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The Recovery Has Arrived...

A
One Timely Indicator of Recession’s End

Percent of Insured Unemployed to Total Covered Employed

Covered Unemployment Rate
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Source: U'S: Enploy et and Training Adirinistration
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A
As of July 2009, Calculated Probability of Recovery was 91%
Probability Signals Recovery

U.S. Recovery Probabilities
Calculated Probability of a Recession Based on Leading Indicator Growth Rate
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/<$< Understanding and Using the Business Cycle Turning Point Signal

Turning Point Signal
Business Cycle From Probability Model =
Months From
Trough Dates Date  [Turning Point|  Threshold Value
Feb. 1561 Feb. 1961 0 S1.9%
Nov. 1970 Mar. 1971 +4 %K%
Mar. 1975 Aug. 1975 +5 90.5%
Jul. 1980 Nov. 1980 +4 83.2% <—Highest
Nov. 1982 Nov. 1882 +1 93 4%
Mar. 1591 May 1991 +2 2. 1%
Nov. 2001 Feb. 2002 +3 97.3%

Average  +2.7 months
Mode +4 months
Medan +3 months

Source: Nationd Bureau of Economic Research; ICSC Research.

If trough is: 1f 90% crossing was:
— July2009  July2009 0000000000
-4-
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A
Recap: The 2007-2009 Recession

* Correction Played Out Slowly: The recession catalyst was
housing, but housing peaked in 2005. The impacts were only felt
on retail sales, for example, in 2007—which is a very long lag.

* Recession Threshold (in August 2008) Triggered Unusually
Sharp Drop in Spending and Output: The recession was
amplified by the financial crisis (not unusual in history), but the business
consumer reaction was quite abrupt.

QUESTION: Despite the popular belief that the
recovery will be moderate, is there a
“threshold trigger” for a sharper recovery?
And what does that mean for consumer
spending?
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-2.0
4

A
Recession Impact on Real Consumer Spending
Total Contraction Per U.S. Recession
Post-War |l Experience, Red Consumer Spending with Latest Cycle To Date
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Recessions Beginning (in Quarters)
Duration of Decline Longer, But Depth Consistent with Past Cycles
194804 195302 195703 196002 196904 197304 198001 198103 199003 200101
Cumulative 0.0 -0.9 -1.3 0.4 0.0 -1.6 -2.3 -0.8 11 0.0
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-6 - Quarters of Decline During Recession
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/(‘( Real Consumer Spending
Is there a difference in the recovery pattern for real
consumer spending between severe downturns
(1953,1957,1973,1980,1981) and mild recessions
(1948,1960,1969,1990,2001)?
(Growth Index at Turning Point = 100)
Recovery After
Severe Cycles  Mild Cycles
After Two Quarters: 102.9 102.0 e
After Four Quarters 105.9 104.1 < +1.8 pp.
After Eight Quarters 109.4 108.2 .
As an Aggregate:
Annualized impact about 2 pp. stronger following
4 severe downturns, but in second year gap narrows.
Retail Sales
K = N i i
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Not Immune From Business Cycle

Retail E-Conmrerce Sales
(nline Sales Not Clickn Bther
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The Importance of Essential
Spending




’<$< Shift in Spending
Towards More
Essentials
" Essential Spending Grows as Share of Total Spending
R Y
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Share of Total Consumption

ESSENTIAL = Personal Interest Payments, Services, Food, Clothing

and Shoes, Gasoline and Other Energy Goods.

Business cycle recession triggered a dramatic shift towards essential consumer
spending—which hit a record high as a share of total spending in 2008. Recent
easing from high mainly due to lower fuel costs.
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Energy Spending Receded in 2009 As Share of Expenditures

Energy Expenditures as Share of Total Spending
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Exploring Drivers of Consumer
Demand

-13-

Statistical Model of Real Consumer
Spending Growth

Katona Effect (12-month Standard
Deviation in Price Level)

Business Cycle Effect 1—Real Earnings (%
Change)

Business Cycle Effect 2—Change in the
Unemployment Rate (Year/Year)

Financial Wealth Effect—Change in Stock
Prices

The Diderot Effect—% Change in Home
Demand

T £ £ g O £
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The Drivers of Consumer Spending

Understanding the Consumer Dynamic
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Note: Shaded Areas Represent Oassical Business Cycle Recessions as Defined by
Netional Bureau of Econorric Research. o e

Model explains about 75% of
the volatility in real spending. = -
SMSAR = Six-Month Smoothed Annualized Rate
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A Price Level Volatility is a Driver of Spending

