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Market Musings
04/17/2009 After the Close
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Markets Diary 6:05 p.m. EDT 04/17/09
lssues NYSE Nasdaq Alternext
Advancing 2045 1,704 325
Declining 1,027 1,068 222
Unchanged 91 142 55
Total 3,164 2915 602
Issues at

New 52 Week High (] 24 2
New 52 Week Low 3 1 1

Share Volume

Total 1,542 658754 2 400,845,239 14,327 755
Advancing 1,147 608,030 1,574,568,968 6,026,435
Declining 783,199,204 803,164,620 7,187,920
Unchanged 11,851,520 18,115,651 1,113,400

A look at the charts for the major indices will illustrate that when the markets closed it really did not matter to
most participants. The financial sector continued to show strength as investors were intrigued with the results.
Of course, many reports were bolstered by the FASB changes and a provision that allows banks whose bonds
deteriorate to report the deterioration as a profit.

This morning, some of you wanted to know why I thought the rally was not the beginning of a new bull
market. Here is my response:

| think you know that it is foolish to argue with t he market. Having said that, | still have serious reservations
about the spin surrounding this move. It appears t o be mostly “smoke and mirrors.”

The financial quarterly reports are largely:

e the result of the FASB accounting changes relating to "temporary market conditions" as opposed to
mark-to-market requirements,

e the increase in the interest spread between what th e interest cost of money to the banks is because of the
FDIC guaranteed debt along with the bailout funds a  nd the interest paid by their customers for loans a nd

fees.

Further, the upcoming commercial and credit card de faults are showing up as well as the increased leve s of
foreclosures which were placed on moratorium.

I would expect that as the earnings season chugs al  ong, the enthusiasm will decline.
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Peter Cooper said it well:

"Sucker's Rally Approaching an End"

"Whatever the technical reason for the 25 percent rise in the S&P over the past five weeks, or a

more modest eight percent bounce in GCC regional stock prices, the absurdness of this sucker’s rally
ought to be obvious to all.

Unemployment is still rising, house prices are still falling, and the fundamentals of bank balance
sheets are still deteriorating with total bad debts unknown except that we know they must be
getting worse.

Global trade fell off a cliff in the first quarter of the year. Even Mercedes car sales to the oil rich of
the GCC fell 23 per cent. The collapse of the world’s second largest economy, Japan, has been
unprecedented."

From Bondsonline.com:

Accounting ambiguity (but also higher fixed-income trading revenue) gives Citigroup a
kick in the pants. Citigroup, the beneficiary of $45 billion in taxpayer money, reported $1.6 billion
earnings in the first quarter. Citigroup posted a $2.5 billion gain from accounting rules that
allows companies to profit when their own creditworthiness declines. The rules reflect
the possibility that a company could buy back its own liabilities at a discount.

According to a Bloomberg interview today, David Tice, the chief portfolio strategist for bear markets at

Federated Investors Inc., said the Standard & Poor’s 500 Index will probably plunge about 62% to
325.

Now that is a bearish prediction and perhaps, should be a caution to those who are suggesting that we are now
entering a new bull market.

Expiration of stock options helped boost trading volume today which climbed to its highest level in about a
month on the NYSE.

Consumer sentiment was higher according to the University of Michigan. It rose to 61.9 in April vs. 47.3 last
month.
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The Investor's Business Daily Weekend Review is showing signs of improvement as the number of companies
making the cut rose to 37 from 30 last week. As you may remember, this is a screen of EPS=85 and RS=85 or
higher.

In the Aggressive portfolio today, we repurchased TNDM. In the Precious Metals portfolios, we sold GSS and
AUY. There were no other changes in the portfolios. Remember that no one can really predict the market. The
key to success is to take what the market gives you and keep your losses small. Have a great weekend.

04/16/2009 After the Close
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The rally continues ... despite disappointing news!

