry Name
1541 AFL Affac inc. 44,20 2 3 71 3.0 1.15 45 - 115% Insurance (Life)
974 CVS CVS Caremark Corp. 38.95 2 1 1341 1.3 0.80 55 - 95  Pharmacy Services
354 CBOU Caribou Coffee 13.99 3 4 34.1 Nil 0.95 45 . 150  Restaurant
1596 CELG Celgene Corp. 65.41 3 2 19.8 Nit 0.75 55 - 105 Drug
2327 DiIs Disney (Walt) 36.45 3 1 12.5 1.1 1.05 80 - 120  Entertainment
928 DY Dycom Inds. 20.26 1 3 203 Nil 1.40 0 - 75  Telecom. Services
2623 GOOG Google, Inc. 616.56 3 2 16.6 Nil 0.0 115 - 195 Internet
2105 GES Guess Inc. 31.04 3 3 8.6 2.6 1.25 110 - 220  Apparel
2411 HAL Halliburton Co. 389 2 3 100 0.9 1.35 65 - 155 Oilfield Sves/Equip.
2309 HOG Harley-Davidson 40.07 3 3 15.3 1.2 1.50 25 - 75  Recreation
1920 HRL  Hormel Foods 29.93 3 1 16.4 1.9 0.65 15 - 50  Food Processing
1998 ESI ITT Educational 58.01 2 3 6.4 Nii 0.70 90 - 185  Educational Services
223 N johnson & johnson 64.99 3 1 13.0 3.5 0.65 30 - 55  Med Supp Non-Invasive
1922 K Kellogg 49.80 4 1 14.7 3.5 0.55 50 - 90  Food Processing
1002 MGA  Magna Int'l ‘A’ 34.43 3 3 7.0 2.9 1.20 130 - 250  Auto Parts
2416 NOV  National Oilwell Varco  70.65 3 3 13.9 0.7 1.55 55 . 140  Oilfield Sves/Equip.
1976 PEP PepsiCo, inc. 64.50 3 1 14.2 3.2 0.60 70 - 110  Beverage
752 X U.S. Steel Comp. 27.13 2 3 9.7 0.7 1,70 160 - 305  Steel
813 UNH  UnitedHealth Group 46.55 2 2 10.4 1.4 1.00 70 - 135  Medical Services
1384 XLNX  Xilinx Inc. 32,97 4 2 16.4 2.3 0.90 35 - 80  Semiconductor

To qualify for purchase in the above portfolio, a stock must have worthwhile and longer-term appreciation potential. Among the factors considered for selection are
a stock’s Timeliness and Safety Rank and its 3- to 5-year appreciation potential. (Occasionally a stock will be wmranked (NR), usually because of a short trading
history or a major corporate reorganization,) Stocks in the above portfolio are selected and monitored by Justin Heliman, Editorial Analyst.

