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Disclosure

The information contained in this report is based on sources
believed to be reliable but is not guaranteed as to accuracy and
does not purport to be a complete analysis of the security,
company or industry involved. Neither the information nor any
opinion expressed constitutes a solicitation for the purchase or
sale of any security. This report is designed to provide
commentary on market strategy and the opinions expressed
reflect the jJudgment of the authors as of the date of publication
and are subject to change without notice. Morgan Asset
Management assumes no responsibility or liability for any loss
that may directly or indirectly result from the use of such
Information by you or any other person. Securities are not FDIC
Insured, not a Deposit, may go down in value, not bank
guaranteed and not insured by any Federal Government
Agency.
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Financial Market Indices
Total Returns

2009

2010

S&P 500 Index (Domestic Large Cap Stocks)

26.47%

15.08%

S&P 500 Value (Large Cap Value)

21.17%

15.16%

S&P 500 Growth (Large Cap Growth)

31.58%

15.11%

KBW Bank Index

-1.67%

23.36%

Russell 2000 Index (Domestic Small Cap)

27.17%

26.87%

EAFE Index (Developed Country Foreign Stocks)

32.18%

8.44%

Barclays Aggregate Index (Inv Grade Bonds)

5.93%

6.54%

U.S. T-Bills (3 Month)

0.23%

0.15%

Merrill Lynch 1-30 Year Muni Bond Index

14.54%

2.25%
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Sources: Bloomberg, Barclays, Merrill Lynch




1.7%
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3Q10 2.6%
1Q10 3.7%
4009 5.0%

2Q10

15t Quarter 1979 — 34 Quarter 2010
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amms/-\\/eek Average

claims have declined significantly,
they remain near the high of the

Although new unemployment
previous two recessions.
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e==»\Weekly Claims

Recession Periods
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Unemployment Rate (Percent)

eamms Unemployment

The unemployment rate tends to
remain elevated or even rise in
the years following recessions.
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es=wNon-Farm Payrolls

Q
o+
q0)
oc
i)
-
()
=
>
i)
o
&
Q
-
>

Recession Periods

©
c
(G
e
IS
S
>
©
¥
&
S
T
-
c
O
Z
N
>
=
Q
Qo
c
(T
<
@

T
- —ad

o o
< ~N

Source: Bloomberg

(spuesnoy]) s|josheq wae4-uoN ul a3uey) Ajyiuop




U.S. CPIl and Core CPI Index
Dec 1979 — Nov 2010

The Fed’s quantitative easing is
designed to raise inflation in order to
avoid a Japan-like deflationary spiral.

Recession Periods Fed's (Undeclared) Target @ Core CPI

Source: Bloomberg MMORGAN ASSET MANAGEMENT




Past Recoveries
(1975, 1983,
1991, 2002)

2010 Recovery

Source: ISI Group

2010 U.S. Economic Recovery
Compared to Prior Recoveries

15t Year 2nd Year 3rd Year

5% 4% 4%
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What Does History Tell Us About
The Length of U.S. Economic Recoveries?

Trough to Peak (Months)
1954 - 1957 39
1958 — 1960 24
1961 - 1969
1971 -1973 36
1975 -1979 58
1980 - 1981 12
1983 — 1990 92
1991 - 2000
2002 — 2007
Average

Source: NBER A MORGAN ASSET MANAGEMENT




Global Economic Expansion

2009 GDP 2010 GDPe 2011 GDPe

U.S. 0.2% 2.8% — 3.0% —

Eurozone -4.1% 1.7% 1.4%

Japan -6.3% 2.1% | 1.8%

China 9.1% 10.1% 9.0%

Brazil -0.6% 7.5% 4.5%

Average -0.4% 4.8% 3.9%

Source: Bloomberg Consensus, BOJ M MORGAN ASSET MANAGEMENT




PIIGS Debt Ratings Changes (S&P)
2008 to 2010

Only Italy’s rating remains
unchanged at “single-A.”

