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Today's market gapped up at the open and then drifted down to close at or near their lows for the day.  Still for the week, 
the DJIA and S&P 500 showed the first gain of the year while the NASDAQ finished down.�

Declining volume was much higher than advancing volume today.  The STI indicators for both the NASDAQ and the S7P 
500 remain highly negative.  The number of A-rated stocks in the Investor's Business Daily ratings remain near record 
lows at under 200.  Prudent investors should be on the side-lines looking for future leaders.�

With little economic news to digest, the markets are now focused upon the FOMC meeting next week. Microsoft's 
positive earnings and express support by various government interest about bond insurers failed to offset the angst about 
the financial markets as reaction to the Societe Generale debacle comes to the fore.�

In Davos, the outlook continues to be gloomy.  Professor Stiglitz, a Noble prize winner and former Chair of the White 
House Council of Economic Advisers, blamed the whole US economic establishment for failing to regulate the housing 
and credit markets adequately, allowing huge imbalances to build up.�

"The mechanism of monetary policy is ineffective in these circumstances. I'm not saying it won't work at 
all: it will help the banking system but the credit squeeze is going to go on because nobody trusts anybody 
else. The Fed is pushing on a string," he said. 

"The Federal Reserve and the Bush Administration didn't want to hear anything about these problems. The 
Fed has finally got around to closing the stable door (on subprime lending), but the after the horse has 
already bolted," he said. 

With the FOMC next week, Mike Morgan commented in his January 2008 update on the "Bernanke fix." 

"The Bernanke fix was about as helpful as a shot and a beer for a heroin junkie. It’s not going to fix 
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anything. If anything, it will make a lot of things worse." 

Using inflation to destroy values and depreciating a nation's currency while reducing revenue to the savers who really 
provide the capital to build jobs is a policy that even John Maynard Keynes would not approve ... yet for some reason, 
Bernanke and a lot of politicians go for the quick fix and votes.  Moreover, not satisfied with a 75 bps cut on Tuesday, 
some Wall Street commentators believe that the FED needs to cut another 50 bps next week. 

Now let me see if I have this correct: 

"The fundamental problems that created a US recession, housing depression and an imploding financial 
system were promiscuous monetary and fiscal policy that provoked wanton consumption. 

The remedy, according to US solons, is even more promiscuous credit and fiscal stimulus, in order to 
provoke even more gratuitous consumption." 

That sounds about right! 

In a report from Barclay's, the financial mess continues to cause concern. 

"Banks that raised $72 billion to shore up capital depleted by subprime-related losses may require another 
$143 billion should credit rating firms downgrade bond insurers, according to analysts at Barclays Capital." 

Sean Egan of Egan Jones Ratings added to the fire when he stated yesterday: 

"America's biggest mortgage bond insurers collectively need a $200 billion (£101 billion) capital injection if 
they are to maintain their key AAA credit ratings, a figure that dwarfs a plan by New York regulators to put 
together a capital infusion of up to $15 billion."  

"The failure to maintain their AAA ratings will lead to a further round of multibillion-dollar write-downs 
among the Wall Street banks and other large owners of the bonds", Sean Egan, of Egan Jones Ratings 
Company, said.  

In about a month, the bailout for the mortgage bond insurers has gone from $2 billion to $15 billion to $200 billion.  I 
wonder if anyone really understands the numbers. 

Moreover, Paul Kasriel of Northern Trust is also worried about the economy and the extent of the downturn. 

"Bank woes just beginning. I think there's a good chance that the economic pullback will be much 
steeper than now widely assumed. The billions in dollars of write-downs already reported by Merrill 
Lynch, Citigroup, JP Morgan Chase, Bank of America, and other big banks are just the beginning 
of the problem in the financial sector." 

