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Investment Themes for a Slow-Growth Economy
The Argus Economics Department is lowering its GDP esti-
mates for 2H11 and 1H12, based on stubbornly high unemploy-
ment (which is curtailing consumer spending) and expectations
of stable-to-lower government spending (given the finances of
the U.S. Treasury as well as states and municipalities). Our new
forecasts for this period range from 2.1%-2.7%, and average
2.3% — well below the “normal” U.S. GDP growth-rate trend
of 3.0%.

Importantly, our estimates do not call for a recession
through 2012. We believe there are enough positive signs
among key economic indicators to keep the economy on a
positive growth track (more on these later).

An Ugly Report

The Commerce Department has released its initial reading of

2Q11 GDP, as well as benchmark revisions for the past several

years. This report indicated that the U.S. economy barely grew
in 1H11, and actually contracted a stunning 8.9% in 4Q08.

Prior to the 2011 revision, the government had concluded the

economy declined 5.4% in that period.

Specifically, the U.S. economy advanced on average 0.8%
for the first two quarters of 2011 (please see GDP Table on Page
3). As bad as that sounds, the revisions concluded that the
recent recession was even worse than originally believed.
Consider:

» For the four-year period 2007-2010, real GDP decreased at
an average annual rate of 0.3%; in the previously published
estimates, the economy was believed to have fallen at an
average annual rate of 0.1%

» From the fourth quarter of 2007 to the first quarter of
2011, real GDP decreased at an annual rate of 0.2%; in
the previously published estimates, real GDP had in-
creased at an average annual rate of 0.2%.

In the first half of 2011, growth stalled in personal
consumption and government spending turned negative.
In addition, despite a weak dollar, imports to the U.S.
advanced — offsetting export growth and reducing GDP.
On the positive side, investments in technology spending
remained on the upswing, exports increased and the hous-
ing market ticked higher.

Looking Ahead

Based on the trends in consumer and government spending

—which are two key drivers in a post-recession economy —

we have trimmed our estimates for 2H11 (Chart 1). Previ-

ously, we had anticipated above-trend growth of 3.5% — but
now we are expecting below-trend growth of 2.0%-2.5%.
Here are our key assumptions:

*  We look for high unemployment to have a negative
impact on Consumer Confidence and, more impor-
tantly, Personal Consumption Expenditures (Chart 2).
This component of GPD accounts for almost 70% of the
economy. Our estimates call for growth of 1%-2%
through 1HI12.

* Ascompanies continue to refrain from hiring workers,
we anticipate that spending on technology, which
drives productivity, will grow at a 5%-8% rate.

(continued on back page)
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We have lowered our forecast growth rates for the U.S.
economy, but don’t anticipate a recession in next six-to-
eight quarters.
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Consumer Confidence remains volatile, despite growth
in Personal Income. A pick-up in employment could give
the consumer a boost.

GLOBAL GDP FORECAST
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New home inventories are near record lows. Once
supply is cleared, we look for pricing to stabilize. That
may bring more potential homeowners into the market.

The ongoing sovereign debt crisis in Europe will likely
lead to global-low growth rates in the region for the next
two-to-three years.




VIEWPOINT

0eC 0C 0C X e I'e 0¢c E 61 s 91 [N €0- 70 €0 0F (wondun) Joree@ 89ud 4aD
:wnpuappy

00 00 00 Le- 00 €0 v'e- €e- L¢c- S0 Vo 8'¢- g'c 9'0- 6'¢ 9'l- [e007 B 8lelS

(8 c¢'e ¢'e 8Vl 9°€ 0°LL Vi Le 0'€ 8l 9Vl 0'S €8 0L 1’9 Ve osusyeg-uoN

00 ¢'e L'l Lcl L 1'c €L 9clL- 6°G- L'S 0’9 Vo 9'¢- '8 o'yl LG asusje( [euoleN

vo (44 61 Vel 02 69 4 v'6- 0°e- 1'e 88 8l L0 6L 4y ev- [eiope4

20 6°0 8'0 9'€ 80 0°¢ L 6°G- 8'¢c- o'l 8'¢ 9'L- €1 [ L9 9'¢- 'SOAS B SPO0Y j0°Ydind 1A0H

00 0'0 0'0 8'¢c- 00 o'e- o'e- co (44 9°LL c'e 8L 9°0¢ L'qe G'/L- G- S80IMBS

00 9'8- 9'8- 0 00 4 4 St 96 vel 0°9¢ [rq? 191 c'ie S9l- 01y SpooY

0°0 c'L c'L- 8'€- 00 €l €l € €'8 €clt L2 cLE L2 9'G L'yL- '9¢- shodw|

00 00 00 50€ Syl 8l 8l 0y LL sch 1’9 8'S L've 9've 20 9€l- S80S

6°0 90 90 9Ll 9l ¢l ¢l 8’9 901 0'6 8Ll oyl L'ee S /Lt €'9- 6'9¢- SpooH

L0 0 0 691 €'g v vl 09 6°L 00l 001 VL g'ec ¥'8 A 6'6¢- syodx3
spodx3 1oN

o'ov o'ov oot 0°0€ 0°s¢ [ 14 96V (854 €8¢ €26 889 344 L'61- 2'6€1- 2’ 091- 6°€LL- SBLIOJUBAU| “IAd Ul 8Buey)

