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EARNINGS TODAY KEEP
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Apple earnings, Oil and Phil’s
Market Targets for the week.
TESTY TUESDAY - 7.5% OR
BUST!
China raises interest rates and
the Dollar goes up
WHICH WAY WEDNESDAY CAN WE IGNORE AND
SOAR?
The Fed releases the Beige Book.
SCREWFLATION NATION BEN AND TIM ARE AT IT
AGAIN!
A new word to describe a
particularly nasty version of
inflation
THANK G20 IT’S FRIDAY!
Geithner and the G20 try to head
off a currency war
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With Commentary and Analysis
by Phil
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M a rke t s C o n t i n u e U p a s D o l l a r
Continues Down
In last week's newsletter, Phil had expressed concern that he had
been too bullish, with his review at the end of the "October's
Overbought Eight - Expiration Check-Up" counting 21 bullish trade
ideas against just 10 short trade ideas. Most of the short trade ideas
were quickies that had already cashed out, leaving just the disaster
hedges and a lot of long plays on the table.
Continuing the trend, the stock market is moving in opposite step
with the dollar, as the dollar drops, the market rises. As Phil
wrote, "I do know that IBM is worth $100-2007 dollars a share and if
those dollars drop to .50 then IBM is "worth" 200 American Dollars.
This is the thing I have been trying to impress upon everyone for the
past two weeks - you need to think of US Dollars the way you think
of erratic foreign currencies and do your translations each day to
find out what things REALLY cost.”
We must consider the possibility that the S&P is rallying because
people aren’t taking the value of the currency into account. Most
think it is rallying because of good fundamentals, so they are sticking
their money in the market based on false signals leading to an
incorrect interpretation of the market. This then leads to malinvestment based on poor information which forms a bubble that will
break if people wise up or the dollar stops dropping. Still, that has
nothing to do with the health of the economy, which is the same
sluggish-but-recovering that we had all year and will probably have
for another few years.
You can see from the fairly flat weekly chart that it was ALL
about the dollar this week as the Dow made the mirror opposite
moves of the ultra index that tracks the Dollar, UUP. Is the Dow now
noting more than an ultra-short index to the US Dollar and, if so, how
will that affect our investing decisions? That was a very intense
topic in this week's discussions with Members.
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Last week, Phil parsed out the September 21st
FOMC Minutes for Members and this week our
Newsletter features Phil's analysis of the Beige
Book, which was released on Wednesday (see
special feature at the end of this newsletter).
From the Fed Minutes on the 14th, Phil began
calling a top (Dow was at 11,200) and suggested
Members get to more cash ahead of the upcoming
election. As he said when looking at the Minutes:
“Whuck?!? So our buying premise is things are so
awful that the Fed prints free money and we use
it to buy stocks that inflate even though they
have truly awful fundamentals - NO THANKS!”
On Thursday the 14th, Phil said “I had been
getting bearish because I thought corporate
profits weren’t going to be so good this quarter,
what with the lack of sales and all, but I was
wrong. I was wrong because corporate profits are
priced in Dollars and Dollars are worth 10% less
than they were the last time corporations
reported."

“This really is nuts. Bernanke
will soon be the only buyer of
US treasuries and the dollar
will go lower and lower and
who is going to want to lend money
when you know it will be worth less
when you get it back? That’s already
happening but it gets to the point
where even 18% Credit Card interest
doesn’t cover the risk of letting you
buy a new sofa with today’s money
and paying the bank back in
tomorrow’s money when the same
money won’t even buy an ottoman.
Will people put money in the banks
or will the Fed have to print that
too?” - Phil