Markets Diary

Issues NYSE
Advancing 2438
Declining 545
Unchanged 76
Total 3,160
Issues at

New 52 Week High 8
New 52 Week Low 3
Share Volume

Total 1,596,964,900
Advancing 1,240,622 760
Declining 328,032 620
Unchanged 28,309 520

5:48 p.m. EDT 04116109

Nasdaq Alternext

1,998 308

760 230

145 Tl

2,503 609

20 1

7 1
2,337,388,762 12,341,453
2,010,587 858 5,780,793
307,451,075 5,574,360
19,339,829 586,300

Today's rally ignored the disappointing housing data and the continuing high level of new jobless claims.
Technology stocks which were the only sector in the red yesterday rebounded today. JPM reported higher than
expected earnings ... however, the financial sector which led yesterday's advance did not keep pace today with
the overall market. Perhaps, the lack of transparency from the FASB revisions is causing some level of doubt
about the quality of earnings within the financial sector.

In my opinion, the market is ripe for a correction. The financials (XLF) is way above its 50 DMA and many
investors and professionals seem to believe that the economy is fixed. I have news for you ... it is not and with
commercial property getting ready to bleed, the market could correct significantly. As Richard Russell says, this

is nothing more than a rally in a bear market and don't forget it!

Housing starts fell from the 540,000 in February to 510,000 in March. Building permits also fell to 513,000 from
February level. It would seem that the February blip in housing data might not be the bottom. Year/year
starts are down 48.4% and are down 77.6% from the peak in January '06.

Data displayed as levels in thousands, SAAR

Released on: Percent Nowv-08 | Dec-08 Jan-09 Feb-09 Mar-09 Apr-09
Released for: of total Oct-08  Nov-08 Dec-08 Jan-09| Feb-0% Mar-09
Housing Starts 100% 767 G55 558 438 572 510
Single Family 68.6% 536 456 394 356 358 358
Multi Family 34% 23 199 164 132 214 152
Housing Permits NA T30 B15 547 a3 564 513
Data Source: Haver Analytics

Initial jobless claims fell 53,000 to 610,000 in the week ending April 11 vs. 663,000 the previous
week. Of course, Easter week might have kept the filings down. The previous week was revised higher by
9,000. Claims are up 241,000 vs. the previous year or 65.3%. Continuing claims rose a record 172,000 to
a record 6.022 million. This is the first time continuing claims have edged above the 6 million mark.
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New Jobless Claims with 4 week moving average
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Although the Philly Fed Survey index showed some improvement, all components of the index remain in
negative territory. Contraction in the manufacturing economy remains severe although there are signs that the
worst may be over.
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General Growth Properties, the second largest mall operator in the U.S., threw in the towel today and filed for
bankruptcy protection. It had $27 billion of outstanding debt. OOPS! Looks like some financial institutions and
insurance companies will be facing further write-downs. General Growth is just the beginning of the
commercial property meltdown.

Carl Icahn and private equity firm, Oaktree, are also agitating to put MGM Mirage in bankruptcy. Will there now
be a flood of commercial developments headed to the woodshed.

The downturn in the newspaper industry also claimed another victim today ... AtitibiBowater, the largest
newsprint maker in North American filed for bankruptcy today. U.S. and Canadian demand for newsprint fell a
combined 33 percent in February, the most in at least 27 years, according to the Montreal-based Pulp and
Paper Products Council. Publishers of the Chicago Tribune, Philadelphia Inquirer, Minneapolis Star Tribune and
New Haven Register filed for bankruptcy after industry-wide print-advertising sales plunged the most in 37
years in the third quarter, according to the Newspaper Association of America.

AtitibiBowater and their 31 affiliates had assets of $9.9 billion and liabilities of $8.78 billion according to the
filing in the U.S. Bankruptcy Court in Wilmington, Delaware. In a deleveraging scenario which is the case
today, those companies that used high levels of debt are vulnerable.

We made no changes in the portfolios today.

