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TRENDS & OUTLOOK : US Officially in Recession

CURRENT TRENDS - NEGATIVE ECONOMIC GROWTH; LITTLE INFLATION RISK/POSSIBLE DEFLATION
QUTLOOK - BEARISH ; RISK POSTURE - HIGH

Module Factor Direction Trend-Ranking Explanations
- (Consumer S;Elng Real consumer spending is contracting which should cause declines in real business equipment in the coming quartrs

Business Spending With the realization that the econmy is in a severe recession, corporate profits will be depressed longer and by more than previously anticipated Long recession with a muted
Economy Inventory/Sales Sales at U.S. wholesalers fell faster than inventories in 2008 making it unlikely that companies will continue to rebuild stock this year. recovery due to evaporation
[ Bearish] Residential Investment The housing bust percipitated the current recession and is not expected to recover quickly. of credit

New Exports With real economic activity contracting US export growth is destined to slow in the quarters ahead Real GDP: -1.2 - 1.5% in 2009

Employment The unemployment rate is rising rapidly and could produce the largest protracted contraction of real personal conumption expenditures in the post WWII era. Unemployment = 7.8% in 2009

Global Growth The length and dynamics of the credit crisis impacting global markets 2009 will be disappointing. However, Asian economies are unlikley to head into recession

Capacity Utilization The manufacturing operating rate continues to move lower as economic growth persists below potential production

Import Prices Over recent months total import prices have been falling due to the decline in commodity prices and the effect of a dramitic decline in oil.

Svc. Sector Inflation Pricing power slipping and trends expected to continue FOMC has little concern
Inflation \Wage Inflation Wage inflation expected to decline as unemployment rises for inflation

[Moderately Bullish]

Gold Prices
Productivity Growth
[Commodity Prices
TIPS Breakeven

Gold prices remain high not due to concern about inflation but as a safe haven for investors
Productivity growth may be fading after a decade - long surge that helped curb inflation
The sharp decline in commodity prices in recent months is due to the global economic recession that has taken hold.

TIPS suggest little inflation expectations in the market

CPI-2.0-2.3%in 2009

Money & Credit

[Somewhat Bullish]

Money Supply Indictors
Political Pressures
Fed's Ability to React
Regulatory Pressures
Value of Dollar

Credit Supply

Credit Demand

Monetary conditions are expected to remain extremely supportive of economic stimulus in 2009.

Military conflicts winding down but still a drag on debt relief

The FOMC is expected to stand pat on the fighting off a severe downturn and will stimulate the economy in several ways to reduce the economic downturn

Washington policy is uncertain due to a new administration

The Dollar may have reached a bottom in its five year slide recently. It is expected to begin a a slow move higher vs. European currencies as foreign banks begin easing.

The recession is expected to be protracted with a muted recovery due to the evaporation of capital in the financial system due to credit losses

With rising unemployment households are falling behind on their credit card and auto loan payments. This trend is making individuals cautious and unwilling to borrowing.

FOMC will be vigilant
and promote economic growth
Fed Funds: 5% to 1%

Fiscal Policy

[Somewhat Bearish]

Govt. Receipts
Defense

Tax Priorities
Spending Priorities
State & Local Govts.

Low for this point in the cycle with little expectation of increasing

Strong demands for bailout stimulus - no relief is eminent

Stimulus hopefully will act as an economic stimulus

Deficit unlikely to improve in the short run due to economic stimulus and bailout packages

The growth of real estate and local taxe revenuse is slowing with real sales tax revenues contracting. Budget and hiring reductions are expected to accelerate in 2009

Deficits likely to temper growth
in the future. No end in sight

to bailout relief

Sentiment

[Somewhat Bearish]

Consumer
Business
Stock Market
Yield Curve

Risk Appetites

Following the eruption of the financial crisis this year, consumer confidence has deteriorated significanly which could negatively impact spending further.
Business confidence continues to drop. With CEO confidence dropping and profit growth slowing hiring is likely to be negatively impacted.

Dramatic declines equities due to economic downturn. Profits unlikely to turn up quickly but equities will begin to sense a turnaround in 2009

The Yield curve has gotten steeper partially due to Fed easing.

The unwinding of the housing boom and the collapse of the subprime market have fueled a growing aversion to risk

Turbulence (volatility) in the

markets will continue

Trend Monitor Ranking Key
[+ + +} Bullish (7)
[ + +] Moderately Bullish (6 - 7)
[ +] Somewhat Bullish (5 - 6)

[- - -] Bearish (1-2)

[- -] Moderately Bearish (2 - 3)

[ -1 Somewhat Bearish (3 - 4)
[ N] Neutral (stagnant growth and market environment (4 -5)
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OBIYEREIReS TRENDS & OUTLOOK : Signs of a Turnaround

Where and when to look for S-IQDS of aturnaround?

