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Interest rates remained at unprecedented low levels through
2009. On December 16th, the Federal Reserve (“Fed”) repeated
its pledge to keep interest rates “exceptionally low” for “an
extended period” and said the economy is strengthening.

“Deterioration in the labor market is abating,” the Federal
Open Market Committee said in a statement after meeting in
Washington. “Household spending appears to be expanding
at a moderate rate, though it remains constrained by a weak
labor market, modest income growth, lower housing wealth,
and tight credit”

“Now, the theme for 2010 is when the Fed is going to
tighten and if that’s going to stop the market from running,’
said one source on Bloomberg. Chairman Ben S. Bernanke
is attempting to wind down emergency stimulus programs,
while minimizing concerns that inflation will accelerate as
the economy picks up.

Persisting problems with the economy, such as the elevated
jobless rate, which reached 10.2 percent in October, is one

%

reason Federal Reserve policy makers said December 16th

that they would keep their benchmark interest rate low for

an “extended period.” Another reason was that prices aren’t
accelerating. The Fed’s preferred inflation gauge, increased less
than forecast. The measure, which is tied to consumer spending
and strips out food and energy costs, rose at a 1.2 percent
annual pace following a 2 percent increase in the prior quarter.

However, Gross Domestic Product (GDP) grew at a 5.9% rate

in the fourth quarter, and the Institute of Supply Management
(ISM) manufacturing index increased to 60, indicating further
economic expansion. Confidence among U.S. consumers rose
in December for a second month. The Conference Board’s
consumer confidence index rose to 52.9 in December from 50.6
in November, after reaching a record low 25.3 in February 2009.

HISTORICALTWO-YEAR U.S. TREASURY YIELDS

The Two-Year Treasury Constant Maturity 7.00%
Index, as shown on the right, is published by
the Federal Reserve Board and is based on the 6.00%
average yield of a range of Treasury securities,
; . 5.00%

all adjusted to the equivalent of a two-year
maturity. This index is used to establish the

- . e . 4.00%
price of various debt securities, including
certificates of deposit (CDs). 3.00%
On December 5th Treasury two-year note

. . 2.00%
prices fell the most since August as reports
indicated the U.S. economy lost the fewest jobs 1.00%
in November (initial reports indicated) since SR
the recession began. A Federal Reserve report 0.00%

stated economic conditions were “modestly”

improved. Yields gained 15 basis points to ‘99
reach 0.83%. (The November job figures were

later revised to reflect a net gain of 4,000 jobs.)
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Source: Bloomberg Finance L.P. 11/99 - 12/09.



YIELD CURVE

The yield curve is the relation between the 5.00%

interest rate (or cost of borrowing) and the time Il Current Yield Curve
to maturity of the debt (typically Treasury Debt). I One-Year Prior

The yield curve is often used as a benchmark 4.00%

for lending rates and can be used to predict

economic changes.
3.00%

The Treasury yield curve, a gauge of the health
of the U.S. economy, widened to a record in
December as investors bet an accelerating 2.00%
recovery will fuel inflation and lower demand for

the unprecedented sales of government debt. The

gap between 2-year and 10-year yields widened 1.00%
to a record 2.88 percentage points on Dec. 22,
from 1.45 percentage points at the beginning of
the year.
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Source: Bloomberg Finance L.P. 12/31/09

DIFFERENCE IN YIELD BETWEEN 3-MONTH U.S. TREASURY BILL
AND 3-MONTH LIBOR

The difference between what banks and the 2.50%
Treasury pay to borrow money for three months
is called the “TED” d.
is called the sprea 2.00%
The TED spread is considered to be a measure
of how freely capital is flowing through the .
international banking system. In general, the 1.50%
lower the spread, the higher the confidence
that short-term loans made to other banks will 1.00%
be paid back.
Yields suggest bank lending has stabilized in 0.50%
the range of 0.15 to 0.25. Itis down from 1.35
percentage points from the end of 2008.
0.00%
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Source: Bloomberg Finance L.P. 1/09 - 12/09.
S&P 500 INDEX
The S&P 500 Index is a value-weighted index 1,500
comprised of the largest 500 stocks in the 1400
U.S. (by market cap) and is considered to be '
representative of the broad U.S. stock market. 1,300
The S&P 500 finished the year with the biggest 1,200
yearly gain in seven decades. The S&P 500 closed 1,100
at 1110.70, up from 890.80 at the close of 2008
and after hitting an intra-year low of 668.20 on 1,000
March 9, 20009. 900
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Source: Bloomberg Finance L.P. 2/06 - 12/09.
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CBOE VOLATILITY INDEX" (VIX)

The CBOE Volatility Index (VIX) is a measure
of market volatility conveyed by S&P 500
stock index option prices.