04/15/2009 After the Close
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Markets Diary

Issues
Advancing
Declining
Unchanged
Total

Issues at
New 52 Week High
New 52 Week Low

Share Volume
Total
Advancing
Declining
Unchanged

NYSE
2,168

3153

1,474,509,919
1,056,321,269
402,592,850
15,085,800

5:49 p.m. EDT 04/15/09

Nasdaq
1,726
1,013

137
2,876

=~ o

2,025,255, 781
873,087,202
1,118,980,953
27187626

Alternext
307
215
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588
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12,386,160
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3,733,620
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Capacity utilization fell to a record low 69.3% vs.
previous month. Records began in '67.

NASDAQ got into positive territory in the last five minutes.

Although the major indices managed to close in positive territory, volume fell today. Declining volume was
dominant on the NASDAQ which just barely made it into positive territory.

The market ignored the economic news. Foreigners purchased a net $22.0 billion of long-term securities in
February. Including short-term securities. A net $97.0 billion was sold. Out trade deficit stood at $25.965 billion
in February, so clearly we do not have as much money flowing into our country as out. With the deficit
spending this country is embarking on we need foreigners to fund our debt. US treasury buying
rose to $21.6 billion, from buying of $10.7 billion the previous month.

Industrial production slumped 1.5% in March for its fifth monthly consecutive decline. Year/year
industrial production is down 12.8%, the largest decline since '46.

a downwardly revised 70.3% (70.9%) the

4/20/2009
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Thanks to energy, CPI fell 0.1% in March.
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We made no changes in the portfolios today.

04/14/2009 After the Close

The Mortgage Bankers Association (MBA) reported applications fell 11.0% in the week ending
April 10 and are up 45.6% year/year. Refinancing fell 10.9% and accounted for 77.8% of applications and
are up 111.9% year/year. Purchases fell 11.3% and are down 30.6% year/year.
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The rally stumbled today!
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Markets Diary 544 p.m. EDT 04/14/09
lssues NY SE Hasdag Alternext
Advancing 957 910 252
Declining 2,132 1,870 305
Unchanged 29 128 66
Total 3,178 2,508 623
Issues at

MNew 52 Week High 4 10

New 52 Week Low 5 7 1

Share Volume

Total 1,740,926,954 2231302117 14,458,150
Advancing 517,413,820 200,552,577 5,445 500
Declining 1,202,255,564  1,408,432,075 7,507,850
Unchanged 21,217,570 22,317,465 1,503,400

Add another distribution day to this rally. About 80% of the S&P 500 stocks ended lower. The indices were
weak at the opening, managed a morning rally and then weakened to close near their lows for the day.

Disappointing retail sales data helped the market head lower as retailer stocks fell. Retail sales fell 1.1% in
March with ex-autos declining 0.9%. While that drop is not large, it does suggest that the consumer is
concerned about the economy and is not interested in increasing his credit card debt. Food, health & personal
care were the only categories that were higher in March. On a y/y basis, March retail sales fell by 9.4% which is
a contraction not seen since post-World War II.

Manthly percent change

Released On: Percent. MNov-08| Dec-08 Jan-09 Feb-02 Mar-02 Apr-09
Released For: of Total| Oct-08 MNowv-08 Dec08 Jan-09 Feb09 Mar-09
Retail Sales & Food Services 100% -34% -2.4% -31% 1.9% 0.3% -1.1%

