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Tatum Survey of Business Conditions Summary

At May 1 our respondents reported the biggest surge in overall business conditions of any time in at
least the past three years. The past 30 days saw significant moves upward in order backlogs, capital
expenditure commitments and capital availability. Only employment, a lagging indicator, was flat
over the past 30 days.

Manufacturing was the leading segment in the upward move. Small businesses and those serving
international markets were particularly strong. Financial businesses also were at the top.

The Tatum Index of Business Conditions leaped to its third highest level in the seven year history
of the Index, surpassed once in 2003 and once in 2004. The Index is a measure of the rate of
change (which last month was very large) more than an absolute level of activity.

The relative strength of the past 30 days seems to have caught many participants by surprise. It did

not translate into a comparably bullish view of the next 60 days: the 60-day outlook, while very good,
remains flat with the prior month.

Summing up, the recovery seems to be gathering strength and traction. Key concerns remain,
including the reaction of the Federal Reserve and its timing for unwinding the stimulus.
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Tatum Index of Business Conditions

The Tatum Index of Business Conditions is a simple average of the ratio of our
respondents who are reporting improvement versus those who are reporting a
worsening in business conditions for the past 30 days and the next 60 days.

As of May 15t, the Tatum Index of Business Conditions leaped to 8.06 from 5.91 in
April. This is the highest the Index has been since May of 2007, a full three years ago.
The driver of the increase was entirely improvement over the past 30 days, not
improvement projected for the next 60 days. Only twice in the seven year history of the
Index has the 30-day component been this high, once in 2003 and once in 2004.

This highlights the current surge in improving business conditions, generally
much stronger than the recent sluggish trend and better than we believe most
observers have been expecting. While the January surge was based primarily on
future expectations, the surge at May 1 was based on actual conditions over the
past 30 days. We will be watching closely to see whether the surge continues
unabated through the spring.
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Tatum Index of Business Conditions

12

~
S

5.5

5.4

05/08
06/08
07/08
08/08
09/08
10/08
11/08
12/08
01/09
02/09
03/09
04/09
05/09
06/09
07/09
08/09
09/09
10/09
11/09
12/09

== [ndex 3 Mo. Avg.

01/10

02/10

03/10
04/10
05/10

2010 Tatum. All Rights Reserved



Business Conditions - Trends

In the past 30 days, business conditions:

Improved for 49% of our respondents, up very significantly from 30% last
month

Worsened for 7%, down from 11% last month
Stayed about the same for 44%, down slightly from 58% last month

This marks a significant change for the better. Business conditions have been
improving gradually for the past year, with the portion of our respondents
indicating improvement remaining under one-third. Now, suddenly, one-half are
reporting improvement - this is the best we have seen in over three years.
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Business Conditions the Past 30 Days
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Business Conditions 0 Trends Last 30 Days

The rati o-todVbr clemeidov ¢ dsodrethfrem 2/69ans t .
April to 7.0 in May. We have not seen such a positive gain or as high a level in

over three years. The economic engine seems to have hit on all cylinders during

the month of April except for employment, which is likely to follow upward in the

coming months if other indicators remain strongly positive.

After rising steadily for almost every month of 2009, our respondents saw business conditions as
| eveling out at the start of 2010. The s
recovery is getting real traction.

There are two components in the analysis of these data. One component is the absolute number
and the trend of that number. The other is the first derivative of the trend, meaning the rate of
acceleration or deceleration. Our data show that the combination of these two components
peaked in October 2007 (two months before the Recession officially began) and reached bottom
in December 2008, at least four months before there was corroborative evidence of the
beginnings of a recovery. Based on this recent performance we have reason to hope that other
evidence of economic improvement will soon follow our May results.
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Business Conditions - Trends
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Business Conditions 0 Trends Next 60 Days

In the next 60 days, business conditions are expected:
To improve for 52% of our respondents, up from 51% last month
To get worse for 6%, unchanged from last month
To remain about the same for 42%, a decrease from 43% last month

We sense that the strength of the improvement seen in the past 30 days caught
most people by surprise, and our respondents are not yet inclined to say that this
degree of improvement is likely to be repeated. Therefore, the outlook for change in
the next 60 days is about the same as it was a month ago: good but not spectacular.
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Business Conditions - Trends

Next 60 Days
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Business Conditions 0 Trends Next 60 Days

In the next 60 days:

The ratioof n Wi | | | mp r o v e was effedivelyieV¥liwith the Wo |
prior month at 9.1.

This is a very sensitive measurement that can shift dramatically in either
direction. Therefore the three month moving average index of business conditions
makes it easier to see the overall trend.

