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Just as the market made new lows (the DJIA being down almost 200 points), the PPT showed up after 
lunch and drove the market higher ... but even the PPT could not prevent a distribution day as most of the 
indices fell into the red at the close despite all efforts. Only the NASDAQ 100 and the HUI managed to end 
in positive territory.  It was the lowest close for the DJIA in 11 years. 

Was it not just two days ago that Mr. Greenspan proclaimed stocks to be "cheap."  Today, as the DJIA 
continued to move lower, they just got cheaper.  But that does not mean that they have reached a bottom.  
Today, one of our subscribers called to see if it was time to buy ... it is generally a bad bet to buy before the 
tide has turned. 

Volume on the NYSE picked up significantly.  Declining issues swamped  advancing issues and new 52 
week lows were near record levels.  It was not a good day for investors with long positions and/or mutual 
funds.  As fear began to creep into the market today, the price of gold went over $1,000/oz. 
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Despite expectations that the consumer price index might be negative, the January CPI reversed the trend of 
the previous three months and show an increase of 0.3%. 

 

The news wires are abuzz with the possibility of bank nationalization.  Citigroup, Bank of America, Wells 
Fargo, and JP Morgan Chase are possible candidates. It would not surprise me if C and BAC were 
nationalized this weekend. If nationalization occurs, common and preferred shareholders get wiped out, the 
stock goes to zero, and the owners become the bond-holders and taxpayers. 
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What I find most surprising is that the company with the highest derivatives continues to out-perform other 
money-center banks. 

Last night, Richard Russell in his newsletter commented that the DJIA had confirmed a bear market with 
the DJTA average.  Where does it end?  Russell suggested that when P/E ratios returned to single digits we 
might see the end of the bear market.  According to Barron's, the P/E ratio is now 18.6 for the DJIA and 
17.9 for the S&P 500.  Does that mean the DJIA can lose another 50%? 

GM sent SAAB into bankruptcy in Sweden as it tries to grapple with its horrendous cash-flow problem.  
Citi also stopped making loans in Denmark today. It would look like things are not getting any better. 

We made no changes in the portfolios today.  Have a great weekend. 
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Whether it was a distribution today is of little consequence.  New 52 week lows, breaking November 
support, declining volume and issues dominating ... with the DJIA breaking November support and all the 
indices making new lows for the year ... clearly, the market was in trouble today as it closed at or near the 
lows for the day. 

With the DJIA falling below November's lows, the die is cast for a possible move downward.  Could we be 
looking for the DJIA to find the 6,000 level?  But don't forget that the DJIA is not supposed to have any 
stock in it that is below $10/share.   

 

The VIX remains in high territory. 
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Economic news continues to suggest a slowing and deteriorating economy.  The producer price index 
actually was higher in January as energy rebounded.  New jobless claims remained high at 627,000 and 
continuing claims made a new record high at 4.987 million.  A huge jump in the money supply helped the 
Conference Board's index of leading economic indicators to rise ... be careful how you interpret that 
increase. 

The Philly Fed survey fell to a new low as shown in the following chart.  It is getting downright ugly! 

 

We made no changes in the portfolios today. 
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Volume dropped today as the markets probed November's lows.  The result was a mixed market for the 
indices although declining issues and volume were higher than their counterparts.  Could a bottom be 
forming or are we waiting to drop lower ... who knows? 

Today's economic news would indicate that the economy is still not improving.  Although lower mortgage 
rates helped mortgage application to increase slightly, the level remains near historic lows.  The refinance 
index did move higher as consumers with decent credit rushed to lock in lower rates. However, lower 
mortgage rates are not generating significant interest among home buyers. 

Housing starts saw further deterioration in January, falling 56.2% from a year earlier and below forecasts.  
Housing permits also fell as homebuilders are fighting high levels of unsold homes, falling prices, weak 
demand and restricted credit. 

The two retail sales reports today failed to agree on whether the sector was improving despite warm weather 
helping Valentine and President's Day sales. 

Industrial production for January continued to contract with motor vehicles falling 23.4%.  Capacity 
utilization is at its lowest level since 1982. 

