Real GDP Growth Surges
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* US economic growth continued robust at 5.8% in the fourth quarter according to preliminary figures. The biggest sources of fourth quarter
strength were inventory accumulation, government spending and consumer spending on goods. On an annual basis compared to 1998, the
economy grew at 4.0%, still strong though down somewhat from 4.3% and 4.5% in 1998 and 1997. The last time the economy expanded 4%
or better for three consecutive years was 1976-8. Consumer spending grew at a strong 5.3% from 1998, the biggest gain in 15 years. While
relatively small, there do appear to be Y2K related effects in inventory accumulation and consumer spending which will likely reverse in the
first quarter, slowing growth somewhat.

e On February 4, the Labor Department reported that payroll employment grew 387,000 in January, after increasing 316,000 in December.
The growth was inflated by a surge in construction employment due to warm weather early in the month. Employment growth has averaged
320,000 per month over the past three months, significantly faster than the Federal Reserve Board would like to see, making additional rate

* The same government report showed that in January, the unemployment rate dropped to a new 30-year low of 4.0% - the lowest since
January 1970. This, combined with claims for unemployment insurance that are at historic lows as a share of the labor force, confirm that labor

» Industrial production increased 0.4% in December. It was up a strong 5% from 1998, the biggest year-over-year gain since May 1998.
» Housing starts jumped in December despite higher interest rates. Starts for all of 1999 reached 1.66 million units, the highest since the real

* In January, the interest rate on the 3-Month T-Bill averaged 5.32%, with the average yield on the 30-Year T-Bond at 6.63%. Since then, the
Federal Reserve Board (Fed) has raised the federal funds rate 25 basis points and the Treasury Department has announced refinancing plans
that include a substantial reduction in the issuance of long term bonds due to the budget surplus. These developments have driven the 3-
month rate up to 5.45% on February 3 and the 30 year rate down to 6.14%. In fact, the yield curve is partially inverted with the highest rates in
the two to five year maturities. This inversion is a result of supply issues and not a harbinger of a recession.

* The S&P 500 averaged about 1425 in January, little changed from December. It closed at 1425 on February 3.

» The Producer Price Index (PPI) rose 0.3% in December from November. Year-over-year, the PPl was up 3.0% in December.

» Consumer inflation, as measured by the Consumer Price Index (CPI) increased 0.2% in December. Year-over-year gains ticked up to 2.7%,
the biggest year-over-year gain since May 1997.

* The GMA price index dropped 0.1% in December. It is now down 1.0% from last year.

» The drug store price index increased 0.1% in December, with the year-over-year gain slipping back to 3.0%.

* The Conference Board's Consumer Confidence Index, jumped to 144.7 in January according to preliminary figures—the highest figure in
the 32 year history of the series. The consumer assessment of present conditions also jumped to its highest level ever, while the gauge of
expectations for the next six months hit a 16 year high. The University of Michigan's Consumer Sentiment Index, also achieved a record
high, of 111.4 in January, according to preliminary figures. It was led by its expectations component. These high confidence levels
suggest continued strong spending.

» Special factors which have boosted income growth the past several months are virtually gone with the result that disposable income grew only
0.2% in December. Disposable income was up 5.8% in December from 1998. For the year, disposable income grew 5.6%, over 1998, the
biggest annual growth since 1992.

* Wage and salary income increased 0.7% in December and 6.6% from 1998. For the year it was up 6.8% over 1998.

» Consumer spending increased 0.8% in December and is up a strong 7.7% from 1998. For the year, spending grew 6.9%, the biggest annual

» Total consumer installment credit outstanding surged 1.1% in November from October, led by auto loans. It increased 6.9% from 1998. With
higher mortgage rates having put a damper on consumer refinancing, consumer installment borrowing may be picking up.

* Revolving consumer installment credit increased 0.8% in November. Compared to 1998 it grew 5.7%.

» Seasonally adjusted retail sales surged 1.2% in December, bringing year-over-year growth to a strong 9.7%. Growth was led by a 2% jump in
sales at grocery stores, the biggest gain since January 1989 when inflation was much higher. The grocery store gain, and perhaps some other
gains, may have been driven by Y2K related stock piling by consumers.

—Seasonally adjusted GMA increased 0.6% in December from November following two weak months. Sales were up 7.0% from 1998.

