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Q3 Report Card DueThis Week

Not surprisingly, in a week dominated by the first full week of the Q3 earnings
reporting season, the economic data took a back seat to all the headlines

on earnings. On balance, the week's economic data was mixed, with a few
reports beating expectations, a few in line, and a few disappointments.
Importantly, none of the data changed our view that the U.S. economy will
experience 2.0 to 3.0% GDP growth in the second half of 2009, and that the
consensus forecast for 2010, at 2.4%, is still too low.

This week, there are even more Q3 earnings reports (150+) than last week
(137), but the market seems almost immune to all the good news there. Thus,
we expect there to be more focus on the week’s full slate of economic data
which include reports on:

= Real Gross Domestic Product (GDP) for Q3 2009

= Manufacturing activity in Dallas, Chicago ,Milwaukee and Richmond
in October

= New home sales and durable goods orders in September

The key report of the week (in terms of media attention) will be the
preliminary Q3 GDP report. While the report will help to confirm to the public
at large that the recession has ended, the market will probably be more
focused on the reports for October, which provide insight into the economy
in Q4. Thus, we will be closely watching the various manufacturing reports
for October (and in particular the new orders and employment components
of those reports), along with the weekly reports on retail sales and jobless
claims, that are part of our Current Conditions Index.

Our suspicion is that even after Wall Street (and Main Street) digests the Q3
GDP report, and sees that the economy actually grew for the first time in 15
months, doubts will remain about the pace and sustainability of composition
of the recovery.

In our view, the (global) recovery is on solid footing, and the U.S. economic
expansion that began in the summer will continue. One way to illustrate
that point is to look at the Conference Board's Index of Leading Economic
Indicators (LEI). [Chart 1] Over the past six months, the LEI has risen by
5.7%, the fastest six month rise in the index since 1983, when the economy
was in the midst of the robust recovery from the severe 1981-82 recession.
While not a perfect indicator, the LEI does suggest that the economic
recovery that began this past summer will be more robust than the last two
recoveries (from the mild 1990-91 and 2001 recessions). It won't feel that
way to many Americans, however, until the unemployment rate peaks and job
growth returns in early 2010.
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New home prices were down 12%

in August 2009 versus August 2008.
The market would view any signs
that new home prices have bottomed
as yet another sign that the overall
housing market was in the

bottoming process.

The market will want to focus on
shipments and orders for capital
goods, excluding aircraft. These
“core” shipments and orders are
highly correlated to the business
spending portion of GDP
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The Week Ahead

The section below provides some observations on this week's key economic
releases. Alongside the preview are questions that markets, the media and,
yes, economists are likely to be asking as the data is released.

September New Home Sales (Wednesday, October 28)

The housing market was at the forefront of the economic and financial
meltdown we saw in late 2008 and early 2009.

We think housing (sales of new and existing homes, housing prices and
housing starts) have now finally entered a bottoming process.

Due, in large part, to the 80% drop in housing starts over the past three
years, the inventory of unsold new homes is close to its long term
average.

As is the case with existing home sales, a potential threat to the
underlying improvement in the market we have seen since early 2009 is
the looming expiration of the $8,000 first time homebuyer tax credit

in November.

In recent weeks, the odds of the credit being extended well into 2010
(and even expanded to all homebuyers) has increased, due mainly to
political considerations surrounding the 2010 Congressional

mid-term elections.

New home prices were down 12% in August 2009 versus August 2008.
The market would view any signs that new home prices have bottomed
as yet another sign that the overall housing market was in the
bottoming process.

September Durable Goods Orders (Wednesday, October 28)

Although we have already digested qualitative reports on business
spending in September from companies with September quarter-ends
reporting Q3 results and from the various regional and national ISM
reports for September, the release of the September durable goods
orders report represents the first “hard” data on business capital
spending (durable goods shipments), future capital spending (durable
goods orders) and business inventories in September.

Two key themes for the September report are likely to be the big drop
in aircraft orders in the month, offset by the big increase in auto related
orders as a result of the cash for clunkers program.

We expect that business capital spending grew in Q3 2009 versus
Q2 2009, the first quarteroverquarter gain since the recession began
in Q4 2007 The expected gain in business capital spending comes as
companies replenish severely depleted inventories.