“
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Phil’s Comments on The
Dollar
Matt said “...someone is trying to put a floor
under the dollar today. Look at the volume on
UUP. It’s up big time. Is it just for OE or is this
the beginning of an uptrend? I think it’s the
latter.. but not for long.”
UUP//Matt - I think I said last week, I ran the
numbers from a global perspective and decided
$22.50 on UUP (76.50 on dollar index) is about as
low as the G20 (less us) is willing to let the dollar
fall. Now we are in a push-pull match with the
whole World against our Fed/Treasury and we
can’t assume we’ll win. Japan seems to have
buckled to US pressure and let the Yen rise further
but even they can’t possibly want to see sub-80
Yen to the dollar.
This week's earnings reports bore that out with
a tremendous 83% of reporting companies beating
earnings so far. The question still remains - will it
be enough to move the markets over our 10%
lines? The Nasdaq has already moved through the
12.5% line at 2,475 and finished on Monday at
2,479, which is why we keyed on them as a short if the markets do go down, the Nasdaq has the
farthest to fall.
As Phil notes, "The rapid rise in the Nasdaq is
pushing the limits on our QID hedges. This week
waiting for the election and watching our trades
carefully, in case they need adjusting, makes the
most sense."
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Monday - Will APPL Earnings Today Keep
Bears at Bay?
The markets had a strong up move on Monday,
powered by stronger than expected results from
Citigroup. Wells Fargo, Bank of America and JP
Morgan all benefited from the rally in financial
stocks as the Dow closed up 0.73% to 11,144.
The looming prospect of the upcoming official
launching of QE2 by the Fed knocked the dollar
down 0.25% before the opening bell and
conversely helped to boost markets.

Phil’s Market Targets
as of 10/22/10
10/22/10

Dow

S&P

NAS

NYSE

Russell

UP 10%

11220 1177 2420

7500

700

UP 7.5%

10965 1146 2365

7280

672

UP 5%

10710 1123 2310

7140

666

(MUST HOLD)

