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The Advance estimate of the first quarter GDP came in slightly below what
-4 - had been expected. As we noted in the last edition of the reports, the real
news was in the composition of the change.
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Three things caught our eye: (1) Personal Consumption
-6 (PCE) changed sign. (2) The decline in Investment
(GPDI) steepened. (3) Exports (EXP) and Imports (IMP)
were both down sharply. But, the drop in Imports, as you
-8 see here, is reported as a plus to GDP growth. We will
explain why in a moment.
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The reversal of the sign on the growth rate of PCE stemmed from rises in
all the components of Durable Goods and the slowing of the decline in
Food. This pattern suggests that consumers have may begun to recover
from the combined effects of the energy price spike and the drop in
employment. More specifically, | read this as the end of weakness rather
than the beginning of strength. But, you have to stop going down before
4 | you ca? start going up. | |
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2 + This chart, and those like it that will follow, shows what
GDP growth would have been over the past nine quarters if
we take out the contribution from the sector under

-4 —+ consideration.The term “Headline GDP” refers to the figure
as reported by the Bureau of Economic Analysis. Here we
6 - see that the profile of GDP growth was little changed by

- taking out the consumer sector.
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rld  Chart 5 -- Contributions to Percent Change in Real Gross Domestic ””
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The news from the investment sector of the economy was
grim, with the pace of decline steepeing in the four major
components of GPDI. Nonresidential construction and
spending on plant and equipment were down sharply. But
the big news was in inventories, where the pace of

-0 liquidation accelerated sharply. About a third of the drop in
inventories occurred in motor vehicles, and another third
was in other durable goods. Such events are normal at this
stage of recessions, and the fact that stocks are being
depleted will help to bring about the conditions in which
-8 stocks will have to be rebuilt.

B 2008:Q4 [2009:Q1
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R This chart should help to explain why we included them in this analysis.
If we take out GPDI, the growth rate of GDP is positive in 2009:Q1. In
fact, if we take out GPDI we hardly have a recession.

____ I
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The configuration of this chart
was no surprise as it reflects
the weakness in global
economic activity. That being
-4 the case, we don’t expect to
see much improvement here
until conditions improve

I 2008:Q4 [E2009:Q1 overseas.
-5 i I I
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The removal of the export sector does not have as dramatic an
effect on the adjusted GDP growth rate as did that of GPDI.
4 —+ But it is worth noting that the performance of this sector could
act as a drag on overall growth as the process of recovery gets
underway.
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We promised you an
explanation about why the

5 decline in imports is helping
GDP growth. As you know,
imports are subtracted from
GDP. Because imports are
4 declining in absolute terms,
you get a positive effect from
a negative negative. Just to

3 be clear as to what this chart
is telling us: the drop in
imports contributed 6.05
percentage points to the GDP

2 growth rate.
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-3 + What this means is that without the contribution from imports, GDP
declined at 12.15% annual rate in Q1. In other words, all of the
domestic activity was, as the employment numbers suggested, in free
-6 T fall! Now, this has some important implications for the profile of growth
going forward. When imports stop dropping, and they will, the sign on
this term will go back to its normal negative, and when it does, it will
-9 +— expose the true growth rate of the domestic economy. We had best
hope that GPDI has gotten back on track by the time the positive effect
of negative import growth wears off.

|
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-0.4 Now, take a deep breath and look at the range of the vertical
scale on this chart. The bottom is -1%. On the last chart it was
-12%. The contributions to GDP from the GOVERNMENT
-0.6 sector have been quite small. (No cracks from the conservative
or liberal peanut galleries please.) The slower pace of Federal
spending has more to do with the fiscal year than anything else.
We suspect this number will get larger as the stimulus money
-0.8 works its way through the system. The drop in State and Local
spending, however, does reflect the stress that most entities
are under blecause of flagging revenuels.

-1.0 | l | |
GOVERNMENT - Total Federal - Defense Federal - Nondefense State and Local
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As just noted, taking the GOVERNMENT contribution out of the equation

-4 does almost nothing to the GDP growth profile. This chart may come in
handy in a few months when we are trying to assess the effects of
6 +— stimulus package.
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rld Chart 13 -- What does all this portend for the Recovery? ””

i model”

* The composition of the numbers we just got suggests that we may be setting up to form a bottom. We reserve final
jugement on that point until we see the revisions that will be published next month. As you know, this version of the
report includes estimates made by the Bureau of Economic Analysis on inventory growth and export and import
activity. We get the actuals in about three weeks, and when those are published we will be able to see if what this
report told us holds up.