Business capital spending, along with housing, has led the economy out
of recession in each of the 10 recoveries since WW/II.

The market will want to focus on shipments and orders for capital
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2 If the consensus is correct, the quarterly gain in real
GDP will be the first gain in GDP since the second
quarter of 2008
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The market will be looking for signs
in this report that business capital
spending is poised to help lead the
economy out of recession.
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goods, excluding aircraft. These “core” shipments and orders are highly
correlated to the business spending portion of GDP.

One concern in recent weeks has been the still elevated pace of
inventory destocking among U.S. companies. Inventories are still likely to
be a drag on Q3 GDP growth, but less so than in prior quarters. Still, the
market will want to get a sense of where the inventory process was as
Q3 2009 ended.

Q3 Real GDP (Thursday, October 29)

The consensus of economists is for a 3.2% annualized gain in real GDP
between Q2 2009 and Q3 2009 after the 0.7% drop between Q1 2009
and Q2 2009.

If the consensus is correct, the quarterly gain in real GDP will be the first
gain in GDP since the second quarter of 2008. This may help to reinforce
the idea among investors, the financial media and the public at large that
the recession has in fact ended.

From the market's perspective, the Q3 GDP data is already “old news”
at this point. The market is already looking ahead to Q4 GDP and to 2010,
and more importantly, to the pace, and sustainability of the recovery.

If the Q3 GDP data disappoints, inventories are likely to be the culprit.
As mentioned in our preview of the September durable goods report,
inventory destocking has not slowed as much as the market expected in
Q3.Thus, there is a risk that inventories will again negatively impact GDP
growth in Q3. If this is the case, we would view that as a positive sign,
setting the stage for more robust growth in Q4 2009 and into 2010.

October Chicago Purchasing Managers Index (Friday, October 30)

The market will be looking for signs in this report that business capital
spending is poised to help lead the economy out of recession.

The new orders component, a good predictor of future manufacturing
activity in the region, pushed above 50 in August, to 52.5, indicating that
manufacturers’ orders were expanding for the first time since September
2008. However, the new orders index dipped below 50 in September

to 46.3, worrying market participants who are overly concerned about a
“double dip” in the economy.

The export, employment and inventory/supplier delivery components of
the report will be closely watched for indications of the strength of the
manufacturing economy early in Q4 2009.
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IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for you,
consult your financial advisor prior to investing. All performance reference is historical and is no guarantee of
future results. All indices are unmanaged and cannot be invested into directly.

Investing in international and emerging markets may entail additional risks such as currency fluctuation and
political instability. Investing in small-cap stocks includes specific risks such as greater volatility and potentially
less liquidity.

Stock investing involves risk including loss of principal Past performance is not a guarantee of future results.

This research material has been prepared by LPL Financial.
The LPL Financial family of affiliated companies includes LPL Financial and UVEST Financial Services Group, Inc., each of which is a member of FINRA/SIPC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not
an affiliate of and make no representation with respect to such entity.
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Highlights

® While some forecasters are reaching back to the
1930s to find comparisons to the environment the
markets are likely to encounter in 2010, we find a
more recent comparison to be compelling.

® 2010 is likely to be similar to 2004 in a number
of areas, including: earnings growth for S&P 500
companies, the actions by the Federal Reserve,
the outcome of the congressional elections, and
the performance of the stock and bond markets.

1 Stocks Followed a Similar Path in 2003 and 2009
S&P 500 Index in 2003 and 2009
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The S&P 500 is an unmanaged index which can not be invested
into directly. Past performance is no guarantee of future results.
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Back to the Future: Will 2010 Look Like 2004?

While some forecasters are reaching back to the 1930s to find comparisons
to the environment the markets are likely to encounter in 2010, we find a
more recent comparison to be compelling. We believe that 2004 could be a
useful guide to what may happen in 2010.

The idea that 2010 could be similar to 2004 in many ways may not be as far
fetched as it may seem. After all, 2009 looked a lot like 2003. Consider that
in both 2003 and 2009:

" The S&P 500 index started the year at about the 900 level and closed in on
1100 as the year wore on.

* The stock market made its low in March in the aftermath of a recession
brought on by a bursting bubble in the financial markets.

