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Preview 13 July 2009

US economic indicators (week of 13 to 19 July 2009)

» PPl & CPI (Jun): upward pressure from energy prices, but core inflation remains subdued
» Retail sales (Jun): rising mainly because of high gasoline prices
»  First regional manufacturing indices (Jul): still indicating contraction
» Industrial production (Jun): capacity utilisation rate set to hit new historic low
» Housing starts and building permits (Jun): stabilising at very low levels
Indicator Date BHF forecast Consensus Previous
forecast
Budget statement / Jun Mon 13 Jul, 20:00 —-$97.0bn -$97.0bn +$33.5bn
Producer prices (PPI) / Jun Tues 14 Jul, 14:30 1.0% mom 0.9% mom 0.2% mom
-5.1% yoy -5.2% yoy -5.0% yoy
PPI ex food & energy / Jun Tues 14 Jul, 14:30 0.0% mom 0.1% mom —0.1% mom
2.8% yoy 2.9% yoy 3.0% yoy
Retail sales / Jun Tues 14 Jul, 14:30 0.6% mom 0.4% mom 0.5% mom
— less cars 0.7% mom 0.5% mom 0.5% mom
Business inventories / May Tues 14 Jul, 16:00 —-0.8% mom —-0.5%mom -1.1% mom
Consumer prices (CPI) / Jun Wed 15 Jul, 14:30 0.7% mom 0.6% mom 0.1% mom
-1.6% yoy -1.5% yoy -1.3% yoy
CPI ex food & energy / Jun Wed 15 Jul, 14:30 0.1% mom 0.1%mom 0.1% mom
1.7% yoy 1.7% yoy 1.8% yoy
NY Empire manuf. index / Jul Wed 15 Jul, 14:30 -5.0 -5.0 -9.4
Industrial production / Jun Wed 15 Jul, 15:15 —0.5% mom —0.6% mom -1.1% mom
Capacity utilisation / Jun 68.0% 67.9% 68.3%
FOMC minutes / 24 Jun Wed 15 Jul, 20:00
Initial jobless claims / 11 Jul Thur 16 Jul, 14:30 550k 554k 565k
Net LT foreign sec. purch. / May Thur 16 Jul, 15:00 —$40bn —$53.2bn
Philadelphia Fed index / Jul Thur 16 Jul, 16:00 -5.0 -5.0 -2.2
NAHB housing market index / Jul Thur 16 Jul, 19:00 15 16 15
Housing starts / Jun Fri 17 Jul, 14:30 530k 528k 532k
Building permits / Jun 530k 524k 518k

The Congressional Budget Office (CBO) estimates that the budget statement will show a deficit of
$97bn in June. This would be the first June deficit in more than 10 years, as tax receipts generally lead to
a surplus in that month. But as a result of the recession, revenues are falling. However, the increase in
outlays is the main reason for the $130bn swing in the budget balance compared to the previous year. The
deficit in this fiscal year so far would amount to $1,089bn, compared to $286bn in the first nine months
of the fiscal year 2008.
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Energy prices will have pushed headline inflation
higher in June, as crude oil and gasoline prices
jumped by 15 to 20% on average, and seasonal ad-
justment factors will not dampen the rise this time.
We thus expect producer prices, which rose by
0.2% mom in May, to have gone up sharply by 1%
mom in June, still leading to a decline of 5.1% yoy.
The weakness in domestic and foreign demand sug-
gests that core PPI will have remained unchanged
mom, lowering the annual rate to 2.8% — still rela-
tively high. The same goes for consumer prices: we
predict that CPI will have increased by 0.7% mom
in June. The yearly rate could nevertheless drop to —
1.6%. Core CPI is likely to have gone up by a mere

0.1% mom again, lowering the yearly rate to 1.7%.
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Business inventories are expected to have declined

by 0.8% mom in May: we already know that factory
inventories fell by 0.6%, and wholesale inventories by
0.8% mom. Retail inventories are likely to have gone

down by a good 1% mom again. The slower depletion
of inventories will have contributed positively to GDP
in Q2.

Whereas the Philadelphia Fed index improved mark-
edly in June, the New York Empire manufacturing
index fell back somewhat. We expect the gap to nar-
row and both indices to remain below zero in July,
still indicating contraction. Thus we forecast a level
of -5 for both the New York Empire and the Phila-
delphia Fed index in July.

The ISM production component rose to 52.5 in June,
indicating expansion in the manufacturing sector for
the first time since August 2008. But aggregate work-
ing hours in manufacturing fell sharply again, and in-
dustry data show that utilities alone could have damp-
ened production by 0.3 percentage points. We thus
predict that industrial production will have fallen
by 0.5% mom in June. The capacity utilisation rate

is likely to have hit a new historic low of about 68%,

20 slight decline in domestic vehicle sales, retail sales
00 less cars are likely to have risen a little bit more. But
20 rainy weather and price discounts will have damp-
ened nominal sales. In real terms, despite support
80 from the government fiscal package, retail sales will
100 at best have risen slightly, as the downward trend in
consumer confidence indicates that people are less
willing to spend money.
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indicating downward pressure on inflation and no necessity for capacity enhancing investment in the
foreseeable future.

The FOMC minutes of the meeting on 23 and 24 June will include adjusted projections for GDP
growth, the unemployment rate and inflation. Contrary to the last update in April, we are not expecting
any major revisions of the projections in the table below, but unemployment rates are likely to be revised
upwards, given that the jobless rate already reached 9.5% in June.
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Initial jobless claims went down noticeably by 52k to 565k in the week ending 4 July, perhaps connected
with the seasonal adjustment process, as the usual summer shutdowns in the automotive industry had set
in earlier this year due to the economic weakness. However, continuing claims increased sharply to a new
record of 6.883m, partly due to the extension of benefit entitlements. We expect similar seasonal ad-
justment quirks in the week ending 11 July, and thus jobless claims could have fallen further to
about 550k.

_ o _ After a low in January of +8, the NAHB index of
Housing starts, building permits homebuilder sentiment improved continuously to 16 in
toco and NAHB index "% May. But the upward trend stalled in June, and the index
declined to 15. We expect it to have remained stable

in July.
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900 future. We forecast that housing starts, which rose by
650 : 15 17.1% in May, will have remained stable at about
400 5 530k in June, and building permits could have risen
S &L LSS SO to the same level.
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This report has been prepared by BHF-BANK Aktiengesellschaft on behalf of itself and its affiliated companies (together "BHF-
BANK Group") solely for the information of its clients.

The information and opinions in this document are based on sources believed to be reliable and acting in good faith, but no repre-
sentation or warranty, express or implied, is made by any member of the BHF-BANK Group as to their accuracy, completeness
or correctness. Opinions and recommendations are given in good faith but without legal responsibility and are subject to change
without notice. The information does not constitute advice or personal recommendation, for which the duty of suitability would
be owed, but may facilitate your own investment decision. Moreover, you should seek your own advice as to the suitability of an
investment matter mentioned herein. Investors are reminded that the price of securities and the income from them can go down as
well as up and that the past performance of an investment or a market is not necessarily indicative for future results.

This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein
are not intended to be complete, and this document is not, and should not be construed as, an offer to sell or solicitation of any of-
fer to buy the securities mentioned in it.

BHF-BANK Group and its officers and employees may have a long or short position or engage in transactions in any of the secu-
rities mentioned in this document, or in any related securities.

This publication must not be distributed in the United States.
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