Sales ex autos 82.2% -29% -2.6% -3.2% 1.6% 1.0% -0.9%

Sales ex autos less gasoline 71.5% -1.2% -0.3% -1.8% 1.4% 0.7% -0.8%
Motor vehicle dealers 17.8% -6.9% -1.2% -2.3% 3.0% -3.0% -2.3%
Furniture & home furnishing stores 2.4% -1.7% -1.8% -1.0% -1.4% 0.5% -1.7%
Electronics & appliances 2.5% -25% 0.9% -6.0% 6.3% 0.7% -5.9%
Building materials T7.3% -22% -34% -2.0% -1.5% -0.5% -0.6%
Food & heverage stores 13.3% -0.5% 0.1% -2.4% 21% -0.1% 0.5%
Health & personal care 5.6% 01% 0.5% 0.1% 0.2% 0.6% 0.4%
Gasoline stations 10.6% -131% -182% -153% 4.0% 31%  -16%
Clothing & accessories 5.0% -2.85% -0.9% -4 0% 5.1% 2.8% -1.8%
Sporting goods, hebby, etc 2.0% -3.0% 1.1% -0.1% 2.4% 0.1% -0.9%
General merchandise 13.5% -0.9% 0.9% -1.2% 1.0% 1.2% -0.2%
Miscellaneous retailers 2.6% -0.2% -3.7% -2.5% -0.9% 5.7% -2.2%
Nonstore retailers T.1% -2.3% -1.2% -1.2% 1.7% -0.8% -1.7%
Food services & drinking places 10.3% -0.7% 0.8% -1.3% 1.5% 1.1% -1.4%

Data Source: Haver Analytics

The personal savings rate has risen from 0.8% to 4.2% in the past six months and Stephen Roach, Chairman
of Morgan Stanley Asia expects that it could swing to 7.5% to 10% shortly as the baby boomers realize that to
be able to retire they must change their life styles drastically. Of course, the FED wants to get credit flowing in
the mortgage markets to overextended consumers. Congress hopes to pump up the housing market despite a
large oversupply of homes. Then the Obama administration is trying to get consumers to spend again ... while
afraid of the economic damage which savings in the economy can do.

Financial stocks also helped take the market lower as analysts pointed out some interesting data from the
Goldman Sachs report showing $3 billion of profits in the 1st quarter. The report benefited from a change to a
calendar year and the mark-to-model FASB change. While trading profits were supposedly the reason for GS
earnings turnaround, the lack of transparency clouds the real result. However, the December orphan month is
basically ignored and GS took huge writeoffs in December 2008. The pre-tax loss was $1.3 billion and the
after-tax loss was $780 billion. GS financials are really only taxpayer funding and creative
accounting!

According to Mike Whitney,

Is it not amazing that GS also reserved bonuses and compensation in the same period of about
$4.7 billion? Is that while GS need to raise $5 billion in equity to dilute their shareholders. Of
course, GS also recently received some $12 billion in TARP payments for CDS positions that they
entered into knowing that their was substantial risk. Paying GS 100 cents on the dollar for the
AIG paper is equivalent to paying off a gambler's loss at the race track.

The FED is subsidizing the banks by keeping bank rates low while the spread between the banks borrowing rate
and its lending rate to its consumers continues to increase. It does not take much skill when you tighten
lending standards, borrow funds at 3%, lend at 5% and increase your fees to most of your depositors and
credit card holders. Of course, the FED has no compassion for the millions of retirees on social security who

http://www.stratinv.net/Sub/M usi ngs.php 4/20/2009
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are finding that CD rates are almost invisible.
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Thanks to declining energy prices, the producer price index remained in negative territory.

As noted in yesterday's Musings, the federal deficit is almost $1 trillion in only six months. For the first quarter
2009, individual tax receipts have fallen 24.2% y/y. March alone was down 27.3% y/y. It is obvious that the

economy downturn is accelerating.

The yield on the 10 year Treasury note fell to 2.78% today and it sits right on the 50 day moving average. The
U.S. dollar index appears to have made a double top and is under its 50 day moving average. If the U.S. dollar
index does not regain the 50 dma, we could see it fall to the 77 level in short order.
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Gold appears to be under pressure and remains just below $890/0z. Silver, however, has been up 5 days in a
row and closed at 12.75 cents. 1It, like gold, still is under the 50 dma.
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We made no changes in the portfolios today.