And so it goes! �

The Economic Cycle Research Institute forecast of future economic growth in the U.S. fell in the latest week again.  �

Gold continued its move into higher territory and almost made another new record high today before closing at $914.02, 
up $8.22 on the day. The South African government cut power to gold and platinum producers as power station closures 
for maintenance and breakdowns have created a power crisis in the nation. But with the FOMC meeting next week, I 
would expect a decided effort to push gold lower on Monday and possibly, Tuesday.  The U.S. dollar index did manage to 
rally but closed a penny below $76.�

�

We made no changes in the portfolios today. 

  

1/24/08 After the Close 
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Volume disappears as market continues to go up! 

 

Today's market action saw several changes in direction.  Volume shrunk considerably from yesterday when the double 
bottom inspired panic buying set in as short-sellers rushed to cover.  Reports that a bond insurer bailout is not imminent 
weighed on the stock market shortly after the opening bell, but stocks managed to finish near their highs on news that an 
economic stimulus compromise had been reached.  �

Congress and the White House continue to fast-forward a stimulus package which helped investors to hope that the 
economy would not fall into a recession. Stocks rose to their best levels around 1:30 ET when House leaders Pelosi, 
Boehner and Treasury Secretary Paulson announced their bipartisan $150 billion fiscal stimulus plan. Individuals who 
earn up to $75,000 will be eligible for a $600 check and couples who earn up to $150,000 will be eligible for $1,200, 
according to reports and Paulson's comments. Individuals who do not pay income tax, but have earned more than $3,000 
will be eligible for a $300 check. Parents will get $300 per child. Businesses will get $50 billion in incentives. Checks 
could begin going in May, according to Paulson.�

Will consumers spend the rebate, or will they use it to pay down their debts? If they spend the rebate on consumer goods, 
will it provide much boost to the economy?�

Many Americans are overloaded with debt and will have to use the rebate to pay down credit card debt. The gift of $600-
$1,200 per means-tested taxpayer is really just a partial bailout of heavily indebted consumers and credit card companies.�

Unfortunately, the stimulus package won't solve the economic stupor facing the nation and is another quick-fix aimed at 
buying votes by the politicians.  Lowering interest rates rather than defending the dollar is a quick way to the poor house 
as other central banks are reluctant to match the FED's move.  �

The reaction towards the 75 bps cut by the FED from the DAVOS summit was negative.  The majority of the participants 
were concerned that  the FED was getting ready to unleash another bubble and further destroy the value of the dollar as a 
reserve currency.�
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The problems in the financial sector just keep coming. �

French bank Societe Generale said Thursday it has uncovered a $7.14 billion fraud — one of history’s biggest — by a 
single futures trader whose scheme of fictitious transactions was discovered as stock markets began to stumble in recent 
days.�But that wasn't the only bad news Societe Generale announced Thursday. It also said it was taking additional €2.05 
billion write down in assets related to subprime exposure, and it would launch a capital increase of €5.5 billion in the 
"following weeks." The write-down and losses related to the trading incident will lead the company to post a net profit of 
€600 million to €800 million for all of 2007.�

And if you believe the explanation from Societe Generale, you have no idea about the audit controls in the banking field.  
The explanation is simply "bs!"  If it is not, every manager at Societe from the Chairman on down should be terminated 
for stupidity and incompetence.�

What is interesting is that Societe Generale knew of the problem on January 19th but did not inform the FED before it 
made its 75 bps cut in the interest rates.  The FED was in a panic mode over the stock market dropping which was 
probably fed partially by the unwinding of the Societe Generale fictitious trades.�

The financial sector is a long way from being out of trouble.  According to the Bank of America, $230 billion of high-risk, 
high-yield debt that banks planned to sell has stopped shrinking and probably will hinder lending to new borrowers.  
Lenders have about $160 billion of leveraged loans on their books and about $70 billion of junk bonds still to be sold.  �

The distrust of overseas banks, hedge funds and sovereign wealth funds based upon the recent problems from the sub-
prime mess will make selling any risky investments difficult. �

The U.S. dollar fell in today's trading 60 cents to close at 75.70.  Crude oil was up slightly to close at 87.63. Gold, 
however, exploded to the up-side closing at an all-time record high in NYC at 918 and continued to climb in the Access 
market. The yield on the 10 year Treasury note gapped up to end higher at 3.64%.  �

