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1. Can UK Consumer Spending Grow in 2010-2011 in the Face of Falling Jobs and
a VAT Increase? Will the US Fare Differently?

2. Will the nGreat Recessiono Transform Attt
Is Value-Loving/ Luxury Abhorring , Debt-Hating/Saving-Loving?

A What is the Empirical Evidence To-Date in Both the UK and the US?

A What Do Consumers Tell Parthenon in Our Proprietary US and UK Surveys
of Current and Expected Behaviour?
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Quarter over Quarter Growth in Real GDP for the UK, the US and the Euro Zone
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US Real GDP Growth: Past 3 and Current Business Cycles
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This recession will exceed by 2x the severity of the deep 1975 and 1981-82 recessions

Note: Cycles are aligned on the first quarters of near zero real GDP growth versus a year earlier:
The 1990-91 cycle alignment implies 2008 Q3=1990 Q4;
The 1980-81 cycle alignment implies 2008 Q3=1981 Q4;
The 1974-75 cycle alignment implies 2008 Q3=1974 Q1
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UK Real GDP Growth: Past Major Business Cycles and Current
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1981-82 Cycle: Employment Relative to GDP Current Cycle: Employment Relative to GDP

=e=Real GDP =e=Real GDP

==Payroll Employment ===Payroll Employment

0/ = 0/ =
108% Productivity 108% Productivity
107%- 107%-
c
c 106%- % 106%-
o
= O
a 105%- é 105%+ < GOP_y
] < GDP —5 - X
g:) 104%+ Recession [S) 104%+ Recession
y— (@]
o [
o 103%- = 103%-
£ =)
£ 102%- 2 102%-
(] [e]
«Q 101%- ° 101%-
o] =
g 100%- < 100%-
s 4
2 99%- g 99%-
o [
2 08%- g 08%-
(]
£ 97%- 5 97%-
= o
8 96%- 96%-
95%-+ «, 95%- v
94% N <t N < ] < N <t N 94% N <t N <t 8] <t [N <
e g &8 ¢ &g g Q o2 8 g8 8 g ¢
[e0] [e0] (o) (o) (o] [e0] (o) (o) 0] o o o o o o — —
(o)) (o)) ()] ()] ()] (o)) (o)} (o)} ()] o o o o o o o o
— — — — — — — — — N N N N N N N N




THE PARTHENON GROUP

1990-91 Cycle: Employment Relative to GDP Current Cycle: Employment Relative to GDP
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< Recall that Europe sustained excessive employment for most of the 1980s and 1990s due to policy errors
and flawed labour markets: European unemployment rose for 5 years after the US peak

I Europe was transformed from consistently low to persistently high unemployment
I The US moves more quickly into and out of high unemployment

Global Unemployment Rates During Major Past Cycles
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The UK claimant definition of unemployment now runs almost 3% below the ILO standard definition, trending up from an early 1-2% gap
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The Parthenon Model of UK Employment:
Job Growth Equals Lagged Real GDP Growth Minus 2% Trend Productivity
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Income Consumer Finances Consumer Psychology |
US Consumer Spending Growth 2005-2010F UK Consumer Spending Growth 2005-2010F
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US Consumer Markets Should Grow While UK Markets Shrink in 2010
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The Consumer Pays Attention To Both Jobs
And Income
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The VAT increase will hurt both income and jobs, implying a 2010 real consumer
spending forecast of -2.1% versus the consensus expectation of +0.5%
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UK GDP Forecasts: 1987-2009
(December forecasts for following year)
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—Health UK Consumer Spending by Segment, 2005-2009
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/A Two key consumer sectors (Restaurants & Clothing) experienced very slow growth, even
before the recession.

/A Spending on Health has high growth, but greater cyclical risk than is often assumed
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Standard Deviation

Growth in Consumer Spending 1987-2009
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How Are Consumers Reacting to This
Economy?

- Analyse current and potential future impact of the recession on
Study Objectives shopping behaviours and other trends

Understand the state of consumer attitudes regarding future
spending, saving and debt

Identify differences in product categories with respect to
current spending cuts and potential for rebound

Determine differences in attitudes and behaviour across
consumer segments

The Parthenon Group surveyed 1,500 consumers and
Methodology analysed their responses in February 2010

Demographically representative sample

Majority of consumers can also be categorised and
analysed as part of 1 of 8 consumer segments



Consumers Aspire To Save More, Incur Less

Debt, But Also Return To Pre-Recession

Spend Levels
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1,500 consumers surveyed can be categorised as part of 1 of the following 8 groups:

Not Currently Employed Employed
Unemployed Low Income Young Without Kids Higher Income

fUnemployed prior to, or fEmployed fEmployed fEmployed
within the last 12 months fUnder £10K Income [ Between £10K-£50K income /Between £50K-£90K Income
fUnder 35 years old

/No dependents

Retired Families Empty Nesters

[Retired [Employed [Employed fEmployed
| Between £10K-£50K Income [ Between £10K-£50K Income [ Over £90K Income
[ Between 25-55 years old [Over 45 years old

/One or more dependents /No dependents