PORTFOLIO IV: STOCKS WITH ABOVE-AVERAGE DIVIDEND YIELDS
(primarily suitable for investors interested in current income)
Ratings &
Reports Recent Time- Financial
Page Ticker Company Price liness Safety P/E  Yield% Beta Strength  iIndustry Name
1589 ABT Abbott Labs. 54.50 1 1 1.3 35 0.60 A++ Drug
602 ARLP Alliance Resource 73.60 1 3 9.3 5.2 1.10 B+ Coal
903 LNT Alliant Energy 4215 3 2 15.9 4.2 0.75 A Electric Util. (Central)
1043 BT BT Group ADR 30.73 1 3 8.6 3.9 1.00 B+ Telecom, Utility
1987 BTl Brit. Amer Tobac, ADR  94.03 3 2 15.2 4.1 0.70 B++ Tobacco
140 ED Consol. Edison 58.75 3 1 16.5 4.1 0.60 A+ Electric Utility (East)
358 DRI Darden Restaurants 48.09 3 3 12.9 3.6 1.05 A Restaurant
1582 DD Du Pont 4830 3 1 1.1 3.5 1.15 A+t Chemical (Basic)
1917 HNZ Heinz (H.}.) 53.78 3 1 15.3 3.6 0.65 A+ Food Processing
1161 1P Int’l Paper 28.14 i 3 8.9 3.7 1.45 B+ Paper/Forest Products
544 LG Laclede Group 4049 3 2 15.8 4.1 0.60 B++ Natural Gas Utility
363 MCD  McDonald’s Corp. 9447 3 1 17.4 3.0 0.65 A+ Restaurant
720 NOC Northrop Grumman 59.45 2 1 8.3 35 0.85 A+t Aerospace/Defense
917 OGE OGE Energy 5215 2 2 15.1 3.0 0.80 A Electric Util, (Central)
2247 POR Portland General 2452 3 3 13.0 4.4 0.75 B+ Electric Utility (West)
1990 RAl Reynolds American 39.54 4 2 14.5 5.7 0.60 B+ Tobacco
1930 SLE Sara Lee Corp. 18.55 NR 2 20.6 2.6 0.80 B++ Food Processing
154 SO Southern Co. 4345 2 1 16.6 4.5 0.55 A Electric Utility (East)
1229 TATO  TransAlta Corp. 21.32 3 3 16.8 54 0.70 B+ Power
1039 WPC W.P, Carey & Co. LLC 40,62 3 3 16.1 55 0.85 B+ Property Management

To qualify for purchase in the above portfolio, a stock must have a yield that is at least 1% above the median for the Value Line universe, a Timeliness Rank of at least
3, and a Financial Strength Rating of at least B+. If a stock’s Timeliness Rank fulls below 4, that stock will be automatically removed. Stocks are selected and
monitored by Damon Churchwell, Senior Analyst.
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This week we have screened the Value
Line database for stocks that combine
below-average risk with worthwhile to-
tal return potential over the long haul.
First, we limited the field to equities
with Safety ranks of 1 (or 2). By defini-
tion, these are stocks that, in our opin-
ion, have less than normal total risk.

Then, we required price appreciation
potential to 2014-2016 of at least 70%,
which is in line with the current medi-
an for all stocks under our review. Next,
we specified that the remaining equi-
ties must have a current dividend yield
of at least 2.8%, 50 basis points higher
than the 2.3% median yield for the
Value Line universe. We further limit-
ed the selection to stocks with project-
ed three- to five-year average annual
dividend growth of at least 5.0% (well

Value Line forecasts for the same peri-
od). To tie the growth and income cri-
teria together, we required an average
annual total return over the next three
to five years of 17%, which is favorable
given the returns currently available on
low-risk assets. For reference, we also
present the projected average annual
earnings growth over the three- to five-
year pull for companies that survived
this examination.

Finally, we eliminated all holdings
with subpar prospects for market per-
formance over the next six to 12
months. That is, equities ranked below
3, or Average, for Timeliness were dis-
carded, This step was taken to screen
out stocks that are most at risk of un-
derperformance in the near term, in
spite of their otherwise attractive in-

Of course, the sturdy relative price mo-
mentum and high investment quality
implied by the above criteria would sug-
gest limited opportunities for a good
dividend yield and worthwhile three- to
five-year price gains. Indeed, the result-
ing roster is a quite small and elite
group of stocks thatappears suitable for
patient investors who seek worthwhile
total returns, but are also averse to ex-
cess risk.

We would advise investors to use this
screen, and all others presented in
Selection & Opinion, as a starting point
for investigating stocks that meet spe-
cific investment criteria. We suggest
that a point for further investigation
would begin by consulting the latest
Ratings & Reports page for those stocks
of interest.

