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Human behavior cannot be
predicted. Distrust anyone
who claims to know the
future, however dimly.

The Zurich Axioms
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EXpect the
BEST

Prepare for the
WORST
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Normal, old and new

Globalization Protectionism
Laissez faire banking Dodd Frank et al.
Debt-led consumption Fear-based savings
Lesser role for gov’t Expanded gov’t role
Risk of Deflation High risk of Inflation
US GDP growth > 3% US GDP ~ 2%
Modest tax burden Higher tax-burden

Mohamed El-Erian, Bill Gross, PIMCO, Spring 2009
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Major economic uncertainties

Eurozone issues:

*  Will Greece default? Will the Euro survive? Contagion’s impact?
* Are major banks solvent after writing down sovereign exposure?
» How insolvent are the PIIGS (Portugal, Italy, Ireland, Spain, Greece)?

U.S. issues:

* Double dip ahead? Political dysfunction in Washington, D.C.
* Monetary policy: Out of ammunition? QE3? QE4?
 Fiscal policy (debt, deficits): Unsustainable? What to do?

China issues:

» Export- and infrastructure-driven model at risk if rest of world slows.
» Slowest growth in two years. Hard landing or soft?
» Potential political instability as leadership changes in 2012.

Copyright © 2011 Michael J. Parks

Aftermath of the Panic of 2008

U.S. net government debt as per cent of GDP

Actual Forecast

Data: International Monetary Fund
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Ponzi schemes? No, but . ..

Workers per retiree

United States ~ Germany
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Data: UN Population Division 2010 Revision COPYRIGHT © 2011 MICHAEL J. PARKS

Wow, That’s Fantastic!
Wow, That’s Frightening!

Default by Greece only a matter of time

Survival of the Euro in question

No one trusts big banks (especially other big banks)
Deposit money? It will cost you (Bank of NY Mellon)
Free money until mid-2013 (courtesy of Uncle Ben)
QE1, QE2, Operation Twist (to what effect?)
‘Unlimited” money-printing — by the Swiss!

In especially short supply: Safe havens for money

Copyright © 2011 Michael J. Parks
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True or false?

* Panic of 2008? Panic of 2008-"11?
 Great Recession?

 Great Disappointment?
 Repressed/Contained Depression?
» Second Great Contraction?

* Lesser Depression?

My answer: All of the above COPYRIGHT © 2011 Michael J. Parks

Great Disappointment
Post-recession % change in real U.S. output

Quarterly at annual rates

Great Recession:
1/08-6/09

Recession: 8/81-11/8
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Data: NBER, Bureau of Economic Analysis COPYRIGHT © 2011 MICHAEL J. PARKS

Start of recovery




Percent change

Pement change

Total change in U.S. Employment
Comparing 11 postwar recessions 45 months after peak

Maonths after peak (Data for 2007-2009 recession available through 45 months)
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Total change in U.5. output
Comparing 11 postwar recessions 14 guarters after peak

Cuarters after peak (Data for 2007-2009 recession available through 14 quarters)
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U.S. gross domestic product

(quarterly at annual rates, adjusted for inflation)

Data: Bureau of Economic Analysis COPYRIGHT © 2011 MICHAEL J. PARKS

The long road to U.S. recovery

Quiarters to overtake pre-recession high

Troughs
Q4 1949

Q2 1954
Q2 1958
Q11961
Q41970
Q11975
Q3 1980
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Q4 2001
Q2 2009

Average until
Great Recession: 2.7

Data: Bureau of Economic Analysis COPYRIGHT © 2011 MICHAEL J. PARKS




11/3/2011

Still short by 6.6 million

U.S. payroll employment since Great Recession's start

millions
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Needs improvement
U.S. payroll employment change monthly

thousands

125K needed to reduce unemployment
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Fodder for 2012

U.S. unemployment rates, %

==|nderemployment
==Headline
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Data: Bureau of Labor Statistics COPYRIGHT © 2011 Michael J. Parks

More fodder for 2012

Median duration of unemployment (weeks)
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Will work for money

Unemployed 27 weeks or longer

8
millions
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Let's sit this one out
U.S. labor-force participation, lowest since the mid-1980s

68%
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Data: Bureau of Labor Statistics Copyright © 2011 Michael J. Parks
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Shoe's on the other foot
U.S. payroll employment from start of Great Recession
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Look familiar?

