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ECONOMY SHEDS 524,000 WORKERS

The U.S. economy eliminated 524,000 nonfarm payroll
jobs last month, following a revised 584,000 decline in
November. Equally disturbing, the unemployment rate
soared to 7.2% in December from 6.8% in November.
Average hourly earnings rose 0.3% in December, bringing
the 12-month year-over-year increase to 3.7%. This isn’t
altogether worrisome, but there is reason to believe that the
pace of wages will increase in the next release as the
minimum wage in 10 states was increased.

SMALL BUSINESSES HURTING

According to the Small Business Administration (SBA),
small businesses — those with 250 or fewer employees —
represent 99.7% of all employer firms, employ half of all
private sector employees and pay more than 45% of total
U.S. private payroll. Unfortunately, the latest report from
the National Association of Independent Business (NFIB),
the level of optimism fell to its second lowest reading in the
35 year history of the survey. There are definitely tough
times in the neighborhood.

ISM PLUNGES, AGAIN

The Institute for Supply Management’s (ISM) monthly
Purchasing Managers Index (PMI) tumbled once again,
suggesting a continued deceleration in output in the U.S. In
December, the PMI fell to 32.4 from 36.2 in November —
and the lowest level in 28 years. Meanwhile some of the
components of the series hit their lowest levels since 1948,
when the records were first compiled. We do consider this
to be a sign that industrial activity will continue to contract
for the next seven or eight months.

MONTHLY PAYROLL CHANGES ('000)

500

300

100

-100

-300

-500

Source: Bureau of Labor Statistics, Argus Research
-700
'00 '02 '04 '06 '08
NFIB SMALL BUSINESS HIRE PLANS
o, .

3 Unemp oyment 'A, . . Hire 24

4 118
+12

5
+6

& 0

Source: NFIB, Bureau Labor Statistics
7 6
'97 00 '03 '06
REAL GDP (Y/Y%) VS. ISM PMI

65 ISM GDFP ¢
T5
14
+3
12
11

. 0
40 0 Source: ISM, Bureau Economic Analysis, -1
v Argus Research
35 v v N v v -2
1987 1991 1995 1999 2003 2007

ARGUS RESEARCH COMPANY « 61 BROADWAY « NEW YORK, NY. 10006



MONETARY HIGHLIGHTS

CONSUMER CREDIT SLUMPS CONSUMER REVOLVING CREDIT (%)
Total outstanding consumer borrowing fell by $7.94 25

billion in November — the largest monthly decline on

record. In percentage terms, the decline was an annual- 20

ized 3.7%, which followed a revised 1.3% drop in
October. We are sure this trend carried into the new year 151

as the jobs climate has deteriorated further and defaults 10|

have accelerated. The reluctance of banks to lend also

suggests that the credit figures will trend lower. Revolv- 5

ing debt, better known as debt on credit and charge 0

cards, fell $2.76 billion (or an annualized 3.4%) in ) ) \
November. Non-revolving credit, which is largely com- -5 |

prised of loans for automobiles, contracted by 3.9% to

$1.597 trillion. Investors should not expect any mean- -10

1999 2001 2003 2005 2007

ingful near-term change in this trend.
AG PRICES SLIDE AGAIN PRICES RECEIVED BY FARMERS
According to the National Agricultural Statistics Ser- 200
vice (NASS), the preliminary All Farm Products Index
of Prices Received by Farmers pulled back by eight 180 | ‘ —All e _Crop o Livestock
points (or 5.7%) in December to 133. The All Farm
Products Index is down 6.3% since December 2007. 160
The Prices Paid Index for Commodities and Services,
Interest, Taxes, and Farm Wage Rates (PPITW) was 140
down four points (or 2.2%) from November, but re-
mains 6.6% higher than in December 2007. Meanwhile, 1204 4
the Food Commodities Index dipped seven points (or J
5.0%) from last month and has decreased 14 points (or 1004
9.6%) from a year ago. We expect this downward trend
to continue, but end late in the second quarter. 80'95 ‘96 '97 '98 '99 '00 '01 '02 '03 '04 '05 '06 '07 '08
REELING RETAIL RETAIL SALES (YOY%)
Sales at the nation’s retailers tumbled 2.7% in Decem- 15
ber — the sixth consecutive monthly decline and the
longest skid since the data were first compiled in 1992.

