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TRENDS & OUTLOOK : Somewhat Bearish

TModule Factor Direction

CURRENT TRENDS - Very SLOW ECONOMIC GROWTH; MODERATE INFLATION
OUTLOOK - SOMEWHAT BEARISH ; RISK POSTURE - MODERATE

Economy
[Somewhat Bearish]

Consumer Spending
Business Spending
Inventory/Sales
Residential Investment

Home prices are falling and household borrowing will be less availbel to fuel household spending.  This slowdown is now characterized by a retrencment in spending
Despite strong profit growth in this cycle, real business capital spending growth has been relatively cautions and beginning to trend lower.
Sales at U.S. wholesalers rose faster than inventories in June making it likely that companies will continue to rebuild stock this year.
Housing is expected to decline during the year with little meaningful recovery before the end of this decade. Many regions of the country are facing longer workout periods

Trend-Ranking Explanations

[ - ]
[ n ]
[ + ] Recession unlikely in 2008
[ - - ] But a Dramatic Slowdown

New Exports
Employment
Global Growth

Inflation
[Somewhat Bearish]

Capacity Utilization
Import Prices
Svc. Sector Inflation
Wage Inflation
Gold Prices

[Somewhat Bearish] Residential Investment Housing is expected to decline during the year with little meaningful recovery before the end of this decade. Many regions of the country are facing longer workout periods
A significant improvement in net exports due to a weaker dollar will cushion a slowdown in private domestic demand.
The economy is losing momentum as weakness in housing, motor vehicles and mortgage industry spread to othe parts of the economy
The length and dynamics of the credit crisis is still very uncertain and could impact markets in the near term.  However, western econimics unlikley to head into recession

The manufacturing operating rate is beginning to move lower as economic growth persists below potential
Over the past 12 months total import prices have been slowing due to small declines from Pacific Rim countries and the effect of petroleum prices.
Pricing power slipping and now at the lowest level since February.
Core inflation likely to remian in upper end of Fed's comfort zone due partly to elevated unit labor costs.
Gold prices remain high suggesting concern about future reflation and uncertainties in the marketplace

[ ]
[ + + ] [GDP 1.8 - 2.0% this year]
[ - ]
[ + ]

[ + ]
[ + ]
[ + ] Recent numbers are in upper end 
[ - ] of FOMC "Comfort Zone"
[ - ] Core PCE Deflator - 2%

Productivity Growth

Fed's Ability to React
Regulatory Pressures
Value of Dollar

TIPS Breakeven

Money & Credit
[Neutral]

Money Supply Indictors
Political Pressures

Commodity Prices
Productivity growth may be fading after a decade - long surge that helped curb inflation
The recent rise in commodity prices (CRB Index) along with rising energy prices could threaten FED flexibility in coming months to ease policy further
Higher prices for crude oil and some commodities and the decline of the dollar suggests upside risk to inflation - causing spread widening.

Monetary conditions are expected to remain supportive of economic growth in 2008.
Military conflicts - spending increases
The FED has been quite aggressive in reducing interest rates and is likely to remain accomodative but may be limited by rising inflation
Washington moving forward very slowly
The Dollar may have reached a bottom in its five year slide recently.  It is expected to begin a a slow move higher vs. European currencies as foreign banks begin easing.

[ n ]
[ - - ]
[ - ]

[ +  + ]
[ - - ]
[ + + ] FOMC will be vigilant
[ n ] and promote economic growth
[ + ] Fed Funds: 2.50% -- 3.0%

Spending Priorities

Govt. Receipts

Credit Supply

State & Local Govts.

Fiscal Policy
[Somewhat Bearish]

Defense
Tax Priorities

Credit Demand

Consumer

While the unwinding of the housing boom and the collapse of the subprime market is raising credit concerns a full blown credit crunch seems unlikely.
Mortgage lending under pressures; business credit strong

Low for this point in the cycle but should increase and will llkely continue with the slowing of the economy
Strong demands for defense spending - Iraq & Afghanistan; no relief is eminent
Stimulus adding to economic growth
Deficit unlikely to improve in the short run
Slower economic growth suggests slower tax revenue gains and thereby an upward bias for Federal and State financin needs.

Following the eruption of the financial crisis in August, consumer confidence has deteriorated significanly which could negatively impact spending further.

