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Market Musings�

7/11/2008  

 

It could have been worse, much worse! 

 

The markets hit their lows about 1 p.m. EDT today. The DJIA was down 200 points and below 11,000 
before  the miracle Hail-Mary rally appeared which managed to take the markets to the neutral area before 
it ran out of steam and dropped the DJIA, NASDAQ and S&P 500 into negative territory for the day and 
week.  The S&P 500 undercut its previous low so we can stop counting the number of days to another 
follow-through. 

Volume was higher on both exchanges and declining volume and issues were dominant as was the new 52 
week lows.  Technically, the market is falling apart.  If Chairman Bernanke at the FED were to look at the 
most active charts on the NYSE, his blood pressure would probably be much higher.  Apparently, investors 
do not believe his statement that Fannie Mae and FreddieMac have enough capital to stay afloat.  A decline 
of 23% again in FNM after  yesterday should be cause for concern and PeptoBismal in large doses. 
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Was it just three weeks ago that LEH did an equity financing at $28/share?  Guess they have shot their 
credibility with their new shareholders! 

A rumor that FNM and FRE might have access to the FED's discount window helped the rally get started.  
Of course, no one thought to ask if the FED really had any funds that could be used without further 
increasing the stagflation pressures in the system.  Runaway money supply coupled with declining demand 
would seem to be stagflation.  According to Bloomberg, the FED denied the rumor after the close of 
trading. 

If the FED does open the discount window to FNM and FRE the U.S. dollar index may well be headed 
towards the lower $60 level in a short time. If the dollar falls below the $70 level, be prepared.  It will be a 
rush to the exits for many foreign-holders of U.S. dollar-backed securities as well as American citizens 
looking to find a safe haven. A Bloomberg (London) commentator suggested that U.S. Treasury debt would 
lose its AAA rating if the FNM and FRE debt had to be underwritten by the U.S. taxpayer.  OOPS! 

 

Secretary Paulson and Chairman Bernanke were testifying before Congress yesterday about expanded 
powers for the FED. Only Ron Paul challenged the necessity for such powers or for the powers to be 
granted to these two institutions that had aided and abetted the current financial mess.  The mantra on the 
House panel light-weights was to "Get GSE legislation done" ... meaning basically sticking the taxpayer 
with the bill.  The old standby ... "we have not lost a penny ..." was classic word-smithing by Bernanke.  As 
Mike Bolser says, ������ ������	����� 
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Why the SEC and CFTC is not all over that situation tells us a lot about the current non-effective state of 
regulation in the markets. Naked shorting is rampant and if the SEC started to insist upon delivery fails to 
be cleared at both the clearing houses and/or the inter-firm clearing mechanism, or major penalties would 
accrue to the non-delivery, it could well undermine the entire financial market.  The rot is beginning to 
surface and it is not just surface deep. 

Consumer spirits remain severely depressed while consumer expectations for inflation remain extremely 
elevated, in what is more bad news for the economic outlook according to the preliminary University of 
Michigan consumer sentiment index. The report's consumer confidence measure remains very near all time 
lows. 

With growing conditions improving in the Corn Belt, it still looks like a short crop for both corn and 
soybeans this year. The following graphs courtesy of Pro Farmer illustrates the global carryover position of 
both crops. Do not expect to see prices for these grains to move substantially lower in the near future. 

 

With all the concern about FNM and FRE do not be surprised if something dramatic happens over the 
weekend.  After all, Mike Bolser has pointed to July 14th as a day when commodities might begin a 
dramatic sell-off.  We shall have to see if he is correct.  The repo pool is down slightly from its all-time 
high so there is some room to support the markets. 
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Foreclosures continue to move higher.  “We'll have 1 million bank-owned properties by the end of the 
year…That will represent between one-fourth and one-third of all home sales,' Rick Sharga, RealtyTrac's 
vice president of marketing said. RealtyTrac reported yesterday that foreclosures rose 53% in June 
year/year…but was down 3% from May but the foreclosure rate according to RealtyTrac is expected to rise 
further. They also said that bank repossessions have tripled. Nevada, California and Arizona led the way 
with Florida, Michigan, Ohio, Colorado, Indiana, Georgia and Utah also posting high rates. Falling home 
prices, higher resets of ARMs and the inability to obtain credit or the availability at an elevated rate are all 
problems weighing on the housing sector which will keep foreclosures high. 

Those Wall Street guru's and the rest of NYC better prepare for another energy shock as Con Edison is 
increasing electricity rates for residential customers by 22% according to the Daily News.  But will those 
increases be seen in the core rate so dear to the FED?  The CRB index gained 3.94 to 462.86. 

 

The May2008  international trade deficit declined to $59.8 billion from a revised $60.5 billion in April. 
Before you get too excited about the improvement, the gains are basically rounding errors. 

