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AGENDA

B Prospects for U.S. and Maryland Economies
— Weak recovery most likely
— Risks remain elevated

— Maryland will fare better than the national
economy

B Significant Maryland State Fiscal Challenges
Ahead

W 2010 Legislative and Policy Issues
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CHART 1 - Real GDP Growth Forecasts (weak recovery)
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GDP - Positive Growth; Substantial Excess Capacity

B “V” Recovery Is Deceiving - Because of severity of
recession, projected GDP growth is too weak to
eliminate excess capacity

B Hard to Measure Excess Capacity
— Unemployment rate
— Capacity utilization rate

B GDP Growth Potential ~ 3.0%
— + Household growth ~ 1.0% (1.16% 1994-2009)
— + Productivity growth ~ 2.0% (2.36% 1994-2009)

B Current Excess Capacity ~ 8.0%
— Congressional Budget Office estimate is 6.3%
— GDP must grow faster than 3.0% to shrink excess
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CHART 2 — Real GDP Excess Capacity — 1988-2011
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GDP - 2009 Q3 Growth = + 3.5%

B Return to Positive GDP Growth Is a
Welcome Development

— However, the developing recovery is very fragile

— A rigorous review of Q3 GDP detail indicates that
growth would have continued to be negative by
as much as -1.1% without extraordinary levels of
stimulus

— Stimulus will fade gradually in coming quarters
and will exert a negative influence on GDP by the
end of 2010
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Manufacturing — Most Positive Sector Currently

M /nstitute of Supply Management Index Rose
to 55.7 in October

— Highest since the spring of 2006

— Any number above 50 means manufacturing is
expanding; below 50 manufacturing is
contracting

— Strong rebound in manufacturing growth due to:
0 Inventory restocking
0 Strong growth in China and Asia (demand for exports)
0 Weak U.S. dollar makes U.S. exports cheaper to buy

— Has industrial growth peaked?
0 Asia in a bubble?
o0 Inventory restocking could slow

— — Manufacturing a small sector of the economy
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Small Businesses — Still Under Considerable Stress

B Small Businesses Are Faring Less Well Than Mid-to-
Large Cap Companies (NFIB)

— Establishments with fewer than 20 employees account for
25% of employment, but accounted for 40% of growth in
Jjobs from 2003 to 2007

— Credit difficult to get and expensive

B Programs To Assist Small Business
— Expand SBA loan size
— Extend NOL carrybacks — (Senate passed yesterday)

— Promote “work-share” programs (17 states: employers cut
workers’ hours — not their jobs — and states make up a
portion of workers’ lost wages with unemployment
insurance payments.)
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Reasons Recovery Is Likely To Be Weak -
Unemployment

B Highest Unemployment Rate Since 1982

— U.S. unemployment rate in September was 9.8%

— Payroll employment declines in late 2008 and 2009
appear to be significantly understated in both the U.S.

and Maryland (this will not affect the reported unemployment
rates, but causes estimates of income to be overstated)

— The U.S. unemployment rate is projected to rise to
10.2% to 10.5% or higher before peaking in 2010

— Maryland unemployment rate in September was 7.2%,

the highest since 1983 (highest unemployment rate in the
last 50 years was 8.3% in 1982)
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CHART 3 — Unemployment Rate — The Good News:
Maryland Rate Lower and L Volatil
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CHART 4 - U.S. Unemployment Rate Forecast
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CHART 5 — Household Employment Growth — The Bad
News: Maryland Employment Growth Is Slowing (annual rate)
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Reasons Recovery Is Likely To Be Weak — Household

Wealth

B Household Wealth — Sharp Decline
— $10.8 trillion decline from Q4 2007 to Q2 2009
— 17% decrease in wealth

B Recent Improvement in Stock Prices and
Housing Prices Tenuous

— Some observe that normal post-recession stock
prices average 14X 12-month trailing operating
earnings vs. the current 19X

— Recent improvements in housing prices may be
due to foreclosure moratoria; tax credit for first
time home buyers; Obama administration
modification program; Fed purchases of MBS
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CHART 6 — Consumer Net Worth to Disposable Income
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Reasons Recovery Is Likely To Be Weak — Household

Income

B Household Income — Under Pressure

— Inflation-Adjusted Personal Income
0 -3.6% nationally since Q4 2007
0 +0.1% Maryland since Q4 2007

— Inflation-Adjusted Disposable Income
0 +0.4% nationally since Q4 2007

o Tax cuts, unemployment benefits, cash for clunkers, housing
tax credit, etc.

o0 But benefits of government stimulus will fade in 2010

— Per Capita Inflation-Adjusted Disposable Income
0 -1.2% nationally since Q4 2007
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