10

Over the last year, total retail sales contracted by a
whopping 9.8%. Excluding volatile auto components,
sales fell 3.1%. Unfortunately, the retail sector‘s health 5
is likely to deteriorate further as a result of slowing
demand, heavy discounting, and the pinch of higher
wage costs. Despite losses at essentially all sectors,
keep in mind that this report is not adjusted for inflation.
Therefore, the steep declines are a function of both -5 |
falling prices and declining volumes. Some of the

bigger declines in December were at gasoline stations 10
(-15.9%), building material & garden equipment stores '93 '96 '99 '02 '05 '08
(-2.9%), and clothing & apparel (-2.5%).




FINANCIAL MARKET HIGHLIGHTS

INVESTORS PREP FOR 4QEPS S&P 500 QUARTERLY EARNINGS GROWTH

We expect a 20% decline in profits for the fourth  4ge,
quarter, which would mark the sixth quarter in a row of

EPS declines. Our full-year estimate for S&P 500  30%
earnings in 2008 is $65, implying a 14% year-over-year g9,
decline. We look for further weakness in 2009, to $56.

In addition to challenges on top-line growth, we expect 1% TI
margins to fall as companies work feverishly to bring 0% I (1] .I . " .
costs in line with revenue. We reckon that after-tax i l I
profits as a percent of GDP may fall all the way to 5.8%, -10%
matching the 1965-70 drop, versus 9.3% at the peak in ~ _q9
2007. Laterin 2009, though —and after months of heavy
job cuts — the outlook for margins and profits may
brighten. We think stocks will anticipate this so we are  _49%

-30%

bullish on equities, despite the near-term fundamental 97 '00 '03 '06 '09E
challenges.

ANEW REALITY FOR DETROIT usﬂﬁ:{:-_?oa;l; Fc‘)ll:cuKNIs'I"\SL)IEs
Asrecently as 2000, the U.S. was consuming more than 18

17 million vehicles per year; in 2008, the number fell to 17 Sources: Motorintelligence.com, NY Times

13.2 million. Recent run rates have been in the range of

10-million. We do not envision U.S. sales moving back 16

to 2008 levels for several years — but there will be a 15

U.S. auto industry. The industry that emerges in 2010 14

should be substantially leaner and, in our view, will 13

increasingly view fuel efficiency as both a matter of 12

survival and a competitive advantage. Argus Institu-

tional Partners Analyst Kevin Tynan has prepared an in- B

depth industry report outlining the direction for the 10 i I
industry. In our view, hydrogen fuel cell vehicles offer 9

the only means of achieving real energy independence, 8 I I
eliminating greenhouse emissions and revitalizing the 1980 1985 1990 1995 2000 2005 2010E
U.S. auto industry.

BULLISH BOND MARKETS GLOBAL YIELD GAPS (%)

The picture for global growth isn’t as gloomy as many 4
suggest, this according to analysis of the yield gaps in

key nations. The yield gap is defined as the 10-year 2
yield minus the three-month yield; if the difference is
positive, the yield curve is sloped upward — which
correlates to an outlook of economic growth in 12-18

months. The yield gaps in most industrialized nations .o
are positive, though the depth in some also reflects
heavy demand among investors — and central banks — 4
for Treasury securities. In global equity markets, of
course, investors are fearing much worse. Over the past g

year, global stock markets are down42%. The so-called
BRIC nations are off on average 58%. We think the g
aggressive sell-offs have re-opened opportunities. US India UK  China Japan Euro Russia Brazil

Sources: The Economist, Argus Research
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Argus Research is an independent investment research provider and is not a member of the FINRA or the SIPC. Argus Research is not aregistered broker dealer
and does not have investment banking operations. The Argus trademark, service mark and logo are the intellectual property of Argus Group Inc. The information
contained in this research report 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. 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
or for their fitness for any particular purpose. This report is not an offer to sell or a solicitation of an offer to buy any security. 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. 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. Nothing in this report constitutes individual investment, legal or tax advice. 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. No Argus officers, employees, agents and/or affiliates may serve
as officers or directors of covered companies, or may own more than one percent of a covered company’s stock.