�
Credit default swaps on U.S. Treasury debt climbed to a new high today following Obama's signing the 
stimulus package into law.  CDS widened 8.5 basis points to 90 basis points per year for five years 
according to Markit.  Less than a year ago, CDS traded at less than 10 basis point.  Swaps on German 
sovereign debt rose to 85 basis points, lower than that of the U.S. 

Gold and silver continued higher in today's trading. 
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We made no changes in the portfolios today. 
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The market opened gap down.  It was definitely a distribution day for the major indices as they all fell to or 
near their lowest levels for the year.  The DJIA was close to taking out its previous low on October 20, 
2008 of 7552.29.  Only 0.31 points lower and that critical support level would have been breached. The 
indices for the year are either making or close to making new lows as shown in the following table. 

 

It was very obvious that there was a surplus of sellers in today's markets ... every rally attempt failed to get 
traction after the markets dropped to the lows 30 minutes after the opening. 

The Empire State Manufacturing report took another turn for the worse and the expectation of an early 
rebound in the economy was dashed. The Empire State's general business conditions index, offering an 
early indication of economic conditions in February, dropped more than 12 full points to -34.7. The new 
orders index fell nearly 8 points to -30.5. Both these readings are record lows.  

Page 7 of 10Market Musings Commentary

2/23/2009http://www.stratinv.net/Sub/Musings.php



 

The Treasury International Capital report indicated that foreign interests continued to sell agency securities 
although China increased its holdings of U.S. Treasuries.  Mainland China now holds 22.3% of foreign 
Treasury holdings while Japan continues to reduce its holders to 18.5% of foreign Treasury holdings. 

Bonds yields dropped as investors went for safety.  The 10 year US Treasury note fell to 2.6% today.  
However, high yield bonds saw yields move higher.  Donald Trump filed for Chapter 11 bankruptcy 
protection for his Trump Entertainment Resorts.  Four community banks fell on Friday bringing the total to 
13 for the year. 

Moody's is threatening to downgrade financial institutions with relationships with Eastern European 
banking.  As a result, the Euro tanked today as did financial stocks.   

State and local governments are discovering serious shortfalls in the amount of sales taxes collected.  As a 
result, many state and local governments are facing serious decisions about expenditures and 
personnel cutbacks according to Mike Shedlock and others. 

 

The reduction in sales taxes is primarily an indication that the consumer is beginning to deleverage and as a 
result, the savings rate is headed up ... 3.6% last month.  However, the overall effect is a change in 
consumer spending that will cause overall GDP to be pressured as the Consumer was approaching 72% of 
the economy.  As the consumer deleveraging process continues it will have massive implications for the 
credit markets.   

The losses of banks have caused them to reduce credit limits and cancel cards while increasing rates.  The 
net result is that consumers are changing their habits and with the home refinance ATM under pressure, the 
stage is set for household debt to contract significantly in the coming months.  The following chart from 
www.contraryinvestor.com shows the y/y change in household debt outstanding.  

Page 8 of 10Market Musings Commentary

2/23/2009http://www.stratinv.net/Sub/Musings.php



 

With jobs disappearing at 600,000/month, consumers are definitely pulling in their spending patterns.  We 
are seeing an increasing number of small retail stores, restaurants, and wholesale operations that depend 
upon consumer spending being closed during the past two weeks.   

While California and Kansas are facing bankruptcy, the situation is difficult for almost all state, local and 
school districts in the U.S.  It will be real interesting to see if most bureaucrats opt for increasing taxes 
further or get serious about reducing expenditures. 

In the Precious Metals portfolio, we sold CCJ today.  There were no other changes in the portfolios. 
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With a three day holiday on the horizon, today's market volume was light preventing another distribution 
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day from being added to the count.  However, declining volume was certainly apparent in all markets. 

The only piece of economic news was a lower consumer sentiment number in February (56.2 vs. 61.2 last 
month) from the University of Michigan. 

 

Although the stimulus bill appears to be a certainty, there remains considerable doubt as to its effectiveness 
in changing the direction of the economy. 

We made no changes in the portfolios today.  Have a great Valentine's weekend.  At least, Friday the 13th 
did not result in a market crash. 
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