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RETAIL SALES STILL RISE RETAIL SALES (YOY%)

Sales at the retail level actually increased in January. Total 12
retail sales increased 0.3% last month, while those exclud- 10 |
ing automobiles posted a similar 0.3% gain. This report is
based in nominal terms, and is not adjusted for inflation. As
such, the results can be difficult to interpret. It’s seems a
safe bet, however, that the 2.0% surge in sales at gasoline
stations was largely due to elevated prices at the pump.
Still, it is good news that the economy isn’t falling off a
cliff.
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MANUFACTURING REBOUNDS REAL GDP VS. ISM PMI

The January ISM manufacturing report contained encour- ISM GDP Y/Y%

aging signs. Reversing the contractionary (sub-50) posting ° ”2
of 48.4 in December, the ISM’s PMI jumped to 50.7. The la
headline index was driven by the Production Index, which 13
registered a reading of 55.2 in January — up from 48.6 in 2
December. The ISM said the January PMI of 50.7 on an ;
annualized basis corresponds to a 3.0% increase in real 1 4
GDP. We don’t expect first-half economic growth to be 35 S 1S Bureay Boonomic Analysis Araus Feserrer L 2
that strong, but view this report as cause for optimism. 1987 1991 1995 1999 2003 2007
UNION MEMBERSHIP FLAT UNION ENROLLMENT

The number of workers that were members of unions in o Members, Mins
2007 totaled 15.670 million, essentially unchanged from 2 180
2006. As a percent of all employed workers, union mem- 20 1 mm Mins —% of Employed| Source: Bureau of Labor Statistis - 17.5
bership was 12.1% last year — not too far from the 12.0% L 17.0
in 2006, which was the lowest level in over sixty years. L16.5
Today, a mere 10% of all workers are employed in the | 16.0
manufacturing sector, and over 80% are employed in | 155
services-type positions. We can’t help but think that this [ 150

trend will continue for many years to come.
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MONETARY HIGHLIGHTS

CONSUMER INFLATION RISING CORE PERSONAL CONSUMPTION
Disposable personal incomes grew by anominal 0.5% EXPENDITURE DEFLATOR (%)
in December, but were dramatically reduced to a 0.2% 45

gain once adjusted for inflation. Consumer spending
increased 0.2% in December, but escalating prices
turned real spending into a flat performance. In fact, it 3.5 ]
was arising price level that really put a damper on real
fourth-quarter consumer spending. The personal con-
sumption expenditure deflator (PCED) climbed 0.2% 2.5 1
in December, bringing the 12-month pace of consumer
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inflation to 3.4%. Meanwhile, the core PCED, an o
inflation barometer watched closely by the Federal 1.5 4
Reserve, inched up 0.2% in December — and is now 1.0 |
2.2% higher than in December 2006. This is higher

’ 1 ¢ ’ 0'5 T T T T T T T T T T T T T T T T T
than the.Fed sdesired l.Q%—2.0% comfort zone.’ The 90 | 92 | 04 96 | 8 00 02 04 @ 06
aggressive Fed rate cutting should only add to these
pressures.

NET % TIGHTENING STANDARDS

BANKS TIGHTENING CREDIT FOR C&I LOANS

According to the latest Federal Reserve Senior Loan
Officer Survey on Bank Lending Practices, banks are
tightening lending conditions. Apparently, one-third 50 N,
of all domestic institutions reported an increase in
lending standards on commercial and industrial (C&I)
loans to small, large and middle-market firms during
the first quarter. Similarly stronger tightening had p1 R AR | B -
occurred on commercial real estate loans as well as for
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residential mortgage loans. Demand weakened for 107 \ . A IV &\ 4
consumer loans and commercial real estate loans, and 04

slipped just a bit for C&I loans. This report suggests A0 Nag M « DR N |

that banks (lenders) are indeed fearful of the credit 2l o M&E

crisis and are reluctant to lend. Meanwhile, borrowers Source: Federal Reserve

are also spooked and less willing to borrow. Tighter -30

standards will only dampen future economic activity. 90:02  93:01 95:04  98:03  01:02 0401  06:04

CONSUMERS PULL BACK CONSUMER REVOLVING CREDIT (%)
Total outstanding consumer credit increased by a
relatively soft 2.1% in December, following a robust
8.2% increase in November. A skittish jobs climate 20
combined with restrictive lending standards has re-

sulted in softer consumer credit. Total revolving, or 15
credit card, debt increased an annualized 2.7% — l
considerably slower than the stellar gains in October
(11.1%) and November (13.7%). Apparently the con-
sumer is playing it smart. Since banks are ratcheting up

25

lending standards for loans, some consumers are forced 0

to rely on charge cards as a means for credit. Rather |
than ringing up debt that they cannot pay off, consum- -5 |

ers have cut spending. Otherwise, charging up a storm

could be a very dangerous practice if the economy -10

1999 2001 2003 2005 2007
takes a steep turn south.