-- Affects Consumers’ Willingness to Spend --

The Katona Bifect and US. Consunrer Spending

Vdtility inthe Cansumer Price Leve Inverted
00 10

Volatility in the Price Level
(4o311d B UM JvSIAIS) 86UBLD %
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— — — Price Level Voletility on Left Scale
Real Consumer Spending Growth (Smoothed) on Right Scale
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A
Real Earnings Portend Sharp Spending Pickup,
If History is a Guide
Real Average Weeldy Earnings (Shifted 6-Months Ahead)
vs. Real Consurrer Spending
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A
Marginally Slower Rise in the Unemployment Rate
3.5 Percentage Points in August (High 3.9 PP. in April-June Period)
(BOs Sgnd o Recession
Yea-over-Yea Change in the Unemployment Rate
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Stock Prices Improve Moderately
Still Long Way to Fully Recover
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As of September 9, 2009

A
Housing’s Influence on Consumer Spending
Homme Derrand as a Trigger for the Diderot Effect
Nine-Manth Lead Time
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Luxury Spending
-21-
A%
5 Luxury Department Store Spending and Confidence i
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——— ICSC Luxury Store Spencing Aggregate (Left Scale)
——— ABC News/Washington Post Consumer Comfort Index, Households with Income $100K and Over (Right Scale)
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A

Luxury Spending Influenced By Stock Market

—— ICSC Luxury Store Spending Aggregate (Left Scale)
—— DJIA Stock Price Index (Right Scale)
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Consumer Credit Use

Red Non-Moartgage Consumer Borroning

. 15 -15§
E’wo- \‘ -10%
& 5 F5 &
N ‘ ., £
gﬁ- \/[/ 5},%
%-w- -10%
5_15 L=

—— Deflaedby CFI Less Food & Energy

Note: Shaded Areas Represent Oassical Business Cycle Recessions as Defned by
National Bureau of Econonic Research. O Ve

(BB S s, e g g e e g s B g s s L -15
7375 77 79 8 8 8 8 8 91 B H 9 9 01 B 0B 07 0

-25-

A
Banks' Willingness to Lend to Consumers
and Durable Goods Spending
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Source: Seniar Loan Cfficers Survey, Federal Reserve Boarcdl
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A
Non-Auto Leading Indicator of Consumer

Spending Showing Improvement

ICSC's Chain Store Sales Leading Index vs. Chain Store Sales
12-\Vonth Lead Time in Leading Indicator
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Leading Indicator of Motor Vehicle
Demand Upbeat
ICSC's Leading Indicator of Motor \/ehicle Demand
vs. U.S. Motor \ehicle Sales
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|ICSC Chain Store Sales Index Year/Year % Change in Sales During Jan-Oct
Period Ahead of and During the Holiday Season

S
2009 Holiday Forecast

Year Jan-Oct Nov-Dec  Difference
1993 2.9 35 0.5
1994 3.9 33 -0.6
1995 2.1 20 -0.1
1996 2.8 25 -0.3
1997 42 3.9 -0.3
1998 5.0 3.9 -1.0
1999 6.5 47 -1.8
2000 42 23 -1.9
2001 1.4 05 -0.9
2002 22 -0.6 -2.8
2003 2.3 4.0 1.7
2004 47 26 -2.1
2005 40 38 -0.1
2006 4.9 4.4 -0.5
2007 32 2.0 -1.2
2008 0.6 -6.2 -6.8
2009 -4.2 1.0 <—-Est

Median, 1993-2008 36 29 -0.6

Length of the
Shopping
Season (Days Day of the  Hanukkah
Between Week for (holiday starts

Thanksgiving ~ Christmas night before)

and Christmas
days)
29 Saturday 1219
30 Sunday 11/28
31 Monday 12/18
26 Wednesday 12/6
27 Thursday 12124
28 Friday 1214
29 Saturday 12/4
31 Monday 12122
32 Tuesday 12/10
26 Wednesday  11/30
27 Thursday 12120
29 Saturday 12/8
30 Sunday 12126
31 Monday 12/16
32 Tuesday 12/5
27 Thursday 12122
28 Friday 12112
29

16
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U.S. Retail Sales Outlook

