Market Comment Economic Highlights for the week ended July 30, 2010

Economic Week in Review: GDP downshifts in 2nd quarter

Vanguard 7/30 — The Commerce Department's report on gross domestic product (GDP) for the second quarter
confirmed what many had expected: Although the economy has grown for the fourth straight quarter, the rate of growth
has slowed. Moreover, the nation's recovery from recession has been tougher than previously thought, based on
revised GDP figures indicating that the economy from 2007 to 2009 was weaker than originally estimated.

Fed's Beige Book consistent with a softening in activity

Barclays 7/28 — (Excerpts) The Federal Reserve's Beige Book (based on information collected on or before July 19)
reported that economic activity, on balance, continued to increase since the previous survey, but that a number of
districts reported that the increases were "modest” or activity was "holding steady". Manufacturing activity continued to
expand in most of the districts, though several reported that "activity had slowed or leveled off." In contrast, all twelve
districts reported manufacturing as "gradually improving" in the June report. Retail sales reports were described as
indicating continued increases in spending, though much of this was focused on necessities and not big-ticket items.
Consistent with the observed data on housing market activity, the Beige Book reported that the residential real estate
market was "sluggish" in most districts after the expiration of the homebuyer tax credit in April. Labor market conditions
improved "modestly across the districts.” Consumer prices "held steady" and wage pressures “continued to be
contained." In sum, this report is consistent with the main message from the FOMC minutes and testimony by Chairman
Bernanke to Congress that a moderate recovery remains in place, but activity slowed somewhat at the end of Q2 10.
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The latest guarter was led by a rebound in residential investment, a jump in
investment in equipment & software, and by inventories. PCEs also posted a moderate gain along with government
purchases. The big negative is a worsening in net exports. Real final sales to domestic purchasers rose 4.1%,
compared to up 1.3% in the first quarter. Final sales of domestic product gained an annualized 1.3% in the second
quarter, following a 1.1% rise the prior quarter. Final sales to domestic purchasers exclude inventory investment but
include sales to consumers in the U.S., business fixed investment, residential investment, and government purchases.
Final sales of domestic product include final sales to domestic purchasers and add in net exports (GDP less inventory
investment).

Year-on-year, real GDP is up 3.2%, compared to up 2.4% in the first quarter. Economy-wide inflation accelerated in the
second quarter as the GDP price index rose an annualized 1.8%, following a 1.0% in the first quarter. The market
forecast called for a 1.0% gain. The acceleration in prices was due to the impact from net export components and
domestic price inflation actually remained subdued. The price index for gross domestic purchases, which measures
prices paid by U.S. residents, increased a bare 0.1% annualized in the second quarter, following a 2.1% boost in the
first quarter. Softness in the latest period was partially energy related. Excluding food and energy prices, the price index
for gross domestic purchases increased 0.9% in the second quarter, compared with a rise of 1.6% in the previous.

Overall, markets reacted adversely to the headline number for the latest quarter being soft and to the PCE component
not being as strong as expected. A second look at the numbers indicates that although Q1 of this year is stronger, most
of 2009 is a little less robust than earlier believed. And the recession was more negative.

S&P Case-Shiller Home Price Index
Econoday 7/27 - The Case-Shiller home price index shows prices showing strength during spring. The unadjusted

composite 10-city index in May jumped 1.2%, following a 0.7% surge the month before. The year-on-year rate improved
to 5.4% from 4.6% in April. The unadjusted index, of course, reflects typical seasonal strength that occurs during spring
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and summer months-the peak of housing demand during the year. Nonetheless, the seasonally adjusted 10-city index
was healthy with a 0.5% increase-matching the gain in April.

A caveat is that the Case-Shiller index is based on a three-month-moving average, so the May release is an average of
the March-April-May period which included two months' of data boosted by special tax incentives. This makes
interpreting the marginal move (latest month) tricky. Given that both April and May are above February and March
percentages seasonally adjusted, the latest number still looks good. Certainly, the recent string of SA advances is due
in part to coming off a low base. Nonetheless, the latest report indicates that prices are holding despite the ending of
special incentives.

Barclays 7/27 — (Excerpts) Home prices in 15 of the 20 cities in the index rose in May, with Minneapolis and Atlanta
leading the way with increases of 1.2% and 1.1%, respectively. The strength in home prices this month was likely
boosted by the positive effects of the homebuyer tax credit as well as an improving economic backdrop. Looking
forward, however, we expect home prices to move broadly sideways as improvement in job and income growth is offset
by the large number of foreclosed properties hitting the market.

