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Investment Philosophy

The nonetary base expanded since onr Q4 09 report, but for the first time since these reports have been written the
change versus a year ago is a smaller number (1,685,564 from below compared with 1,740,586 in the Q4 report).
Unfortunately, the reason for the smaller number is a higher comparable, as the monetary expansion was beginning in
carnest in April of 2009, The pace of growth between Q4 09 and Q1 10 is Jess (1,943 TN 04 A 2.058 TN
QO1=591%;1.795 TN Q3 A 1.943 TN Q4= 8.24%). Hopefully, this deceleration will continne. An
excpansion 15 an expansion, however, and inflationary pressures continue fo rise.
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Federal Reserve Data Bank
Member Bank Reserve Chgs. (Mil. §)

Latest Prev. Year
Week Week Ago
Change Change

Reserve Chgs. (Mil. §)
One week ended Mar 31:
U.8. Gov't securities:
Bought outright 2,014,288 -3,372 +1,240,791
Federal agency secur:
Bought outright 168,988 +1,500 +118,135
Reserve bank credit:
Primary Credit 7.664 -3,086 -52,071
Secondary Credit 600 +600
Seasonal Credit 4 -2 1
Float -1,700 -80 +587
Other F.R. Assets 94,440 -1,389 +48,573
Total Fed Credit # 2,280,403 -7.424 +244 230
Gold stock 11,041
SDR Certif. Accounts 5,200 +3,000
Treas. Gurr. Qutst. 42,839 +14 +578
Total 2,349,483 -7,410 +247,808
Currency in circ 932,786 +92 +30,182
Treas. Cash Hidgs 224 +B -87
Treas. Fed Deposits 35,896 -31,707 -11,233
Foreign Fed Deposits 2,256 =161 +1,146
Other Fed Deposits 3,080 +2,692 -14,155
Serv Related bal. 2,687 -6 -1,741
Other FR liab/cap 65,948 -1,120 +10,474
Total factors 1,224,455 -5,022 -73,255
Reserves F.R. banks 1,125,028 -2,388 +321,063
Fgn hold U.S. dett 3,019,750 +7.238 +410,421
Reserve Aggregates (Mil. $ sa)
Two Weeks Endad Mar 24:
Total Reserves: 1,169,904 1,227,673 824,557
Nonborrowed Res ' 1,081,578 1,126,398 219,708
Required Res 2 66,269 64,519 53,286
Excess Reserves: 1,103,635 1,163,154 771,271,
Borrowed Reserves 88,326 101,275 604,849
Free Reserves 1,015,309 1,061,878 166,422
Monetary Base 2,058,899 2,116,345 1,685,564

! Fed supply of permanent reserves provided.

2 Demand for reserves to back deposits.

? Free reserves equal excess reserves minus discount window borrowings other than extended credit. Free
reserves are shorthand method of determining the degree of ease of Fed policy, or when they are negative
net borrowed reserves, tightness.

The 2.1% annual rate of inflation is lower than the level reported in onr Q4 09 publication (it was reported at
2.7%), but still substantially bigher than the 0.2% level of a_year ago.



PULSE OF THE ECONOMY

¥ - Indicates new report

laoel Ll Precedng e vewrove o
Inflation

JOC-ECRI Industrial Price Index | 4 Apri 120.16 117.54 68.08 74.20
Consumer price index b {(unadjusted) Feb 216.7 216.7 212.2 212
Gross domestic product deflator 4th Qtr 0.5 0.4 0.1 400.00
Producer price index (finished goods) ¢ Feb 178.8 179.8 171.3 4.38
Rate of inflation, % {(annual, unadjusted) Feb 21 26 0.2 950.00

a-1997 equals 100, b-1982-84 equals 100. c-1982 equals 100. e-Estimate. f-1996 equals 100. p-Preliminary. r-Revised,

Capacity utilization continyes to inch abead versus our last report (72%). Not a huge pickup in capacity, but the
trend continues to be positive rather than negative. GDP 4" Quarter nunibers are out, and are up huge. Fixed
investment is also up (both residential and non-residential), but personal incomse receded slightly from the numbers
reported in Q4 (12,180 versus 12,200). A small change, but a change in the wrong direction nevertheless. The
personal savings rate is trending downward — and based on other data (GDP, fixed investment) it seems reasonable to
assume that consumers are starting fo loosen the purse strings.