We expect indicators to look weak in the short term but at some point during 2009 we expect to see
some turning signals. As we believe US will turn first this is where we will look for the signals. Below is
a small overview of what macro and financial indicators to watch.

Macro signals:

1) Weekly retail sales: The positive effect of lower gasoline prices should show up in consumption.
The earliest sign of this will likely be in the ICSC weekly retail statistics. Look for improvement in
March/April.

2) Car sales have been hit recently by the credit crunch (on top of all the other headwinds) and have
fallen to the lowest levels in 25 years. A stabilisation in car sales would be a sign that the credit crunch
is easing on back of the Fed initiative to support the ABS market.

3) Consumer confidence: The boost from lower gasoline prices should show up in consumer
confidence. Hence look for a rise in consumer confidence as indication of whether the lower gas prices
start to take effect. Expect consumer confidence to be flat in the short term but rebound around
February/March.

4) ISM: In the short term we expect ISM to go slightly lower as past headwinds are still dragging down
the industry. Expect ISM to stabilise in early 2009 and then rise around March/April

5) Building permits: So far the activity in the housing sector has continued to plummet despite early
signs of stabilisation in home sales. Expect a weaker pace of decline in building permits to materialise
around February/March

6) NAHB: The NAHB housing index has fallen to new lows recently. As with building permits expect a
slight improvement in the NAHB index in February/March

7) Jobless claims: Jobless claims posted new cycle highs recently. Over next few months claims data
is likely to worsen a bit further. Look for a turnaround by March/April.

Financial signals:

1) Credit spreads: A decline in credit spreads - including mortgage spreads - would help ease the
pressures on investments and the housing market and support a faster turnaround. Watch for some
signs that mortgage spreads are narrowing but corporate credit spreads are still very wide. Expect a
very gradual improvement here during the first half of 2009.

2) Money market spreads: Lower libor-ois spreads on 3 month maturities and longer would signal an
easing of money market tensions and easier financial conditions.

3) Equity markets: A turn in equity markets would improve consumer sentiment adding to the boost
from lower gasoline prices. Equity markets are also often a leading indicator for the overall economy.
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The Fed Should Forestall Deflation & Recession

Based on quantitative money measures alone, the Fed has already done enough to forestall
deflation and recession, and on these grounds, it might just sit back and wait for its initiatives to
take full effect. Instead, chances are that it will continue to seek further policy levers. Treasury
rates are down, and money is expanding, but private-sector borrowing rates are still generally far
above their pre-crisis levels. In coming months, the Fed will likely seek to further reduce corporate
bond yields and residential mortgage rates.
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FOMC has Reduced Rates to Near 0%

In addition to lowering the cost of credit in the effort to prompt economic growth, the Fed indeed
has worked to promote faster growth in financial liquidity. Growth in the money stock measure M2
rose to 17.6% over the last three months, up from a 5% growth rate earlier this year. Growth in
demand deposits alone jumped to 40% y/y. Direct injection of liquidity to the financial system is
evident in the monetary base which is up by three-quarters versus last year. Also promoting U.S.
economic growth these liquidity injections have started to impact the foreign exchange value of
the U.S. dollar which is down 6% from its mid-November peak.

ORIVERCISRe MONETARY POLICY UPDATE: Federal Reserve Policy
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Consumer Confidence Fell Back To A Historic Low

Worry about jobs, income and the future shape of business conditions weighed
heavily on consumer psychology. For December, the Conference Board indicated that
consumer confidence fell and washed away a slight improvement in November. The
15.0% month-to-month decline in confidence was to an index level of 38.0 which
was the lowest in the series' history which extends back to 1967. The decline
disappointed Consensus expectations for a modest improvement in the December
index to 45.5.

During the last ten years there has been a 82% correlation between the level of
consumer confidence and the y/y change in real consumer spending.

A decline in consumers' reading of current economic conditions was responsible for
most of the decline in overall confidence this month. The index measure fell by
nearly one-third from the November level and the latest reading was down by three-
quarters from last December’s figure.
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Consumer Expectations — a leading indicator - Falls

The index of consumers' expectations fell a slight 5.2% month-to-month and it has
been relatively stable this year near a historically low level.

Only 7.7% of respondents thought that business conditions were good and 46.0%
thought they were bad, up from 16.2% during all of last year. A gloomy reading of
the current job market was notably evident as 42.0% thought that jobs were hard to
get, double last year's percentage and up five percentage points just since last
month.

Moving somewhat counter to the increase in gloom about the short-term economy
was that 2.5% of respondents planned to buy a home during the next six months, up
from 2.1% in November. The reading was, however, still near the series' historic
low. Also showing slight m/m improvement were plans to buy an appliance or an
automobile, but both measures also still were near their all time lows
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~— Consumer Confidence: Expectations
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Chain Store Sales Ticked Up But Still Near Lows

Chain store sales during Christmas week gave nothing to cheer about, according to
the International Council of Shopping Centers-Goldman Sachs Index. The level of
sales last week fell 1.5% and that reversed about half of the prior week's rise. For
the month, December sales did rise but only by a scant 0.3% from the November
average. That uptick followed declines of between 1.0% and 1.9% during each of the
prior three months.