00 00 00 82 SC V- 8¢ x4 se Lle : 44 €el- L'g 6'8 cee- Z'8¢e- [enuspisey

8’9 L'0L 1L 8'S 'S 8V LS L8 0’8 43 (414 0 0’6} Sl 6'Y- v'9¢- a1emyos g “dinb3

29 00 €9 (4] S'9 6°€ c'8 vyi- 90} [ 4 VL 8'LL- L8 v'8l- €L 9'€Y- sainonis

L9 (] 0L 6°S LS 9V €9 0'€ 9'8 8Ll 6’12 8L L9 G'8- 9'6- 2'6¢e- [eljuspisay-UoN

] L9 LS €S 'S v'e 8'S 0'¢c VL v'e 8'¢ce €€ 2 0e a4 Sch- 0°'6¢- jusLlseAu| paxid

V'S 99 6°L 4 0'S ce LS 4 €G- 0'6 8°9¢ L1'6¢ 199 0'Z- L'€e G'0G- JUSWISBAU| dfisswoq sso1D

L0 L0 L0 Le L0 S0 80 80 e 9l S'c L0 o't 80 20 €0- S80IMBS

o'l o'l o'l 6°L 90 (4] 10 9l (o4 0'€ 6°l c'y 9'G 00 61~ 6} $8|qeing-UoN

'€ L1'€ 6°0 vl 9L 8¢ vy 8Ll cLL 8’8 8L 8’8 0 0 9'G- 6'¢ ss|jqeing

8l 8l o't L'} 0L 9l 9L €S 68 1'S v'e LS 6¢ 2L [ Sc SpooH

(8 'L 8'0 v'e 80 6°0 00 ve 6°¢ 8'¢c 8'c 6°l 6°} [ 6°0- 90 uondwinsuo) [euosiod

92 SI 1'e €0 ‘lenuuy

9'C Le Le €'¢C L'c (44 €l o €c g'c 8'¢ L€ 0'S 9t 10~ 6'Y- 1oNpold disswo(q ssoin [eay

Al []] Il 1 Al 1] 1 I Al 1] ] 1 Al 1] 1l |

ER41'4 ERai4 ENIN4 YV 6002

[10zZ [ 1snbny jo Se pesiAey

1SVvO3dHOd da9




(continued from page 1)

* Alow sales-to-inventory ratio implies that companies will con-
tinue to invest in inventories. We anticipate that this will provide
a boost to the economy in each of the next four quarters.

« The $320 billion U.S. housing industry has been flat-to-
lower in recent quarters, and we expect stability (if not 1%-
2% growth) into next year (Chart 3).

» A weak dollar — courtesy of the dismal financial condition
of the U.S. government — should make U.S. goods more
attractively priced in global markets. We anticipate mid-
single-digit growth on average in exports over the next
three-to-four quarters, as foreign economies continue to
grow (Chart 4).

» Federal government spending rose at a 2.1% pace in 2Q,
after having declined for the previous two quarters. Head-
ing into an election year, we anticipate low-single-digit
growth, despite the heated rhetoric from both parties about
spending cuts.

» State & local government spending dropped 3.4% in 2Q,
and has declined in seven of the past eight quarters. Thisis
an important support of the economy — particularly in the
early quarters after a recession — that is (and will likely
remain) missing in action.

Positive Signals

‘We mentioned earlier that we see enough positive momentum in

the economy to conclude that the risk of recession in the next few

quarters is low. Here are some of the factors we are following:

*  Money Supply. The monetary base, M1 and MZM, are all
on the upswing. Based on our conversations with Federal
Reserve officials and our reading of Fed speeches, we think
the central bank remains poised to take action to keep the
U.S. out of a Japan-style multi-year recession.

¢ Unemployment Claims. A year ago, claims totaled
467,000 per week and were rising. In the latest week,
claims were below 400,000. While the current level of
claims is still higher than we would like to see, we think
it is consistent with jobs growth, on average, of 75,000-
125,000 per month. That is ahead of the recent levels
below 50k.

* Industrial Prices. The CRB Raw Industrials and CRB
Metals Spot Indexes have been trending sharply higher
over the past six months. These increases suggest that
emerging market demand may be poised to recover from
a period during which high interest rates in India and
China have caused concern among investors and econo-
mists that growth in these regions has slowed.

e Commercial Credit. Over the past six months, C&I busi-
ness loans, non-financial commercial paper and the
Loans Plus indicator have been trending higher. A year
ago, when the U.S. economy also endured a soft patch,
these measures were pointed downward.

At the same time, of course, there are risks that our
forecasts may be too optimistic. The biggest risk, in our
view, is that foreign governments and investors decide
the U.S. dollar is too risky as a base currency, and the
greenback endures a free-fall. This would lead to higher
U.S. bond yields — which would provide a further
headwind to stocks.

The ongoing debate in Washington, DC, also has impor-
tant implications for the economy. A (now-avoided) default
or a (still possible) rating downgrade would likely lead to
higher interest rates over the intermediate term for the U.S.
government, and for corporations at the low end of invest-
ment grade or below investment grade. These higher costs
could further constrain corporate hiring plans, further delay-
ing a consumer recovery.
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