With the market seemingly being yanked
around by the moves of the dollar, Phil remained
concerned about the market's fundamentals. But
his skepticism of the recent rally didn't prevent
him from posting 16 bullish trade ideas last week
versus only 10 bearish ones.
Commenting on the continuing oversupply of
oil and the potential for shorting opportunities as
a result, Phil wrote “As I discussed in the
Weekend Reading, NYMEX contracts roll over on
Wednesday and we do expect selling into the
close, possibly we’ll get an opportunity to short
oil off that $82.50 line in the futures today. Stay
alert - it’s going to be another wild week!”
Later Monday morning Phil posted a trade idea
in Member’s Chat: “Oil popped right to $83 and
NOW the USO puts begin to be a possibility. USO
does have WEEKLY $36 puts at .55, which are not
a bad play at $35.87.
At .25 they would be
irresistible for a DD and the delta is .50 so at
$36.35, on USO the plan would be to buy some of
the $36 puts at .25 for sure but it’s still a gamble
at .55 as the dollar if fading fast. For the Futures
- still yes to the short off the $83 line with a .05
trailing stop.”
And later in the afternoon, “USO WEEKLY $36
puts now .38 - may be as good as it gets for an
entry.”
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As the markets closed, all eyes were on
Apple’s earnings. Would they justify a $300Bn
market cap or not? (XOM is the World’s largest at
$331Bn, GE is $174Bn.) If Apple's earnings lacked
the strength to keep its momentum going, Phil
worried that the Nasdaq could drop 5% in 3 days.
Both AAPL and IBM beat earnings expectations,
but both also had smaller than expected Gross
Margins. That did not sit well with investors, who
proceeded to pummel both stocks in the
aftermarkets late Monday evening.
AAPL was down 5.7% in the after-hours
markets, and IBM was down 4%, bringing the
NASDAQ down over 1.6% by Tuesday’s market
opening.
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Testy Tuesday - 7.5% or Bust!
The People’s Bank of China announced they
would raise key rates by a quarter percentage
point. The primary intention of this rate increase is
to help put the brakes on China’s rapid economic
growth, but it also raised concerns about a possible
global economic slowdown.
This rate hike makes Chinese stocks less
attractive, and this chases money back to the
relative safety of the Dollar, pushing it up just over
1% overnight. Commodities tumbled in the wake of
this news, with gold down 2.83% to $1,333 and
crude oil down 4.37% to $80.14.
The Dow then proceeded to lose 1.05% before
the opening bell, opening down 125 points at
11,027 and lending credibility to Phil’s premise
that the primary impetus powering the recent
advances in the markets has been the continuing
drop in the value of the Dollar. It is, at the least,
certainly an interesting coincidence.
Apple and IBM’s disappointing guidance
weighed heavily on tech stocks. Financial stocks
took a hit Tuesday on reports that Pimco, The
Federal Reserve Bank of New York and BlackRock
are pressuring Bank of America to repurchase bad
mortgages that were packaged into $47 Billion
worth of bonds by its Countrywide unit.
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Phil commented on this, saying “BAC leading
the financials downhill on report PIMCO is
demanding they repurchase mortgages. What a
fantastic way for Gross to manipulate the
markets! Doesn’t have to have a legal leg to stand
on - just have the AG look into something and poor
BAC is screwed as are the rest of financials and
TLT goes flying up off "support" at $100. That is
amazing!”
Phil also talked at length about the oil markets,
and the manipulations that go on in those markets.
As Phil said in his morning article, “I know I get
boring telling you what a farce commodity trading
is all the time but if you don’t understand the
game then how are you going to make money
playing it. As I often say to members: We don’t
care IF the game is rigged as long as we know HOW
it is rigged so we can play along.”
Speaking of playing along, Phil discussed a
trade idea for USO that worked out very nicely for
Members. Details are in the inset box on the next
page.
We were expecting a test of Phil’s 7.5% lines at
Dow 10,950, S&P 1,160, Nasdaq 2,400, NYSE 7,450
and Russell 690.
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The markets closed the day substantially down,
with the Dow down 1.49% at 10,978, the S&P down
1.59% at 1,166 and the NASDAQ down 1.76% to
2,437. The NYSE was down to 7420 and the Russell
2000 was down to 694.
However, these numbers are all above Phil’s
7.5% lines, and since the 7.5% levels are continuing
to hold we are remaining technically bullish while
still being very concerned about the fundamentals
of the market.
Five Fed officials gave speeches today, their
comments were generally supportive of the
arguments promoting another round of quantitative
easing. Atlanta Fed President Dennis Lockhart
specifically mentioned the $100 billion a month
figure previously stated by Pimco’s Bill Gross.
giving credence to the prevailing expectation that
the QE2 will, in fact, be launched this November.
However, not everyone is completely on-board
with QE2. Dallas Fed President Richard Fisher
recently gave a speech mentioning the looming
specter of competitive quantitative easing, saying
“Such a race would be something of a one-off from
competitive devaluation of currencies, a beggarthy-neighbor phenomenon that always ends in
tears.”
Phil discussed a trade idea in Member’s chat,
saying “Defensive play to keep shorts on is DIA Nov
$112 calls, now $1.09 and were $1.60 yesterday
and $1.90 on Friday so adding these with a stop at
$1 is a good way to ride out a bounce off the 7.5%
lines without cashing out all the shorts.”
Phil then continued “This, by the way, is why
it’s better to cover bearish downside bets with
those DIA calls than to take them off the table
before we are sure we don’t need them anymore.
As somebody noted yesterday - the fast money
crew flipped bearish and now everyone is nervous
so it doesn’t take much to panic people out of
positions. Gold now down 5% in 2 days…”
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Phil’s Trade Idea on USO
On Tuesday Phil wrote “Oil made it all the way
to $84 yesterday and that gave us a nice entry on
USO weekly $36 puts at .38. We were hoping for
cheaper but it was too tempting at the end of the
day despite the short time-frame. As I mentioned
in "Oil is not Well" this weekend, as well as
yesterday’s post, we were expecting a pump job
yesterday ahead of the mandatory dumping of the
November contracts and there are still 98,423
open contracts for November delivery on the
NYMEX with just 2 days to trade.
I will be
surprised if less than 70,000, representing 70M
barrels of oil that could be delivered to US
consumers, were not canceled by tomorrow”
In Member’s Chat Praizada posted “Phil, you
were spot on with the USO call. I could not enter
yesterday. USO looks like it will open down a
dollar. Is buying the put still on maybe the $35
weekly?”
Phil replied “USO/Praiz - Yes, very cool with
the $36 puts now .95 (up 150% so .12 trailing
stop or 1/2 out here and .25 trailing stop on
rest) so good job to all who played that one! I
wouldn’t chase, you never can tell with oil. If
anything, I’d go for the Nov $35 puts at .80 with a
stop at $82, probably a .15 loss.”
Meanwhile, other Members had already made
trades based on Phil trade ideas from Monday
afternoon. Savi wrote “Phil–sold my USO puts for
100% profit–Tx” and Augrusot said “Thanks Phil on
USO, scored more than a double on it this AM.”

