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RECESSION MEASURE HOLDING UP

s . . . INDUSTRIAL PRODUCTION

The National Bureau of Economic Research is the arbiter 120
of business cycle changes. When the group meets to 110 |
determine if and when the U.S. economy has slipped to 100 |
recession, it uses several gauges. One, industrial produc- %
tion, increased 0.2% in July, which followed a 0.4% gain 80
in June. This is encouraging because the index had hit the ]
skids from February through May. But the first-half slow- 01 Source: Federal Reserve, NBER
down.paled in c.omparisF)n to the prqnounced downturns o0 1sea s 2002 zo0s
experienced during confirmed recessions.
IT'SNOT JUST ABOUT GASOLINE CONSUMER BURDENS % OF TOTAL SPENDING
Mainstream media reminds Americans how economically 18 S —
compromising energy costs have been. But we aren’t sure 16 — ! i \ |
that record prices at the pump are the chief culprit behind :: :z:‘::::i;a;eaas
the lackluster economic performance and miserable confi- 10 —y—Gasoline, Fuel Oil
dence readings. Roughly 17.5% of consumer spending is 81 ——Prescriptions
on medical care, with prescriptions adding another 2.5%. 61 [ soweerauren "" E”""m"‘” Analyss, Argus F’T“’”” ‘ | y

. . . .. 4 | 0, sy 2R25
This dwarfs gasoline spending (at4.7%) and felectr1c1ty and 22 3’3»:22»‘:»»»,,;, s B SR i 3%
gas (at 2.5%). You don’t need an economist to tell you 0

about the impact of medical costs on the economy. o7 00 03 06
STRONG ORDERS & SHIPMENTS NEW ORDERS NONDEFENSE CAPITAL
GOODS EX-AIRCRAFT (YOY%)

The pace of new orders for durable goods recently climbed

more than the Street expected — by 1.3% in July. Exclud- 16
ing the transportation component, orders jumped a strong 8
0.7%. Shipments of durable goods rocketed 2.5% in July. 0
These gains suggest capital spending during the third _1'2
quarter will be positive, and will help boost the overall pace 24
of economic activity. These trends, if sustained, could keep -32
the U.S. economy from faltering as so many on the Street o o o - - " o -

anticipate.
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MONETARY HIGHLIGHTS

INFLATION SOARS IN JULY

In July, inflation at the retail level rose at the fastest
pace seen in 17 years. During July, the consumer price
index rose 0.8% — or 5.6% over the last 12 months.
Excluding volatile food and energy, the core rate
increased 0.3% — or 2.5% since July 2007. This core
rate exceeds the Federal Reserve preferred 1.0%-2.0%
“comfort zone.” The gains were widespread, with
energy up 4.0% in the month, transportation up 1.7%
and food & beverages up 0.9%. Apparel prices jumped
1.2% in July, the largest increase in over a decade.
Clothing and accessories are so expensive because
transportation costs have surged. In addition, wages in
China are escalating, forcing apparel retailers to pass
along higher costs. The Fed must be disturbed by this
latest report.

ARGUS FED INDEX DROPS

The Argus Leading Fed Funds Index (ALFFI), our
internal barometer of changes in the Fed Funds rate,
fell more than seven points from an all-time high
posting in the previous month. During July, the ALFFI
declined to 112.43 from a revised reading of 119.46 in
June. Despite the large drop, the level of the index
remains at one of the loftiest levels recorded in the 18-
year history of the ALFFI. Three of the six components
of the index registered gains, with the core intermedi-
ate producer price index experiencing the largest in-
crease. Declines in the Institute for Supply
Management’s Prices Index and the Reuters CRB
Commodity Index led the hefty decline in July. We
expect the Fed’s next move to be a rate hike.

THAT'S A BUBBLE?

We’ve charted the growth in three of the most recent
bubbles in the financial markets and economy: the
Nasdag/dot.com Bubble of 2000, the increase in home
prices as measured by the OFHEO Home Price Index,
and the current run-up in oil prices. Our chart attempts
to capture the formation of the bubble by scaling the
monthly values of each index 70 months prior to a
peak. We know the Nasdaq and OFHEO peaks, and for
this exercise we assume the peak in oil to be July 2008.
There are several interesting trends in this chart, such
as the parallel ascents in the Nasdag/dot.com run-up
and crude oil (West Texas Intermediate). What may be
more interesting is that the run up in home prices pales
in comparison to the other “bubbles.”
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FINANCIAL MARKET HIGHLIGHTS

BEST INDUSTRIES FOR GROWTH IN 2Q08 BEST GROWTH INDUSTRIES (2Q08/2Q07)
Back in the 2001/2002 earnings recession, it was the

technology sector that dragged down earnings for the Software & Service

S&P 500. This time around, the clouds surround banks 19.1%

and consumer discretionary companies. But there were
several non-energy industries that posted double-digit
earnings growth in the second quarter and against

Pharma & Biotech

Food & Staples

strong year-ago results. Most of the sectors listed below Retail 12.7%
are focused in less cyclical areas like consumer staples
and healthcare. But technology earnings have held up Tech Hardware

better than we expected thus far in the cycle as well. The
technology sector has sold off a bit of late, we believe H

K X . K ousehold/Persona
on the expectation that earnings in that sector will start Products
to come under more pressure as well.

0% 5% 10% 15% 20%
U.S. MARKET VALUE VS. GDP US EQUITY MARKET PRICE/SALES RATIO
Among the tools we use to value U.S. equities, we
compare the value of the U.S. stock market to the value 20,000 % Bil Ratic_ .00
ofreal U.S. GDP. From 1980 through 2007, the average ——GDP 75
ratio of market cap to GDP was 91%. It wasn’t until 16,000 | wm U.S. Mkt. Cap.
1995 that the U.S. market began to trade at a premium —s—nRatio 1.50

to U.S. GDP; itreached a peak of 189% in 1999. Despite 12,000 |
the near-bear market that exists today, the U.S. market
still trades at 114% of GDP. But an estimated 45% of

S&P 500 earnings now come from outside the U.S., 5,000

nearly twice the percentage as recently as 2001. The 2,000 | 078

S&P 500 accounts for about 80% of the market value of ’ 0.50

U.S. stocks. Still, bulls have speculated that U.S. stocks . s
] .25

are already priced for a U.S. recession. We are not sure
of that based on this analysis.
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BOND BULLS BOND BULLS?
The chart below shows the normalized trend in 10-Year

Treasury yields along with the average recommended 120
bond allocation by strategists at a group of Wall Street ‘ . -
firms. For most of this decade, strategists have recom- 1o | ——Yield  —o-Alocation }?u
mended that investors keep about 25% of a balanced 100
portfolioin bonds. At the end of August, the recommen-

dation was that almost one-third of a portfolio should be 90

in bonds. These strategists are pretty smart and we

Normalized Values

suspect that some are focusing on safety, amid worries 80

about housing and some financial firms. But as 20

contrarians, we think it is simply worth considering

whether bonds deserve a bigger portion of your portfo- 60

lio when the 10-year Treasury is yielding 3.8% and the

inflation rate has surged from 1.3% at the end of 2006 v
Dec-99 Dec-00 Dec-01 Dec-02 Dec-03 Dec-04 Dec-05 Dec-06 Dec-07

to 5.6% in July, the fastest pace in 17 years.
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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 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.




