¥ PERIGON

THE ECONOMY AT A GLANCE

June 30, 2008

ECONOMIC HIGHLIGHTS Vol. 75, No. 88

7 £ )
TOBIN'S ‘q AT 0.68 IN QI TOBIN'S "q"
According to Nobel Laureate James Tobin, the ratio of total 2.00
stock market value to the stock market’s net worth is a 175 Sowee: Feder Recerve Board Argus Research
reliable indicator of market valuation. When the market
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trades at a ‘discount’ to its replacement cost, the market is 1.00
inexpensive, or cheaper to buy than build. This discount 0.75
possesses “q” ratios that are less than 1.0. When “q” zz:
exceeds 1.0, the market trades at a premium. Encourag- 0.00

ingly, the most recent level of 0.68 implies a reasonable %2 57 62 67 72 77 82 87 92 97 02 07
valuation of market conditions.

AG EXPORTS BOOST ECONOMY U.S. AGRICULTURAL EXPORTS, $BLNS
According to the Bureau of Economic Analysis, the total 12
value of agricultural exports slipped 9.0% in April to 07 06 - - - 05— - 04 ——08 Source ERSLS DOCrgus Researon

$9.663 billion. Over the past year, however, ag exports are 10

up adazzling 45%! Some of the largest exports by volume
include nonfatdry milk (61%), vegetable oils (38 %), wheat
(37%), coarse grains (30%) and vegetables (25%). The 6
annual increases in export values are obviously larger as

the prices of essentially all of these goods are rising at a

swift pace.
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RETAIL SALES JUMP! EX-AUTO RETAIL SALES (YOY%)

One of the brightest economic releases of recent weeks was
the 1.0% increase in total retail and food sales — which
came in at twice the Street estimate. Even more impressive
was the 1.2% increase in sales excluding motor vehicle &
parts. Over the last year, non-auto sales increased 4.8%.
With the lone exception of miscellaneous store retailers, all
of the major sub-retail sectors registered gains last month.
Itis clear that the 50 million or so stimulus checks were put
to use during May.
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MONETARY HIGHLIGHTS

CONSUMER CREDIT RISES BY 4.2%

The voracious pace of credit card spending by con-
sumers cooled during April. Total consumer spending
advanced by an annualized 4.2%, which followed a
6.2% increase in March. The clear driver was a lowly
0.4% increase in revolving, or credit card, debt. This
was the lowest increase since an outright decline in
May 2005. We suspect that the April 15 tax deadline
forced consumers to pull back a bit on spending. Non-
revolving debt, which is largely comprised of automo-
tive loans, increased 6.5% in April — up from a 5.5%
gain in March. The increased distribution pace of tax
rebate checks should provide some additional incen-
tive for consumers to head out and ring cash registers
in coming months. Still, it does appear that record-high
gasoline will eat away at most of that income.

IMPORT INFLATION A CONCERN

The sinking U.S. dollar has engendered a fair amount
of inflationary pressure. U.S. import prices jumped by
2.3% in May, which followed 2.4% and 3.0% in-
creases in April and March, respectively. Most of these
gains were the result of record-high crude oil prices,
but the non-petroleum import price gauges weren’t
exactly comforting either. Non-petroleum import prices
were up 0.5% last month, or 2.9% over the last 12
months. According to the Bureau of Labor Statistics,
the prices of imports from China rose 0.6% in May.
Over the last year, the volume of imported goods from
China ballooned 4.6% — the greatest annual pace
since the index was first published in December 2003!
There’s an inflation problem mounting, and a good
portion of it is related to weakness in the dollar.