These DIA calls held up and topped out
Thursday at Phil’s target of $1.90, peaking at
$1.97, up 80% in 2 days. Members who took
advantage of this trade idea made a nice profit for
themselves.
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Which Way Wednesday - Can We Ignore and
Soar?
The Fed released the Beige Book Wednesday,
and traders interpreted the indications of
“modest” growth in a positive light. This is the
commonly given reason as to why the markets had
a strong up move, with the Dow closing the day up
1.17% to 11,107 and the S&P up 1.05% to 1,178.
However, when we take a look at the chart
showing INDU and UUP together, we can see a
clear correlation between the markets going up
versus the Dollar going down, and we get a much
better picture of what is actually moving these
markets.
This is the situation we are currently dealing
with, it can be summarized very neatly with the
phrase “The Dollar drops and the market pops, the
Dollar pops and the market drops”.

Phil’s Wednesday Chat
Commentary
Ravalos posted “I don’t understand how things
are priced almost to perfection and we also have
the QE2 threat all over us at the same time.. it
just doesn’t make any sense. Stocks are so richly
priced that give you the impression the economy
will SIGNIFICANTLY pick up beginning next year.. I
wonder HOW without creating additional
employment.. is it due to the global markets?
Hard to justify that with so small GDPs vis-a-vis
the United States.. CRAZY!”
Perfection/Rav - Stocks are priced in
anticipation of inflation, that’s all. You have to
think of 4 shares of AAPL equal to an ounce of
gold. They are both scarce commodities that have
some intrinsic value and will fluctuate with the
dollar. AAPL priced in gold is at the same price
it was at the 2008 highs. Most stocks priced in
gold are significantly lower.
The overall S&P is
DOWN 50% from where it was in 2008 when priced
in gold. So what AAPL has really done is fulfill it’s
value promise from where it was when it was
about $180 in 2008, when it was expected to grow
at about 30% a year. It’s the rest of the market
that has sucked and underperformed inflation but
the inflation masks the real issues.
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As Phil said about today’s rally, “This is the
least exciting 100-point rally I’ve seen in a long
time. Volume is good though... Dollar was $1.37 to
the Euro at 7pm last night, now $1.397 - down
about 2% in 16 hours - there’s your rally…”
Phil discussed inflation and the debasement of
the Dollar in his Wednesday article. He also
summarized highlights from the Beige Book in
Wednesday’s Member’s Chat, which we have
included as a bonus section at the end of this
week’s newsletter.

w w w . p h i l s t o c k w o r l d . c o m 	


	


	


6

S t o c k W o r l d W e e k l y N e w s l e t t e r	


Week of October 24, 2010

Screwflation Nation - Ben and Tim are at it
Again!
What is Screwflation? Well, you’re not going to
find it defined in Webster’s, that’s for sure. Hedge
fund expert Doug Kass coined the term to describe
our current situation, describing it as a variation of
stagflation that is particularly harmful to the
middle class.
It is what results when the Fed pumps trillions
of Dollars worth of liquidity into the markets, while
taking no action to ensure that any of this money
ends up actually getting into the hands of
consumers. All we end up with is inflation that
punishes the middle class with higher prices while
wages remain stagnant.
Then we all get to pretend that the economy is
doing great, and media sources print rah-rah
stories that say things like “Earnings so far are real
and they are spectacular” while claiming that
revenue growth is up 7% from a year ago. For some
peculiar reason nobody is talking about the fact
that the currency those revenues are measured in
has dropped in value by 14% in the same time
period. One could then easily conclude that