[ n ]
[ n ]

[ n ]
[ - - ] Deficits likely to temper growth
[ + + ] in the future.  No end in sight
[ - - ] to the war on terrorism.
[ - ]

[ - - ]

Trend Monitor Ranking Key
[+ + +} Bullish (7)     [- - -] Bearish (1-2)
[ + +] Moderately Bullish (6 - 7) [- -] Moderately Bearish (2 - 3)
[ + ] Somewhat Bullish (5 - 6) [ - ] Somewhat Bearish (3 - 4)

[ N ] Neutral (stagnant growth and market environment (4 5 )

Risk Appetites

Sentiment
[Somewhat Bearish]

Business
Stock Market
Yield Curve

Business confidence is dropping.  With CEO confidence dropping and profit growth slowing hiring is likely to be negatively impacted.
Massive buyback of stocks by corporations and private equity syndicates are driving the equity markets.  This is fueled by cheap credit not earnings 
The Yield curve has gotten steeper partially due to Fed easing.
The unwinding of the housing boom and the collapse of the subprime market have fueled a growing aversion to risk

[ n] Turbulence (volatility) in the
[ - ] markets will continue
[ - ]
[ - ]

[ N ] Neutral (stagnant growth and market environment (4 - 5 )



MARKET UPDATE: FED Updatep



ECONOMIC UPDATE: Retail Sales

U S  retail sales during March increased a modest 0 2% after a 0 4% decline during 

March Retail Sales Remained Weak 

U.S. retail sales during March increased a modest 0.2% after a 0.4% decline during 
February. The February drop was a bit shallower than the -0.6% reported last month 
due to a lessening of that month's decline in sales of motor vehicles & parts. On a 
three month basis overall retail sales rose a negligible 0.7% through (AR) March.  

Sales of motor vehicles & parts ticked up just 0.2% (-3.5% y/y) following February's 
revised 1.4% downdraft. 

During March, retail sales excluding autos ticked up just 0.1% last month and 
reversed a little revised 0.1% February dip. So far this year the gain in non-auto 
retail sales amounted to 1.8% (AR) following a 4.5% rise last year. 

Retail sales less gasoline & autos fell very slightly and were up 1.3% from a year g y g y p y
earlier. On a three month basis these sales are roughly unchanged following the 
4.4% rise last year. Sales at gasoline service stations rose 1.1% (18.9% y/y). 

Sales of discretionary items remained quite weak. Furniture, home furnishings & 
appliance store sales fell 0.4% (-3.2% y/y). The level of these sales peaked last 
November and has fallen 4.0% since. Sales of electronics & appliances fell 0.4% 

f(+1.2% y/y) after no change in February which initially was reported as a slight 
decline. Apparel store sales fell by 0.5% (-1.6% y/y) after a 0.9% (-1.6% y/y) 
February decline. These sales peaked last July and have since fallen 2.3%. Sales at 
general merchandise stores fell 0.6% (-0.0% y/y) and are 0.7% off last December's 
peak.  

Building materials & garden equipment sales dropped another 1 6% ( 6 9% y/y) and Building materials & garden equipment sales dropped another 1.6% (-6.9% y/y) and 
since their peak early in 2006 these sales are down 9.6%. 



ECONOMIC UPDATE: Business Executive Confidencef

CEO Confidence Hits LowCEO Confidence Hits Low



ECONOMIC UPDATE: Inventories

D i  F b  t t l b i  i t i  t h d t ti  d  0 6%  

Business Inventories Up

During February, total business inventories matched expectations and rose 0.6%. 
That followed a 0.9% January increase which  was revised up slightly. The 
annualized three month growth in inventories rose to a quite firm annualized rate of 
8.9%, the strongest since mid-2006.   

Factory inventories continued to lead the quickened rate of accumulation. February 
inventories increased 0 5% following the very strong 1 3% January surge  The three inventories increased 0.5% following the very strong 1.3% January surge. The three 
month rate of accumulation remained double digit at 11.3% versus 7.2% during 
4Q07 and 2.5% in 3Q. Higher oil prices continued behind some of that faster rate of 
gain. Petroleum inventories rose at a 60.7% rate over the last three months. But 
elsewhere accumulation also has been strong. Excluding petroleum, factory 
inventories rose at an 8.4% rate over the last three months versus 5.9% growth 
during 4Q and 1.7% in 3Q. g Q Q
 
Retail inventories ticked up just 0.2% in February and three month growth remained 
subdued at 2.1%. Inventories of motor vehicle & parts during the last three months 
fell at a 3.3% rate due to production cutbacks. Outside of autos, retail inventories 
rose just 0.1%. The three month growth of 4.7% wasn't far off the pace of the last 
few years. 