FINANCIAL MARKET HIGHLIGHTS

THE STOCK/BOND YIELD GAP:
PREDICTIVE AT THE EXTREMES

We recently examined the gap between the yield on the
benchmark 10-year Treasury note and the dividend
yield of the S&P 500. Generally, a gap of 400 basis
points or less has proven bullish for stocks. More
notable, however, is that extreme levels have been very
predictive of the market’s future. The gap peaked in
4Q99, at 535 basis points, accurately foreshadowing
that stocks were quite overvalued relative to bonds.
Alternatively, in March of 2003 the gap shrunk to just
150 basis points as bond yields plunged and stock prices
sunk to bear market lows (thus pushing up dividend
yields). The bull market kicked off shortly thereafter.
The current reading is 150 basis points is close to the
bear market low of March 2003.

FOURTH-QUARTER EARNINGS UPDATE

As of February 7, S&P 500 earnings were down 20%
from 4Q06 — but excluding Financials, earnings are
actually up by 18% year-over-year. At the sector level,
the picture is even more mixed. Strong global growth
continues to bolster sectors such as Technology (+29%),
Industrials (+13%) and Energy (+25%) — but there are
signs that global growth is starting to weaken as well.
Many companies are issuing cautious outlooks for 2008
earnings. Given that, we are surprised that the sum of
analyst estimates for 2008 continues to suggest 15%
earnings growth over 2007. Indeed, we expect amodest
decline (of 2%) in 2008 earnings versus 2007. Earnings
for 2007 are on track to be down about 4% from the peak
level reached in 2006.

DIVIDEND YIELDS LOOKING ATTRACTIVE

Some sectors are offering the most attractive dividend
yields in years. Not surprisingly, the hottest sectors in
recent years (Energy, Basic Materials, and Utilities) are
actually yielding less than their 10-year average. No-
table recent laggards (Consumer Discretionary and
Financials) have yields well above the 10-year aver-
ages. We would focus on the safety of the dividend at
this stage in the cycle. The Healthcare and Consumer
Staples groups are also yielding about 20% above their
10-year average and offer greater safety than do
Financials. Several large-cap banks have already cut
their dividend and more could follow. Finally, some of
the major European equity market indices now yield
about 4% as well.
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This report is provided to you by Perigon Wealth Management, LLC. The information and material presented in this report are for general information only and do not specifically
address individual investment objectives, financial situations or the particular needs of any specific person who may receive this report. Nothing in this report constitutes individual
investment, legal or tax advice. This report, prepared by Argus Research, is not an offer to sell or a solicitation of an offer to buy any security. Investors should seek financial advice
regarding the suitability of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future prospects
may not be realized. Investments involve risk and an investor may incur a profit or a loss. Services and products offered through Perigon Wealth Management, LLC are not insured
by FDIC, nota deposit or obligation of, or guaranteed by, the depository institution and are subject to risks including the possible loss of principal amount invested. Past performance
does not guarantee future results. Prices and yields quoted are subject to change. Perigon Wealth Management, LLC, its affiliates and subsidiaries, or its officers and employees may
from time to time acquire, hold or sell securities or other derivatives related to such securities mentioned herein. Argus Research Company is an independent investment research
provider and is not a member of the NASD or the SIPC. Argus Research is not a registered broker dealer. The Argus trademark, service mark and logo are the intellectual property
of Argus. The information contained in this research is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution or disclosure is prohibited by law
and can result in prosecution. The content of this report may be derived from Argus research reports, notes, or analyses, and other important disclosures may be obtained on the Argus
web site www.argusresearch.com. Investing in any security or investment strategies discussed may not be suitable for you and it is recommended that you consult an independent
investment advisor. The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Argus makes no representation as to their
timeliness, accuracy or completeness. Argus may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those represented in this
report, and all opinions are reflective of judgments made on the original date of publication. Argus is under no obligation to ensure that other reports are brought to the attention of
any recipient of this report. Argus shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as customers simply by virtue
of their receipt of this material. Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future
performance. Argus has provided independent research since 1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this report.




