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Robert Genetski Weekly Financial Update 8:30 a.m. E.T. July 16, 2010
Fundamental Actual immediate outlook
Fixed-income: 10-yr Treasury 55 2.98 relatively stable
Equities: S&P 500 1700 1096 heading lower
Dow Jones 14,000 10,359 heading lower

Ratings for forces impacting stocks on a scale of 0 to 10
(O is the worst and 10 is the best; > or < indicates direction of latest change)

Short-term Econ Fundamentals: positive 5.0< Stock Valuation: positive 9.0—
Monetary Policy: neutral 5.0— Psychology: negative 45>
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Market Outlook Trading volume remains a problem. The market’s
recent gains have come on low volume. While
increases in stock prices are welcome, gains on
low volume and moves above a declining 50-day
average often signal problems.

Stocks registered another strong advance this
past week. The overall market (shown in the
chart above) rose 2% on top of a 3% gain the
previous week. The NASDAQ led the major
indexes with a gain of more than 3% for the One factor that would immediately improve stock
second consecutive week. prices is related to a potential change in Fed
policy (see comments below). Barring such a

With the exception of the Dow, all of the major S ) . .
move, my inclination is to continue to avoid

indexes have climbed back to the vicinity of their

50-day moving averages. (The Dow is slight stocks.

above its 50-day average). The last time the Long-term interest rates were essentially stable
indexes reached their 50-day averages it was this past week. In spite of concerns over the
intraday and all closed well below that point. This economy, the upturn in stock prices again helped
time they made it there by the end of the day, a to contain the decline in long-term rates. Interest
more positive sign. rates should remain relatively stable.
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A Look Back

There were several significant developments this
past week. The most significant was the passage
of the Financial Reform legislation. As with health
care, this legislation significantly increases the
power, influence and cost of government. Early
analysis of the rules and regulations indicates that
it’s thirty times larger than Sarbanes-Oxley (SOX).

SOX was the previous legislative effort to prevent
financial problems that was passed only eight
years ago. lIts cost for compliance was over $50
billion. Based on the magnitude of Financial
Reform I, the tab could well be over $1.5 trillion.
That's enough to cause another financial
meltdown.

After soaring earlier in the year, retail sales are
struggling. They were down %% in June and
have fallen at a 5% annual rate over the past
three months. The recent weakness is the reason
many economists (including those at the Fed) are
lowering their forecasts for the economy.

On a more positive note, initial unemployment
claims fell in the second week of July to 429,000.
While the decline is a welcome development, my
guess is that it's an aberration.

A Look Ahead

Most of the economic numbers this coming week
relate to activity in the housing market. The two
most significant reports will be the Homebuilders’
survey (due 7/19) and existing home sales and

inventories (due 7/22). | expect the housing news
will  continue to reflect serious problems
associated with the excess supply of existing
homes.

Minutes from the FOMC meeting of June 22-23
indicate that Fed members remain confused over
economic developments. They are convinced
that monetary policy has been unusually
accommodative. At the same time, they are
concerned that the pace of economic activity is
weakening and that inflation is below what they
would like it to be.

If my interpretation of Fed policy is correct, signs
of an easing in economic conditions will become
more prevalent in the months ahead. If so, look
for the Fed to explore new ways to provide for
more liquidity.

If the Fed were to stop paying banks to hold
reserves (or even charge banks to keep their
deposits with the Fed), those excess reserves
would quickly be used for loans and investments.
Liquidity would immediately increase and stock
price would move sharply higher.

The Lighter Side of Political Economy

Leno: President Obama announced the
appointment of a new White House budget
director, which is pretty surprising. You know the
White House has a budget director? What the hell
has he been doing?



