Market Comment Economic Highlights for the week ended July 2, 2010

Economic Week in Review: Negative news hints at slower recovery

Vanguard 7/2 - If the recent reports are any indication, the economy has developed a limp in its stride in its jog toward a
slow recovery. The number of employed workers fell for the first time this year despite a small drop in the
unemployment rate. Also in a reversal of recent trends, consumer confidence, manufacturing growth, construction
spending, and factory orders were all down. The news wasn't all bad, as personal income, saving, and spending rose. It
was an even more dismal week for the financial markets. For the week, the S&P 500 Index fell 5.0% to 1,023 (for a
year-to-date total return—including price change plus dividends—of about —7.4%). The yield of the 10-year U.S.
Treasury note declined 12 basis points to 3.00% (for a year-to-date decrease of 85 basis points).

NOI’]-FaI‘m Payr0||S Nonfarm Payrolls: Monthly and Yearly Change
Econoday 7/2-The jobs picture in June was quite mixed as temporary Census 500 Honthly ——eary % 0%
workers were laid off and private hiring was positive but moderate. Also, the
unemployment rate continued to dip even as the workweek slipped. Overall
payroll jobs in June fell back 125,000 after spiking a revised 433,000 in May and
after a 313,000 jump in April. The June decrease matched the market forecast
for a 125,000 decline.
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Looking beyond the temporary effects of Census hiring and firing, private
nonfarm employment increased 83,000, following a 33,000 rise in May. The

latest figure fell short of analysts' projection for a 105,000 advance in private i El
payrolls. The private sector gain was led by a 91,000 boost in private service-providing jobs. This included professional

& business services, up 46,000, and leisure & hospitality, up 37,000. The goods-producing sector lost a net 8,000

payrolls with construction down 22,000. Manufacturing posted a 9,000 gain while mining & logging advanced 5,000.
Manufacturing has risen three months in a row.

The big weakness, of course, was a 208,000 drop in government jobs after a 400,000 jump in May. The decline
included the loss of 225,000 temporary employees working on Census 2010. Employment in both state and local
governments was little changed over the month. On a year-ago basis, overall payroll jobs improved to down 0.1% in
June from down 0.4% the prior month. There other signs of a slowing in the labor market. Growth in average hourly
earnings eased to a 0.1% decline, following a 0.2% boost in May.

Barclays 7/2 - The household survey painted a mixed picture. On the one hand, the unemployment rate fell by 0.2pp, to
9.5% (9.511% unrounded), beating expectations, but this was driven by a decline in the labor force participation rate (by
0.3pp, to 64.7%) rather than a jump in employment, which was down 301k on this measure. Elsewhere, the average
work week declined by 0.1pp, to 34.1, reversing last month's gain, and average hourly earnings fell 0.1% m/m.

Vanguard 7/2 - While the national unemployment rate also declined slightly in June to 9.5% from 9.7% in May, the fall
reflects fewer people seeking work rather than job creation. "As expected, it's a weak payroll number," Vanguard
economist Roger Aliaga-Diaz noted. A cause of concern is the trend in labor force participation that continues to show
discouraged job seekers dropping out of the labor force. As these workers resume their search for jobs later this year,
they could overwhelm the capacity of the private sector to absorb them into new jobs, and this could result in the

unemployment rate inching higher."

New Jobless Claims with 4-week moving average
Jobless Claims = clame T d ek
Press Release 7/1 - In the week ending June 26, the advance figure for seasonally o
adjusted initial claims was 472,000, an increase of 13,000 from the previous £
week's revised figure of 459,000. The 4-week moving average was 466,500, an = -
increase of 3,250 from the previous week's revised average of 463,250. 50
WEEK ENDING June 19 June 12 Change June 5 Prior Year an mmmmmmmmmmmmmmm
EEEEEEEEEEEE S
Initial Claims (SA) 472,000 | 459,000 | +13,000 | 476,000 | 604,000 SFEEg S S TESENS TS
updated 7/1/10 [ECOoNDDAY ™|