¢ But, in the interest of looking at the profile of GDP growth around cycle troughs, we put together the next chart that
was made by taking the GDP growth figures in the two periods before the trough quarter of each of the eight troughs
since 1958 and sorting them from high to low while computing the average growth rate in each of the nine periods on
the horizontal scale. So, what you will see on the chart is a bar in each quarter, the high and low values of which are
the highest and lowest growth rates recorded at that point around each trough. The red hash mark is the average.

¢ As you can see the range in the growth rate in the two periods in front of the cycle trough is large, but the average is
near zero. In the periods immediately following the trough the growth rates are somewhat less spread out, and the
average is strongly positive. The negative readings you see on the right side of the chart stem from the double-dip
recessions of 1980 and 1981.

¢ As you might suspect, | have been constructing charts like this one for all of the categories of GDP and when | am
finished | will share the results with you. For now we can say that the current profile of the data is starting to look like
those seen in prior recessions about two quarters before the turn.

¢ As you also suspect, my motivation for doing this research is not completely disinterested. | am looking for evidence
to back up the claim made late last year by the Aggregate Spread that the economy would turn up some time in the
second half of 2009. Now, | can hear you saying that there is a growing consensus among forecasters around that
outlook. But, | hasten to add, they were not saying that six months ago, and | was.

¢ | have attached a copy of the full contributions table. Comments and suggestions are always welcome.
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Table 2. Contributions to Percent Change in Real Gross Domestic Product

Seasonally adjusted at annual rates

2006 | 2007 | 2008 2005 2006 2007 2008 2009

I Il v | Il I v | Il I v Il I v |

Percent change at annual rate:

Gross domestic product ... 28 2.0 1.1 26 3.8 13 4.8 27 0.8 1.5 0.1 4.8 48| -0.2 0.9 28| -05| -63| -6.1
Percentage points at annual rates:

Personal consumption expenditures

Durable goods.....................
Motor vehicles and parts...
Furniture and household equipment .
Other.....

Nondurable goods ..

213| 1.95| 0.16| 250 259 094 286 1.88| 1.52| 255 271| 142| 144| 067 061 087 -275| -2.99| 1.50

036 038 -0.33| 095 044 -1.02| 1.37| 014 027 033| 071 040 0.19| 0.3 -033| -0.21| -1.16| -1.67| 0.61
-0.09| 007 -042| 053| 015/ -1.59| 0.53| 0.06| 006/ 001| 030 005 -022| -0.03| -0.35| -0.64| -0.83| -1.13| 0.44
035 024, 010 029| 037, 041, 055 015 020 023 034 017 026 0.11| 005 039 -0.25 -0.25| 0.12
0.10| 0.08| -001| 0.13| -0.08| 0.17| 029| -0.06| 0.0 0.09| 007 017 0.15| -0.06| -0.04| 0.04| -0.08| -0.29| 0.05

0.74| 050 -0.13| 0.83 059 093 085 062 046 062 071| 040 025/ 0.5 -0.08 0.80 -1.57| -1.97| 0.26
018 -0.02| 029 045 037, 050 043 010| 020 0.12| 027 003 027 013 040 -0.75| -1.52| -0.08
. . 0.13| 001 027 000| 035 0.18| 002 014 012 025 0.08| 0.12| -0.09| 0.08| 028 -0.38| -0.24| 0.10
Gasoline, fuel oil, and other energy goods... | -0.06| 0.02| -0.14| 0.09| 0.02| -0.04| -0.17| -0.11| 0.03| 0.03| 0.13| -0.07| -0.01| -0.05| -0.18| -0.20| -045| 0.23| 0.13

Other... 047 002 0.47| 011} 025 033 027| 019| 026| 022 012 0.11| -0.08| -0.10| 0.33| 0.01| -043| 0.12
Serwces 1.07| 062 072 155/ 1.02| 064 112 079 1.61| 1.29| 062 1.00| 059 1.02| 028 -0.03 0.66 0.63
Housing 0.16| 010 036| 039 035 037 031| 025 022| 012| 0.09| 0.08| 0.12| 0.05| 0.18| 0.08| 0.04| -0.01