The year-to-year decline in sales of 1.8% was the weakest performance since early
2003. During the last ten years there has been a 59% correlation between the y/y
change in chain store sales and the change in nonauto retail sales less gasoline.

The ICSC-Goldman Sachs retail chain-store sales index is constructed using the
same-store sales (stores open for one year) reported by 78 stores of seven retailers:
Dayton Hudson, Federated, Kmart, May, J.C. Penney, Sears and Wal-Mart.

Perhaps better news on sales are in store. The weekly leading indicator of chain store
sales from ICSC-Goldman Sachs jumped another 1.1% after a 0.2% rise during the
prior week. And since the lows of several weeks ago the index has recovered 3.4%.

OBIYERCIS ECONOMIC UPDATE: Chain Store Sales
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OBWYEREYReS ECONOMIC UPDATE: ISM Manufacturing Index

Factories in the US Mired in a Slump

Factory surveys from different corners of the world send a unified message of a slump in factol
activity. In the U.S., the ISM manufacturing survey for December paints a picture of severely
weak factory conditions. The composite index fell to 32.4 in December from 36.2 in the prior
month. Readings below 50.0 denote a contraction in factory activity. The composite index has
held below 50.0 during nine months of the year. The 32.4 reading of December is the lowest
since June 1980 .

With the exception of the import index, all other subcomponents recorded declines in Decembe
The index tracking new orders dropped to 22.7 in December from 27.9 in November. This is a
record low for this index which goes back to 1948.
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JMisef.lr"ath:J() e INTERNATIONAL UPDATE: European Money Supplies

EMU-15 Money Supply and Credit Y/ %

Various Money Supplies are Showing the Impact of Stimulus
+— iFI Loans to Private Sector
Money Supply: M2 —F
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European money supply trends show that Yr/Yr money supply growth is steady or slowing slightly
on a Yr/Yr basis (chart). Over other time horizons (see table) some stimulus is indicated. Inflation
adjusted “real balances’ show a bit more stimulus. But credit growth in EMU is clearly slowing. If "1 i
the objective of monetary stimulus has been to get credit growth higher, it is not working.
ATE 1050
Across other select G-7 countries the same trends with money hold forth — Japan is an exception
of sorts. The US and the UK show sharply escalating money growth rates over more recent 2004 - 7S
periods. Japan shows nominal money growth is decelerating. But in terms of real balances US,
UK and Japan real balance growth is expanding. 95 L o
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JI\/lsefthg:J(:> e INTERNATIONAL UPDATE: Italian Business Confidence

Italian Business Confidence Drops Like Stone ITALY: ISAE Business Confidence

+— |SAE Business Confidence Indicator: 12mao % Change
ISAE Business Indicator- Index Level —

Italian business confidence has been weakening but has now hit extreme proportions
20 105 0

We are day by day getting confirmation that the economic signals are every bit as
bad as the worst of our expectations for recession. We are looking at recession
forces much more like 1973-75 and 1981-82 than like in 1990 or 2001.

For Italian business, the readings across categories are the worst we have seen since
1996 except for inventories which are not the highest seen but still high readings
and clearly into the undesirable range.

Domestic and foreign readings are showing extreme weakness as the year draws to
a close.
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JMisef.lr"ath:J() e INTERNATIONAL UPDATE: Japanese Industrial Output

Japan MFG and WMining IP YrfYr
Japan: Industrial Production: Mining and Manufacturing
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Japan ’s Industrial output fell sharply in November. The 8.1% drop has driven the M
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three-month growth rate to -24% at an annual rate. Declines sweep across the
various categories. Transportation is down especially sharply given the trouble in the
worldwide auto market.
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ORIYESNGISRe GENERAL - Legal Notice

Legal Footnote

The information presented here in is the expressed property of JM Santoyo
& Company and is protected by applicable copyright, trademark and
intellectual property laws. No permission is granted to copy, distribute,
modify, post or frame any analysis, charts, rates, educational materials and
tools, text, data, charts, graphs, images, search boxes, product offerings,
software code, user interface design or logos or any related information or
materials or any portion thereof (“content”) without the express prior written
consent of JM Santoyo & Company. Such content is presented “as is” and
may contain nonconformities, defects, or errors. The JM Santoyo &
Company does not warrant that such content will be error free or free from
defects or nonconformities or that all errors or defects can or will be detected
or corrected. Opinions and projections are as of the date of their first
inclusion in such information and are subject to change without notices. No
offering is made to buy or sell any security.
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