“

Phil said “By the way - I am NOT
advocating going gung ho short on
the markets. I am advocating
getting short to cover long positions but,
more than anything else, I advocate cash
until we can get a better idea of what is
happening around our 10% lines (top of our
range). As I have mentioned often - we sat
at the top of our range from Mid March
through the end of April so it could be a
whole month more before this thing
exhausts itself and we CAN go higher if the
dollar breaks below 76. That then
becomes a fundamental reason for the
market to go up - the currency it’s priced
in is going down, pretty simple there….”
P h i l ’ s S t o c k W o r l d 	


revenues are actually down 7% over the last year,
but that wouldn’t make for a bullish headline.
Phil talked about this on Thursday, saying “I
know, I promised last week I would get off this
topic after a week of posts on the subject but,
despite my best efforts, I had enough brain cells
remaining after the weekend to notice that
yesterday’s 1% move up in the market was coming
against a 2% drop in the Dollar. That’s why, and I
kid you not, the S&P, priced in Euros yesterday,
shows a 0.6% LOSS, not a 1% gain.”
This is what happens when you analyze the
markets while using a continually shrinking unit of
measure. The distortions caused by inflation create
perilous conditions for investors, where the unwary
can be deceived by inflated numbers baked into
earnings reports, and then concluding that things
are much better than they actually are.
Keep in mind what the first round of
quantitative easing did to the value of the Dollar.
QE2 is rumored to be even bigger than QE1 was,
with numbers like $100 billion a MONTH now being
openly touted by the President of the Atlanta Fed.
Imagine the impact of that much additional
liquidity being pumped into the economy. How
much farther will the Dollar fall in the wake of
QE2?
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Thank G20 It’s Friday!
US Treasury Secretary Tim Geithner attended
the G20 meeting in Gyeongju, South Korea where
the primary topic of discussion was concerns over
potentially destabilizing competitive currency
devaluations.
Phil used the analogy of an episode of
“Survivor” to describe the goings-on at the G20
meeting, with Geithner cast as the slick master
manipulator who skillfully plays off of the other
participants with smooth promises and deft
maneuvers.
In this case, Geithner told Brazil’s Finance
Minister Guido Mantega that the U.S. will not allow
the Dollar to fall in value. Mantega told reporters
that Geithner “assured me that the policy is not to
weaken the dollar, but on the contrary, to
strengthen it.”
Geithner then released a letter to the other
Finance Ministers telling them to “stop
manipulating their currencies to prevent ‘excessive
volatility’ and a global currency war”. The irony of
Geithner saying this while the Fed is openly

$10k to $50k Portfolio
Commentary
Newbie_trader asked “Any updates to/for the
10k/50k ports?”
$10-$50K Portfolio/Newbie - No, we went to
cash, made a couple of poor short plays and are
waiting for something more obvious to shape up.
As I said in the last update - up 160% doesn’t mean
it’s time to gamble your winnings just because you
didn’t hit an arbitrary 400% goal. The real secret
to making a lot of money trading is - NOT TRADING
when you are not sure! Even when you are sure,
you are very lucky to go 2 for 3 so, in a limited
portfolio where you can’t really scale or DD, being
sure is CRITICAL.
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Phil’s Friday Chat Commentary
Jrom asked “Phil - Are you expecting any kind
of a Dollar bounce or perhaps some Yen weakness
following the meetings this weekend?”
Dollar/Jrom - I thought we’d get a bounce into
the close but nothing.
Now I’m worried we
collapse over the weekend. There was some dollar
buying at 3 but it died already and the dollar is
selling off again to support the stick. Copper is
over $3.80, oil still below $82.50 and gold bounced
off $1,315 this morning and is back to $1,327 - not
impressive but beats failing $1,300. The dollar
made it to 81.5 Yen before failing but that’s not
very impressive as it was obviously held up by the
BOJ off the 81 mark this morning. If the BOJ has
to intervene just to get to 81.50 then the Dollar is
really on life support and any negative news out of
the G20 can spike us below the 76 line and we’ll
all have to line up at Gel’s house to trade our
belongings for gold.