Yields on 10-year government bonds

8%

Japan from Jan 1989
— U.S. from Jan 1999

Years from starting point
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Data: Japan Ministry of Finance, U.S. Federal Reserve Copyright © 2011 Michael J. Parks
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Painful for savers . . . and pension trustees

U.S. interest rates
8%
==10-year Treasury notes

==Federal funds
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Data: Board of Governors Federal Reserve System Copyright © 2011 Michael J. Parks

An ever-wider public trough
As % of U.S. GDP
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Data: Bureau of Economic Analysis COPYRIGHT © 2011 MICHAEL J. PARKS
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U.S. consumers still have game

U.S. retail sales excluding food services (millions)
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Factories hum thanks to exports

New U.S. orders for non-defense capital goods
(excluding aircraft)
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Data: Census Bureau Copyright © 2011 Michael J. Parks
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Not great, but not bad, and getting better

U.S. sales of autos and light trucks

Annual rate (millions)

'Cash for clunkers'
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Data: Bureau of Economic Analysis Copyright © 2011 Michael J. Parks

PhD economists: Dr. Copper,

Indexed copper and tin prices
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If something can't go on forever . ..

Federal spending and revenue as a per cent of GDP

Federal spending

Federal revenue

1971 81 2001 2010

Data: Congressional Budget Office COPYRIGHT © 2011 MICHAEL J. PARKS

Risky business
Volatility of the S&P 500 (VIX)
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Corporations? Doing fine, thanks
Corporate profits as % of GDP

Average since 1980: 6.0%

Data: Bureau of Economic Analysis
T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T AT T T rrrrrrrl

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

Not your father's global economy
Real output with forecast to mid-decade

—Chi_na Forecast
—India
—Brazil

2004 06 08 12 14 16
Data: Internatonal Monetary Fund. CopyriGHT © 2011 Michael J. Parks
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Are we there yet?
U.S. and Germany, yes, Japan, no

Real GDP indexed to Q4 2007
102
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Data: OECD

Definitely not there yet

Laggards among rich countries

Real GDP indexed to Q4 2007

Quarters
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Data: OECD
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Still a safe port in a storm

U.S. dollar against major currencies
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Highly cyclical: making stuff

Employment trends in the Evergreen State from 2003
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Data: Washington Employment Security Dept. Copyright © 2011 Michael J. Parks
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Philly Fed's take on Washington's economy

e | eading economic index == Coincident economic index 3
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Data: Federal Reserve Bank of Philadelphia COPYRIGHT © 2011 MICHAEL J. PARKS

Boeing baCklog (through September 2011)
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Aerospace employment in Washington

Direct employment, Boeing and suppliers; highest level since the 1990s
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Data: Washington Employment Security Dept. Copyright © 2011 Michael J. Parks

Evergreen growth engine
Just off a new high for software publishing employment
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Price of housing bust/Great Recession

Evergreen State direct forest-related employment

thousands

Loggin
g9ing Decline since Jan 07=
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Paper-related manufacturing

Wood-products manufacturing
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Data: Washington Employment Security Dept. Copyright © 2011 Michael J. Parks

Population growth to July 2010

Index: July 2000=100

—Washington 114.1
—Oregon 112.4
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Data: Census Bureau
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Risks for Washington

Global recession or depression

Sharp rise in value of $

Sharp rise in interest rates (to defend $?)
Rapid deceleration of China’s economy
IAM strike in 2012

Deterioration of educational system
Insufficient infrastructure investment

COPYRIGHT © 2011 MICHAEL J. PARKS

Advantages for Washington

Weak dollar

Export orientation

Multi-year Boeing backlog

Broad and growing technology sector
Above-average population growth
Diversified agricultural sector

No income tax

COPYRIGHT © 2011 MICHAEL J. PARKS
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Dollar weakness helps

Percentage change in Top 5 Washington exports from prior year
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Hit as hard in basic sectors as any state

Oregon employment trends
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Key
Indicators
to watch
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Change in payroll jobs
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