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Strategic Investing 

A Service of Adrich Corporation 
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3/16/2007 After the Close 

 

Ending the Week on a down note! 

 

Today the market posted another distribution day for the NYSE and NASDAQ!  It was not a good day 
for those bulls still hoping for a rally! 

Before the open, the CPI came in higher than expectations posting a 0.4% increase, double January's 
0.2% rate.  Of course, the core CPI was lower ... but who lives by the core index?  With the CPI 
moving higher, the chances of the Fed cutting rates next week have dropped to almost nil. 

Industrial production was up slightly in February as utility usage increased because of the cold weather. 
And finally, consumer sentiment fell to 88.8 suggesting that consumers are becoming concerned about 
the economic outlook. 

The dollar dropped to 3 month lows against the Euro and yen as foreign investors are showing concerns 
for the U.S. economic outlook.  For some perspective on the problem facing the dollar, the following 
excerpt from the latest Halkin letter may be useful. 

ASIAN CURRENCIES: BECKONING YEN 

With sharp Yen moves attracting market attention, the 13 March edition of the Financial Times carried 
an article proposing that China shift foreign exchange reserves into the Japanese currency. In ‘The yen 
beckons China’s dollar billions’, Fred Bergsten makes two observations that are hard to argue with. 
These are based on an underlying assumption that, unless China diversifies a large portion of its 
reserves out of the Dollar, it is “likely to sustain one of the largest capital losses in history”. In turn, this 
is based on the belief that the Dollar will “inevitably” fall by “20 per cent or more… over the next few 
years to help correct the unsustainable current account deficits of the US”. 

Point one is that it is the Yen which is substantially undervalued against all currencies (except the 
Renminbi itself). “Adjusted for inflation, the yen is weaker today than in 1998, when the US and Japan 
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intervened jointly to reverse its precipitous decline, and in 1985, when the Plaza Agreement initiated 
intervention… to weaken the dollar”. Significant Chinese purchases of the Yen would therefore help 
correct “one of the most important currency misalignments now contributing to the global imbalances”. 

Point two is that such diversification by China into the Yen would be beneficial not only from the point 
of view of systemic interests, but of Chinese interests also. Strengthening the Yen in an orderly manner 
would minimise capital losses for China because “the yen is one of the few currencies that needs to rise 
in value almost as much as the renminbi itself”. 

The devil lies in that phrase ‘orderly manner’. I’ll believe if you will that currencies will adjust 
smoothly – either in the desired direction, at the desired time or at the desired pace. The experience of 
the last three months is not exactly reassuring. 

We made no changes in the portfolios today. 

  

3/15/2007 After the Close 

 

Going up on lower volume again! 

 

Today's market ended higher despite Easy Al's warning that the sub-prime problems could spread and 
help bring a recession.  While advancing issues and volume clearly out-paced declining issues and 
volume, overall volume on the exchanges fell 24% on the NYSE and 21% on the NASDAQ today.  
Clearly, there were fewer bargain hunters in the market today. 

The NY State Empire index at 1.1 almost went through the floor in March.  February was 24.4. The 
report surprised many  analysts who were expected something between 10-20. The Philly Fed index fell 
from a weak 0.6 in February to a weaker 0.2 in March.  Clearly these numbers suggest that the 
economy is having trouble. 
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The Producer Price index took a major jump of 1.3% in February adding to the inflation pressures that 
the Federal Reserve fears.  The jump in PPI should dampen hopes for an interest rate reduction at the 
upcoming FOMC meeting next week. 

 

New jobless claims dropped 12,000 in the latest week although continuing claims continued to rise 
indicating that finding jobs is becoming more difficult. 

Net purchases of US securities were $97.4 B in January, a major improvement over the $15.6 B in 
December. However, the majority of these purchases were in US corporate and agency bonds.  
Purchases of U.S. Treasury issues continued to fall. 

According to John Williams of Shadow Government Statistics, M3 is rising sharply. 

The year-to-year change in the SGS estimation of Continuing M3 backed off slightly to 
10.9% in February from 11.0% in January, with M3 up more than $1.1 trillion in the last 
twelve months. 

Is it any wonder that the Fed does not want the public to know that the printing presses are running 24/7 
and there are more presses on order? 

We made no changes in the portfolios today. 

3/14/2007 After the Close 
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The markets recovered a small amount of yesterday's losses. 

