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Following some strong economic data from China and
solid gains in overseas markets, futures this morning
were notably higher.

The ADP Employment Survey showed a loss of 10,000
private sector jobs compared with an estimated gain of
14,000. The report initially put some pressure on futures,
but it did not take long for that to be overcome.

Immediately ahead of the 10 AM report of the ISM Index
the Dow was up 135 points.

The ISM Index at 56.3 was higher than expected and
higher than a month ago. The report added even more
gains to the market with the Dow pushing toward a 200-
point gain right after the release of the ISM data.
Construction spending fell 1.0 percent, which was a bigger
than anticipated decline, but this did not deter the market.

ISM Index - all-time

Reports on energy inventories and vehicle sales were due
later today, but the focus remains on Friday’s employment
report and what the data on private sector payrolls will
show.
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Often we have noted in the Market View Daily that a market move that may appear to be news motivated coincides well with
technical factors. In some regard today’s market activity had its roots in a technical condition.

1250 ” The chart on the left illustrates this.
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SEESEERESEERERETEERGE Throw in the economic news today as well as the typical influx

of new cash that enters the market at the start of every month
and you get the ingredients for a market upswing.

The chart also suggests where an extended market rally might take the S&P. Initially the area around 1080 would be a potential
level where the S&P could encounter resistance. It was interesting to note that by 11 AM today the S&P was less than a point
from 1080.

If this level is exceeded 1120-1130 is the next logical spot of resistance. On the chart above this range is represented by two peaks
in the chart established in June and early August this year.

The ISM report today had more good news in it than merely the consensus-beating headline number.

The new orders component slipped to 53.1 from 53.5 but the production component (59.9 from 57.0) and the employment
component (60.4 from 58.6) were up nicely. The prices component rose to 61.5 from 57.5. Possibly the most important part of the
ISM report was that the employment index hit its highest level since 1983.

Employment, of course, will be a key issue on Friday when the government reports the latest private and public sector jobs data.
The ADP Survey suggested that the private sector employment roles may be disappointing, but we continue to have reservations
about taking the ADP data too seriously due to a history of relatively inaccurate interpretations of the data.

As reassuring as today’s opening surge in the major market indexes was, one day does not make a good market. It is interesting to
look back and see that August, which ended as the tenth worst result for the month over the last 61 years, began with a 2.2 percent
opening day gain for the S&P 500 and a 219-point gain in the Dow Jones Industrial Average.
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Treasury paper, which as we noted in our report on Monday, offers no incentive for investors at this point. Today’s market move
and commensurate decline in the price of Treasury paper was ample proof in our view that an asset reallocation could provide the
equity market with a consequential gain.

It may be premature to assume that today is the start of a major rally, but we still think there is one ahead.

Have a great day.

Additional items from Yesterday

Monsanto Company (MON, $55.90) fell 5.81% after cutting its full year EPS guidance to $2.40-$2.45 (from $2.40-$2.60). The
company also said it expects to record in 4Q about $150 million of the $180 million of pre-tax costs to restructure its Roundup
herbicide business and that it will cut its workforce by 650-700.

Dollar General (DG, $27.38) beat on the bottom line owing to higher demand and increased average transaction amounts.
However, shares slipped 0.26% as revenue rose slightly less than expected, up 10.8% to $3.21 billion. Management raised its 2010
EPS guidance to $1.68-$1.74 (from $1.62-$1.69) and guided same store sales to be up by 4-6%.

Donaldson Company, Inc. (DCI, $42.88) beat the Street by a penny driven by new products, growth in emerging markets and
distribution expansion. Revenue increased more than expected, up 22% to $515.2 billion. However, shares declined 2.29% as the
company guided 2011 EPS and revenue below expectations.

Deere & Co. (DE, $62.98) gained 0.46% as it agreed to sell its wind power unit to a subsidiary of Exelon Corporation (EXC,
$40.52,) for $860 million. As part of the deal, EXC may also pursue 1,468 MW of new wind projects that are in various stages of
development, including a provision to pay an additional $40 million for construction on 230 MW of wind power in advanced
stages of development. EXC said it plans to finance the purchase using debt and expects the deal to be accretive to 2012 EPS and
2013 cash flow. DE expects to record an after-tax charge of about $25 million in the closing quarter, which is expected to be Q4.
EXC shares finished up 0.49%.

Saks Incorporated (SKS, $6.60) advanced 19.70% following reports that it may get a $1.7 billion ($11/sh) cash-offer from a
consortium of US and UK private equity firms. The company refused to comment
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