 The industry detail in the retail sector indicated that furniture inventories fell for the 
fourth straight month and at an annual rate of 4.1% during the last three months. 
Clothing & accessory store inventories have been held under control and fell 0.4% 
after a large 0.7% January drop. The three month rate of change fell to a negative 
2.2% rate. General merchandise stores' inventories need some further reining back. 
Though they rose just 0 2% in February  over the last three months they're up at an Though they rose just 0.2% in February, over the last three months they re up at an 
8.1% rate after little change last year. 

 



ECONOMIC UPDATE: PPI

PPI Soared 

Finished producer prices in the U.S. soared 1.1% last month, up sharply from the 
unrevised 0.3% February increase. The increase nearly doubled Consensus 
expectations for a 0.6% rise and it was the strongest rise since last November.   

Energy prices surged 2.9% (20.4% y/y) as home heating oil prices spiked by 13.1% 
(52.0% y/y) and natural gas prices increased 4.2% (4.0% y/y). Gasoline prices 
continued firm and rose 1.3% (36.4%). 

Finished consumer food prices spiked 1.2% (5.8% y/y). During the past three 
months food prices have risen at a 10.1% annual rate led by soaring egg prices 
(56.3% y/y), higher dairy prices (13.5% y/y), higher coffee prices (13.8% y/y) and 
hi h  b k  d t i  (7 8% / )  Th t t th h  b  ff t h t b  higher bakery product prices (7.8% y/y). That strength has been offset somewhat by 
easier gains in prices for beef & veal (-0.3% y/y) and fresh fruits (0.0% y/y). 

Less food and energy, prices matched expectations and rose a more moderate 0.2%, 
less than half the 0.5% February surge. Prices of core finished consumer goods rose 
0.3% (3.3% y/y) due to strength in nondurable prices (4.4% y/y). Capital 
equipment prices rose a modest 0 1% (2 0% y/y)  about equal to the rise for all of equipment prices rose a modest 0.1% (2.0% y/y), about equal to the rise for all of 
last year. 

 



ECONOMIC UPDATE: CPI

During March, the consumer price index (CPI-U) rose an expected 0.3% after 
having been unchanged in February. Less food & energy, consumer prices rose 
0.2% and that also was as expected.  

CPI Total Rose 0.3% - In Line With Expectations 

Energy prices were quite firm last month and they rose 1.9% overall, the strongest 
increase since last November. Fuel oil prices led the strength with a 7.9% (40.2% 
y/y) rise while natural gas & electricity prices also were strong. They rose 1.9% 
(4.1% y/y). Gasoline prices increased 1.3% (26.0% y/y) and in April already have 
increased another 3.6%. 

Inflation of food & beverage prices remained moderate at 0.2% due to continued 
softness in prices for meats poultry & fish which were unchanged m/m (3.7% y/y). 
That followed a slight decline in February. Conversely, prices for cereal & bakery 
products remained strong and rose 1.3% (8.1% y/y). Earlier strength in dairy 
products took a breather m/m and they fell 0.8% (+11.0% y/y). 

 



ECONOMIC UPDATE: Industrial Production

I d t i l O t t U 0 3% L t M th B t E t ti

Industrial production last month rose 0.3% after a 0.7% February decline which was 
deeper than reported initially. Also revised down was production growth last year 
and during 2006. A 0.1% decline in March output had been the Consensus 

Industrial Output Up 0.3% Last Month – Beats Expectations

expectation.  

Factory output ticked up 0.1% in March after falling by a downwardly revised 0.5% 
in February. The three month change in output, however, fell to a negative 1.4% 
(AR). Production in the high tech sector has been strong and rose 1.3% (13.1% y/y),
as it did in February. Outside the high tech sector, factory output fell 0.1% and a 
February decline was revised deeper to 0 7%  Three month output growth in February decline was revised deeper to -0.7%. Three month output growth in 
manufacturing output less high tech fell to -2.8% (AR) but appliance production rose 
5.0% last month. 

Production of computers & electronics surged again last month by 2.6% and three 
month growth totaled 20.3% (AR). 