04/13/2009 After the Close
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Struggling to close mixed today on lower volume.
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Markets Diary S°% 4:34 p.m. EDT 0413109
lssues NYSE Nasdag Alternext
Advancing 1,782 1,353 302
Declining 1,264 1,358 203
Unchanged 91 136 75
Total 3137 2,847 580
Issues at
MNew 52 Week High 5 23 4
New 52 Week Low ] g 3

Share Volume

Total 1,483,140,347 1,839,147 979 12,485,928
Advancing 1,015,017 ,537 805,633,469 6,293,508
Dieclining 461,706,510 911,166,695 4,300,020

Unchanged 6,416,300 72,347 815 1,852 400

The market was lower at the opening largely due to the financial stocks and initially, the sector was off 2.7%.
However, when Goldman Sachs (GS) announced that it had raised $5.5 billion in new capital, the financial
sector began to recover and ended the day up 4.8%. GS also reported better than expected earnings but like
WFC last week, pserhaps, a substantial part of the increase was due to accounting rule changes.

Of course, GS was also paid by the taxpayer through AIG's "conduit" for losses that didn't (yet) happen at 100
cents on the dollar might have also helped the bottom line. Of course, since GS also stated that they were
"fully hedged" against a potential counterparty default by AIG, it would seem that GS was paid not once but
twice. To me, it also smells like GS and the other banks are snookering the taxpayer for upwards of $100
billion. Where's the clawback when you need it.

Advancing issues and volume were dominant on the NYSE while the NASDAQ was about evenly split. The lack
of volume concerns me and makes me very cautious about the longevity of this rally.

The International Energy Agency suggested that 2009 crude oil demand might slump to the lowest level in five
years due to the global economic recession. As a result, crude oil fell as the IEA reduced its consumption
forecast by 2.4 million barrels a day this year.

Barron's interviewed William Black, the former deputy director of the Federal Savings and Loan Insurance
Corporation during the S&L crisis in the 1980's:

Black believes that unless the current administration changes course dramatically, it will destroy
the Obama presidency. The Bush administration was worse but they are out of town. He says we
have failed bankers giving advice to failed regulators on how to deal with failed assets.

The current economic team of Geithner and Summers were important architects of the problems.
The PPIP program is worse than a lie with Geithner pandering to the interests of a few select
group of banks. He is flouting the law that requires quick corrective action to deal with
insolvencies.

Geithner's plan essentially perpetuates zombie banks by mispricing toxic assets that were
mispriced to the borrower and mispriced by the lender, and which only served the unfaithful
lending agent. The IndyMac, Bear Stearns and Lehman situations tell us the real losses will be
roughly 50-80 cents on the dollars. Most of America's biggest banks are insolvent.

The government does not want to admit the depth of the problem because it would place some of
the biggest financials into receivership. The people running these banks are some of the best
connected in Washington.

The big international institutions need to be broken into smaller units that can be managed
effectively. We don't necessarily need new regulations but folks who will enforce the ones already
on the books. We need to return to a system that takes the competitive advantage away from the
cheats.

The Treasury budget for the first 6 months of FY2009 recorded a record $956.8 billion deficit, more than triple

last year's deficit. At this rate, Chuck Butler of Everbank is forecasting a record $3 trillion deficit for FY 2009.
Obama's spending is on a pace that will make Bush look like a tight-wad.
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We made no changes in the portfolios today.

04/10/2009

The U.S. Markets were closed for Good Friday and Passover.

The credit ratings for the entire U.S. local government system is at risk according to Moody's as the global
recession continues to pinpoint its latest victims.

04/09/2009 After the Close
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Opened up and never looked back!

Markets Diary

6:02 p.m. EDT 04/08/08

Issues NYSE Nasdagq
Advancing 2,744 2325
Declining 3593 422
Unchanged 45 120
Total 3,188 2,927
Issues at

New 52 Week High 15 22
New 52 Week Low o 3
Share Volume

Total 1,824,011,138  2,153,588,821
Advancing 1,699 968 308 1,961,292 337
Declining 116,385,030 183,182 248
Unchanged 7,657,800 5,114,028

http://www.stratinv.net/Sub/M usi ngs.php

The Philly Bank index jumped 20% today as shown in the following chart.
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Wells Fargo's earnings were better than expected and Larry Summers suggested that the economy was getting
better. As a result, investors jumped into the market today despite the three day holiday this weekend. The
cautions from Nouriel Roubini and others failed to impress investors looking to not miss the rally.