ARGUS FED INDEX RECORD HIGH

Prices, particularly those at the intermediate stage of
production, have climbed to extremely uncomfortable
levels. The Argus Leading Fed Funds Index (ALFFI)
— our internal barometer of changes in the Federal
Reserve’s overnight borrowing target rate — jumped
more than three points in May. This brought the ALFFI
to 109.27, an all-time high. Five of the Index’s compo-
nents registered gains last month, with the sole excep-
tion being the ISM Supplier Deliveries Index. The
largest contributing gain was registered by the Reuters-
Jefferies CRB Index. We continue to believe the Fed
will remain on short-term hold due to the uncertainties
inthe credit markets as well as the fragile U.S. economy.
We then anticipate a Fed rate hike of 25 basis points,
to 2.25%, at the December 16 meeting.
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FINANCIAL MARKET HIGHLIGHTS

. 7 D
FINANCIALS: WHERE'S THE BOTTOM:? S&P 500 FINANCIALS (PRICE & PRICE/BOOK)
The S&P 500 Financials index is close to the bottom
reached in March 2003, coincidentally about the same 60 4.0
time that the broader S&P 500 hit its own bear-market < SPSAF Vieokly Price £ 135

low. This time, however, the S&P 500 is less than 15% T ——SPS5AF - Price / Book Value
from its 2007 peak while the Financials are down by
nearly 40%. Probably more revealing is that the
Financials index now trades for just 1.2-times reported
book value, the lowest level since the last major credit
crisisin the early 1990’s. At these levels, we’d be ready
to sound the ‘all-clear’ signal if not for the fact that we

1.0
believe that analysts as a group are still too optimistic Pt
about bank earnings. We expect a busy second-quarter M 08
pre-announcement period for the banks over the next 0 0.0

few weeks which may start to flnally dampen expecta— J-88 0-89 M-91 J-92 D-93 A-95 S-96 J-98 J-99 N-00 M-02 A-03 D-04 M-06 S-07

tions for 2008.

STOCK PERFORMANCE IN RECESSIONS DJIA PERFORMANCE
In two recessions that occurred in the early 1980’s, the DURING/AFTER RECESSION

Dow Jones Industrial Average gained both during the
recession and in the year that followed. While GDP was
contracting during those periods, the Fed was also 30%
hiking rates to break inflation. Stock prices were also
very cheap. The major market indices traded at single-
digit P/Es, with dividend yields approaching 4%. By
contrast, stocks lost ground both during and after the
short and shallow recession of 2001. Stocks were more 0%
expensive then though there was stimulus on the way
from Fed rate cuts and from tax breaks. Today, fiscal
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and monetary stimulus are also in the pipeline. Valua- 20% # During |

tions for U.S. stocks, however, are somewhere in be- Source - u1-Year After
ource: Thomson Financial

tween the extremes of the early 80’s and the late 90’s. -30%

. . Dec 69 - Nov 70 Nov 73 - Mar 75 Jan 80 - Jul 80 Jul 81 - Nov 82 Jul 90 - Mar 91 Mar 01 - Nov 01
Inflation remains a concern as well.

BANK FAILURES EXPECTED TO INCREASE NUMBER OF BANK CLOSINGS
Bank failures exploded with the real estate bust and 600

S&L crisis of the 80’s and early 90’s. But here are

thousands fewer commercial banks today after years of 500 A

M&A and banks generally hold more capital against / \

their assets. So bank failures have become very rare. 0o / \

For several quarters, from 2004 through late 2006, there 300

were no bank failures in the U.S. at all. However, / \

smaller banks are very exposed to consumer loans and 200

tend to hold mortgages on their books as opposed to / \

securitizing them. While they tend to be more conser- 10 [~ k

vative underwriters than the big banks, they are still 0 _/ """""""""""""""
staring at major losses. And smaller banks tend to focus SOURCE:FDIC

on lending to local real estate builders and developers, -100
another shaky industry in which the big banks are
experiencing rapidly deteriorating credit quality.