4-Wk Moving Average (SA) 466,500 463,250 +3,250 464,250 | 604,500

Econoday 7/1 - High levels of initial jobless claims remain the biggest disappointment on the U.S. economic calendar.
Census workers may be a factor as some may qualify for unemployment benefits, but the Labor Department is not
citing this. Continuing claims have been edging lower in what is probably a good sign though it may reflect to a degree
discouraged workers leaving the workforce.
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US pending home sales plummet in May following tax credit expiration

Econoday 7/1 - After the plunge in new home sales in May following the expiration of the sale deadline for special

homebuyer tax credit, it was no surprise that pending existing home sales also plummeted. But the size was. Pending

home sales dropped 30.0% in May, following a 6.0% jump in April. Pending sales decreased to a year-on-year fall of

15.9% in May, compared to up 22.4% in April.

Barclays 7/1 — (Excerpts) Pending home sales fell 30.0% in May following a 6.0% rise in April, far below our (-15.0%)
and consensus (-14.2%) estimates. After three months of healthy gains from the boost by the first-time homebuyer tax
credit, today's release brings the index level to 77.6, the lowest in the history of the series since its inception in 2001.
Geographically, all regions experienced significant declines. The underlying trend of home sales will only be apparent
after the distortionary effects of the stimulus fade. Today's report brings the annual change in pending home sales to

-15.6% (April: 24.6%).

Construction Spending
Econoday 7/1 - Despite the bad news on home sales, actual construction 00% 1
spending is holding up well. Construction outlays in May fell back only 0.2% after
jumping 2.3% in April. Analysts had forecast a 0.5% decline for the latest month.
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The May decrease was led by a 0.6% dip in private nonresidential outlays after a ~150%
0.8% boost the month before. The private residential component slipped a oo
modest 0.4 % after a 5.0% spike in April. Public outlays increased 0.4% in the §

latest month after gaining 1.6% in April. Actual building activity is not surprisingly |, .uea s
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not as volatile as sales numbers. Construction companies have taken the earlier

surge in home sales with a grain of salt and have not had to pull back dramatically-at least not yet. On a year-ago basis,

overall construction outlays improved to minus 8.0% in May from minus 9.5% in April.

ISM Manufacturing Index

Econoday 7/1 - The acceleration in manufacturing cooled but only slightly in June, according to the Institute for Supply
Management's composite index which slowed to 56.2 from May's very strong 59.7. The slowdown was led by a more

than 7 point decline in new orders to a 58.5 reading that nevertheless indicates a strong month-to-month gain, only a

smaller gain than in May. Orders continue to move into backlogs but also at a slower rate. Production slowed but

remains very strong at 61.4 while hiring also slowed but also remains strong at 57.8. Delays for deliveries eased with

the index down nearly 4 points to 57.3, also consistent with slowing activity.

Manufacturers may be having trouble building inventories as the index is little changed at 45.8. But improvement in the
customer inventory index suggests that inventories are not as bare as they were in May. A big 20.5 point drop in prices

paid indicates easing month-to-month pressure for inputs, the result of flat energy prices. A month-to-month base effect
is at work in this sample, that is comparisons become more difficult as levels across components rise. Similar readings

can be expected in the months ahead as the manufacturing recovery matures.

Barclays 7/1 — (Excerpts) The headline index did fall below expectations in June, but this report is still indicative of

robust growth in the manufacturing sector. While the rapid acceleration of the initial cyclical bounce in manufacturing

may be moderating, the outlook for the sector remains positive, in our view.

Personal Income and Outlays

Econoday 6/28 — The consumer sector got another boost with a jump in spending power in May. Consumer spending
was sluggish but mainly related to a drop in gasoline prices. Personal income in May rose a solid 0.4%, following a

0.5% advance in April. Analysts had called for a 0.5% increase in personal income for the latest month. The key wages

& salaries component gained 0.5%, matching April's improvement.

A jump in auto sales helped offset softness in gasoline and other subcomponents in nondurables. Overall, personal
consumption rose a modest 0.2%, following no change in April. The May figure equaled the market forecast for a 0.2%
increase. By components, PCEs were led by a 0.8% boost in durables-reflecting motor vehicle sales. But services also
were robust with a 0.5% jump. Nondurables declined 0.9% with prices effects explaining most of the weakness. Still,

nondurables slipped 0.2% in real terms.