above the average pace of inflation that ~ vestment attributes.
Ratings & 3-5 Year 3-5 Year 3-3 Year
Reporis E.P.S. Avg. Apprec.  Current Divd Total Time-
Page Ticker Company Name Safety Growth Potential Yield Growth  Return  liness
993 ETN Eaton Corp. 2 14.0% 90% 2.9% 8% 19% 2
1362 INTC intel Corp. 1 14.5 115 3.3 1 23 1
807 LNCR Lincare Holdings 2 12.0 100 34 35 21 3
1988 LO Lorillard Inc. 2 14.0 80 4.8 12 19 3
2584 MSFT Microsoft Corp. 1 12.0 85 3.0 17 19 2
1430 SPLS Staples, Inc. 2 11.5 170 2.9 9 30 3
CLOSING STOCK MARKET AVERAGES AS OF PRESS TIME
%Change %Change
11/9/2011 11/16/2011 1 week 12 months
Dow Jones Industrial Average 11780.94 11905.59 +1.1% +8.0%
Standard & Poor’s 500 1229.10 1236.91 +0.6% +5.0%
N.Y. Stock Exchange Composite 735345 7392,02 +0.5% -1.1%
NASDAQ Composite 2621.65 2639.61 +0.7% +6.9%
NASDAQ 100 2314.10 2324.37 +0.4% +11.0%
American Stock Exchange Index 2261.01 2271.00 +0.4‘;/o +10.7%
Value Line (Geometric) 327.60 330.33 +0.8% -3.0%
Value Line (Arithmetic) 2653.84 2679.13 +1.0% +2.7%
London (FT-SE 100) 5460.38 5509.02 +0.9% -3.0%
Tokyo (Nikkei) 8755.44 8463.16 -3.3% -13.6%
Russell 2000 718.86 729.86 +1.5% +3.5%
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Income Stocks with Worthwhile Total Return Potential

This screen focuses on stocks with good
current dividend yields that have at least
average prospects for relative price per-
formance over the next three to five
years. This combination should resultin
a group of stocks with worthwhile total
return potential,

In the first two steps of the selection
process, we limited the field to equities
with Timeliness ranks of 3 (Average), or
better, and Safety ranks of at least 3
(Average). Next, we pared our universe
with respect to income generation, We
selected issues with current dividend

yields of at least 3.3%, 100 basis points
(1.0%) above the current median of
2.3% for all dividend-paying stocks
under Value Line’s review; projected
2014-2016 dividend yields were pegged
to be at least 2.5%. At that point, equi-
ties with three- to five-year projected
price appreciation of less than 80%
were cast aside (the current median is
70%). We then selected the remaining
issues with a projected average annual
total return to 2014-2016 (price gains
plus dividends) of at least 20%, which
is quite favorable in light of the fact that
we may experience a period of lower

economic growth with a reduction in
available investment returns. Finally, to
be included in our list, a company had
to have a financial strength rating ofno
lower than B, and a recent stock price at
least $10 a share.

Investors seeking above-average cur-
rent income, along with worthwhile
three~ to five-year total return potential,
may find these equities of interest.
Nonetheless, we would encourage sub-
scribers to consult each company’s most
recent review in Rating & Reports be-
fore making new commitments.

Ratings & 3-5 Year 3-5 Year
Reports Recent  Time- Current 3-5 Year Appreciation  Avg. Total
Page Ticker Company Price liness  Safety Yield Est, Yield Potential Return
2534 AB AllianceBernstein Hidg. 13.37 3 3 12.6% 5.6% 220% 40%

' 559 AVY Avery Dennison 27.03 3 2 3.7 3.1 115 24
2539 BLK BlackRock, Inc. 165.88 3 3 3.3 2.8 90 20
2642 BX Blackstone Group LP 14.05 3 3 5.7 4.2 150 30
2306 FUN Cedar Fair L.P. 22,08 2 3 4.5 4.4 105 23