1978 1983 1988 1993 1998 2003 2008




8 Tl N o o < & F N ® © 1 a & o A - S o 6 ~ «~ o o 6 o o
Q -
A
«
o
s =l N ® o o ® © o 1 10 N o @ &N 1 1 <+ © o N - ¥ o ) < © o o
3 - - T ¥ o ad o a F o o 1B a o a - +~ o - - - - o - - < © o
-
w
o| =[ 1 0 © ~ < © © n o « o o © © 1 = 1 = S © © m © ) < ~ o —
g o~ N T - o < ¥ T T T N0 N N N N -~ 1 - - - - O o~ o n N ™
I -
i B N 2 0 @ © = ® 9 9 o N2 e N 9 9 A T < < @ e =
o a 1B o o ¢ a4 ©® o o © 1 4 < B < < o © o © o «~ o o 6 ©® o
-
=l e~ S - e d NN 9 ® e @ 9 NN 9 e @ Qe Q9 x @ - ® N =
] a ® oo - - ® % o6 6o © 1B O o ~ 1 © - ©o ~ o o o B 6o o
4 i
o == % © 8 ~x =« o8 o 9 oqo N e e k- ® ®%%es o o N -
o - o ~ o Y o a ® o g 1B B 1B o o o 1 - a a - - - - 6 ©® o
w
J S = = ® N o o N @ v g Q@ b T L B L N o v < @ ] @ @ N o
= - - ® © o ¥ o q g - g © © © © o o - © o a = o - < o o
h [ \
: = = Qo o m 9o N ©® M - o 1 < © 1 ®© © © N o ¥ © ® «© ~ - 0 10 ©
° o - © © o ¢ N G - g 18 3 N - 1 % o N F 6B - o o S © o o
° < ° N S 7 hy W@ 7
o =l © w © o o © © 9 o % - o o oo 0 %~ 9 @ 1 1 @ © < « S o %
P T o « [SURRESVIRE S ¥ ¥ ©od o ©u o © ™ ® - o - ©o © o o o - ® o o
=l @ ® v N @ R A B TN e ¥ o QX - oo 9 2 © e X <
< a ¥ o o L S ®» © © S o o © < < <+ = s N o = = < N © = -
7 - S - «© -
z <
5 =| @ 5 N 0o © N © NN @ o n @ o~ o N T e w e o © - © o ©
= © - - © o § o - o ¥ w6 N © o o o - + © © o o © o © < o
:: 3 - A\
u ) ~ © o — N ¥ - ¥ ® o = - o © o o o 6 ™ ® © o ) ™~ 5 © o
o ® © o o S ¥ a © o © o - o - o < o S © S % o« - - < o o«
= - @ @ @ o N~ OENEEEREN e 9 9 9 n 9 9 9 o 0 - Q o N
T o« ® ©® < o S N < N ¥~ N f o ¢ - 9 ¥ ® N © oS = o« o w o =
m =| - © © o o TN D o e T o N o 3 a0 ® @ v o N~ < N + © <
- a 1B ©® o ¥ Y68 S d g g B N a B © - c o - © o - - ® o o
<
u o =[= NN @ o N ¥ = N < ~ o o o - - S © o @ o S i) S ® 1
S o a o a o S - ¥ © & = - B © © o ~ © - < a © o o - © < o
= ) T
h =[x < © 1 - ™ o ® o o N < 0 1 o o W WO o - © o o < =) <~ N <
< <+ © < o SN © w65 g ~ 1 a © © o ¥ © © = o ] 0 © - o S
- - - - - - - <
I
&
<}
c
2
S
S
S
S
w
kS
7]
ksl - 5 ~
g g @ S B = k]
S .. o 2 (7] = : 5 = S
S & E = o 5 S © D
e ® c = S L e © 3 =
a 32 S 2 g = P L 5 = g S
o £ = 4 _ g 5 < @ k7 [ s £
2 < £ E £ 3 = z S ] 4 - o < @
143 > o 2 T 5] = 3 S o g g o 5 IS
£ @ @ = E O g D _ = et o 2 = MR 2
S S 2 3 3 2 ¢ « 3 g 5] o 5 8 [ a = 5
a5 % = 2 -8 5 c B
o o , © E 2 8 3 g § ¢ 2 @« @« < s © S 5 e a5 8 £
Py ~ 8 5 g 5 & o 2 g = 5 o @ 8 S _ € o @ « gl @ O N
g £238 ST 285%g 82£4848egs STeze &8 8 50t g -
<5 s 8 T 2 2 3 5§ &8 8 § o xo’Sas_’Sa i 38 5§ 2 © ] 3 5 B 2 o
5 S E5z g g2 g5 98833888 £322F & & EECSa 8
= s O Z & S i < 3 £ 3 L 2] © © Sl E 2 o <
3 a S &) =z 3 < < 3 6 » O S
[ ic ic < Z2 o & S

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 FINRA 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.




