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After wallowing in negative territory for most of the day, a late afternoon rally brought the indices to a mixed close on 
tepid volume. The unemployment rate was the highest in 25 years and according to the BLS, the US economy has now 
dropped 4.384 million jobs since the start of the recession in December 2007. 

Investors were not fazed by the 8.1% unemployment rate from the Ministry of Truth prior to the open and bid stocks 
higher. Then a small bit of reality showed up and the indices moved lower until the famous Hail Mary rally began at 3 p.m. 
EST to push the market to a mixed close on lower volume. Both the DJIA and the S&P 5000 fell during the day to their 
worst intraday levels since 1996. I guess it would not be good to have all major indices showing new lows.   

The rally was fueled by a rumor that GE had enough capital unlike GM whose auditor is concerned about a going concern 
statement.  The WSJ reported that GM may be working on a prepackaged bankruptcy in which unions, suppliers, and 
bondholders agree to concessions in advance.   

However, the NASDAQ did not cooperate and closed at a new low for the past six years.  If the market was not in 
correction, today would have been another distribution day for the NASDAQ. 

The Ministry of Truth (MOT) reported that nonfarm payrolls fell 651,000 while unemployment climbed more than 
expected to a 24 year high of 8.1%.  The reality is somewhat different as the MOT revised the numbers again plus the 
Birth/Death rate adjustment added 134,000 jobs to the seasonally-adjusted data. John Williams of Shadow Government 
Statistics (SGS) comments that the loss would have been 812,000 without revisions in January and would have been 
899,000 net of the Concurrent Seasonal Factor Bias (CSFB). 

Nonfarm payrolls continue to disappear as shown in the following chart based upon the MOT's data. 
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The following charts from SGS shows the extent of the games played by the MOT to make the carnage in the job market 
less than real. The official number is showing 8.1% while the real unemployment number is 19.1% as shown in the first 
chart.  The second chart shows the large amount of revisions the MOT does each month to obfuscate the real data. 

 

 

Why should we worry about unemployment rates?  Obama will take care of us.  CNN reported that under Obama’s new 
stimulus plan a welfare recipient could clear $24,000 annually. The Obama administration has also eliminated 
how long someone can stay on welfare. 

One has to wonder how well received will be the $63 billion of U.S. Treasury refinancing next week?  The following chart 
showing who holds our debt should concern you.  China should invest its foreign exchange reserves in gold and copper, 
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rather than in U.S. Treasuries to seek higher returns, Fu Jun, vice chairman of All -China Federation of Industry & 
Commerce, said at the congress today.  
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Poor Bank of America ... the failure to perform due diligence during a shot-gun marriage was apparent today as a review of 
Merrill's trading positions discovered an "irregularity."  BA informed regulators of a discrepancy in "certain trading 
positions" probably from derivative trading in currency and credit swaps.  The "irregularity" could be in the hundreds of 
millions of dollars or more.  

The FED refused again to release bank lending data to either Bloomberg News or the Congress.  Perhaps, they are afraid 
that doing so will confirm that Goldman Sachs and JPMorgan Chase were the prime beneficiaries of the AIG bailout.  
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JPM has over 50% of all U.S. derivatives on its books and it just today hit the $15 level.  No wonder the FED is reluctant 
to tell the recipients of its largesse.  I thought Obama had promised more transparency.  Could it also be possible that 
under the guise of national security, JPM does not have to follow GAAP accounting rules? 

As the market dropped during the week, the yield on Treasury notes fell also.  However, near the close today, the yields on 
most Treasuries were moving higher.  The U.S. dollar index also started to fall in the afternoon closing below 89 at 88.65. 
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The consumer changed gears slightly in January and increased the amount of credit outstanding. Consumer credit increased 
by $1.8 billion in January ending three straight months of declines.   

 

After taking it on the chin for a few days, gold moved higher following the unemployment report, closing at 938.40. Silver 
also moved higher today. 

