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A steep drop in the U.S. saving rate signals
a major shift

The U.S. economy overshadows all other issues

Financial markets worldwide have been destabilized by fears about sovereign risk, particularly
concerning Greece. But the sustainability of the U.S. economic is still the most important issue for
investors. On average, economists are predicting a 3% growth rate for the U.S. economy in 2010
(Deutsche Bank is the most bullish with a 3.8% growth forecast.) Fears about W dip recession in the
U.S. economy have dissipated. Nevertheless, the consensus outlook is for the U.S. economy to
recover at only a moderate pace that is only about half the speed of a normal recovery.

Consumers are no longer pessimistic about the future

There is a growing likelihood that the consensus growth forecast will be raised. The primary reason is
the ongoing drop in the U.S. household saving rate. This was confirmed recently with the
announcement of a 3.3% saving rate in January, a sharp drop from December. Due to mounting
pessimism sparked by the financial crisis, the saving rate rose from 1.2% in the first quarter of 2008 to
4.9% in April 2009 and then skyrocketed to 6.4% in May. In the remainder of 2009, the household
saving rate has been lower: 4.9% in June, 4.3% in July, 3.4% in August, 4.2% in September, 4.1% in
October, 4.1% in November and 4.2% in December. But in January 2010, this figure fell to 3.3%. This is
the same level as before the Lehman shock, demonstrating that consumer pessimism will soon be
eliminated. Looking ahead, the improvement in consumer sentiment is almost certain to continue. One
reason is that the loss of jobs is nearing the end. U.S. job losses totaled 740,000 in January 2009 but
only 20,000 in December. Another reason is that consumers are starting to benefit from the wealth
effect because of the stock market rally and the end of the decline in housing prices.

Nine-month growth in household net wealth was half of GDP

Net wealth of U.S. households reached a peak of $66 trillion in the second quarter of 2007 and then fell
all the way to $48.5 trillion in the first quarter of 2009. But net wealth rebounded to $53.4 trillion in the
third quarter of 2009, an increase of $5 trillion in only six months. About another $2 trillion may have
been added in the fourth quarter. Overall, growth in household net wealth over the final nine months of
2009 was $7 trillion, which is approximately half of the U.S. GDP. The impact of this upturn in net wealth
should not be underestimated.

Companies are fully prepared for a recovery

Why is the household saving rate so important right now? The reason is that the possibility of a loss of
consumer confidence is the only significant source of concern about the U.S. economy. But U.S.
companies are performing very well. For example, labor’s share of income has dropped to an all-time
low, excess liquidity on balance sheets is at an all-time high, and many companies have been signaling
strong earnings. Companies have stored up a massive amount of energy. Consumer confidence holds
the key to when the full-scale creation of demand will begin. Companies have more than enough
resources to make investments and increase their workforces. Once executives see an upturn in
consumer spending, they are prepared to issue the green light for investments and hiring. This is why
the household saving rate is critical. Now that we have seen a big improvement (decline) in the saving
rate, | think that companies will finally start recruiting workers in fairly large numbers. Investors should
not overlook the significance of this shift in the economic picture.

Figure 1 : U.S. Household Saving Rate

(%)

7
6
3MMA
5
4 - .
3 W/ )
5 . il " i} I \w Saving rate
\4 Jan.2010
3.3
1
0

06/01 06/07 07/01 07/07 08/01 08/07 09/01 09/07 10/01

Source: U.S. Dept. of Commerce, Musha Research

1/2

Musha Research Co., Ltd.
President
Ryoji Musha

Direct +81-3-5408-6821
E-mail: musha@musha.co.jp
http://www.musha.co.jp

901 Renai Partire Shiodome
2-18-3 Hiagshishinbashi,
Minato-ku, 105-0021 Tokyo



>
—_
©
+—
c
Q
S
=
@]
@)
=
(&)
@®
Q
(%]
Q
o
©
=
2
>
p=

m Musha Research

02 Mar. 2010

© Copyright 2010 Deutsche Securities Inc. and Musha Research Co., Ltd

Although the information contained herein is based on sources that Musha Research believe reliable, Musha Research do not make any representation or warranty, express or implied, with respect to the fairness,
correctness, accuracy, reasonableness or completeness of the information and opinion herein. Musha Research is not responsible for any losses or damages incurred by your relying on such information and opinion.
The analyses or opinions contained herein may be based on assumptions that if altered can change the analyses or opinion expressed. Nothing contained herein shall constitute any representation or warranty as to
future performance of any financial product, credit, currency rate, interest rate or any other market or economic measure. Furthermore, past performance is not necessarily indicative of future results. Musha Research
has no obligations to update, modify or amend this document or to notify a reader in the event that any matter stated herein changes or subsequently becomes inaccurate. When you analyze risks and issues on
investment, finance, tax, law and/or accounting contained herein, you should take steps to ensure that you understand the transaction and have made an independent assessment of the appropriateness of the
transaction and it is strongly recommended to seek advice from your own experts and/or advisors, in light of your own objectives and circumstances. This document shall not be construed as and does not form part
of an offer, nor an invitation to offer, nor a solicitation or recommendation to enter into any transaction with DSI or any of its affiliates, nor is it an official or unofficial confirmation of terms. This document and any
information contained herein are confidential and may not be reproduced or distributed in whole or in part without our prior written consent.

2/2