telegraphing the launching of QE2 was not lost on
anyone.
The Dollar closed slightly up for the day, ending
the week at 77.39, not far above the critical
support level of 76, while the equity markets
ended the day largely unchanged after a lackluster
session. The week ended with four of our five
Market Target indexes over our 10% lines, leaving
only the Dow to confirm. The Russell is just over
the 700 line and so we’ll be watching that one as a
key indicator.
In Friday’s Member’s Chat a spirited discussion
started when one of our members asked about
water stocks and the best companies in that
market. Phil pointed out that “KO is a water stock
(world’s largest seller of it in various forms). I’m
interested in companies that desalinate - that’s
going to be the big business. GE is in the space
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Week of October 24, 2010

too.
The little companies are very faddish,
like ethanol players - very dangerous.”

down to net $24 and if the $25 puts get over $2
(now $1) those would be worth selling too.”

In response, “Chaps” pointed out that French
company Veolia Water (VE) is a major player worth
looking into, with a history going back to the mid
1800’s and revenues of roughly 13 billion Euros a
year. Chaps also said “Options on the ADR are
somewhat limited (only run through April.) But
you could sell front-premiums against the stock
while collecting the dividend.”

This is an excellent example of how various
discussions between Members and Phil can result in
some very interesting trade ideas coming up.

Phil replied “VE/Chaps - Thanks, that’s the
ticket! 4.3% dividend at $28.80, which is still
down 2/3 from the top and earnings look like a
winner although scary debt load ($30Bn+). Still
selling the Apr $25 calls for $4.80 knocks the entry

The top three charts show the Dow, the S&P
500 and the NASDAQ, all denominated in Dollars.
The next row of charts shows those same indexes
denominated in Euros, and the bottom row shows
those indexes denominated in Yen. The charts
speak for themselves.

Phil also posted the Multi-Chart at the bottom
of this page in Friday’s Member’s Chat. This chart
goes a long way towards explaining what is really
happening with the recent “rally” in the markets.

Charts of the Dow, the S&P 500 and the
NASDAQ in Dollars, Euros and Yen.
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The Week Ahead
Dark Horse Hedge writers Scott Brown
at Sabrient and Ilene at Phil’s Stock
World initiated a VIRTUAL short position in Green
Mountain Coffee (GMCR) on Thursday, October 21.
In "DARK HORSE HEDGE - One More Cup of Coffee
Before You Go, GMCR," they wrote:
There are many reasons that insiders may sell
shares which have nothing to do with their
perception of the company’s prospects or
valuation. However, when a week after the last
insider sale the company discloses that the SEC is
inquiring into the company’s methods for
accounting for revenues, it starts to look a bit
more dark and mysterious.
It is worth noting that Keurig accounted for
over half of GMCR revenue last year, so when the
President of Keurig is selling, it is worth a further
look. When the SEC discloses an inquiry into the
companies accounting it is worth more than a look.
Multiple class-action lawsuits have been filed
against GMCR since the announcement by the SEC,
yet the stock has rebounded from a low of $26.87
to a close today of $31.31.
See also: Sam Antar's Interesting Issues in Timing
of Green Mountain Insider Stock Sales and
Disclosure of SEC Inquiry and

Dark Horse Hedge's One More Cup of Coffee
Addendum
Heading into next week's trading, we are still
watching the dollar, which may be in the
bottoming process. If the dollar stays above $76,
the PowerShares DB US Dollar Index Bullish (UUP)
represents a bullish play on the dollar. On the
other hand, to protect against the dollar's
continued demise and help generate yield, Phil
wrote "Defending Your Portfolio With Dividends Q4 (Members Only)" in which he suggests a number
of dividend generating stocks.
One of Phil’s focus stocks was HCBK, saying
"HCBK does pay a 5.2% dividend and they are
location, location, location for me as a NY/NJ bank
servicing the top 10% suburbanites in the North.
I’ve always liked these guys and I love them when
they are being sold off on fear and lumped in with
all the dumber banks. At $11.53 a share, you can
play this safe and sell the 2012 $10 puts and calls
for $3 to make a $8.53/9.27 buy/write which pays
17% plus the dividend if called away at $10. Keep
in mind that, since you are doubling your return
on the riskier strategy, you can bet 1/2 as much in
the first round. Diversity is key with the financials
because you just do not know what dirty little
secrets they may be hiding…"

