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February ended on a down note on higher volume with declining issues and volume in 
control. The markets headed toward new lows for the DJIA and the S&P 500 since 
November's low. The DJIA is off -19.5%, the S7P 500 -18.6%, the NASDAQ Composite 
-12.6%, and the Russell 2000 -22.1% for the year.  Perhaps, the ides of March will start 
the market moving higher but all indications are that we are headed for another down leg. 

We have seen the VIX stay elevated for an unusual period of time as shown below: 
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When the VIX is at these elevated levels, investors should be extremely cautious about 
any timing signals that are generated. 

Fourth quarter GDP was revised lower to reflect an annual rate of -6.2% versus a 
previously estimated -3.8%. That was the good economic news for the day.  

 

General Electric cuts its dividend hoping to protect its AAA credit rating.  It won't! 
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Wasn't it just Wednesday when Helicopter Ben made the following statement: 

·  "I don't see any reason to destroy the franchise value or to create the huge legal 
uncertainties of trying to formally nationalize a bank when it just isn't necessary." 

Citigroup gave the government a 36% stake in the company in exchange for $25 billion 
of its preferred stock for common.  Unlike GE, Citigroup is suspending its dividends on 
both preferred and common shares.  Moody's lowered Citigroup's long-term credit 
ratings.  Investor's bailed out of the stock as it lost almost 40% of its price, closing at 
$1.50/share. 

 

Although the NAPM-Chicago index showed a slight improvement, it still was the 3rd 
worst reading in history. The employment component of the index fell from 34.8 in 
January to 25.2 in February indicating serious payroll contractions. 
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It should not surprise anyone that the University of Michigan Consumer Sentiment index 
remains near record low levels falling from 61.2 in January to 56.3 in February. 

 

FNM reported its 2008 results.  Its total liabilities exceed its total assets by $15.2 billion.  
Most accountants would conclude that the company was insolvent.  But the Treasury has 
been requested to provide more funds to keep the dinosaur alive. 

The yield on the ten year U.S. Treasury note closed at 3.04% as Treasury completed its 
massive refinancing.  Obviously, the cost of  government debt is beginning to go up.  
Crude oil has moved higher closing at 45.30/bbl. The U.S. dollar index closed nearly at a 
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new high at 88.06.  Gold after going over $1,000/oz last week had a difficult week and 
closed at 939.60. 

 

 

We made no changes in the portfolios. Have a great weekend. 
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Despite a good start, the massive spending in the budget bill coupled with weak 
economic news caused investors to sell. Obama's $1.75 trillion budget deficit for FY 
2009 is the highest on record and is 12% of expected GDP. The one thing that you can 
take to the bank about this $1.75 billion deficit is that the real deficit will be higher! 

It is interesting to also note that transparency is also missing in the Obama budget.  It 
fails to include the cost of managing FRE/FNM and excludes the cost of the 
Iraq/Afghanistan wars. 

 The FY 2009 federal budget spends $11,833 for every American and $25,573.48 for 
every taxpayer .... clearly, the spending is out of control!  And they have the 
audacity to call this budget .. "A New Era of Responsibility ... Renewing America's 
Promise." 

The spending bills of this Congress are interesting in a time of economic recession. The 
House yesterday approved a massive spending bill with big bucks for Hawaiian canoe 
trips, research into pig smells, and tattoo removal - all while the nation faces an economic 
crisis. I thought the new administration was against pork and earmarks. 

Of course, the FY 2009 also proposes $989 billion in new taxes over the next 10 years, 
mostly on individuals ... Jake Tapper, the ABC News' Senior White House 
Correspondent, has itemized the tax increases here.  Individuals will fork over $636 
billion and businesses, #353 billion, according to Tapper. 

Optimists clung to the hope that Obama's $250 billion extra for the bank might help stem 
the financial crisis and the financials ended about 2% higher.  European governments 
including the UK also stated that they would protect banks against future losses by 
insuring assets.  

