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The current forecast -- growth only slowly improving
through next two years
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2011 by the (too many) numbers

1t 2nd 3rd 4th Quarter
Quarter Quarter | Quarter (Projected)

Top Line Real GDP 0.4% 1.3% 2.0% 3.3%
Growth

Consumer Spending 2.1% 0.7% 1.7% 2.6%
Equipment and 8.7% 6.2% 16.2% -1.5%
Software

Residential construction -2.4% 4.2% 1.3% 7.3%
Government spending -5.9% -0.9% -0.1% 0.0%
Exports 7.9% 3.6% 4.7% 6.8%
Imports 8.3% 1.4% 1.2% 2.9%

Inventory accumulation $49.1 B. $39.1B. $-2.0B. $29B.

Source: US Bureau of Economic Analysis, Macroeconomic Advisers



Out of the gate slow, an apparent kick In
the stretch
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Government spending - at best, not a player

1t 2nd 3rd 4th Quarter
Quarter Quarter | Quarter (Projected)

Top Line Real GDP 0.4% 1.3% 2.0% 3.3%
Growth

Consumer Spending 2.1% 0.7% 1.7% 2.6%
Equipment and 8.7% 6.2% 16.2% -1.5%
Software

Residential construction -2.4% 4.2% 1.3% 7.3%
Government spending  -5.9% -0.9% -0.1% 0.0%
Exports 7.9% 3.6% 4.7% 6.8%
Imports 8.3% 1.4% 1.2% 2.9%

Inventory accumulation $49.1B.  $39.1B. $-2.0B. $29B.

Source: US Bureau of Economic Analysis, Macroeconomic Advisers



Can the export boom continue?
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In total, Europe accounts for about 25% of all
US exports

Share of US Exports of Goods and Services
SA, Quarterly, % of Total Exports of Goods and Services
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The OECD now predicts that the euro zone
countries will suffer an outright contraction in 2012

OECD: Real GDP Growth Projections
percent (g/q, SAAR)
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Is business investment fading?

st 2nd 3rd
Quarter Quarter Quarter

4th Quarter
(Projected)

Top Line Real GDP 0.4% 1.3% 2.0% 3.3%
Growth

Consumer Spending 2.1% 0.7% 1.7% 2.6%
Equipment and 8.7% 6.2% 16.2% -1.5%
Software

Residential construction -2.4% 4.2% 1.3% 7.3%
Government spending -5.9% -0.9% -0.1% 0.0%
Exports 7.9% 3.6% 4.7% 6.8%
Imports 8.3% 1.4% 1.2% 2.9%

Inventory accumulation

$49.1 B.

$39.1 B.

Source: US Bureau of Economic Analysis, Macroeconomic Advisers

$-2.0 B.

$29B.



Growth in new orders for core capital goods
has been drifting lower

Mfrs' New Orders: Nondefense Capital Goods ex Aircraft
12-month %cChange  SA, ML$
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The big question:
Can the consumer hang in?
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Recent income growth is not supporting the recent
pace of consumer spending

Real Quarterly Personal Consumption Expenditures

Real Disposable Personal Income
Percent change annualized rate, SA
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Home prices turned slightly lower through the third quarter,

futures prices indicate more (small) declines through early 2013
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Relative to iIncome, home equity Is at extraordinarily

low levels

Fig. 2: Ratio of Home Equity to Disposable Personal

lIncome Percent
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Some key impediments to recovery in the
housing market: The Fed White Paper
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--- Better HARP?
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Some key impediments to recovery in the
housing market: The Fed White Paper

. Obstacles to exploiting the low interest rate environment
--- Better HARP?

. Accumulating inventories of foreclosed or surrendered
properties

--- Can we turn REO into rental properties?
. Foreclosures - how to stop (or manage) the bleeding
--- HAMPs, DILs, and speed

All roads eventually lead to Fannie, Freddie, and the GSEs -
what social tradeoffs are we willing to accept?
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Job growth improved in December—up about 200
thousand workers—but we’ve been there before

Monthly Change in Payrolls

thousands, SA
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There does seem to be a relationship between measures of

uncertainty and business resource decisions

Figure 1. Policy Uncertainty and
Small Business Hiring Plans
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A key thing to watch: Business formation/expansion
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New and the high growth firms carry the load In
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What are the main impediments facing small firms as

a source of job creation?

A matter of perspective: high growth firms vs. small firms

The most important | Kauffman Poll of Inc
500 firms

Impediment to

growth of your
business

Finding qualified
people

Managing fast growth
Accessing capital
Sluggish economy

Regulatory
uncertainty

Taxes

Source: Kauffman Foundation (Sept. 2011)

40%

21%
16%
13%
3%

4%

NFIB survey of small
businesses

3%
25%
19%

19%

- National Federation of Independent Business (Nov. 2011)

24



For the recovery overall, the job winners were older,
more educated males

Net Change in Employment January 2010 to December 2011

Total Employment (age 16 and older)

By Level of Educational Attainment (age 25 and
older)

Less than high school diploma

High School graduate, no college
Some college or associate’s degree
Bachelor’s degree and higher

By gender (age 16 and older)
Men
Women

By age

Ages 16 - 24
Ages 25 -54
Age 55 and older

Source: U.S. Bureau of Labor Statistics

2,290,000

- 16,000
- 404,000
581,000
1,517,000

2,591,000
-301,000

650,000
- 228,000
1,971,000

1.7 %

3.6 %
0.5%

3.8%
-0.2%
6.8 % -



For the recovery overall, the job winners were older
more educated males

Net Change in Employment January 2010 to December 2011

Total Employment (age 16 and older) 2,290,000 1.7 %
By Level of Educational Attainment (age 25 and
older)
Less than high school diploma -0.2%
- 16,000
High School graduate, no college - 404,000 -1.2%
Some college or associate’s degree 581,000 1.7 %
Bachelor’s degree and higher 1,517,000 3.5%
By gender (age 16 and older)
Men 2,591,000 3.6 %
Women -301,000 0.5%
By age
Ages 16 - 24 650,000 3.8%
Ages 25 -54 - 228,000 -0.2%

Age 55 and older 1,971,000 6.8 %

Source: U.S. Bureau of Labor Statistics
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For the recovery overall, the job winners were older,

more educated males...

Net Change in Employment January 2010 to December 2011

Total Employment (age 16 and older)

By Level of Educational Attainment (age 25 and
older)

Less than high school diploma

High School graduate, no college
Some college or associate’s degree
Bachelor’s degree and higher

By gender (age 16 and older)
Men
Women

By age

Ages 16 - 24
Ages 25 -54
Age 55 and older

Source: U.S. Bureau of Labor Statistics
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.. through some things are changing

Net Change in Employment January 2011 to December 2011

Total Employment (age 16 and older) 1,460,000 1.0%
By Level of Educational Attainment (age 25 and
older)
Less than high school diploma 319,000
High School graduate, no college -274,000
Some college or associate’s degree 340,000

Bachelor’s degree and higher

By gender (age 16 and older)

Men 857,000 1.9%
Women 1,450,000 2.0 %
By age
Ages 16 - 24 271,000 1.6 %
Ages 25 -54 121,000 0.1 %
Age 55 and older 1,045,000 3.7%

Source: U.S. Bureau of Labor Statistics



The skills gap: Manufacturing
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The skills gap: Healthcare
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The skills gap: Energy
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