Economic Growth and Investment

Durable manufacturing (MAICS) a Feb 100.7 r1ot.n 99.0 1.72
Capacity utilization % Feb 72.7 725 703 341
Gross domestic product 4th Qir 5.6 22 54

Industrial ouiput a Feb 101.0 ri0D.9 2838 223
Manufacturing (NAICS) a Feb 100.7 1009 985 2.23
Nondurable manufacturing (NAICS) a Feb 99.5 96 97.0 2.58
Personal income, (bil. §) » Feb 12,180 r2,179 12,034 1.21
Personal Savings Rate, St.Louis Fed P Feb 3 3.4 4 -26.19
All fixed investment, (bii. $} 4th Qtr 1,646.6 1,626.7 1,900.3 -13.76
Non-residential invesiment, (bil. $) 4th Qir 1,285.5 1,269.0 1,496.1 -14.08
Residential invesiment, {bil. $) 4th Qtr 352.9 3506 4150 -12.55

Consumption and distribution numbers, all compare favorably with ounr Q4 report with the exception of Auntos
(166,656 sold per Q4 report vs. 165,656 below), Light Trucks, domestic units (304,600 reported O4 vs. 293,166
below), and New Home Sales (355,000 from Q4 compared with 308,000 below). The book 1o bill ratio is still a



tosch below 1 (New Factory Orders of 383.53 billion + Factory Shipments of $384.86 billion = 0.9973; since
manufacturers recognize income when orders are shipped, this nuntber is a leading indicator of manufacturing revensue.
A number above 1 indicates firture growth while a mintber below 1 indicates the reverse). Also, the inventory to sales
ratio continues fo move lower. The increase in consumption appears fo be broad based with the exception of these
areas.

PULSE OF THE ECONOMY

» - Indicates new report

oot et Pdng veer Yewrorefo
Consumption and Distribution

Autos, domestic units seld [ 3 Mar 165,656 138,433 138,139 19.92
Autos, import units sold Mar 379,885 263,799 308,753 23.84
Business sales, (mil. §) Jan 1,046.87 r1,041.08 979.79 6.85
Gonsumer spending, (bil. $) 4 Feb 10,713 110,677 8,032 7.86
Durable goods (bil. $) Feb 179.8 r180.8 1791 0.39
Factory shipments, (bil. $) » Feb 384.86 1385.33 364.48 559
Instinet Research Redbook Avg. {monthly %) » Mar 27 1.16 1.55 0.09 1188.89
Light trucks'. domestic units [ 2 Mar 293,166 224.819 241,675 21.31
Light trucks, import units > Mar 227,498 153,214 171,212 32.88
New home sales, (thous. units) Feb 308 315 354 -12.99
Personal consumpticn 4th Qtr 9,280.5 9,252.6 9,195.3 1.02
Retail store sales, {bil. $} Feb 355.55 r354.34 342.36 3.85
Wholesale sales, (mil. $) Jan 346,705 342,422 313,772 10.50
Inventories

Business inventories, (bil. $} Jan 1,310,117 r,310.28 1,433.06 -8.58
Domestic crude ail, (thous. bbls) » Mar 26 351,928 351,507 357,794 -1.64
Factory inventories, (bil. $) b Feb 498.29 495,78 528.92 -5.79
Gasoline, {thous. bbls) bk Mar 26 223,161 226,008 215,596 3.51
Inventory-to-sales ratio {Business) Jan 1.25 1.26 1.46 -14.38
Wholesale inventaories, (mil. $) Jan 382,168 382,804 423,288 -9.71
Orders

Durable goods, (bil. $) Feb 178.1 r77.2 165.6 7.55

Factory orders, backlog (mil. $) » Feb 722,23 718.96 770.94 -6.32



New factory orders, {bil. $} b Feb 383.53 r381.43 348.46 10.08
Nondurable goods orders, (bil. $) > Feb 205.06 r204.5+ 186.65 9.86

Purchasing management index » Mar 59.6 56.5 364 . 6374

a-1997 equals 100. b-1982-84 equals 100. c-1982 equals 100. e-Esfimate. {-1996 equals 100. p-Preliminary. r-Revised.

The (04 data included an unemployment rate of 10.0%, and the data below reports 9.7%. This is good news, but
often these numbers are revised gfter their release. Hopefully, these numbers will hold up, and we can begin to see

improvensents, albeit snall ones, in the enmployment nnmbers. "The indicators are a “mixed bag,” with areas of
improvensent and retracement. Leading indicators confinue fo trend upward.