The number of problem U.S. banks and thrifts rose to 252 in the fourth quarter of 2008, 
up nearly 50 percent from 171 at the end of the prior quarter, marking the highest number 
since June 1995, the U.S. Federal Deposit Insurance Corp said on Thursday. The FDIC 

http://www.whitehouse.gov/omb/assets/fy2010_new_era/A_New_Era_of_Responsibility2.pdf
http://blogs.abcnews.com/politicalpunch/2009/02/obamas-budget-a.html


Market Musings by Fred Richards – February 27th, 2009 
 

Page 7 of 19 

also reported that the U.S. banking industry had a 4th Qtr loss of $26.2 billion, the 1st 
quarterly loss since 1990.  

The problem is the sovereign counter-party is not able to do anything but print fiat 
currency and issue more debt. Their taxpayers are already burdened with excessive debt 
and more fiat currency just compounds the problem.  Deleveraging is only getting started 
and Obama's $250 billion is just another drop down the rat-hole of derivatives. 

Are you surprised that no one is concerned about the over 50% of all derivatives residing 
on JPM's books!  Or maybe, they don't want to look! The following table shows the 
notational amount of derivatives contracts held as of September 30th, 2008 by the 25 
largest commercial banks and trust companies according to the Comptroller of the 
Currency.  

 

JPM is cutting up to 14,000 jobs more than previously disclosed from its acquisition of 
Washington Mutual, up from 9,200 originally announced just two months ago.  

Durable goods orders were down more than expected ... 5.2% over the previous month 
and the rot was throughout the report.  Durable goods have dropped six consecutive 
months. 

http://www.occ.treas.gov/ftp/release/2008-152a.pdf
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Durable goods orders are now down almost 25% on a y/y basis ... that is a significant 
recession ... and perhaps the beginning of a depression.  Durable goods orders are now at 
a six year low. 

 

January new homes sales fell to another record low ... annualized at 309,000 homes.  
Choice Homes, one of the largest DFW builders, threw in the towel overnight and is 
refunding deposits to customers.  The home building industry shows a decline in new 
homes but the slower sales rate has moved supply to a record 13.3 months.  Falling home 
prices and lower mortgage rates have not stopped the downward spiral.  Of course, with 
credit requirements tightened, increasing apprehension about future layoffs, it should not 
be surprising that both existing and new home sales are in the doldrums. 
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New jobless claims were higher at 667,000, up 36,000 from the prior week and a new 
record according to the Ministry of Truth.  Of course, once again, the Ministry of Truth 
revised the previous number higher. Continuing claims rose to 5.12 million. 

 

The accounting professionals and the economist are at odds again.  The AICPA suggests 
that there won't be any improvement in the economy until 2010 at the earliest.  The 
NABE, (the economists), are expecting economic activity to increase in the last half of 
2009 and 2010 should see above-trend growth of 3.1%.  Gentlemen and Ladies, place 
your bets! 
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Wobbly General Motors reported a loss of $30.9 billion, the second worst in its 100 year 
history.  Since 2004, GM has lost $82 billion.  Anyone ready to bet on another bailout ... I 
wonder what the loss per vehicle sold is since 2004? 

We made no changes in the portfolios today. 
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Despite all the rhetoric of the past two day, investors were concerned with the lack of 
specifics about the economic changes that the new administration is developing.  
Uncertainty continues and investors managed to sell significantly more shares and issues 
than they bought today.  The end result was a declining market on increasing volume ... 
chalk up another distribution day. 

Bernanke suggested a slow approach to nationalization and that comment helped 
financial stocks to move higher for a while but at the end of the day, the lack of specifics 
in any plan drove the indices into negative territory at the close. 
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Poor Bank of America ... its shotgun marriage with Merrill has been a doozy!  Merrill 
lost $15.84 billion in the 4th Q 2008 ... wonder if the $20 billion from the U.S. Treasury 
will cover the losses? 

Existing home sales fell 5.3% in the latest report and remained in the doldrums with 
many of those sales coming from distressed units.  Inventory supply increased to 9.6 
months.   