Weakness elsewhere in the durable goods area continued intense. Output of furniture
& appliances is down at a 10.5% rate during the last three months while production 
of automotive products has fallen at a 29.0% rate. Auto output is down partially due 
to the workers' strike at the American Axel Company. Machinery production is off at 
a 1.2% rate and metals output turned negative. In the non-durables sector apparel 
product output has fallen at a 10.8% rate over the last three months.p p



ECONOMIC UPDATE: Capacity Utilizationp y

Exports keeping Factory Sector Humming Along



ECONOMIC UPDATE: Housing Startsg

Housing Starts Weaker Than Expected

During March, housing starts were weaker than expected, falling 11.9% m/m to 
947,000 units. A decline to 1.010M had been generally expected. The latest level 
was the lowest since early 1991.  

Housing Starts Weaker Than Expected

Accentuating the total's m/m decline was a 24.6% drop in starts of multi-family units 
which more than reversed February's 11.7% rise.  

Single family starts last month fell by about the same 5.7% as they did in February. 
That month's decline was revised slightly shallower. Single family starts in March 
also were at their lowest level since early 1991 and they have fallen 63.0% since 
their early 2006 peak. For 1Q08, starts fell 12.6% from 4Q07.

By region, in the Midwest single family starts fell to a record low and were down 
25.0% y/y. Single family starts in the Northeast were roughly unchanged m/m but 
were down 30.4% y/y. In the South, single family starts also were about unchanged 
(-40.9% y/y) and in the West single family starts fell 11.8%. (-48.3% y/y). That 
d li  d h f th   i  F b  d th  i d d  70% f  decline reversed much of the surge in February and they remained down 70% from 
the August 2005 peak. 

Building permits fell 5.8% m/m and single-family permits fell 6.2% (-46.4% y/y).  

 



ECONOMIC UPDATE: Housing Starts & Business Cyclesg y



ECONOMIC UPDATE: Empire State Manufacturingp f g

Empire State Index Stabilized

The April index of manufacturing activity in New York State recovered to 0.63% 
following the sharp falloff in March to a reading of -22.2%. It was better than 
expectations for continued weakness at a level of -17%. The figure is a diffusion 
index and it is reported by the Federal Reserve Bank of New York.  

Since the series' inception in 2001 there has been a 55% correlation between the 
index level and the three month change in U.S. factory sector industrial production. 

New orders, shipments and inventories each improved.  

The employment index, however, deteriorated to a level of 0.00% from 4.49% in 
March. During all of 1Q08 the employment index averaged 1.61% versus 11.28% 
averaged during all of last year. In the (perhaps too) short six year history of the NY 
employment index, there has been an 85% correlation between it and the three 
month growth in overall factory sector employment. 

Like the Philadelphia Fed Index of General Business Conditions, the Empire State 
Business Conditions Index reflects answers to an independent survey question; it is 

t  i ht d bi ti  f th  tnot a weighted combination of the components.

Pricing pressure rose even further to an index level of 57.29, its highest since 2005. 
Since 2001 there has been an 81% correlation between the index of prices paid and 
the three month change in the core intermediate materials PPI.  

The Empire State index of expected business conditions in six months fell to a The Empire State index of expected business conditions in six months fell to a 
reading near the recession low during 2001. 



ECONOMIC UPDATE: Gasoline Prices

Gasoline prices jumped another six cents last week to a record of $3.39 per gallon. 
In yesterday's trading the wholesale price of gasoline rose to $2.72 per gallon, up 
another four cents from last week's average.

Record Gasoline Prices 

another four cents from last week s average.

Crude oil prices jumped five dollars w/w to $108.93 (74.0% y/y for a barrel of WTI 
crude. That price is up roughly thirteen dollars so far this year.   

 



ECONOMIC UPDATE: MAPI Business Outlook

MAPI Business Outlook Survey Fell Again

The 1Q '08 Composite Business Index published by the Manufacturers' Alliance/MAPI 
fell to 57 from 64 in 4Q '07. The latest reading was the lowest since 4Q '06. 

 During the last ten years there has been a 69% correlation between the Composite 
Index Level and quarterly growth in US factory sector output.q y g y p

The current orders index fell sharply to the lowest since 2003. The 1Q export orders 
index also fell moderately to its lowest level since mid-2005. During the last ten 
years there has been a 59% correlation between the export orders index and 
quarterly growth in real US exports. 

The profit margins index also fell to its lowest level since 3Q '05. Capital spending 
intentions for the coming year were down to the lowest level since 2006. During the 
last ten years there has been a 75% correlation between the capital spending index 
and  q/q growth in business investment. 