-0.02| 0.07| -0.01| 002| 0.15| -0.01| -042| 026| 0.10| 0.03| 0.08| 002 006 009 007 -017| -0.33| 0.31| 0.32
-0.05| 0.03| -0.04| 0.00| 0.12| -0.04| -042| 020| 0.05| -0.01| 0.07| -0.04| 0.02| 001 011 -019| -0.38| 0.29| 0.31
0.03| 004 002/ 001 004 003 001 006 005/ 004/ 000 006 004 008 -0.05| 002 005 002 0.1
005/ 005 -002| 0.02| 002} 001 008 008 003 010 0.03| 004 006 -0.02| 0.04 -0.08 -0.06 -0.17| -0.14
031 035 043| 037 048 039, 037 015 0.07| 035 063 013| 045 048 059 035 031 038 025
009 013 -0.02| 0.02| 004 0.04| 0.08/ 0.04| 0.18] 036 006 008 007 -0.01 -0.14| 0.04| -0.04| -0.03| 0.07
024| 031 0.14| -0.08| 046| 024 0.16| 027| 015/ 055/ 037 027 028 -0.08| 040| -0.03| 0.02| 0.14| 0.14
0.35| -0.90| -1.02| -0.86 0.9 1.98| 1.15| -0.02| -0.92| -2.68| -1.63| 0.94| 0.54| -1.93| -0.89| -1.74| 0.06 | -3.47| -8.83
032 -0.50| -0.76| 1.21| 0.88 041 139 -040| -0.81| -1.27| -0.57| 047| -0.15| -0.97| -0.86 | -0.25| -0.79| -3.36| -6.04
077| 052 017 064| 064 040 162 071| 059 -009| 033 107, 091 036 026| 027 -0.19| -2.56| -4.68
023| 040 039| -0.04| -0.26| 0.05| 042| 054| 042| 008 035 057 065 029/ 030 064 036 -0.38| -2.13
054 013 -022| 068 090 035 120 0.16| 0.17| -0.18| -0.02| 050| 0.26| 0.07| -0.04| -0.37| -0.55| -2.18| -2.55

Household operation.
Electricity and gas....
Other household operation

Transportation ...

Medical care..

Recreation.

Equipment and software ..
Information processing eqmpment and

SORWAIE ... 032 034 018 031 036 033 061 015 0.34| 004 057| 041 031 037 027 030 -0.16| -0.92| -0.69
Computers and peripheral

equipment.. 0.15| 0.41| 005/ 012| 0.09| 022| 0.16| 017| 013| 002| 047 009 042 012 0.10| 0.08| -0.16| -0.28| -0.10
Software. 006 0.15| 008 0.16| 004 010| 003| 002 007 0.14| 021 022| 0.10| 0.16| 0.16| 0.04| -0.08| -0.23| -0.28
Other...... 0.11| 0.08| 005/ 003 023 0.02| 041| -0.04| 0.14| -0.11| 0.19| 0.09| 009 0.10( 0.00| 0.18| 0.08| -0.42| -0.31

007 002 -006| -0.04| 0.19 019 -0.07| 025 -0.12| -0.02| -0.10| 0.34| -0.04| -020| 0.01| -0.05| -0.12| -0.19| -0.70
009 -0.17| -032| 024| 031 -0.24| 052| -0.25| 0.06| -0.15| -0.21| -0.32| -0.07| -0.18| -0.16| -0.58| -0.47| -0.75| -0.65

Industrial equipment..
Transportation equipmen

Other equipment.... 0.05| -0.07| -0.02| 0.47| 0.04| 0.07| 0.15| 0.02| -0.12| -0.05| -0.28| 0.07| 0.06| 0.08| -0.16| -0.04| 0.20| -0.31| -0.50
Residential .............c..... -045| -1.02| -093| 057| 025 001 -023| -1.11| -1.40| -1.18| -0.91| -0.60| -1.06| -1.33| -1.12| -0.52| -0.60| -0.80| -1.36
Change in private inventories 0.03| -0.40| -0.26| -2.07| -0.19| 1.56| -0.24| 0.38| -0.11| -1.41| -1.06| 047| 0.69| -0.96| -0.02| -1.50| 0.84| -0.11| -2.79
Farm.. -0.03| 004, 002 014| 019| -0.15| 0.02| -0.24| 0.00| 0.12| -0.07| 0.14| -0.08 047 -0.17| -0.14| 0.01| 0.06| 0.05