The VIX posted a record annual drop as
investors paid less for protection from declines
in the S&P 500. It fell to 19.47 December 24,
2009 from a record high of 80.86 in November
of 2008.

GROSS DOMESTIC PRODUCT

Gross domestic product (GDP) is the
monetary value of all the finished goods and
services produced within a country’s borders,
usually calculated on an annual basis.

GDP grew at a 5.7 percent rate in the fourth
quarter, which exceeded the median forecast
of economists surveyed by Bloomberg News,
which was the best performance since the
third quarter of 2003, according to figures
from the Commerce Department. Efforts to
replenish depleted inventories contributed 3.4
points to GDP, the most in two decades.
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CHANGE IN NONFARM PAYROLL VERSUS UNEMPLOYMENT RATE

The nonfarm payroll is a statistic compiled

by the U.S. Bureau of Labor Statistics (BLS)
intended to represent the total number of
paid U.S. workers of any business, excluding
government, private household and nonprofit
organization and farm employees.

Employers in the U.S. added 4,000 jobs in
November marking the first time since the
recession began that jobs were added, and
the unemployment rate unexpectedly fell to
10% from 10.1%. But 85,000 jobs were lost
in December with the unemployment rate
holding steady at 10%.
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PRICE OF CRUDE OIL PER BARREL

The price of crude oil is a historical reflection
of the spot price of light sweet crude oil
traded on the New York Mercantile Exchange
(NYMEX).

Oil prices reached a 2009 low of $32.70 a
barrel on January 20 as the recession reduced
demand, and reached as high as $82 on
October 21, partly due to a weaker dollar
increasing the demand for commodities.

CONSUMER CONFIDENCE

Consumer confidence is measured by the
Consumer Confidence Index (CCl), a monthly
survey of 5,000 random homes measuring
the level of confidence consumers have with
respect to the economy in the short term.
The CCl was established in 1985 with a base
weight of 100.

Consumer confidence rose among U.S.
consumers in December for the first time in
three months as job losses slowed, rising to
72.5 from 67.4."The economic contraction
may be over but consumers are not yet
embracing it as households continue to worry
about job losses, high unemployment, rising
foreclosures, high energy costs, and tight
credit conditions,” wrote one economist on
Bloomberg web site.

RETAIL SALES

Retail Sales are measured by the Retail Sales
Index, a measure of merchandise sold within
the retail trade by taking a sampling of com-
panies engaged in the business of selling end
products to consumers.

U.S. retail sales for December increased 5.4
percent above December 2008. And sales for
the October through December 2009 period
were up 1.9 percent from the same period a
year ago indicating consumer confidence is
slowly returning.
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Source: Bloomberg Finance L.P. 2/09 - 12/09.
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Source: Bloomberg Finance L.P. 12/99 - 12/09.
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ISM MANUFACTURING INDEX AND ISM NON-MANUFACTURING INDEX

The ISM Manufacturing and ISM Non- 65
Manufacturing indexes gauge the state of
U.S. industry in the manufacturing and non- 60

manufacturing sectors, respectively. Economists
often look to the manufacturing index as an
indicator for economic turnarounds. 50

55

The Institute for Supply Management-Chicago

Inc. said its business barometer rose to 60, 45

exceeding the most optimistic estimate of
. 40

economists surveyed by Bloomberg News and

the highest level since January 2006. Readings 35 Bl 1SM Manufacturing Index

above 50 signal expansion. I 1SV Non-Manufacturing Index

: Contraction
Spurred on by government incentives and discount 30 y

pricing, rising global demand has reduced
stockpiles, which may cause manufacturers to
increase production into early 2010. Source: Bloomberg Finance L.P. 1/04 - 12/09.
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YEAR-OVER-YEAR CONSUMER PRICE INDEX