As mentioned earlier, the relative strength of the past 30 days
seems to have surprised many people and left them
unconvinced that the trend will necessarily continue. The
outlook going forward seems relatively subdued by comparison.
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Business Conditions - Trends
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Business Conditions 0 Current Results

Order Backlogs
In the past 30 days:

The percentage of respondents who reported an improvement in backlogs surged
from 35% to 47%. The percentage reporting lower backlogs remained at 8%.

In the next 60 days:
The percentage of respondents who indicated expectations of higher backlogs
rose slightly from53%t054%. The nAWi Il 1l Wor sd%o p:

As with respondents6 assessment of o
rose substantially in the past 30 days. The outlook apparently reflects lingering
doubt that the degree of improvement in the last month will be sustained.
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Business Conditions 0 Current Results 0 Order Backlogs
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Business Conditions 0 Current Results

Capital Expenditure Commitments

In the past 30 days:
The percentage of respondents committing more on capital equipment
jumped from 17% to 31%. The percentage that committed less on capital
equipment tumbled from 22% to 15%.

In the next 60 days:
The percentage of respondents who said they plan to commit more for
capital assets in the next 60 days grew to 39% from 30% a month ago. The
percentage who expect to commit less fell from 12% to 10%.

The capital expenditure commitments not only grew strongly in the past month
but, importantly, our respondents are saying they expect this positive trend to
continue in the next 60 days. Confidence is rising and the need to update
capacity and drive improved efficiencies cannot be deferred much longer
despite continued slack in some sectors. This is good news for Technology and
for other businesses dependent on discretionary business decisions.
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Business Conditions 0 Trends 0 Capital Expenditure Commitments
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Business Conditions 0 Current Results

Employment
In the past 30 days:

The percentage of respondents hiring more workers declined from 23% to 20%.
The percentage that indicated they did less hiring also declined slightly from 12%
to 11%. The net of these reflects flatness in employment among our respondents in
the past 30 days.

In the next 60 days:

The percentage indicating they plan to increase hiring rose from 26% to 30%. The
percentage who expect to reduce hiring also rose slightly from 6% to 7%.

Despite positive indicators about business conditions in every other way,
employment remains stubbornly flat. Bear in mind that Employment is a
lagging indicator and is sure to rise if business conditions continue to
improve. A rise in employment can produce a snowball effect because
employers may fear being under staffed compared to competitors. For now we
can say that the outlook for employment is stronger than the past 30 days,
unlike our other indicators.
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Business Conditions 0 Trends - Employment
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Business Conditions 0 Current Results

Capital Availability and Pricing
The past 30 days:

The percentage of respondents indicating an improvement in financing
conditions rose from 23% to 35%. The percentage who indicated conditions
worsened declined from 8% to 3%.

In the next 60 days:

The percentage of the respondents who expect improvement in financing
conditions in the next 60 days rose significantly from 31% to 39% The
percentage saying conditions will get worse remained at 4%.

The improvement in capital availability ties into the improvements in capital expenditure
commitments. The three month gain (see the chart) from February 1 to May 1 is particularly
noteworthy in both the actual experience and the outlook. Interest rates have remained
relatively steady. Are the banks finally starting to loosen the purse-strings? It appears to be the
case with our respondents. This could be very good news for the economy as a whole.
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Business Conditions 0 Trends o Capital Availability and Pricing
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Survey Participation Demographics

Industry

Manufacturing/Processing 24%
Service 20%
Healthcare 13%
Technology 10%
Retail 8%
Financial 6%
Government 5%
Real Estate 4%
Wholesale 3%
Other %

Primary Geographic Markets
37%
30%
24%

9%

National
Regional

International

Local

Geographic Regions Represented

(Total of 221 Responses)

Pacific
Southeast
Southwest
Midwest
Northeast

28%
27%
23%
1%
1%
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Survey Participation Demographic Summary

The following are on relative scales from our respondents:

Regions: Industries:*

Strongest 0 Northeast Strongest 0 Manufacturing/Processing &
Finance

Weakest 0 Mid-west Weakest 0 Healthcare

Markets Served: Company Size:

Strongest d Local Strongest d Small

Weakest O International Weakest 0 Mid-market

* With statistically significant participation
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Compiled and Analyzed by
Sam Norwood O Senior Partner
Mark Rosenman 0 Director of Knowledge Management

Any use or reproduction of the contents of this report without the written consent of
Tatum is strictly prohibited. The authors are not engaged in rendering legal, investment or
other professional services by publication of this report. Information contained in this
report should not be used as a substitute for professional advice, legal, investment or
otherwise, on any particular issue.