Of course, one has to worry about the shrinkage of charge-offs in the quarter for Wells Fargo. Is $23 billion in
bad debt reserves large enough for Wells Fargo and its Wachovia loan portfolio? If Wells Fargo had been

required to use mark-to-market rules, the bank would actually have lost money in the first
quarter. Still Wells Fargo's announcement helped financial and bank stocks to move higher throughout the

4/20/2009
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Since Warren Buffet's company owns 105% of Wells Fargo, he must be happy that FASB was forced to change
the rules. The stench from the toxic assets continues!

The change in "mark-to-market" accountings allows banks to hide all portfolio losses if the banks deem those
losses as "temporary market dislocations."

It had to be a couple of bad days for Mr. Buffet. First, Moody's downgraded Berkshire Hathaway's bonds.
Second, S&P is downgrading a large humber of mortgage insurers. Third, with housing prices still dropping, the
derivatives mess continues. Commercial and apartment landlords are seeing their vacancy rates increase as
rising unemployment continues.

Martin Weiss suggests that JPMorgan Chase, Goldman Sachs, Citibank, Wells Fargo and More Than

1,800 Other Institutions Believed to Be at Risk of Failure Based on Fourth Quarter 2008 Data. The
FDIC's “Problem List” of troubled banks includes 252 institutions with assets of $159 billion. The updated review

by Weiss Research, however, shows that 1,816 banks and thrifts are at risk of failure, with total assets of $4.67
trillion, compared to 1,568 institutions, with $2.32 trillion in total assets in prior quarter. Five large U.S. banks
have credit exposure related to their derivatives trading that exceeds their capital, with four in particular —
JPMorgan Chase, Goldman Sachs, HSBC Bank America and Citibank — taking especially large risks.

I am concerned that the market is still looking for a return to the good times and not really paying attention to

the facts. While the S&P 500 plunged 57% from peak to trough, reported earnings fell even more ... 82%. As
of today, the trailing p/e on reported earnings is over 100X, it is now at its all-time peak.

Did you know the P/E is 100x?

S&P: 500 Composite, Price/Earnings Ratio
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Source: Haver Analytics, Banc of America Securities-Merrill Lynch

As if a high P/E is not a problem, Steve Eisman of FrontPoint Partners suggests that GE is currently
hiding $40-$45 billion of embedded losses in the GE Capital portfolio. You will find Henry Blodget's

article on GE most interesting ... take the time to digest it.

The trade deficit fell for the seventh straight month to $25.9 billion in February (the smallest deficit since
November 1999) as consumer demand slumped as did energy demand.
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International Trade Balance
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New jobless claims dropped 20,000 in the latest week but continuing claims rose 95,000 to a record 5.84
million. Continuing claims have now doubled since a year ago.
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The yield on the 10 year Treasury note closed at 2.9%. The U.S. dollar index closed higher at 85.68.
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Copper closed over 200 today 75 points above its December 2008 low. Copper has historically been a bell-
weather for the economy. Crude oil rose over 10% today closing at 54.56/bbl.
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We added to our positions in both the Aggressive and Conservative portfolios today. There were no
changes in the Precious Metals portfolio.

Tomorrow is a market holiday so there will not be a Musings.

e Fred Richards
Strategic Investing

This issue of Market Musings is a feature of the Strategic Investing website. It is for the education of our subscribers and does not constitute a recommendation to buy or sell
any particular security.

Charts are courtesy of IBD®, Daily Graphs Online®, Halkin Services, Martin Capital, Kitco.com, GM Bolser, Stockcharts.com, Econoday, Prudent Bear and/or Big Charts.
All rights reserved. © 2001 - 2009 Adrich Corporation
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