Economic Calendar For The Week Ahead
Monday 25

Tuesday 26

Wednesday 27

Thursday 28

Friday 29

8:30 AM: Chicago Fed
National Activity
Index

8:55 AM: Redbook

7:00 AM: MBA
Purchase
Applications

8:30 AM: Jobless
Claims

8:30 AM: GDP

10:00 AM: Existing
Home Sales

9:00 AM: Case-Shiller
Home Price Index

8:30 AM: Durable
Goods Orders

10:30 AM: EIA
Natural Gas Report

8:30 AM:
Employment Cost

11:30 AM: 3 and 6Month Bill Auctions

10:00 AM: Consumer
Confidence

10:00 AM: New Home
Sales

4:30 PM: Fed Balance
Sheet

9:45 AM: Chicago PMI

1:00 PM: 5-Year TIPS
Auction

11:30 AM: 4-Week
Bill Auctions

10:30 AM: EIA
Petroleum Status

4:30 PM: Money
Supply

9:55 AM: Consumer
Sentiment
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Week of October 24, 2010

Special Bonus Supplement - Wednesday
Beige Book Highlights
Ed. Note: The Color highlighting has
been done by Phil, and his comments
appear in this section in quotes and in
Bold Italic. Green text is used to
indicate things that are positive for
the economy, and red text is used to
indicate things that are negative for
the economy.
Reports from the twelve Federal Reserve
Districts suggest that, on balance, national
economic activity continued to rise, albeit at a
modest pace, during the reporting period from
September to early October.
Manufacturing activity continued to expand,
with production and new orders rising across
most Districts. Demand for nonfinancial services
was reported to be stable to modestly increasing
overall. Consumer spending was steady to up
slightly, but consumers remained price-sensitive,
and purchases were mostly limited to
necessities and nondiscretionary items. New
vehicle sales held steady or rose during the
reporting period; sales of used automobiles were
strong as well. Activity in the travel and tourism
sector picked up.

“

“The top 10% can skew travel and
tourism. Bottom 90% consumers, as
we have noted often, are pulling
back BECAUSE of the Fed’s insane
inflationary tactics.
Will they get it?
Doubtful…”
Housing markets remained weak with most
Districts reporting sales below year-ago levels.
Reports on prices suggested stability, however.
Conditions in the commercial real estate sector
were subdued, and construction was expected to
remain weak. Lending activity was stable in most
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Districts. Agricultural conditions were generally
favorable, and above-average yields were
expected in most reporting Districts. Activity in
the energy sector continued to expand.
Input costs, most notably for agricultural
commodities and industrial metals, rose further.
Shipping rates increased, and retailers in some
Districts noted rising wholesale prices. However,
prices of final goods and services were mostly
stable as higher input costs were not passed on
to consumers. Wage pressures were minimal.

“Price pressures from commodities
and rising wholesale prices that
can’t be passed on to the broke
consumers is not the kind of thing
you should be celebrating. As noted, steady
home prices in a currency that’s dropping
2.5% a month is also nothing to pat yourself
on the back over. Ag bulls should be VERY
worried that the Fed does not see
any problems with the yields.”