New Home Sales

Econoday 7/26 - Most economists and analysts expected some volatility for New Home Sales
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Monthly supply has seen sharp movement in recent months as that ratio is
moved more by sales than by the number of homes on the market. Supply on the market eased somewhat to 7.6
months after surging to 9.6 in May. April had been pushed down to 6.1 months' supply as sales bumped up to meet the
signing deadline for tax credits. The median home price slipped 1.4% to $213,400. Year-on-year, the median price in
June is down 0.6%.The bottom line is that the housing market is not in free fall. Nonetheless, sales are still very soft.
The rebound was given a sizeable% in the latest month largely because of the low baseline number in May.

Durable Goods Orders
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For the second month in a row, the big negative was the transportation component which fell 2.4% in June, following a
6.6% drop in May. Nondefense aircraft decreased 25.6% after falling 30.2% in May. Defense aircraft rebounded 6.5%.
Motor vehicles continued a recent string of gains, rising 2.5% in June.

Other components were mixed. Declines were seen in primary metals, machinery, computers & electronics, and in "all
other." Components gaining were fabricated metals and electrical equipment. Nondefense capital goods orders
excluding aircraft in June rose 0.6%, following a 4.6% spike the month before. Shipments for this category edged up
0.2% in June, following a 1.5% rise in May. Year-on-year, overall new orders for durable goods in June were up 15.9%,
compared to 15.2% in May. Excluding transportation, new durables orders came in at up 15.0%, compared to 17.8%
the prior month.
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Consumer Confidence

Econoday 7/27 - Consumer confidence dipped in July-again over worries about the jobs picture and over income
prospects. The overall consumer confidence index slipped to 50.4 in July from an upwardly revised 54.3 in June (initially
52.9). Analysts projected July to print at 51.0. The latest decrease was led by a drop in expectations to 66.6 from 72.7
in June. But the present situation sub-index also declined-to 26.1 from 26.8. Those seeing jobs as hard to get rose to
45.8% in July from 43.5% the prior month. On the issue of expectations of income, 17.5% see income down in six
months, compared to 16.8% in June. Only 10% expect higher income in six months, compared to 10.6% in June.

The good news, however, is that buying plans have picked up in some categories-albeit from low levels. Those planning
to buy a car within six months rebounded to 4.5% from 4.1% in June. Those planning to buy a major appliance within
six months jumped to 28.5% in July from 23.7% in June. However, those planning to purchase a house edged down to
1.9% from 2.0% in June. By region, the drop in confidence was led by a plunge in the Pacific region. Most Census
regions showed modest declines. Gains were seen in the Mid-Atlantic and West North Central.

Jobless Claims
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Econoday 7/29 — (Excerpts) Continuing claims in the July 17 week were up by
81,000 to 4.565 million. The four week moving average here was down by 18,000

250 4
mmmmmmmmmmmmmmm

to 4,548,250, the lowest level since the December 27, 2008 week. The seasonally ggsse23233882%2838¢%¢:3z

mmmmmmmmmmmmm

adjusted insured unemployment rate rebounded to 3.6% in the July 17 week after andated 72010 - -
edging down to 3.5% in the previous week.

WEEK ENDING July 24 July 17 Change July 10 Prior Year
Initial Claims 457,000 468,000 -11,000 427,000 578,000
4-Wk Moving Average 452,500 457,000 -4,500 454,750 562,750

Economic Week Ahead
Vanguard 7/30 — Plenty of reports are on tap for next week. These include construction spending and the manufacturing

index published by the Institute for Supply Management (ISM) on Monday, personal income and factory orders on
Tuesday, the ISM's nonmanufacturing index on Wednesday, and job figures and consumer credit on Friday.

Week of August 02 - August 06

Date ET Release For Briefing.com Consensus Prior
Aug 02 10:00 Construction Spending Jun -0.4% -0.8% -0.2%
Aug 02  10:00 ISM Index Jul 53.0 54.2 56.2
Aug 03 08:30 Personal Income Jun 0.1% 0.1% 0.4%
Aug 03  10:00 Factory Orders Jun -1.0% -0.5% -1.4%
Aug 04  10:00 ISM Services Jul 52.0 53.0 53.8
Aug 05  08:30 Initial Claims 07/31 460K 455K 457K
Aug 06  08:30 Unemployment Rate Jul 9.6% 9.6% 9.5%
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Release Briefing.com Consensus

Aug 06 15:00 Consumer Credit Jun -5.0B -5.7B -9.10B
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