Portugal Ireland Greece

Source: Bloomberg AMORGAN ASSET MANAGEMENT
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European Government Bond Yields
10-Year Maturity

Borrowing costs for the
PIIG nations have risen
significantly relative to
Germany.

em=eGermany esssPortugal esss|reland esss|tgly es=oGreece emmwSpain
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Source: Bloomberg
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U.S. Total Debt by Sector

Dec 1999 to Sept 2010

The private sector continues
to deleverage.
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Public sector debt is
expanding at an
alarming rate.

emmsFederal Government ess»Non-Financial Business em=»Households es==»Domestic Financial

loomberg/Federal Reserve/Ws) A MORGAN ASSET MANAGEMENT
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service burden is close
to the average of the

The consumer debt
last thirty years.
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March 1980 to September 2010
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In hopes of preventing deflation
and reducing unemployment,
the Federal Reserve has kept
short term rates near zero for

two years.
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1971 - 2010
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U.S. Federal Reserve Balance Sheet

m Other Credit
Programs & Balance
Sheet Items

The Fed’s quantitative easing
efforts have grown the Fed’s
balance sheet with the intention B Treasuries
of spurring economic activity. Is
this a future inflation problem?

B Mortgage-Backed
Securities

S Trillions

B Agency Debt

B Commercial Paper &
Money Market
Facilities

M Bear Stearns & AIG

1/3/2007
3/3/2007
5/3/2007
7/3/2007
9/3/2007
11/3/2007
1/3/2008
3/3/2008
5/3/2008
7/3/2008
9/3/2008
11/3/2008
1/3/2009
3/3/2009
5/3/2009
7/3/2009
9/3/2009
11/3/2009
1/3/2010
3/3/2010
5/3/2010
7/3/2010
9/3/2010
11/3/2010

Source: Bloomberg MMORGAN ASSET MANAGEMENT
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U.S. Federal Budget
FY 1969 — FY 2009
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m Federal Budget Deficit e=li== Deficit as a % of Nominal GDP

Source: Bloomberg/White House MMORGAN ASSET MANAGEMENT

Office of Management and Budget
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U.S. Federal Debt as % of GDP
1940 - 2010

Government debt relative to
GDP has risen to levels not
seen since the Second World
War. Unlike WWII, there is no
end in sight.

Periods after Fiscal Year 2010
are estimated based on
OMB Projections.
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Office of Management and Budget

19




normal levels, Treasury bonds
will likely underperform most

If yields return to historically
other asset classes.

e Average
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@10 Year Treasury

Dec 1959 — Dec 2010

Recessionary Periods
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Corporate spreads are
likely to tighten as the
economic recovery
becomes more
entrenched.

Dec 1999 — Dec 2010
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Source: Barclays




U.S. Treasury and
AAA Municipal Yield Curves

The Treasury yield curve has
steepened and portends
stronger growth. Muni yields as
a percentage of Treasuries are
near historic highs.

«===TSY:12/31/07  e===TSY:12/31/10 e====Muni:12/31/10

Source: Bloomberg MMORGAN ASSET MANAGEMENT
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S&P 500 Stock Index
Dec 1979 — Dec 2010

/ 3/9/09 low

Expansionary fiscal and

monetary policy and strong
profit growth has lifted stocks |
from the recession lows.
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Source: Bloomberg
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Stock Market Valuation Fundamentals
S& P 500 Index

Dec 2010 20-year Average

P/E Ratio 15.2X 17.6X

P/B Ratio 2.2X 2.8X

Dividend Yield 1.8% 2.1%
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July 1992 to December 2010
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Stocks Rich

Stocks Cheap
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Source: Bloomberg/FactSet




2011 Investment Themes

Global Economic Growth Continues

Growth in G-7 Developed Nations Lags Emerging Countries
U.S. Economic Policy Remains Stimulative

Fate of PIIGS and Euro Currency Remains Uncertain

Global Bond Yields Trend Higher

Equity Returns Outpace Bonds and Cash
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