 

It is simply amazing the reasons some give for the market moves.  Today, the increases in the index 
were attributed to options expiration (triple witching on Friday), bargain hunters, overreaction 
yesterday to the sub-prime mess and an unwinding of the yen carry trade.  While some of those might 
have had an impact for them all to mesh together about 12:45 p.m. EDT in NYC and for the market to 
then move higher to close positively after trading all morning in negative territory seems slightly a 
stretch for this old mind to encompass.  Rather a series of futures buying in the pits at that time began 
the up move.  It would be very interesting to see who bought those SPX futures.   

The NASDAQ was down 20 points at 2331.57.  It then turned around and move up to close 40 points 
higher. The S&P 500 was down 14 points at 13164.98 before heading up to close 23 points above the 
low at 1387.17.  The DJIA was down from yesterday's close of 12075.95 by 136 points to a low of 
11939.61 before recovering to its close of 12133.40, a swing of only 194 points in the afternoon.  
Simply amazing what those futures trades can generate. 

However, when all was said and done, the markets were still below Tuesday's opening figures by a 
substantial margin.  But with volatility like that generated in the markets, prudent investors should be 
very cautious.  Still volume did increase from yesterday on the major exchanges suggesting that there 
were buyers willing to purchase stocks. 

The Mortgage Brokers Association showed some improvement in its purchase application index and 
refinance index as spring is almost here and long-term mortgage rates are moving slightly lower in the 
latest report. 

The current account deficit fell as foreign buyers were buyers of U.S. Treasuries in the 4th Qtr of 2006 
to $195.8B from $229.4B in the previous quarter. 

The slowdown in the U.S. appears to have helped keep import prices from rising significantly as they 
rose only 0.2% in February with petroleum causing most of the increase. 

We made no changes in the portfolios today. 

3/13/2007 After the Close 

 

A Bad Day for the Markets.   

The miracles of the internet and the air-modem allowed me to watch the market opening this morning 
in Santa Rosa, NM as I ate breakfast in Denny's.  As the overseas markets closed on a down note and 
the NASDAQ pre-market was not great, we entered a market order to reinstate our shorts in the 
Aggressive portfolio in LEH, GS and MS.  Even former high-flyer LEND was adding to the woes in 
the sub-prime market.  I tried to find some stock to short but was unable to do so.  When the Mortgage 
Bankers Association reported delinquencies in the 4th Qtr were 13.3% in the sub-prime space, the 
markets moved into distribution.  Even GS earnings report was unable to stop the carnage. 
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As we drove back to Dallas, we found that the markets were continuing to move lower.  As we listened 
to the pundits on Bloomberg try to spin the mess in the sub-prime market, it became obvious that today 
would be difficult for many investors. 

Retail sales did not help improve confidence in the markets.  The STI indicators for both the NASDAQ 
and the S&P 500 remain negative.  Prudent investors should be out of the market.  So much for the 
dead-cat bounce rally ... it is dead! 

3/12/2007 After the Close 

 

Will the sub-prime lending mess get worse? 

 

In a word, YES!  But since it is only fiat paper, Helicopter Ben will probably just order another printing 
press to paper over the hole in the finance picture.  That will work until someone demands payment in 
something other than more paper! 

Merger news where private equity companies borrow more paper using leverage to financial engineer 
deals seemed to help the market move higher today.  However, the volume was not substantially 
different than on Friday. 

Will the mortgage lenders find wholesaler's, Fannie Mae and Freddie Mac, able to continue to buy their 
loans. New Century is kaput.  Most sub-prime loans have a clause that the lender has to rebuy the loan 
under certain conditions.  It is that clause that should be worrying the finance industry. 

We made no changes in the portfolios today as we were traveling back to Texas. 

3/9/2007 After the Close 
 
  

  

  

  

  

Don't you love those Ministry of Truth numbers? 
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The trade deficit improved a tad but the Unemployment report raised more questions than it answered. 
Even Lou Dobbs said that he no longer could believe the numbers reported by the green-shade minions 
at the Ministry of Truth.  Maybe, the spin is getting so thin that people are beginning to see beyond the 
pale. 

When it was all said and done, the major indices were almost unchanged today. It was another day 
where the market searched for a direction.  We saw our hard stops in GS and MS get activated in the 
Aggressive portfolio while we were driving from Phoenix to Los Angeles. 

The new website is now activated and while we may be adjusting the content in the next few days, we 
hope that you will like the new format.   
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Keep it Safe, Simple and Stay Focused!
Last updated - February 6, 2007
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