 

Increases in oil prices as well as other import goods helped import prices to increase 2.6%.  The Ministry 
of  Truth reported that petroleum prices increases 7.4% in June 2008 while all other imports only increased 
0.9%.  If you believe that other import prices only increased by 0.9%, do you want some seashore property 
in North Dakota where the snow never falls? 
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Oil also swung wildly, testing a record $147 before closing at $144.73 for a $3 gain. Rumors that Israel will 
attack Iran continued to push prices up. The dollar fell sharply, down 1-1/2 cents to a near record low of 
$1.5926 against the euro. Yields on both the 2 year and 10 year U.S. Treasury notes rose today. 

Many of Iran's claims related to its missile tests appears to be smoke and mirrors, the NEW YORK TIMES 
is planning to report on Saturday. The missiles tested DID NOT not have 2,000-kilometer range; it was an 
older missile that was out of production. A video showed what appeared to be many missiles being fired is 
actually one missile, filmed from different angles.   
 

 

Gold was up $18.90 to $959.10 and silver gained 48 cents to $18.72 in today's trading. The Gold Bugs 
Index (HUI) managed three up days in a row. 

 

We made no changes in the portfolios but note that the Aggressive portfolio thanks to its short positions is 
now showing a 40% gain for the year.. 
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7/10/2008  

 

A seesaw to the upside at the close. 

 

Volume expanded but still the market is lower than Tuesday's close which was Day 1 of a possible rally 
attempt.  New 52 week lows keep dominating the action suggesting that earnings reports just ahead might 
not provide much of a boost to the market. 

Former St. Louis FED President William Poole stated yesterday that Fannie Mae and Freddie Mac were 
basically insolvent.  Such honesty from a FED official is time for a celebration.  Of course, he failed to 
discuss the solvency of JPM, GS, C, LEH, MER and others while Bernanke was on the hill today trying to 
get increased powers to usurp the authority of the SEC, CFTC and others.  The FED and Congress are the 
problem ... how can they be the solution? 

Today's Financial Sense Wrapup by Chis Puplava should be required reading for all members of 
Congress before giving any more responsibility to the FED.  Here is just a snippet to whet the appetite: 

“Those most pessimistic on the economy and stock market have been proven right over and over 
again over the last year and a half, with those who listened to their calls for caution preserving 
their wealth instead of watching it evaporate, which has been the fate of those following the 
permabulls. Wall St. economists, financial pundits, and government talking heads have been dead 
wrong and led many astray, though what has been most surprising is that investors continue to 
follow the advice of those who didn’t even see this train wreck coming, …” 
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The European Common Market is having an economic slowdown.  As expected, the Bank of England did 
not change its 5% rate as recent economic data showed weakness in the housing sector and consumer 
confidence headed south. In Great Britain, both the manufacturing and service sectors are indicating 
recession.  Spain and Italy are having problems and Germany is beginning to see a slowdown also.   

Globalization and the fading U.S. dollar are causing economies throughout the world to spiral downward. 

U.S. new jobless claims dropped to 346,000 but the data is marred by the three day weekend. Tax rebates 
and a consumer needing to squeeze pennies out of discretionary spending including food and energy helped 
Wal-Mart to show a 5.7% increase in same-store sales in June.  Other discount chains also reported sales 
increases.  

Crude finished nearly $5 higher to close its session just shy of $141 per barrel. Commodities were surging 
upward today, aluminum hit a record all-time high, lead rose 10% as LME stocks fell, and zinc moved 
higher. Copper moved higher closing above $3.90.  Of course, the U.S. dollar index did the opposite and 
went down to 72.52 in today's trading as gold and silver rallied. 

 

Yesterday, Iran provided a photograph showing missile launchings and gold and silver moved higher as 
tensions were thought to be increasing in the Middle East.  Several of the missile launching were quickly 
identified as having been the result of the images being "Photoshopped" and a gullible press promptly 
published them in papers and news outlets throughout the world.  Today, the Iranians reported more missile 
tests during their war games.  Will the images provided the press also prove to have been altered? 

Don't you wish that we had journalists and reporters who actually would question the material they receive? 

We made no changes in the portfolios today. 
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7/9/2008  

 

Head Fake! Gave it all back! 

 

The DJIA and S&P 500 under cut their previous lows today. The market saw negative territory at the open 
and continued to move lower all day to close at the day's lows.  Downside volume was running  more than 
5:1 than its counterparts but overall volume was below yesterday's.  So far in 2008, the DJIA is down only 
16% while the NASDAQ is off only 15.7%.   

Perhaps, Bernanke's indication of support for the financial sector by the FED into 2009 spooked investors 
as they realized that more pain is coming.  The financial sector dropped 5.2% today almost wiping out 
yesterday's gains and triggering our stop losses in the financial swing stocks in the Aggressive portfolio as 
we are now short those same stocks. 

Of course this won't help either: 

Fitch Ratings said on Wednesday it may cut Merrill Lynch & Co Inc's debt rating due to expected 
ongoing write-downs and diminished prospects for earnings. 

Also, Bloomberg reported: 

Fannie Mae and Freddie Mac, ranked Aaa by the world's largest credit-rating companies, are being 
treated by derivatives traders as if they are rated five levels lower.  
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Credit-default swaps tied to $1.45 trillion of debt sold by the two biggest U.S. mortgage finance 
companies are trading at levels that imply the bonds should be rated A2 by Moody's Investors 
Service, according to data compiled by the firm's credit strategy group. The price of contracts used 
to speculate on the creditworthiness of Fannie Mae and Freddie Mac and to protect against a 
default doubled in the past two months. 