The Consumer Price Index (CPI) is a monthly 6.00% | HIE CPi
measure of changes in the prices paid by
. 5.00%
households for a representative basket of
goods and services. CPl is generally used as 4.00%
a measure of inflation. Core CPIl excludes
food and energy, as well as other items that 3.00%
generally experience volatile price fluctuations. 2.00%
Compared with a year earlier, consumer prices 1.00% vy Fed’s Comfort Zone for Core CPI
were up 1.8 percent. Core prices rose 1.7
percent from November 2008, matching the 0.00%  [rorrrrrrrrrrr e e R e
year-over-year gain in October. 1.00%
Federal Reserve policy makers’ long-term forecast
for their preferred measure of inflation, the Com- -2.00%
merce Department index tied to consumer spend- 12/04 12/05 12/06 12/07 12/08 12/09
ing and excluding food and fuel, calls for gains in
arange of 1.8 percent to 2 percent. That gauge, Source: Bloomberg Finance L.P. 12/04 - 12/09.

which is typically lower than the CPI, was up 1.4
percent in the 12 months to October.

FEDERAL FUNDS RATE (1972-2010)

The Federal Funds rate is the interest rate at which 20%

a depository institution lends balances (federal 18%
funds) at the Federal Reserve to another depository
institution overnight. This rate is set by the Federal 16%
Open Market Committee (FOMC) in an effort to 14%
regulate the U.S. economy. 12%
The Federal Reserve left interest rates at record lows 10%
through the 4th Quarter, and reiterated that they

would keep the target at almost zero for an “extended 8%
period. But they added, “Financial market conditions 6%
have become more supportive of economic growth,” 4%
and deterioration in the labor market is “abating.’ Policy

makers restated that low interest rates are dependent 2%
on“low rates of resource utilization, subdued inflation 0%

trends, and stable inflation expectations.” The Fed's

decision was unanimous. 71 74 ‘77 ‘80 ‘83 ‘86 ‘89 ‘92 ‘95 ‘98 ‘01 ‘04 ‘07 ‘09

Source: Bloomberg Finance L.P. 12/71 - 12/09.



EXISTING AND NEW HOME SALES

Existing and new home sales measure the
amount of pending sales of existing and new
homes, respectively.

Sales of new homes in the U.S. slumped

in December, indicating the extension of a
government tax credit has yet to shore up
demand.

Purchases declined 7.6 percent to an annual
pace of 342,000, the fewest since March,
according to the Commerce Department.

Sales of existing homes plummeted 17 percent
in December, the month after the credit was to
end. The decline was the biggest since records
began in 1968, the National Association of
Realtors said two days ago.

New home purchases, while accounting for less
than 10 percent of the market, are considered

a leading indicator because they are based on
contract signings.
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TWO-YEARTREASURY AND FEDERAL FUNDS RATE

The chart to the right illustrates historical
changes in two-year Treasury Notes and the
Federal Funds Rate.

The Fed Funds Rate remained at an all-time low
of 0.00% - 0.25% in the 4th quarter even as the
economy began to show signs of an economic
recovery. The relatively flat two-year rate
suggests that the bond market does not expect
economic growth to increase rapidly in the near
term. High unemployment and relatively low
growth expectations are reasons cited by the
Fed for maintaining the Federal Funds Rate at
the current low level.

Investors maintained bets the Fed won't
tighten policy until August to bring down a
jobless rate near a 26-year high.
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This Economic Update was prepared for PMA Financial Network, Inc., PMA Securities, Inc. and Prudent Man Advisors, Inc. (hereinafter “PMA”) clients. It is being provided for
informational and/or educational purposes only without regard to any particular user’s investment objectives, financial situation or means. The content of this document is
not to be construed as a recommendation, solicitation or offer to buy or sell any security, financial product or instrument; or to participate in any particular trading strategy
in any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Nor does it constitute any legal, tax, accounting or investment advice of services
regarding the suitability or profitability of any security or investment.

Athough the information contained in this Economic Update has been obtained from third-party sources believed to be reliable, PMA cannot guarantee the accuracy or
completeness of such information. It is understood that PMA is not responsible for any errors or omissions in the content in this document and the information is being
provided to you on an “as is” basis without warranties or representations of any kind.

PMA Securities, Inc. is a broker-dealer registered with the Securities and Exchange Commission (SEC) and Municipal Securities Rulemaking Board and is a member of Financial
Industry Regulatory Authority. Prudent Man Advisors, Inc. is an investment advisor registered with the SEC.