 

Low mortgage rates and falling home prices have yet to generated much interest on the 
behalf of home buyers.  The MBA's purchase index fell 2.6% to 250.5 in the February 
20th week while the refi index was down 19%. 

Reuters had two informative pieces on the housing market today. 

·  First, Freddie Mac's delinquency rate accelerated in January and is now about 3 
times higher than January 2008.  

·  Second, Freddie Mac said last month it expected 4th Q losses to require up to $35 
billion from the Treasury to maintain a positive net worth. 

The cost of insuring against default of U.S. Treasury notes has now increased to 100 
basis points.  OOPS!  The yield on a 5 year Treasury note is 1.92%.  The insurance now 
costs over 50% of the yield.   

We made no changes in the portfolios today. 
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A lot of huffing and puffing went on yesterday and today and in the end, not much was 
changed.  Was today's rally just short covering after yesterday's multi-year closing low. 
The VIX remains elevated and today was a rebound.  When the VIX is over 35, can we 
trust anything about the market? 

Today's economic news was certainly not encouraging with the Consumer Confidence 
data falling to 25, a record low.  
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 The Case-Shiller Housing price index continues to fall and is now down 18.55% on a y/y 
basis. Retail sales continued sluggish although a few retailers beat analyst estimates 
which were really downgrades from previous forecasts.   

JPM cutting its dividend 85% was a catalyst for the financial sector to move higher?  
Silly me, I thought you invested in stocks to get dividends ... and steady and rising 
dividends were how investors were to judge the strength of a company. 

Helicopter Ben Bernanke in his testimony today suggests that the recovery may take 
more than 2-3 years with the recession's end depending upon financial stability occurring 
with increased actions undertaken by the government, the Treasury and the Federal 
Reserve.  He noted that the economy is suffering a "severe contraction" and growth will 
not return quickly.  Bernanke dismissed speculation of bank nationalization occurring 
anytime soon, stressing that their greatest value was in their existing structure.  
Bernanke's comments ignited a rally in bank shares.  I wonder if those comments will 
come back to haunt him in coming weeks. 

The FDIC is looking to replenish its coffers and would like Congress to let it borrow 
$100 billion from the Treasury according to the Wall Street Journal today.  Guess that 
they see more bank failures on the horizon.  But is $100 billion enough for the major 
money center banks which are insolvent? 

Tonight we get President Obama's budget proposal.  In most situations, falling revenue 
calls for budget cuts.  Of course, the opposite is true with most government operations 
although California and Kansas may be breaking the mold.  The debt wall for the federal 
government is fast approaching and when it happens, politicians will find their options 
limited. At that point, deleveraging will become a major problem for the federal 
government. 
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The yen continued to lose ground against the U.S. dollar.  The U.S. dollar index also fell 
today. Interest on the 10 year Treasury note was slightly higher today while both gold 
($962.70) and silver (13.76 cents) were lower.  Copper rose closing at 1.52. 
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Stocks started the day on a hopeful note which quickly turned negative as the 
administration started talking about raising taxes.  Both the DJIA and S&P 500 made new 
12 year lows with the NASDAQ and Russell not far behind.  Tonight President Obama 
will reveal his budget message.  Tomorrow could be a real interesting day. 

Although volume fell from the option expiration levels of Friday, declining issues and 
volume continued dominate. New 52 week lows remained high while new 52 week highs 
nearly went to zero.   

Shares of Citigroup were higher as the government was in talks that might increase their 
exposure.  Once the federal government started playing the moral hazard game, the 
madness of the bailouts began.  AIG has cost $150 billion so far and CNBC is reporting 
that the insurer may report another $60 billion loss for last quarter.  Does anyone have a 
handle on what the Citigroup mess will really cost? 
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We moved our cash reserves back into dollars from yen this morning.  

We made no changes in the portfolios today. 
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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 showed 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 
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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%? 
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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. 

Fred Richards 
Strategic Investing   
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