Other than the above negative comments, there was little economic news to report of significance. 

The massive liquidity added to the system since 1990 has created a massive boom and bust cycle in several 
markets.  The following charts show two indices, S&P 500 and NASDAQ, deflated by the price of gold. 
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It would appear that there might be further pain in the market in the coming months or gold could explode.  
Eventually, we may see the ratio for the S&P 500 and the NASDAQ below 1.  

The U.S. dollar index fell to 72.62. The yield on the 10 year Treasury note also fell to 3.83%. The CRB 
index closed higher at 449.62 as gold and silver managed to end higher.  Crude oil was basically flat in 
today's trading. 

7/8/2008  

 

The market closed like a rocket! 

 

The final 90 minutes today was surprising as oil went down and the financials went up! This morning 
following the opening, we liquidated all positions except SMXMF in the Aggressive portfolio.   

Shortly after 9 a.m. CDT, we headed out to a series of meetings and upon our return about 1:25 CDT, we 
noted that the market was basically flat.  Imagine our surprise when shortly thereafter, we began to see the 
hard stops' which were in place in the Aggressive portfolio cover our short positions and go long.  We will 
be looking very carefully at our long positions and have tightened up our stops from 6% to 3%. 

Although there were some possible factors like oil going down to only $136/bbl and the dollar moving 
slightly higher, a review of the market suggests that someone pushed a button and the market immediately 
went from negative or neutral territory and never looked back.  Other commodities like corn and soybeans 
along with copper and platinum also were lower in today's trading. 
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Or, maybe, it was just a relief rally as Bernanke indicated that the FED may continue to push fiat money 
into the banks and investment banks well into 2009. The Term Loan Auction Facility and Primary Dealer 
Credit facility was due to expire in September.  Bernanke indicated that he might extend them through 
2009.  Originally set at $200 billion, the facility is now $275 billion.  Now we understand that the Bernanke 
solution is for the taxpayer to bailout all his Wall Street friends. 

 A look at the 5 and/or 10 minute intraday trading volume on any of the major exchanges shows a surge in 
volume as the rally got underway. 

Still if you look, the number of stocks making new 52 week lows on the three exchanges swamped new 52 
week highs.  But I am sure that IBD will use today's close as the start of the count towards a rally and a 
follow-through day.  Of course, stock investors by nature are optimists and sometimes, they forget to look 
at the fundamentals. 

The Accumulation/Distribution ratings of top-rated stocks in the IBD 6000 have been falling and are now 
well below the 200 level as shown in the following graph. 

 

History suggests that the market may find a bottom when the A's have deteriorated to the current level.  
However, in the past, the A's have stayed well below 300 for a considerable period of time.  Hence, today's 
short covering rally on the heels of Bernanke and Paulson's propaganda should be watched very carefully 
before you back up the truck and load it.  Still the necessity for looking at possible sector rotation and 
individual stocks that might break out remains. 
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Adrian Hartshorn, an actuary at Mercer, a human resources consulting firm, has calculated that the weak 
markets and the credit crunch has caused asset losses for pension funds of about $280 billion to date.  

U.S. pending home sales resumed their decline in May, falling 4.7% in the month after an upwardly revised 
7.1% bounce in April, according to the National Association of Realtors. April's rebound was originally 
reported as a 6.3% gain. 

Inflation continues to move through the distribution change. Product & Gamble announced a 16% increase 
in product prices today.  Potash increased fertilizer prices to $772/ton from $522/ton will cause many 
farmers serious concern about next year's expenses.  

The conclusion of my article on whether the FED has managed to meet the goals originally set forth by 
Congress in 1913 stated that the only real solution was to simply abolish it.  Now Mike Shedlock has 
written a piece echoing similar thoughts.  I certainly agree with his final paragraph: 

“The government/quasi-government body most responsible for creating this mess (the Fed), will 
attempt a big power grab, purportedly to fix whatever problems it creates. The bigger the mess it 
creates, the more power it will attempt to grab. Over time this leads to dangerously concentrated 
power into the hands of those who have already proven they do not know what they are doing.” 

Tim Iacono has also written a piece entitled "What if what they taught you is wrong?" suggesting that 
today's economists are.  He quotes an article by Wolfgang Münchau in the Financial Times which basically 
says that "the real villains are not the bankers, but the economists."  Perhaps, there is a growing group of 
investors and financial writers who are beginning to see that "the emperor has no clothes and the 
cupboard is bare." 

Yesterday, we highlighted the losses suffered by FNM and FRE.  It might be interesting for you to see 
which firms had added or reduced their positions in these stocks during the 1st Qtr of this year.  Go to the 
greatreddraggon.com website and look at today's commentary. 

Prudent investors will remain cautious. The follow-through usually occurs after four days or later on heavy 
volume in at least one major index.  For now, keep your powder dry. 
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Least we forget the sacrifices others made to maintain this nation!�
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