   

While one can certainly make a case that the market is extremely oversold, remember that it can remain that way for a 
relatively long time.  The Dorsey Wright Sector Bell Curves shown below are almost as negative as the October 9, 2008 
crash. 
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We made no changes in the portfolios. 
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The market gave back yesterday's rally and then went on to set new lows for the major indices. While declining issues and 
volume along with new 52 week lows were all dominant, the overall volume suggests that it was not a capitulation day. 
The DJIA decline of 23.2% is the worst start since 1900 for the index.  The following chart from Bespoke Investment 
Group compares the worst five years in history. 
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There was little in today's economic reports that suggested the economic situation was getting better. The Bank of England 
and the European Central Bank both were pushing on a string trying to solve the insolvency problem with illiquidity 
solutions by lowering their interest rates by 50 basis points:  BOE, 0.5% and ECB, 1.5%, respectively now. 

Speculation about downgrades by Moody's of money-center banks and a rumor that GM is looking at bankruptcy helped 
move the market lower at the open.   

The Mortgage Bankers Association (MBA) said mortgage delinquencies for all loans rose to 7.88% in the 4Q, the 
highest since record began in '72. Loans in foreclosure rose to 3.3%, a record. What this means is 11.18% of all 
mortgage were either delinquent or in foreclosure in the 4Q.  But surely, the $75 billion from Obama will save a 
few home-owners from being foreclosed.  

Initial jobless claims fell 31,000 to 639,000 in the week ending February 28 with the previous week being revised higher 
by 3,000.  Continuing claims fell 14,000 to 5.106 million in the w/e February 21, an 81.8% increase on a y/y basis. 

 

Productivity fell as output fell greater than the hours worked ... now where is Easy Al to explain to us how we should not 
be worried about lack of productivity. 

At 10 a.m. EST, the factory orders report was released showing a 1.9% drop in January vs. December.  The factory orders 
report was the catalyst that started the market down at a more rapid rate. However, the decline was relatively orderly and 
we did not see any sign of panic selling. 

We made no changes in the portfolios today. 
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The administration announced the homeowners foreclosure rescue plan today. The Administration released the details of 
its mortgage modification program, intended to help 9 million people. The interest rate can be modified to as low as 2% for 
owner occupied homes with the term of the loans also being extended. Loans which have an origination prior to January 1, 
'09 are eligible with an unpaid balance of up to $729,750 (no jumbo loans). One good aspect is that to qualify you will 
have to verify your income and prove "financial hardship."  This puts a lot of discretion in the hands of regulators and the 
complexity of the program will probably not stabilize the housing market.  It is nothing but politics ... make the masses feel 
good ... we are the government and we are help to help you! 

The mortgage and housing mess keeps getting worse. More than 8.3 million U.S. mortgages or 20 percent of all mortgaged 
properties were in a negative equity position at year-end 2008, according to data released by First American CoreLogic 
Wednesday. This is compared to the 7.6 million or 18 percent of borrowers who were underwater at the end of the third 
quarter. 

The mortgage bankers' purchase index appears to be breaking down, signaling further deepening in the housing sector. The 
purchase index fell 5.6 percent in the Feb. 27 week to 236.4, pushing the four-week average to an 11-year low at 245.0. 
The refinance index also fell, down 15 percent to 3,063.4. Mortgage rates, to the frustration of policy makers, moved 
higher with 30-year fixed loans up 7 basis points at 5.14 percent. Yesterday's pending home sales data, like MBA's data, 
point to further declines for ongoing home sales. 

One positive sign ... the February Challenger job-cut report showed layoff announcements fell to 186,350 in February 
from January's 241,749.  While it might look good, the y/y numbers still are higher by 159%. 
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The ADP non-farm Private Payroll Employment report is not quite as rosy ... it showed a drop of 697,000 in February 
payrolls. 

 

The economy is also getting pressured as the ISM non-manufacturing composite index fell in February after rising the past 
two months. 