ECONOMIC UPDATE: Initial Unemployment Claimsp y

Initial Unemployment Insurance Claims Up

Initial unemployment insurance claims last week rose 17,000 to 372,000. During the 
prior week, claims fell 51,000 and that was slightly less of a decline than reported 
initially. Consensus expectations had been for claims to total 375,000 last week.  

A claims level below 400,000 typically has been associated with growth in non-farm 
payrolls. During the last ten years there has been a (negative) 76% correlation 
between the level of initial claims and the m/m change in non-farm payroll 
employment. 

The latest claims figure covers the week that April non-farm payrolls were surveyed 
by the Labor Department and claims fell 3,000 (-0.8%) from the March survey 

i dperiod. 

The four week moving average of initial claims held roughly steady at 376,000 
(17.0% y/y), still near its highest level since 2005. 

Continuing claims for unemployment insurance rose another 18,000 and the previous
week's increase was revised up to 18 400  Insured unemployment was at its highest week's increase was revised up to 18,400. Insured unemployment was at its highest 
level since mid 2004. The figure provides some indication of workers' ability to find 
employment. 

 



ECONOMIC UPDATE: Philadelphia Fed Indexp

Th  Phil d l hi  F d l R  B k t d th t it  A il I d  f G l 

Philadelphia Fed Index Down Again – But Expected Conditions Up

The Philadelphia Federal Reserve Bank reported that its April Index of General 
Business Conditions in the manufacturing sector fell to -24.9% and reversed all of 
the prior month's modest improvement. The latest level was the lowest since the 
recession year 2001.  

The Philadelphia Fed constructs a diffusion index for total business activity and each 
of the sub indexes The business conditions index reflects a separate survey of the sub indexes. The business conditions index reflects a separate survey 
question, not the sub indexes listed below. 

During the last ten years there has been a 59% correlation between the level of the 
Philadelphia Fed Business Conditions Index and the three-month growth in factory 
sector industrial production. There has been a 42% correlation with q/q growth in 
real GDPreal GDP. 

Sharp declines in the new orders, employment and in the inventories sub indexes 
were registered while shipments fell modestly.   

The prices paid index backed off slightly after rising in March to its highest level since
January 2005. During the last ten years there has been a 76% correlation between January 2005. During the last ten years there has been a 76% correlation between 
the prices paid index and the three-month growth in the intermediate goods PPI. 
There has been an 85% correlation with the change in core intermediate goods 
prices. 

The separate index of expected business conditions in six months rose 
sharply and was at the highest level since November; positive for the first p y g ; p
month in the last three. Expectations for new orders rose sharply

 



ECONOMIC UPDATE: Leading Economic Indicatorsg

The composite index of leading economic indicators, reported by the Conference 
Board, increased 0.1% in March after an unrevised 0.3% February decline. It was 
the leaders' first increase in six months.  

Signs of Improvement -Leading Economic Indicators Up Slightly 

During the last ten years there has been a 59% correlation between the y/y change 
in the leading indicators index and the lagged change in real GDP. 

The breadth of one month increase amongst the 10 components of the leading index 
improved to 60%. It was the first month over the break even level of 50% since last 
September  Over a six month period  however  the breadth of gain amongst the September. Over a six month period, however, the breadth of gain amongst the 
leaders components remained quite low at 30%.  

Last month, a more positive yield spread between the 10 Year Treasury Bond and 
the Fed funds rate, stronger money supply growth and vendor performance made 
the largest positive contributions to the leading index. That was offset by lower stock 
prices  lower consumer expectations and higher claims for jobless insuranceprices, lower consumer expectations and higher claims for jobless insurance



GENERAL – Legal Noticeg

Legal Footnoteg
 
The information presented here in is the expressed property of JM Santoyo 
& Company and is protected by applicable copyright, trademark and 
intellectual property laws.  No permission is granted to copy, distribute, 
modify post or frame any analysis charts rates educational materials andmodify, post or frame any analysis, charts, rates, educational materials and 
tools, text, data, charts, graphs, images, search boxes, product offerings, 
software code, user interface design or logos or any related information or 
materials or any portion thereof (“content”) without the express prior written 
consent of JM Santoyo & Company.  Such content is presented “as is” and 
may contain nonconformities defects or errors The JM Santoyo &may contain nonconformities, defects, or errors.  The JM Santoyo & 
Company does not warrant that such content will be error free or free from 
defects or nonconformities or that all errors or defects can or will be detected
or corrected.  Opinions and projections are as of the date of their first 
inclusion in such information and are subject to change without notices.  No 

ff i i d b ll ioffering is made to buy or sell any security.