(Billions of Dollars, Unless Otherwise Noted, Seasonally Adjusted)
Ann

ual

Actud Actud Actud Actud  Forecast| Actud Actud Actud Actud Actud  Forecast Forecas
Category 2007 H2 2008H1 2008H2 2009H1 2009H2| 2004 2005 2006 2007 2008 2010
Total Sales & Food Services 22381 2528 2151.8 20451 2111.8) 3831 40/82 4245 4458 44047 41568 4229
% Change from Prior Y ear 38 25 -39 82 -1.8 61 6.4 5.3 33 0.7 5.6 33
Total Sales & Food Services Ex Motor
Vehicle & Parts Dealers 17821 18287 1787.3 1707.3 17765 29707 31932 3J/46 H27.9 3160 34837 35163
% Change from Prior Year 4.6 47 0.3 -6.6 -0.6 7.1 7.5 6.3 39 25 -3.7 38
Total Retail Sales 20165 20280 19246 18155 1877.8| 34621 365.0 3B7E3 377 3}H25 36933 B/IS.3°
% Change from Prior Year 37 2.4 -46  -105 -2.4 6.1 64 5.2 31 -1.1 -6.6 33
Motor Vehicle 4560 4242 BAS 338  3IH3| 824 BHO B8HLY 08 /BB7 632 6765
% Change from Prior Year 0.7 61 -20.1 -20.4 -80 25 26 1.7 09 -131 -146 0.5
Furniture & Home Furnishings 57.2 54.8 50.8 47.4 483 1049 111.6 1167 1156 1056 K7 97.6
% Change from Prior Year -1.9 6.1 -11.1 -135 -5.0 7.6 &5 45 -1.0 -86 -S4 2.0
Electronics & Appliances 566 569 547 522 555 944 1014 1081 111.8 111.6 1077 1114
% Change from Prior Year 37 32 -35 83 1.5 5.0 7.5 6.6 34 -0.2 -35 35
Building Materials, Garden & Supply 1656 1642 1582 1462 1503] 2973 368 3454 3HK4 324 2965 280
% Change from Prior Year -1.4 -33 -45  -11.0 5.0 123 10.0 5.7 -2.9 -39 -80 Q.S
Food and Beverage 2834 1.5 2655 2236 1.4 4986 5148 5343 5801 5820 ST &21.8
% Change from Prior Year 4.9 5.4 4.3 Q.7 2.0 34 4.3 38 4.8 4.8 1.4 4.5
Health & Personal Care 1183 121.6 1235 1&A7 1247 184 2067 244 2364 2451 2554 282
% Change from Prior Year 4.4 38 36 34 5.0] 31 5.7 7.0 5.3 37 4.2 5.0
Gasoline Service Stations 2262 251.3 2240 1679 1904 3194 325 4125 4375 4753 B3 F43
% Change from Prior Year 10.4 188 -08 -3B2 -15.0 165 16.6 10.7 a1 87 -246 4.5
Clothing and Accessory Stores 111.0  111.4 10683 1047 1074 182 2006 2131 2.7 2177 2121 2185
% Change from Prior Year 2.7 Q.7 -4.2 -6.0 1.0 6.0 6.0 6.2 4.0 -1.8 -2.6 30
Sporting Goods, Hobby, Book & Music  44.1 44.4 434 435 44.2 759 81.7 848 87.1 87.7 87.8 0.4
% Change from Prior Year 49 32 -1.8 -1.9 2.0] 34 2.3 38 2.7 Q.7 0.0 30
General Merchandise 1.0 284 2983 257.2 3IKBB| 465 553 5525 5774 5SLK7 6029 670
% Change from Prior Year 4.4 4.2 25 -0.4 25 5.7 6.0 5.2 45 33 1.1 4.0
Miscellaneous Stores 583 582 SB2 566 594 1048 1084 1144 1176 1174 1160 1183
% Change from Prior Year 36 1.7 -1.9 -4.5 2.0 1.7 33 5.5 28 -0.1 -1.3 20
Nonstore Retailers 1468 1501 1472 1426 150.1| 2224 2470 2701 2883 2973 227 3132
% Change from Prior Year 7.5 5.3 0.3 -5.0 2.0 9.4 11.0 9.4 7.1 28 -1.5 7.0
Food Services 2215 2248 2272 22866 2341 371.0 B2 4182 4381 4521 4837 4776
% Change from Prior Year 4.9 38 2.6 2.1 30 a0 a0 6.4 4.8 32 2.6 30
Addendum:
Total Retail Sales Less Motor Vehicle
and Gasoline 15560 15773 15633 15384 15861 2651.3 28207 29821 30805 31406 3154 32420
% Change from Prior Year 38 28 05 -24 1.5 61 64 5.7 36 1.6 -05 37
Total Less Gasoline 2011.8 2001.5 1927.8 1677.2 1921.4| X137 3767 38820 3584 3BM™3 3/B6 F/IB6
% Change from Prior Year 31 08 -42 62 -0.3 5.2 5.5 48 30 -1.7 -33 32
Shopping Center-Inclined Sales 11504 1165.4 11525 11321 11646 1927 21126 2221.1 22887 2317.8 22967 23781
= % Change from Prior Year 31 2.4 0.2 -29 1.1 5.9 60 5.1 30 1.3 -0.9 35
NRF-Concept of Industry Sales 1187.6 12024 1188 1167.2 1201.9| 2057.8 21805 22938 23630 23 2381 2451.3
% Change from Prior Year 31 23 0.1 -29 1.1 5.8 60 5.2 30 1.2 -0.8 35

f<$<lnternational Council of Shopping Centers

Thank You

Notice: This presentation is based on information ICSC believes reliable. However, ICSC cannot guarantee its accuracy and is not liable for
any damages arising out of its use. All proprietary materials and analysis are copyrighted.- © 2009
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