 

The Beige Book prepared for the March 17-18 FOMC meeting confirmed recent statements from Fed officials that the 
recession is worsening in the first quarter—but about as was expected at this point. The standout statement is that no 
significant recovery is seen before the end of this year or early 2010.  
 
"Looking ahead, contacts from various Districts rate the prospects for near-term improvement in economic 
conditions as poor, with a significant pickup not expected before late 2009 or early 2010." 

Credit default swaps on GE debt is not 17% bid, 10% asked ... essentially a triple C rated stock ... Poor Jeffrey Immelt 
cutting the dividend to save GE's AAA rating.  Wonder when S&P will cut GE debt to junk ... when it takes bankruptcy? 

We made no changes in the portfolios today. 

Page 9 of 18Market Musings Commentary

3/6/2009http://www.stratinv.net/Sub/Musings.php



#$%#$%'##(	����
	���	�)���	

	

���	,�����	�����	*�-���	

	
After the recent carnage in the indices, today saw the indices try to rally but after making new intraday lows, the close 
showed little change.  Only the NASDAQ 100 and the HUI indices managed to close in positive territory.  The S&P 500 
slid 0.6 percent to 696.33, its first close below 700 since October 1996. The  DJIA lost 37.27 points, or 0.6 percent, to an 
almost 12-year low of 6,726.02. The Russell 2000 Index slipped 1.9 percent. 

Declining issues and volume were dominant again today although by not as much as yesterday.  Still there were 738 new 
52 week lows on the NYSE and 571 on the NASDAQ.  Most indices are now at 12 year lows. 

Motor vehicle sales continued to drop in February to a 27 year low. Ford's sales were down 48%, GM's were down 53%. 
Cars and light trucks sold at 9.1 million annual rate last month, a drop from 15.4 million a year earlier, according to 
Autodata Corp.  Sales also were down 44 percent for Chrysler, 40 percent for Toyota Motor Corp., 38 percent for Honda 
Motor Co. and 37 percent for Nissan Motor Co. GM said it plans to build 34 percent fewer vehicles in North America next 
quarter, and Ford announced a 38 percent reduction from a year earlier. 

The pending home sales index fell a very steep 7.7 percent in January pointing to weak home sales data for February and 
March. 

Insider trading still pays.  From Bloomberg, " -- JPMorgan Chase & Co. managed to generate $5 billion in profit during the 
worst year in Wall Street history by trading over-the-counter fixed-income derivatives, two people with knowledge of the 
results said."  It sure helps to have your people at the Treasury and the Fed. 

The following could have been written by me but is by Jesse at jessescrossroadscafe. 
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The death spiral continues. S&P downgraded Bank of America Corporation ratings today on concerns that earnings 
pressures may be greater than originally anticipated.  The bank's long-term counterparty credit rating to "A" from "A+," and 
affirmed the "A-1" short-term rating. The outlook remains "negative," which suggests the possibility of more cuts to come. 
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The life insurance companies are also suffering and both Prudential and Hartford are seeing ratings downgrades.  Life 
insurers fell as they are forced to set aside more funds to cover potential payouts to customers with minimum-return 
guarantees on financial products linked to the performance of stocks.  Deleveraging continues! 

Bloomberg reported that bankruptcy filings in the U.S. surged 37 percent in February from a year earlier.  GE and GM 
could be added to the list shortly as both are having major problems. 

 

 

Tomorrow begins the data looking forward to Friday's jobs report. At least 3.6 million jobs have been wiped out 
throughout the US since the recession began in December 2007. The jobless rate officially reached a 16-year high of 7.6% 
(11.6 million people) last month. As job losses mount, could there be riots ahead? 

There is a report that China is planning to use its foreign reserves to purchase crude oil with U.S. dollars to hedge against a 
decline in US Treasury prices.   