Inflation was mixed in May. The headline PCE price index was flat in May as was also the case the prior month. The

core rate, however, firmed to 0.2% from 0.1% in April. Year on year, personal income growth for May posted at 1.6%,
easing from 2.6% in April. Year-ago headline PCE inflation edged down to 1.9% from 2.0%. Year-ago core PCE
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inflation firmed up to 1.3% from 1.2% in April. Overall, the consumer sector is slowly gaining strength in terms of
spending power.

Consumer Confidence

Vanguard 7/2 - The Conference Board's index of consumer confidence tumbled to 52.9 in June from 62.7 in May.
Economists had forecast a small gain. It was the first decline after three straight months of growth, and the index is now
only slightly higher than March's reading. While the drop was mostly due to the expectations component, the present-
day component also fell. The poor outlook for the labor market and business conditions weighed most heavily on the
index. Expectations for the stock market and plans to buy homes and big-ticket items were also down.

Econoday 6/29 - The Conference Board's consumer confidence report is a major disappointment, falling dramatically
and showing regional weakness tied no doubt to the Gulf oil spill. The consumer confidence index fell to 52.9, in a
nearly 10 point decline the size of which usually corresponds with an economic shock. The decline was led by severe
weakness in the East South Central (37.7 June vs. 56.0 May) and the South Atlantic (49.1 vs. 62.8). But other regions
are weak too including significant drops in the Mid-Atlantic and Pacific regions.

Consumers are now showing much more concern over the jobs market and over their income prospects, with the latter
reading arguably the closest to the consumer psyche. Those saying jobs are currently hard to get rose nine tenths to
44.8%. The size of this rise isn't overwhelming but the direction is definitely troubling, only the second negative monthly
comparison since November. For the jobs outlook, more see fewer jobs (20.8% vs. 17.8%) and fewer see more jobs
(16.0 vs. 20.2). On the future income question, the unprecedented negative spread deepened between the optimists,
now at 10.6% vs. May's 11.4%, and the pessimists, now at 17.2% vs. 16.4%. Consumers aren't going to be spending if
they don't have confidence in their income. Buying plans fell back sharply led by autos and including appliances. Buying
plans for homes, already badly depressed, fell back some more. A slip in inflation expectations, the result of soft
gasoline prices, is the report's only positive, at least a positive for the interest-rate outlook.

Case-Shiller Home Price Index

Econoday 6/29 — (Excerpts) Case-Shiller reports a burst of strength for home prices during April, a month when
stimulus provided a gigantic boost in housing demand. The unadjusted composite 10-city index broke a long series of
declines with a 0.7% surge, a surge that's less dramatic when adjusted but still very good at plus 0.3%. The year-on-
year rate, a comparison less exposed to seasonal variation than the month-on-month comparison, is at plus 4.6% on
the unadjusted side and at plus 4.7% when adjusted, up 1-1/2 percentage points from March on both scores. Details
show broad gains across nearly all cities.

The Economic Week Ahead: July 5-9
Vanguard 7/2 - Little economic news is on tap for next week. The only scheduled reports are the ISM's non-
manufacturing index on Tuesday and consumer credit on Thursday.

Date ET Release For Briefing.com Consensus Prior
Jul 06 10:00 ISM Services June 55.4 55.0 55.4
Jul 08 08:30 Continuing Claims  06/26 4,600K 4,600K 4,616K
Jul 08 08:30 Initial Claims 07/03 465K 460K 472K
Jul 08 15:00 Consumer Credit ~ May -$2.5B -$3.0B $1.0B
FFCB Weekly Debt Issuance Activity
Week Discount New Bonds Issue Called Issue
Ended
Dgtee thgs $millions  Count Bon_d§ Par Count
$million $millions
4-Jun $ 8,851 $ 1,348 12 $ 1,178 9
11-Jun 9,241 5,531 37 4,699 33
18-Jun 9,156 3,277 29 2,046 15
25-Jun 8,840 3,530 35 2,001 26
2-Jul 9,945 831 12 862 10
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