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1 Global Trade Has Recovered to Pre Lehman

January 11, 2010

Labor Market Recovery? Not Quite Yet.

Last week's batch of U.S. economic data provided a favorable backdrop

for U.S. equity prices. The reports showed that while the U.S. economy
continued to expand in late 2009/early 2010, it was not expanding quickly
enough to warrant any immediate action from the Federal Reserve (Fed) to
contain potential inflationary consequences. Solid reports on manufacturing
activity, vehicle sales, chain store sales, jobless claims, inventories, and
layoff announcements, were countered by weak readings on pending home
sales, job creation, and consumer credit. The strength of the consumer in
December (chain store sales and vehicles sales) was the most notable and
positive news of the week, while the December employment report was
the biggest disappointment. Our view remains that conditions for solid job
growth will remain in place, and that job creation will begin to accelerate
over the course of Q1 2010.

Later in the week, the focus will be on U.S. retail sales, consumer prices
and industrial production data for December, as participants assess the
strength of the economy as Q4 2009 ended and Q1 began. In addition, the
Fed will release its Beige Book, a qualitative assessment of the economy
from the Fed's vast network of business contacts, on Wednesday. That
report will provide insight (and spark debate) about the upcoming Federal
Open Market Committee (FOMC) meeting in late January.

Key Reports Last Week

ChineseTrade Data for December

Source: China Customs, Haver 01/11/10

21l LPL Financial

Over the weekend, the market absorbed another round of supportive
economic data from China, where exports rose 18%YoY and imports surged
56 %Year-over-Year (YoY) in December. Chinese exports are now back to the
level seen prior to the collapse of Lehman Brothers in September 2008 (and
are close to all time highs), signaling that the global “re-flation” trade that
has benefitted commodities remains firmly in place as we enter 2010.

December U.S. Jobs Report

Last Friday’'s U.S. nonfarm payroll report was last week's biggest
disappointment. After a week of hype and buildup, the December jobs
report turned out to be a dud, as nonfarm payroll jobs fell by 85,000
between November and December. The 85,000 drop in jobs in December
was a disappointment relative to the consensus forecast for no change

in jobs and the slight gain (4,000) in jobs reflected in the revised data for

Member FINRA/SIPC
page 1 of 4



2 Job Growth Should Return Over the Next Few Months
Average Monthly Gain in Jobs the 6 Months After End
of Recessions

450,000
400,000
350,000
300,000
250,000
200,000 —
150,000
100,000 —

50,000
0
-50,000

1975 1983 1991 2002 2010
Source: LPL Financial Research, Haver 01/11/10

Despite the drop in December,
we still think that the economy
could see job growth of between
200,000 and 250,000 over

the next 6 to 9 months.

That means that the Fed will
continue to be a “tailwind”
for markets for a little longer
than anticipated before the
report was released.
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November. Despite the drop in December, we still think that the economy
could see job growth of between 200,000 and 250,000 over the next 6 to 9
months. This projection is based on:

= The recent drop in jobless claims
= The surge in corporate profits and profit guidance

= The big drop in layoff announcements and the above 50 readings on the
employment components of the national and regional Institute for Supply
Management and Fed manufacturing surveys

= The return of global trade, as signaled by the strong reading on
Chinese exports

The 200,000 to 250,000 pace of jobs growth would be below the 350,000
to 400,000 jobs per month created early in the robust 1983-84 job
recovery, and in-line with the robust job recovery in the mid 70s, but better
than the tepid jobs growth seen after the recessions of the early 90s and
early 00s.

Key Reports This Week

Beige Book (Wednesday, January 13):

= For the Fed, the December jobs report probably bought them some time,
and further extends the “extended period”. That means that the Fed will
continue to be a “tailwind” for markets for a little longer than anticipated
before the report was released.

= \While the macro backdrop is not exactly the same today as it was in
2003, in the 6 months before the Fed signaled a shift in rates at its
January 2004 FOMC meeting, the economy added total of 221,000 jobs,
roughly 40,000 per month. Over the past 6 months, the economy has
shed 805,000 jobs, an average of 134,000 jobs per month. On balance,
while the labor market has improved versus early 2009, the labor market
is nowhere near as strong as the labor market was in late 20083, just
before the Fed signaled a shift in rates.

= |n addition, the comments on the labor market in recent Beige Books
(the Beige Book is released two weeks ahead of each FOMC meeting)
are still saying that the labor market is “weak” or “mixed.” That type
of language is similar to the language used by the Fed to describe
labor market conditions in mid 2003 —a full six months prior to the Fed
signaling rate hikes in its January 2004 FOMC statement.