Gold was mauled again today. However, In the last two months GLD has apparently added 249 tonnes of gold. That means 
GLD acquired about 68% of all global mine output! Is that possible? India typically imports about 25% of world gold 
mine output in a year so between just India and the GLD the annual mine output is being acquired and gold can not make 
it through $1000/oz! What is wrong with this picture?  Guess the central banks are selling or the fiat derivatives are bogus!  
Of course, no one really believes that the price of gold is manipulated. 
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Ted Butler also had an excellent article on the problems around the silver market.  He basically concludes that silver 
has more price potential than gold. 

 

The stresses between India and Pakistan were heightened today with a terrorist attack in Lahore on the Sri Lankan cricket 
team's bus.  

We made no changes in the portfolios today. 
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Remember the old saying... "In like a lion, out like a lamb!"  Well, March opened like a lion that sold almost every equity 
today. Declining stocks... declining volume and new 52 week lows were definitely in control.  There were no 52 week 
highs on the NYSE.  However, I would not classify today's market action as capitulation as the entire downward move was 
too orderly. 

The $61.7 billion in losses at AIG required the government to dump another $30 billion into the AIG rathole.  HBSC's 
need to raise capital while pulling out of the U.S. and the economic news caused the markets to erase every attempted rally 
today as the indices closed at or near their lows for the day. 

The reluctance to put AIG out of its misery and keep it pumped up with taxpayer funds can only be to enable those 
holding the other side of the CDS positions to also stay alive ... that means Goldman, Sachs, JPMorgan Chase, etc. The 
whole mess is simply a house of cards that is way over-extended and insolvent ... while the government cure is to increase 
liquidity and increase taxpayer debt which is not the solution.  There is one thing that taxpayers must learn ... debt 
eats equity! 

The S&P 500 was briefly below 700 before closing just above at 700.82, the lowest level since October 1996.  Only the 
NASDAQ Composite remains above the lows of November 2008 but a few more points will eliminate that support level.  
The DJIA, S&P 500 and the Russell 2000 all made new lows today. 

Financial stocks led the market swan dive today closing down 6.8% for the day. Treasury yields fell today as 98% of the 
S&P 500 ended in negative territory today. 

Personal income was up in January but many due to annual adjustments for military and federal workers. The wage and 
salary component actually decreased in January.  The savings rate was higher, however, as consumers are trying to build a 
"rainy-day" fund. 
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The ISM Manufacturing index was slightly higher but significantly below a growth level of 50 as shown below.  The 
employment component of the index continues to show significant declines.  The general mood among the survey 
respondents is that 2009 will be difficult. 

 

Tight credit, over capacity in many sectors all accounted for a continued drop in construction spending. On a y/y basis, 
construction spending is now down 9.1%. 

 

The financial crisis is beginning to affect other insurance operations and pension plans as the stock market continues to 
fall.  Conseco warned today that its auditor might not provide a "going-concern" certification because of portfolio losses.  
Paul Merrion in an article in today's ChicagoBusiness detailed the pension funding status of Chicago-area pension 
plans as shown in the following chart. 
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Unfunded pension liabilities are subtracted from shareholder equity which weakens the balance sheet.  Last year, the 100 
largest pension funds in the U.S. declined by 21% in net assets. 

Of course, the corporate pension plans are only the tip of the iceberg.  The real problem is state, local and federal pension 
liabilities along with underfunded union pensions.  With declining revenues from income and sales taxes, declining 
personal property taxes as real estate falls, most governments will find themselves trying to raise taxes while giving lip-
service to cutting payrolls and services.  It may take a few state and local bankruptcies to cause politicians to really wake 
up and understand that the Obama squeeze on the so-called rich along with the carbon-tax is quite literally the straw that 
is causing many of our most productive citizens to look seriously at leaving the country. 

The yield on 10 year Treasury notes declined today to 2.91% as investors sold stocks and sought a safe-haven.  The U.S. 
dollar index was higher as it benefited from the declining yen and the reluctance of Western Europe to bailout various 
Eastern European block countries.  The Euro could very well be about to come apart. 

 

We made no changes in the portfolios today. 
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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: 

 

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. 

 

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. 
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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 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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