Nonfar 0.06| -0.44| -0.28| -2.20| -0.39| 1.71| -0.26| 0.62| -0.12| -1.52| -0.99| 0.33| 077| -1.43| 0.15| -1.36| 0.83| -0.17| -2.84
Net exports of goods and services -0.02, 058 140 0.79| -0.07| -1.26| 0.09| 0.59| -0.12| 1.33| -1.20| 1.66, 203, 094 077 293 1.05 -0.15| 1.99

Exports 096| 095 076/ 0.89 0.04 1.09 170/ 058 039 1.66| 006 1.01| 254| 053 0.63 1.54 040 -3.44| -4.06
Goods ....... .| 073 059| 051 098] -006| 091 127 049 028 0.78| 0.15| 055/ 166 043| 039| 139| 034 -3.38 -3.68

Services..... 023| 036| 025 -0.09| 0.10| 0.18| 0.42| 009| 0.11| 087| -009 046, 088 010 0.24| 015 0.06| -0.06| -0.38

Imports -0.98 -0.37| 0.64| -0.10| -0.11| -2.35| -1.61| 0.01| -0.51| -0.33| -1.25| 0.65| -0.51| 0.40| 0.14 139 0.65| 329/ 6.05
Goods -0.82| -0.25| 065 -0.10| -0.14| -2.18| -1.18| -0.04| -0.51| 0.13| -1.14| 059 -0.34| 0.38| 0.29| 1.14| 0.74| 3.09| 5.89
Services... -0.16| -0.12| -0.01| 0.00| 0.03| -0.17| -043| 0.05| 0.01| -046| -0.11| 0.06| -0.17| 0.02| -0.15| 025 -0.09| 0.20| 0.16

Government consumptlon expendltures and
gross investment .. 0.32| 040, 057 017, 065 -0.34| 0.72| 0.23| 032 030 0.7 077 075 0.16 038 0.78| 1.14| 0.6 -0.81

Federal............. 016 0.11| 043 008 066 -053 066 -0.11| 0.13| 0.2 -0.26| 047 051 -0.04 041 047 097 052 -0.32
National defense .| 008 012 035 0.18| 056| -0.73| 0.39| 0.09| -0.04| 032| -029| 040 048] -0.04| 0.34| 036 085 0.18| -0.35
Consumption expenditures. 0.04| 0.11| 027| 0.06| 045/ -0.70| 0.40| -0.02| 0.00| 0.14| -0.08| 028| 045| -0.06| 031| 015 0.72| 0.17| -0.24
Gross investment ...... 0.04| 0.01| 008 012 011 -0.02| -0.01| 0.11| -0.05| 0.18| -0.21| 012| 0.03| 0.02| 0.04| 021 014 0.01| -0.10
Nondefense............... 0.08| 0.00 008 -0.11| 0.10| 020 027 -020| 0.17| -020| 0.03| 0.07| 0.03| 001 006 011 012 034 0.03
Consumption expenditures 005/ 0.00 006 -0.12| 0.03| 010 022| -0.14| 0.15| -020| 0.06| 0.02| 0.03| -0.02| 0.06| 008 011 021 0.12
Gross investment 0.03| 0004 002 001| 007, 010 005 -0.07| 0.03| 001| -0.04| 0.05| -001| 0.02| 001 003 000 014 -0.09
State and local 0.16| 0.28| 0.14| 0.10  -0.01| 0.19| 0.06| 0.34| 0.19| o0.18 043| 030 024 0.9 -003| 031 0.17| -0.25| -0.49
Consumption expenditures 0.16| 020 0.13| 002 006 009, 023 016 024| 023 020 0.47| 0.5 0.5 0.14| 012 011, 0.0 -0.05
Gross investment 0.00| 0.09| 001 008 -0.07| 010| -0.18| 0.18| -0.05| -0.06| 0.24| 0.13| 0.09| 0.04| -0.18| 0.19| 006| -0.25| -0.44