PULSE OF THE ECONOMY

}-- Indicates new report

Employment

Civil labor force, (thous.) 3 ' Mar 153,910 153,512 154,164 '-0.16
Employed, {thous.) > Mar 138,905 138,641 140,854 -1.38
Employment cost index 4th Cir 114.3 114.0 111.6 2.42
All non-farm payrolls, (thous.) | Mar 129,750 129,588 132,070 -1.76
Govemment payrolls, {thous.) » Mar 22,496 122,457 22,880 -1.68
Goods prod payrolls, {thous.) > Mar 17,870 ri7,829 19,233 -7.09
Initiat jobless claims 2 Mar 27 439,000 445,000 651,000 -32.57
Centinuing claims (mil.) » Mar 20 5 r4.668 53 -19.28
Service payrolls, {thous.) > Mar 111,880 r111,759 112,837 -0.85
Unemployment rate, % 4 Mar 9.7 8.7 8.6 12.79
Unemployed, {thous.) » Mar 15,005 14,871 13,310 12.73
Avg. wks duration unemploy > Mar 31.2 29.7 20.8 50.00
U-6 employment - Seasonally Adjsuted 4 Mar 16.9 16.8 15.6 8.33
Other Indicators

Consumer confidence (Conference Board) » Mar 525 r46.4 26.9 95.17
Index of coincident indicators Feb 100.1 r100.0 101.9 .77
Index of lagging indicators Feb 108.0 ri07.7 113.7 -5.01
Index of leading indicators Feb 107.6 r107.5 98.4 9.35
Coincident to lagging ratio Feb 0.93 0.93 0.90 3.3{

a-1997 equals 100. b-1982-84 equals 100. c-1982 equals 100. e-Estimate. f-1996 equals 100. p-Preliminary. r-Revised.



The monthly Money Supply data suggest that since December (from the Q4 report) M1 increased and M2 decreased,
which is consistent with the declining savings rate reparted earlier. Money is consing out of longer term deposits and

moving into spending accounts.
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Money Supply

Money Supply (Bil. $ sa) Latest Prev. ¥r. Ago
Week ended March 22

M1 (seas. adjusted) 17161 r708.2 1549.4
M1 {not adjusted) 1739.8 r1680.4 1582.6
M2 (seas. adjusted) 8480.1 18490.1 8336.5
M2 {not adjusted} 8537.4 8573.9 8358.4
Monthly Money Supply

Month ended February

M1 (seas. adjusted) ri710.3 16764 15736
M2 (seas. adjusted) rB518.6 8483.5 8207.4

The gross public debt continstes to climb, along with the statutory debt limit. The previously reported convergence of the
valne of the US Dollar and the Euro shows a recent reversal, with the Euro once again gaining in value versus the

dollar.

American Debt and Deficits

Year

aver

Latest Preceding Year

Report Report Year Ago %

Report  Chg

Federal Budget Deficit (bil. $}-a 1,171FY'10 1,752FY'09 459FY'08 155.12
Budget Surplus/Deficit (bil. $}-b, February -220.91 -42.60 -193.86 13.95
Trade Deficit (bil. §, sa)-¢, January -37.29 1-39.90 -36.90 1.06
Treasury Gross Public Debt. (bil. §)-d 12,684.6 12,662.5 11,1107 1417
Treasury Statutory Debt Limit (bil. §}-d 14,294.0 14,294.0 12,1040 18.09
Consumer Installiment Debt {bil. $)-e, January 2,456.3 12,451.3 25714 -4.48

Sources: a-Cffice of Management and Budgst, b-Manthly Treasury Statement, c-Monthly Commerce Dept. Report, d-Daily Treasury Statement, e-Monthly Fedaral

Reserve Releass.

and the YEN. In U.8. doltars.
e ELIRO —YEN -~ DOLLAR

FEDERAL RESERVE DOLLAR IDX vs EURO & YEN

This ¢hart reprasents the trend Botween the Federal Resarve Dollar Ingex and the EURQ
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The US continues to be ranked near the fop of developed countries in lerms of forecasted gross domsestic product growih.
The only developed country with a higher forecast in 2010 is Israel.

Output, pl‘ices and jObS Mar 31st 2010 | From The fconomist print edition
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Comimodity prices are untformly up year on year. Food and gold are the only two ifems that bave shown decreases in
the last month.