* GMA sales growth improved 7.8% from 1998 in December. Sales are up 7.7% on a year-to-date basis.
—Unadjusted department store sales growth improved to 7.9% in December, with year-to-date growth of 7.4%.
—Unadjusted apparel specialty store sales growth was 5.5% in December with year-to-date growth of 6.4%.
« Mall department and specialty apparel store (MDA) sales growth improved to 3.6% in December (estimated). Sales were up 4.1% year-to-

* GAF sales rose 7.8% in December from last year. On a year-to-date basis, GAF also increased 7.8%.
» Drug store sales surged 12% year-over-year in December, possibly inflated by Y2K related stockpiling. Year to date, sales are up 11.6%.
» JCPenney store merchandise sales increased 5% in January according to preliminary data, the first back to back increase since the spring of
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CGENERAL ECONOMY OCT NOV DEC DEC| GENERAL ECONOMY
Payroll Emp. Change (000's) 2684 257 36| 2719
Unemployment Rate (%9) 41 41 41 44
Industrial Prod. (%CH) 10 04 04 50
Housing Starts (fillions) 1642 1598 1712 1750
3 Month T-Bills (%9 4.86 5.07 5.20 4.39
30 Year T-Bond Yield (%) 6.26 6.15 6.35 506
S&P 500 (Index) 1300.0 1391.0 14287 1190.1
Percent Change from Prior Month hikes likely.
PRICES OoCT NOV DEC DEC
PRt 01 02 03 30 markets remain extremely tight.
CPl 0.2 01 0.2 27
GVA Price Index 0.3 04 -01 -1.0
Drug Store Price Index 0.1 02 0.1 30 estate boom in 1986.
Percent Change from Prior Month
Seasonally Adjusted
CONSUVER RELATED OCT NOV DEC DEC
Consumer Confidence Index 1305 137.0 1417 126.7
Consuner Sentiment Index 1032 107.2 1054 1005
Disposable Personal Income 13 04 02 58| PRICES
Wage & Salary Income 0.6 0.3 0.7 6.6
Consumer Spending 06 07 08 77
Consumer Oredit - Total 04 11 NA NA
Consumer Oredit - Revolving 0.0 0.8 NA NA
Retail Sales 03 11 12 97| CONSUMER RELATED
GVA 0.0 0.1 06 7.0
Percent Change from Prior Year
Not Seasonally Adjusted
RETAIL SALES OoCT NOV DEC YTD*
Total 6.8 10.7 10.3 9.2
GVA 6.2 55 78 7.7
GAF 6.2 6.0 7.8 7.8
Department Stores+ 6.1 48 79 74
Appgr d Soeddt}’ 38 44 55 64 gain in a decade.
Fumniture & Appliance 6.0 80 78 79
Mall Dept. & Apparel Spec. (VDA 25 20 36 41
Drug Store Sales (DSS) 94 114 120 116
Percent Change from Prior Year
JCPENNEY SALES OCT NOV DEC YTD*
Total Conmpany ** 2.8 0.7 70 6.1
Store Merchandise 74 87 02 33| RETAIL SALES
JCP Drug Store Sales™ 213 19.7 25.2 209
JCP SHARE OCT NOV DEC YTD*
Store Share of GVIA-1999 242 355 2.85 2.71
Store Share of GVA-1998 277 4.10 307 3.02
Rolling 12 Vb, Store Share - 9 25| _2m|  267] na| e
Ralling 12 Mo. Store Share - 98 307 3.06 298 NA
JCP Drug Str Share of DSS- 9 94 12.49 9.38 10.45
JCP Drug Str Share of DSS- 98 8.60 11.63 8.39 9.65

* Hsca Year

+ Indudes national chains, conventional, & discount department stores

*Intemal Reporting  NA - Not Available

1998. These data also show JCPenney drug store sales increased 15.0% in January, as consumers shifted some purchases from January
to December due to Y2K concerns. Total company sales were up 10.6% in January, compared to 7.0% in December.
» JCPenney store merchandise share of GMA dropped in December, compared to 1998 in a monthly and a year-to-date basis.

» JCPenney drug store share of drug store sales was 9.38% in December, up from 8.39% in 1998. Year-to-date market share has increased
slightly—80 basis points—in part reflecting the Genovese acquisition.