Addenda:
GOOTS ...vvvevvreseeeserseess et sens e 167| 097 031| 149 168 065| 340 1.84| 051| 042| -080| 3.08| 271 001| 029 149| -1.29| -6.16| -2.47
Services. 135/ 1.61| 132| 059| 223| 052| 148| 126 129| 219| 126| 161, 235 079 162 1.02| 087 1.17| 023
Structures..... -024| -0.55| -0.52| 0.54| -0.06| 0.15| -0.07| -042| -1.00| -1.10| -0.41| 0.09| -0.30| -0.97| -1.03| 0.32| -0.09| -1.35| -3.91
Motor vehicle -0.03| -0.03| -0.50| 0.24| 0.76| -1.22| 059| -0.34| 040| -065| 0.10| 0.13| 047 -0.86| -0.41| -1.01| 0.16| -2.01| -1.36

p
Fmalsalesofcomputers... 015 0.13| 0.12| 022| 0.07 021 0.16| 015 0.04| 020 -0.03| 021 028 014 0.05| 0.17| -0.01| -0.02| 0.05

See “Explanatory Note” at the end of the tables.
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Disclaimers and Limitations of Liability. The services and information provided by RDLB are provided "as is", without warranty of any kind to Subscriber or
any third party, including, but not limited to, any express or implied warranties of merchantability or fitness for particular purpose, accuracy of informational
content, and non-infringement. RDLB, Inc. shall not be liable to Subscriber or any third party for any loss of profits, loss of use, interruption of business, or
any direct, indirect, incidental or consequential damages of any kind that may result from the use of its reports or the RDLB Web Site by Subscriber or any
third party, whether under this agreement or otherwise, even if RDLB, Inc. was advised of the possibility of such damages or was grossly negligent.

RDLB, INC. HAS MADE ALL REASONABLE EFFORTS TO INSURE THE ACCURACY OF THE DATA ON WHICH THE FORECASTS AND PROJECTIONS
CONTAINED IN ITS REPORTS HAVE BEEN BASED BUT CANNOT AND DOES NOT GUARANTEE THE ACCURACY OF SUCH UNDERLYING DATA OR
STATISTICS.

RDLB, INC. FURTHER ASSUMES NO RESPONSIBILITY OR LIABILITY OF ANY KIND TO SUBSCRIBER OR ANY THIRD PARTY DUE TO ANY LOSS OR
DAMAGE THAT SUBSCRIBER OR ANY THIRD PARTY MAY INCUR IN THE EVENT OF ANY FAILURE OR INTERRUPTION OF THE RDLB WEB SITE OR
THE TIMELY DELIVERY OF ITS REPORTS TO SUBSCRIBER, OR DUE TO ANY OTHER CAUSE RELATING TO SUBSCRIBER'S ACCESS TO,
INABILITY TO ACCESS OR USE THE RDLB WEB SITE OR THE REPORTS SUBSCRIBED TO HEREUNDER, WHETHER OR NOT THE
CIRCUMSTANCES GIVING RISE TO SUCH CAUSE MAY HAVE BEEN WITHIN THE CONTROL OF RDLB, INC.

SOME JURISDICTIONS DO NOT PERMIT THE EXCLUSION OR LIMITATION OF LIABILITY FOR CONSEQUENTIAL OR INCIDENTAL DAMAGES, AND,
AS SUCH, SOME PORTION OF THE ABOVE LIMITATION MAY NOT APPLY TO SUBSCRIBER. IN SUCH JURISDICTIONS, RDLB'S LIABILITY IS
LIMITED TO THE GREATEST EXTENT PERMITTED BY LAW.

Copyright © 1989-2009 RDLB, Inc. The trademark Mr. Model™ is owned by RDLB, Inc.

Visit our web site at:
WWW.NOSPINFORECAST.COM

RDLB, Inc.

One Imperial Place, Suite 300
Lombard, IL 60148
630-261-8128

The information contained in this report has been gathered from sources believed to be reliable, but RDLB, Inc. makes no representations as to the accuracy or completeness of such information.
This report is further subject to the terms of the disclaimer and limitations of liability contained on the last page of this report. Unless otherwise noted, the shaded areas on all charts indicate
recessions as dated by the National Bureau of Economic Research. Copyright © 1989-2009 by RDLB, Inc. All rights reserved. The trademark Mr. Model is owned by RDLB, Inc.