= Key economic barometers like the Institute for Supply Managements
Purchasing Mangers Index (ISM) rose above 50 in the second half of the
year signaling the return of expansion in the manufacturing sector.

* The dollar fell and commodity prices rose.

Heck, not only did the charts look similar, the years even sounded the same:
the best selling aloum in 2009 is actually a compilation from 2003, Michael
Jackson's Number Ones.

Just as 2009 echoed 2003, 2010 is likely to be similar to 2004 in a number
of areas, including: earnings growth for S&P 500 companies, the actions by
the Federal Reserve, the outcome of the congressional elections, and the
performance of the stock and bond markets.

In 2004, earnings growth for S&P 500 companies rebounded 25%. That is
the same gain forecast by the analyst consensus for 2010. This is similar to a
typical post-recession profit rebound for S&P 500 companies despite the far
deeper than normal trough in profits during the recession. By yearend 2010
the forecast rebound would take S&P 500 earnings only back to about $76
where they were in 2005, which is about 20% below the trailing four quarter
earnings peak that took place back in mid-2007. We believe this is reasonable
given the mix of drivers in 2010 including very wide profit margins driven by
aggressive cost cutting.

The Federal Reserve began to hike interest rates in mid-2004 as it began

to take back the stimulus provided in the aftermath of the bursting of the
Tech stock bubble when it cut rates by 550 basis points. Similarly, we expect
the Fed will to begin to hike rates in mid-2010 as it begins the process of
taking back the stimulus it provided in the aftermath of the housing bubble,
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2 2010 Earnings Rebound Echoes 2004
S&P 500 Operating Earnings Year-Over-Year
Change in Four Quarter Sum
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when it cut rates by 525 basis points. Also, we expect the Fed to abandon
use of the phrase “extended period” in their statements as it relates to how
long the Fed intends to keep rates low in the early part of 2010, just as they
abandoned a similar phrase “considerable period” in early 2004, signaling
the rate hikes to come.

In 2004, the Republicans picked up seats in both the House and Senate.
Based on polling, Republicans appear likely to pick up at least 15 seats in
the House of Representatives and their gains could go as high as 40 seats.
In the Senate, given the seats up for election in 2010, a gain of 3-4 seats
appears likely. This would eliminate the likelihood of filibusterproof margins
for the Democrats in the Senate and reduce the uncertainty associated with
the potential for sweeping changes to legislation.

The bond market, measured by the Barclays Aggregate Bond index, posted
a gain of 4%--similar to our outlook for weak returns in the bond market in
2010. The S&P 500 was up 9% in 2004 and ended the year around 1200,
similar to our outlook for a mid-to-high single-digit gain. However, there are
differences in the pattern of performance in 2004 and what we expect for
2010. The first half of 2004 was weak for stocks and bonds; all the gains
were achieved in the second half. That is the opposite of what we expect in
2010 when the impact of Fed rate hikes in the second half of the year may
reverse some of the gains achieved by the markets early in 2010.

In a number of ways, 2004 provides similarities to what we expect for 2010.
However, every year brings its own unique set of risks and opportunities.
We look forward to publishing our comprehensive Outlook for 2010 in about
six weeks.

IMPORTANT DISCLOSURES

The opinions voiced in this material are for general information only and are not intended to provide specific
advice or recommendations for any individual. To determine which investment(s) may be appropriate for you,
consult your financial advisor prior to investing. All performance reference is historical and is no guarantee of
future results. All indices are unmanaged and cannot be invested into directly.

Investing in international and emerging markets may entail additional risks such as currency fluctuation and
political instability. Investing in small-cap stocks includes specific risks such as greater volatility and potentially
less liquidity.

Stock investing involves risk including loss of principal Past performance is not a guarantee of future results.

Small-cap stocks may be subject to higher degree of risk than more established companies’ securities. The
illiquidity of the small-cap market may adversely affect the value of these investments.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest
rate rise and are subject to availability and change in price.

This research material has been prepared by LPL Financial.

The LPL Financial family of affiliated companies includes LPL Financial and UVEST Financial Services Group, Inc., each of which is a member of FINRA/SIPC.

To the extent you are receiving investment advice from a separately registered independent investment advisor, please note that LPL Financial is not
an affiliate of and make no representation with respect to such entity.
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