= Thus, we have not yet seen the Beige Book characterize the labor market
as "“stabilized” as it did in Nov 2003, which preceded the shift in tone
in the Beige Book on 1/14/04. Likewise, the shift in tone, preceded the
signal of the shift in policy at the January 2004 FOMC meeting.

December Retail Sales (Thursday, January 14)

= The U.S. government will report its tally of December retail sales this
week. The data will allow us to get a more comprehensive reading on

Page 2 of 4



Last week, the nation’s retailers
reported sales for December. The
data revealed that holiday sales on

a “same store” basis, according to
the International Council of Shopping
Centers, rose 1.8%, nearly double
their forecast for a 1%YoY gain in
comp store sales in November and
December 2009 versus the similar
period in 2008.

3 Despite the Uptick in Headline Inflation, Long-term
Inflation Expectations Remained well Anchored
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overall retail sales during the November/December holiday season in
2009 versus 2008.

Last week, the nation’s retailers reported sales for December. The data
revealed that holiday sales on a “same store” basis, according to the
International Council of Shopping Centers, rose 1.8%, nearly double
their forecast for a 1%YoY gain in comp store sales in November and
December 2009 versus the similar period in 2008.

Retailers’ same-store sales results for December came in much better
than expected, rising 2.8% vs. expectations for a 2.5% gain.

Overall, retail sales in December versus November are likely to be
modest. The consensus is looking for a 0.3% Month-over-Month (MoM)
gain, and a 0.2%MoM gain excluding auto sales, which were quite
strong in December.

If realized, the 0.2% MoM gain in retail sales, excluding autos, would be
the fifth consecutive month-over-month gain in this metric.

Chain store sales posted week-over-week gains in four of the five weeks
of December.

Most measures of consumer sentiment rose between November and
December, while gasoline prices held steady.

After a very warm November, the average temperature nationwide in
December was 3.2 degrees colder than usual, making December 2009
the 14th coldest December on record. Typically, colder (and wetter) than
usual weather holds down retail sales, all else equal.

In additional to being colder than normal, December 2009 saw more
precipitation that usual, making it the 11th wettest December on record.

December CPI (Friday, January 15)

— Prof Forecsters: CPI Inflation Rate Over the Next 10 Years:
Median % (l)
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On a year-over-year basis, the market expects another sizable gain in
headline inflation in December (2.8%Yyoy) after the 1.8%YoY gain in CPI
in November.

The November CPI reading broke the pattern of deflation (falling prices)
that has been in place since the beginning of 2009. Energy costs drove
deflation in late 2008 and through the first ten months of 2009, and will
be the key factor driving headline inflation higher in late 2009 and early
2010.

Despite the uptick in headline inflation, overall, long term inflation
expectations remained well anchored—even in the face of the Fed's
massive quantitative easing program—which may allow the Fed to keep
rates lower for longer.

We still think decelerating core prices, not headline inflation, is a bigger
risk for the Fed over the first half of 2010.

The recent drop in the dollar (15% since its recent peak in March 2009)
has raised some concerns among market participants and Fed officials
alike that the falling dollar could trigger an uptick in inflation. Over the
long term, there is virtually no relationship between movements in the
dollar and the CPI inflation rate.
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific

advice or recommendations for any individual. To determine which investment(s) may be appropriate for you,

consult your financial advisor prior to investing. All performance reference is historical and is no guarantee of
future results. All indices are unmanaged and cannot be invested into directly.

Investing in international and emerging markets may entail additional risks such as currency fluctuation and

political instability. Investing in small-cap stocks includes specific risks such as greater volatility and potentially
less liquidity.

Stock investing involves risk including loss of principal Past performance is not a guarantee of future results.

Small-cap stocks may be subject to higher degree of risk than more established companies’ securities. The
illiquidity of the small-cap market may adversely affect the value of these investments.

This research material has been prepared by LPL Financial.

The LPL Financial family of affiliated companies includes LPL Financial and UVEST Financial Services Group, Inc., each of which is a member of FINRA/SIPC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not

an affiliate of and make no representation with respect to such entity.

| Not FDIC or NCUA/NCUSIF Insured | No Bank or Credit Union Guarantee | May Lose Value | Not Guaranteed by any Government Agency | Not a Bank/Credit Union Deposit
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