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= The U.S. economy appears to be continuing to recover from the longest and deepest
recession of the post war era.

O Private payroll employment has recorded month-to-month gains in each of the first six
months of 2010. As welcome as those gains have been, they scarcely offset the more than
8.3 million jobs that were lost over the course of the recession.

O The official unemployment rate has dropped from its peak level, but the broader measures of
labor underutilization are still fluctuating and may, as has been the case in the last two
recoveries, head higher.

o Inflation, as measured by the Consumer Price Index, appears to be in check and seems likely
to remain so. At issue now is how long that statistic will continue to benefit from falling
shelter costs which account for 32% of the Index.

O The steep decline in home prices appears to have ended, but there is little to suggest that
housing market conditions will improve to any significant degree in the immediate future.

= The damage to the global financial system has been extensive and is still being repaired.

0 Domestic bank lending activity remains dormant, but recent reports suggest the pace of
decline has decelerated.

O The exchange rate continues to be buffeted by renewed international liquidity concerns
stemming from the credit crisis in Europe.

O Equity prices, after rebounding sharply from their 2009 lows, have come under pressure as
investors assess both the prospects of the economy in general and corporate profitability in
particular. Investors are increasingly focused on the quality of earnings going forward.

= The Federal Reserve faces a difficult array of problems as it begins to set a new course for
monetary policy.

O The Federal Open Market Committee is expected to start announcing how and when it will
begin the process of bringing the level of short term interest rates into a configuration more
congruent with sustained economic growth.
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0 While their June policy pronouncement said that the Federal Open Market Committee is
not anticipating any significant changes in their target interest rate, dissenting opinions
in that pronouncement suggested that debate has begun on when such changes may
take place.

O Although the Treasury yield curve has recently flattened slightly, all of the flattening can
be traced to the decline in long rates associated with the flight to quality that
accompanied the European credit crisis. The spread between long and short rates
remains well above the levels we would associate with the onset of a decline in
aggregate economic activity.

= Federal fiscal policy is expected to remain in a broadly stimulative stance and the
budget deficit is not expected to narrow beyond the effects that might be seen from a
faster pace of economic activity on Federal receipts and outlays.

= State and Local governments are very likely to continue to face severe budget
problems for the next two budget cycles.

O Issuance of Treasury securities is expected to remain high for the foreseeable future.

O Issuance of overall State and Local securities appears to be headed for an above
average volume year, but tax-free munis will likely be constrained by credit concerns
and lower volume if refundings diminish with higher rates. We expect that tax-free
supply constraints brought about by the Build America Bond Program will help mitigate
the anticipated upward rate pressure that develops as the recovery moves forward.

Notes and Disclosures

The market outlook contained herein is prepared by McDonnell Investment Management, LLC (“MIM”) for
informational purposes only. The information set forth herein is neither investment advice nor a legal opinion.

It is presented only to provide information on investment strategies and our view on market opportunities.

The data used for this presentation was obtained from publicly available reports and may include, but are not
limited to, some or all of the following: internally derived databases and information, third party research,
issuer-derived documents and news media reports. McDonnell believes the data to be reliable but does not make
any representations as to its accuracy or completeness. References to specific securities and issuers are for
illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations to
purchase or sell such securities. The views expressed by MIM are as of the date of publication of this piece, are
based on current market conditions, may fluctuate and are subject to change without notice. Statements of future
expectations, estimates, projections and other forward-looking statements are based upon available information
and MIM'’s view as of the time of these statements. Accordingly, such statements are inherently speculative as
they are based on assumptions that may involve known and unknown risk and uncertainties. Actual results,
performance or events may differ materially from those expressed or implied in such statements. MIM cannot
assure that the type of investments discussed herein will outperform any other investment strategy in the future,
nor can it guarantee that such investments will present the best or an attractive risk-adjusted investment in the
future. There are no assurances that any predicted results discussed herein will actually occur. Past performance
is no guarantee of future results.
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