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The market indices bounced around during the day and ended mixed.  While advancing issues and volume were higher than 
their counterparts today, overall volume was less than yesterday.  At the close, the DJIA and S&P 500 barely managed to 
remain in positive territory.  It was not a strong market and the failure to move up strongly today following the comments 
yesterday of Bernanke and Geithner should be of concern to investors. 

The financial stocks continued to move higher today ... continuing to benefit from Citi's internal memo.  A large portion of 
Citi's profits could be related to the deterioration of their debt ... of course, you realize the how credit default swaps can 
generate profits.  

JPMorgan after also suggesting via Jaime Dimon on CNBC today that it was profitable climbed 4.6% and Citigroup added 
another 6.2%. The S&P 500 Financials Index rallied 2.4% to extend its advance this week to 21%. 

 

The "bury your head in the sand" mentality continues to infect the political spectrum.  According to Reuters, "U.S. 
accounting rulemakers and regulators said they were pushing ahead with new guidance on mark-to-market accounting that 
has forced banks to write down billions of dollars in assets in the financial crisis." 

The SEC may reinstate the uptick rule on short selling in a month.  However, that is not the real problem.  Naked short 
selling is the real problem. The SEC just needs to enforce the rules already on the books with heavy criminal penalties 
and not a small slap on the wrist. 

Today's economic news was also not helpful. The purchase index rose 7.1 percent to 253.3, an improvement but a still very 
weak level, while the refinancing index jumped 13.3 percent.  Mortgage rates fell on 30 year fixed loans to 4.96%.   

After the close, Freddie Mac reported a $50 billion loss for 2008 and indicated that it would request up to $35 billion more 
from the Treasury.  Last month, Fannie Mae reported a loss for the same period of $60 billion.  See what happens when the 
chickens come home to roost.  I wonder if any of the politicians that voted for these GSE's that received campaign 
contributions will return them.  What really makes me sad is that the Obama Administration is going to give these 
two GSE's another $200 billion each to lose ... when will politicians ever learn that the laws of economics can not be 
ignored forever. 

The Treasury Department reported that the federal budget deficit had ballooned in February to $192.8 billion and for the 
FY 2009, it was already at $764.5 billion.  The five month deficit is already a record year for the U.S. 
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Part of the reason for the growing budget deficit is that individual income tax withholding payments are off 64% on a y/y 
basis.  Now that is cause for concern and if continued, would suggest that the federal deficit without more stimulus 
programs could well top $2.5 trillion in FY 2009. 

The U.S. dollar index fell today as did crude oil while gold managed to move back over $900.  The yield on the 10 year 
Treasury note fell to 2.92%. 

 

 

Shortly after the open, we purchased STAR and LFT in the Conservative portfolio today with a 3% Action Point trigger.  
There were no other changes in the portfolios. 
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The number of new 52 week lows, declining issues and volume dominated today's market action that was relatively devoid 
of any market moving news.  Perhaps, it was the hope that the "mark-to-market" rules would be suspended after Congress 
holds hearings this week that helped the financial stocks to move higher.  Of course, if that occurs, it only means that we are 
still trying to sweep the mess under the rug rather than taking the medicine required to solve the problem. 

Here are the results of our survey of the bottom taken last week. 

1. The stock market has now undercut its lows for most major indices since 1997. Where do you think the bottom is 
for the S&P 500 which now stands at 715? 
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2. The DJIA is below 8,000. Where will the bottom be? 

 

3. The NASDAQ Composite is about 1340? Where will the NASDAQ bottom be? 

 

According to the survey, the bottom has not been reached ... but who really knows! 

The Sage of Omaha after taking a licking on his Wells, Fargo stock as well as other portfolio losses said that the economy 
had "fallen off a cliff."  Make that the world-wide economy.  Japan had its first trade deficit in 13 years. 

The World Bank is suggesting the world GDP will fall this year ... but it will take a while to make an estimate of how far?   

According to Mary Ann Hurley of Bonds Online,  

The Treasury will sell a large $63 billion in coupon debt this week will sales of $34 billion three year notes, $18 billion of 
ten-year notes are $11 billion of $30 year bonds. Including bills, the Treasury will likely sell more than $180 billion this 
week. While the debt will be sold (with much more coming down the road) the question is at what level. Foreign demand 
is questionable especially since their money is required for domestic programs as their economies suffer. 
Interesting, New York Fed President Dudley (voter) said Friday “At this point in time the Fed has judged that 
buying long-term Treasuries is not the most efficient means of easing financial conditions.”  
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The LIBOR rate has begun moving higher while the safe haven status of U.S. Treasuries helped ease the yield curve slightly 
lower in today's trading. 

In anticipation of further cuts in OPEC's production, crude oil moved higher today.  The U.S. dollar index crept higher and 
particularly, against the yen. 

 

We made no changes in the portfolios today. 
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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 
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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. 

 

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 
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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, 
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.  

8�
�"��L���

"����%���$��
���
�
���

��
���
��
���� 
���
����1���
�
�
����(�����%�����++
����"����"1��� 
���������
����
�����"�%
��
�������
�:6�+
��
��18�& ��


��".�

 

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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