�
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�

Platinum closed at $1,606 up $56 in today's trading, another all-time record high.�

In the Aggressive portfolio today, we closed our short positions in ISRG and RIMM and went long.  There were no other 
trades in the portfolios today.�
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12/31/2007 13264.82 1468.36 2652.28 766.03
1/1/2008 13264.82 1468.36 2652.28 766.03
1/2/2008 13043.96 1447.16 2609.63 753.55
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1/3/2008 13056.72 1447.16 2602.68 745.01
1/4/2008 12800.18 1411.63 2504.65 721.60
1/7/2008 12827.49 1416.18 2499.46 723.95
1/8/2008 12589.07 1390.19 2440.51 704.86
1/9/2008 12735.31 1409.13 2474.55 712.12

1/10/2008 12853.09 1420.33 2488.52 720.21
1/11/2008 12606.30 1401.02 2439.94 704.65
1/14/2008 12778.15 1416.25 2478.30 712.48
1/15/2008 12501.11 1380.95 2417.59 697.43
1/16/2008 12466.16 1373.20 2394.59 699.91
1/17/2008 12159.21 1333.25 2346.90 680.57
1/18/2008 12099.30 1325.19 2340.02 673.18
1/21/2008 12099.30 1325.19 2340.02 673.18
1/22/2008 11971.19 1310.50 2292.27 671.57
1/23/2008 12270.17 1338.60 2316.41 693.43

Page 6 of 12Stock Watch List & Market Commentary

1/28/2008http://www.stratinv.net/Sub/Musings.php



�

!�������&�����
����������������'�
�%��%�����	���
�� ���������������

�

�� ��7
� �
���
���&��"� ��
� ��(��&����

�#
����  ���� � �
�� ;22�*����
� ��
�  �
� ��� ��=;�#*
� ���� ��� ��
�&
 �& �� 
�
���
� �� � 
�**����&��"� ��
� %%�4�� ����� �**�
� ��� ���� ���
�0� ����� �
� ������ ��� 
�**���� ��
� "��	
�� ��"����� 4��
�**�
��
� ������
��12�*����
��
��
�����
����
�����& �
�<����
���� ���4�

(�� ��
� �����
��  ��� �&�  �
���#������ ����

� ��
� #��� 4�� �
�������� �

�

0� �
�� ;1� �

	� ���
� �� � *�������� ���0�
 
������������"
������
������D��� ����E� �"����
 �� � ��7
���� ���4�

Today’s market action should be taken with several grains of salt.  The bounce should have been anticipated from the 
FED’s action.  However, the real proof of the pudding will be next week after the FOMC meeting is over and the short-
term euphoria is gone.  If the current uplift in the markets fails, I would expect to see another 25-50 bps cut at that 
meeting.  �

However, once again, the problem lies not in the level of interest rates but is a liquidity event caused by securities without 
a market value and with mortgage reinsurers being downgraded by rating agencies.  Until this problem is addressed and 
solved, nothing the FED can do will keep investors from being nervous and cautious.�

Richard Russell is quite bearish and so am I.  Reducing interest rates hurts those who have saved and reduces their 
income.  About the only ones who are helped by this move are the banks and those who can use a lower fixed rate to 
refinance their ARM’s.  However, with the increased scrutiny about credit worthiness, a much lower percentage of home-
owners will be able to refinance. �

So, do you really see any improvement in the economic fundamentals?  Sure, financial, retail and housing stocks were up 
today but you would expect a bounce with an interest rate cut. �

The real interesting move today was the fall in the U.S. dollar after the initial upsurge following the FED move.  How 
much did those holding our notes overseas lose in the market today? The yield on the 10 year Treasury fell to close at 
3.48%.   Will it be enough to cause them to reorder their reserve holdings?  It probably caused a little consternation at the 
Davos meeting.�
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