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Review & Outlook of the 2006 Economy and Markets
Market Setting

Cross signals have begun to cloud a clear direction for the markets.
GDP growth rate has moderated.
Higher oil and interest rates are threatening to slow the economy.
To date, consumers appear to be taking in stride the housing slowdown, higher gas prices, interest 
rates and stock market volatility.  Consumer confidence is still solid.
Housing appears especially vulnerable to higher rates in high price markets as inventories begin to 
build.
Employment trends should stay positive with at least 1.5 million jobs created for the full year. 
Inflation appears to be creeping up and becoming entrenched into economy due to: 
– Lagging impact of rising commodity prices on prices, employment costs and weakening dollar;
– Productivity gains may have peaked causing unit labor costs to go up;
– Higher import prices affecting consumer goods.

Credit Rating changes showed stable conditions in the second quarter with slightly improved 
upgrade/downgrade ratio.
Geopolitical tensions pose a backdrop risk for the market.

Outlook for Interest Rates and the Markets
The outlook for one more Fed Fund rates hike is built into our 2006 expectations.
Modest upward movement in rates across yield curve expected in 3rd quarter followed by a dip in the 
4th quarter.
We anticipate a mostly flat yield curve through the end of the year (slight inversion in 3rd quarter).
We expect 10-year Treasury yields to close the year slightly above 5%.
– U.S. bond rates are relatively attractive to global investors, helping to limit the expected rise in 

rates.
– Late stage credit expansion in a healthy economy normally contributes to higher borrowing levels 

propping up rates.
Dollar is expected to continue to lose ground modestly compared to most major currencies.
Stock market performance of 4-8% for the entire year likely to be below long term historical returns 
(+10-11%).
The most likely open issues that could alter the degree or volatility of our upward rate prediction include:
− the speed of global growth 
− healthy but declining corporate profits
− upward price pressure on goods and services due to pass-through of commodity price increases
− energy prices
− the demand for borrowing in the credit markets
− the velocity of a housing slowdown and impact on consumer confidence
− geo-political tensions
− sustained support by central banks for the dollar
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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. 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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