102 DDAIF Daimler AG 44,22 2 3 6.1 2.5 185 33

358 DRI Darden Restaurants 48.09 3 3 3.6 2.8 90 20
2362 RRD Donnelley {(R.R} & Sons 15.86 2 3 6.6 2.8 170 31

956 ERIC Ericsson ADR 10.22 3 3 3.9 2.6 100 22
1751 GE Gen’} Electric 16.20 3 3 3.7 3.0 145 28
2364 MDP Meredith Corp. 28.06 3 3 5.5 2.6 15 24
1030 SJRB.TO  Shaw Commun. ‘B’ 21.27 1 3 4.3 2.7 100 22
1380 TSM Taiwan Semic. ADR 13.08 3 3 4.0 4.0 90 21
1049 TEF Telefonica SA ADR 18.60 3 2 11.6 5.7 130 29
1229 TATO TransAlta Corp. 21.32 3 3 5.4 3.1 100 22
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Selected Yields
3 Months Year 3 Months Year
Recent Ago Ago Recent Ago Ago

(11/16/11) (8/17/11) (11/17/10) (11/16/11} (8/17/11) (11/17/10)

TAXABLE

Market Rates Mortgage-Backed Securities

Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.25 0.87 1.85
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHIMC 5.5% (Cold) 235 1.48 2.14
Prime Rate 3.25 3.25 3.25 FNMA 5.5% 2.09 1.43 2.00
30-day CP (A1/P1) 0.47 0.36 0.24 FNMA ARM 2.43 249 2.81
3-month LIBOR 0.47 0.30 0.28 Corporate Bonds
Bank CDs Financial (10-year} A 4.38 3.86 435
6-month 017 0.25 0.31 Industrial (25/30-year) A 4.31 4.82 5.41
1-year 0.21 0.42 0.52 Utility (25/30-year) A 4.17 4.69 5.60
5.year 1.14 1.45 1.53 Utility (25/30-year) Baa/BBB  4.85 5.29 6.02
U.S. Treasury Securities Foreign Bonds (10-Year)
3-month 0.01 0.01 0.13 Canada 2,10 2.39 3.10
6-month 0.04 0.05 0.18 Germany 1.82 2.20 2.60
1-year 0.10 0.09 0.26 Japan 0.95 1.03 1.07
5-year 0.87 0.91 147 United Kingdom 2.6 243 3.27
10-year 2.00 2,17 2.88 Preferved Stocks
10-year (inflation-protected) 0.03 -0.08 0.76 Utitity A 5.26 5.19 5.79
30-year 3.00 3.56 4.29 Financial A 6.30 6.48 6.07
30-year Zero 3.21 3.94 4.71 Financial Adjustable A 5.52 5.52 5.52
: : TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4,02 3.97 4.24
25-Bond Index (Revs) 5.00 5.09 4,87
5.00% - General Obligation Bonds (GOs)
1-year Aaa 0.24 0.18 0.40
4.00% 1-year A 1.07 0.96 1.26
S-year Aaa 1.26 0.94 1.46
3.00% - 5-year A 2.33 1.95 2.54
e 10-year Aaa 2,50 2.39 296
/ 10-year A 3.51 3.92 4.18
2.00% - 25/30-year Aaa 4.01 3.97 4.45
/ 25/30-year A 5.38 5.67 5.64
1.00% P —— Current R;venue Bo:/d\s (Revs) (25/30-Year)
— Education 4.56 4.68 4.86
0.00% L= Year-Ago Electric AA 4.89 5.05 4.88
3 51238 10 30 Housing AA 5.57 5.65 5.75
os.  Years .
Hospital AA 4.93 5.00 5.08
Toll Road Aaa 4.57 4.75 4.90

Federal Reserve Data

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels Average Levels Over the Last...

11/2/11 10/19/11 Change 12 Whs. 26 Wks. 52 Whks.
Excess Reserves 1515866 1571894 -56028 1560865 1559243 1358832
Borrowed Reserves 10995 11317 -322 11545 12775 22371
Net Free/Borrowed Reserves 1504871 1560577 -55706 1549320 1546468 1336521

MONEY SUPPLY
{One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

Ann’l Growth Rates Over the Last...

. 10/31/11 16/24/11 Change 3 Mos. 6 Mos. 12 Mos.
M1 (Currency+demand deposits) 2148.6 21254 23.2 10.2% 23.5% 21.7%
M2 {M1+savings+small time deposits) 9598.4 9592.5 5.9 6.0% 13.6% 9.4%
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