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Market Statistics for September

Market Commentary: _
There is simply no other way to say it, September CIo_smg %

) e Market Index Price Change
was an absolutely horrible month for the financial mar- 5\ "501as Industrial Average 10,851 -6.0%
kets. The table to the right tells the story very clearly gep.500 Stock Index 1,165 -9.2%
and yes those are one month returns not one year returns.Russell 2000 Stock Index 680 -8.1%
The fuel of panic settled on Wall Street in early Septem- |Shearson Treasury Bond Index 16,261 2.5%
ber with the failure of Lehman Brothers and AIG. That Dow Jones World Stock Index 222 -12.7%
fuel was then ignited, suddenly and furiously, by the |Nasdagq Composite Index 2,082 -12.1%

United States House of Representatives as they failed to great depression. | certainly appreciate the fact that my own
pass the Financial Markets Rescue Bill. The failure by the clients are much more leveéaded than that.

House led immediately to the single largest point drop in The chart below should help to put the current mar-
history for the Dow Jones Industrial Average as it fell by ket situation into a better perspective. What | have done is
778 points. to chart out the growth of the S&B00 Stock Index since

| must pause here, though, and say that | am sin- 1970, highlighting each of the major bear markets over those
cerely grateful for our clients. While | did receive phone years. Then, in the box inserted into the chart, | have calcu-
calls expressing concern about where things might be lated the gains in the market from the end of each of those
heading, there was no sense of panic in their voices. Theirbear markets up to the end of 2007. | chose that ending date
concern was centered more about the things their friends very deliberately because it represents neither the previous
and ceworkers were saying. That is very understandable market peak, nor the current market low.
given the headlines in the media talking about the next (Continued on pag8)

S&R500 Stock Index
9/30/1970to 9/30/2008

-29.3%

Post - Bear Market Returns
(to 12/31/2007)

Year Total Annualized

2002 89.0% 13.0%

1990 396.9% 9.8%

1987 553.1% 9.7%

1982 1,261.1% 10.6%

1974 2,264.4% 9.6%
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The Economic Picture

The Federal Reserve of the United States is

Current Economic Position:

Stage 5 Contraction

charged with a dual mandate of price stability (controlling

Economic Indicators

. . . Growth Latest
inflation) and full err_1p|o3_/men_t (economic growth). Fn GDP +2.8%A
order to protect against inflation, the Fed general raises  Productivity +4.3%
; ; _ Employment Cost Index +0.7%
interest rates, and lowers them in order to promote eco Capacity Utilization i

nomic growth. It has become thoroughly obvious that in-

flation is no longer a concern for our economy, but rather  Inflation

that growth has become the focal point. Therefore expec-
tations for a Fed rate cut have grown tremendously over
just the past few weeks.

Consumer Price Index -0.1%
Core PCE Deflator +0.2%
Implicit Price Deflator (GDP) +1.3%a

Sentiment

The mar ket ds expectat i on CansumerConfidence Indexo n 5%8a n

ure by the TIPS Spread, shown in the chart to the right. As ~ Unemployment Rate TEL
i Personal Income +0.5%
you can see, those expectations have dropped to around 1%
a =revised up, A =revised down Sour ce:

over the near term and below 2% even in the long term.
This expectation has been bolstered by falling energy and
commodities prices, with crude oil back below $95 and
natural gas down almost 50% in just the last four months.

Lower inflation means that the Fed has even more
room to cut interest rates. The current expectation is for
the Fed to cut by a full 1/2% this month, and maintain that
level all the way through July, 2009. Given the amount of
damage that was done to the economy during September it
is likely that we will see some grim reports over the next
couple of months.

Interestingly enough, the economic reports for

(Continued on pag8)

Prior

+0.9%
+2.2%
+0.7%
79.7%

+0.8%
+0.6%
+2.6%

b e 560e as -
+5.7%
-0.6%a

Moodyds Econo

Source for data: US Federal Reserve
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