The Economist commodity-price index

Mar 31st 2010 | From The Economist print edition

The Economist commodity-price index

2000«10D
% change on
“one  one
Mar 23rd  Mar 29th* month  year
Dollarindex
Allitems 2117 2135 418  +32.2
Food 1969 1970 _ -0.3_ 454
Industrials
A 230.9. . 2350 .. %43 %827
L 20382001 .. %30, 7819
Metals 245.7 251.3 +4.8  +83.1
Sterfing index
Allitems 213.1 216.1 +1.5  +26.5
Eurc index
Allitems 144.7 146.6 +2.5 +30.3
Gold
Speroz 1102.60  1106.60 -1.1  +20.8

West Texas Intermediate
$ perbarrel 81.62 8238 43,2 +66.8

“provisional THen-food agricuitusats,

Conclusions:

The PALADIN PARTNERS, LLC/LAKE COUNTRY WEALTH MANAGEMENT investment policy
model architecture includes six models. Three of these are more conservalive, i.ce., favoring assef preservalion over

growth.
therefore,

Three of these are more aggressive, i.e., favoring growth over asset preservation. Our recommendalions,
are more defensive for the conservative nodels.

Inflationary pressures continue, and our view that the risk is to the upside with interest rates rematns
unchanged. We addressed the tactical side of this view during O4 by lowering the duration of recommended
bond holdings for our conservative portfolios. No further changes are conteniplated at present.

We will continue to hold inflation protected bond indexes as a part of the fixed income allocation in all but
our most aggressive portfolio.

There continues to be positive nomentum in the economy, but it continues to be a “mixed bag” with regard to
the indicators. We will make no changes to the level or classes of equities in onr models at this time. Small
company stocks will continue 1o be represented only in the more aggressive portfolios.

Econamists’ GDP forecasts continne to award the US economy with high growth throngh 2010 antong
developed countries, and at present we will continnte to favor US markels over foreign markels. See the last
bullet point for our view of the future.

There will be no changes to onr cash allecations.



o We will ook for confirmation of direction for the US economy in the coming months. Indicators that will be
of particular interest are the book to bill ratio, the unemsployment rate, the inventory to sales ratio, the savings
rate, the deficit, and the relationship in the money supply between M1 and M2, and capacity ntilfization.

o Depending on the resource, data suggest that the non-US equity market, on a markef capitalization basis,
represents only 30 1o 40 percent of the currency-adjusted world enterprise value'. Data also suggest that US-
based retail securities providers underweight their recommended non-US allocation to equities in comparison
to world market capitalization. For example, the VVanguard website piece entitled “International Equty:
Considerations and Recommendations” cites data from the Investment Company Institute (2007 factbook)
reporting that international equity funds constitute 23% of the total equity allocation of US muinal fund
investors. We have also been undermweighting non-US equity representation in our porifolios compared with

world market capitalization.

This decision has been based on data abont the 2008 capital market turnoil

and where the US economy bas been in the recovery cycle. In the months abead, we will be re-evaluating this
stance. We will not maintain onr nnderweight position indefinitely; therefore a move loward increasing non-
US equity and debt exposure will be inevitable in future quarters.

W™ Baxter, CFP®, CLU, CAIFC®

Brion Collins, CFP®, CLU, ChFC®

This information is provided for informational purposes only. The information contained herein is obtained from sonrces
believed to be reliable, but its accuracy or completeness is not guaranteed. Any opinions expressed herein are subject to

change without notice. An Index is a composite of securities that provides a performance benchmark. Returns are presented
for illustrative purposes only and are not intended 1o project the performance of any specific investment. Indexes are
unmanaged, do not incur management fees, costs, and expenser and cannot be invested in directly. Past performance is not a

grarantee of future resulfs.

Paladin Partners, I.IC

709D Milwantkee $treet

Delafield, Wisconsin 53018

262-646-3551

Paladin Partners is a fee-only investment adyisor
and does not offer securities.

Lake Country Wealth Management

7098 Milwankee Street

Delafield, Wisconsin 53018

262-646-3549

Securities offered through NEXT Financial
Group Inc. Member FINRA/SIPC. Neither
Lake Country Wealth Management nor Paladin
Partners, 1LC is an affiliare of NEXT
Financial Group INC.

1 MSCI ACWI currently includes an allocation of 41.95% to United States equities as of 3/31/2010; source is iShares

publication no. i5-1738-1209 iS-ACWI-F0310.