“

Manufacturing
Manufacturing activity continued to expand,
and several Districts reported gains in
production or new orders across a wide range of
industries. The only exceptions were the
Philadelphia and Richmond Districts, where
activity softened compared with the previous
reporting period. Exports boosted manufacturing
activity according to contacts in the Cleveland,
Chicago, and Kansas City Districts. Producers of
semiconductors and other high-tech equipment
saw continued growth in sales in the Boston,
Dallas, and San Francisco Districts. Auto
production rose strongly in the Cleveland and
Chicago Districts. Metals producers in the Chicago
District reported that September sales were the
strongest year-to-date, while contacts in the
Minneapolis, Dallas, and San Francisco Districts
saw only modest gains. Shipments of steel in the
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Cleveland District continued to be buoyed by
demand from energy-related, automotive, and
heavy equipment industries. Food processors in
the Philadelphia and Dallas Districts noted solid
demand for their products, while a few contacts in
the St. Louis and Minneapolis Districts reported
plans to expand existing operations.
Refiners in the Dallas and San Francisco
Districts noted a slowdown in activity and rising
inventories. Demand for construction-related
products remained weak, and reports on activity
in the wood products and furniture manufacturing
industries were mixed.
Hiring at manufacturing firms remained
sluggish. Inventories were generally light or in line
with orders. Future capital spending plans
appeared to be limited, except for in the St. Louis
District where several manufacturers reported
plans to build new plants or expand operations.
Manufacturers’ assessments of future factory
activity were optimistic in the New York,
Philadelphia, Chicago, and Kansas City Districts,
where contacts expect business conditions to
remain positive or to improve in coming months.

“

“Not very exciting is it?”

Nonfinancial Services
Activity was stable to modestly increasing for most
professional and nonfinancial services. Demand
for information technology (IT) services
remained solid. IT firms in the San Francisco
District noted recent growth was spurred by
business investment to enhance production
efficiency. In the Minneapolis District firms noted
solid demand for IT services from corporate
clients.
Accounting activity improved slightly, spurred
by merger and acquisition work. Contacts in the
Boston and Dallas Districts noted increases in
consulting activity since the last report.
Healthcare consulting picked up as businesses
responded to regulatory changes following
healthcare reform. Appraisal and title companies
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noted continued strength during the reporting
period, and there were some reports from
architectural firms that activity had picked up.
Demand for transportation services appears
to have slowed, although reports were mixed.
Freight companies in the Cleveland District
noted steady to declining volumes over the past
six weeks, and Kansas City’s report said
transportation firms saw unexpected weakness.
Rail companies in the Atlanta District reported
positive, but slower growth of automobile and
industrial goods shipments, while port activity in
the Richmond District was mixed. Dallas’ report
said intermodal and railroad cargo volumes edged
up, but growth in international container trade
volumes flattened, and small parcel shipping
volumes declined in September. San Francisco
reported a pickup in demand for trucking services.

“

“Sounds like the last 30 days got
pretty tough.”

Consumer Spending and Tourism
Retail spending was flat to moderately positive in
most Districts, with the exception of the
Richmond and Atlanta Districts, which noted
declining traffic and sales. Contacts in the Kansas
City District noted sales were stronger than
expected; back-to-school spending boosted sales
in the Philadelphia and Dallas Districts. Retail
spending grew modestly in the Minneapolis and San
Francisco Districts, and was flat in the Cleveland,
Chicago, and St. Louis Districts. Retailers said
consumers are slowly regaining confidence, but
remain price-conscious and were largely limiting
purchases to necessities and nondiscretionary
items. There were reports, however, of a pickup
in sales of moderately priced household goods in
the Philadelphia, Dallas, and San Francisco
Districts, and gains in apparel sales were
reported in the Atlanta and Chicago Districts.
Inventories were at desired levels. Looking ahead,
retailers in several Districts expected modest sales
growth through year-end. In particular, some
contacts in New York planned to add more holiday
staff than last year.
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Most Districts reported that sales of new
vehicles held steady or rose during the reporting
period. Sales of used vehicles were strong as well.
Inventories remained tight, particularly for
popular vehicles. Used car prices rose, reflective
of solid demand and lean inventories.
Respondents’ outlooks were for slight growth in
sales through year-end.
Reports from most Districts pointed to
continued improvement in travel and tourist
activity. The Richmond District reported that
tourist activity strengthened, and contacts in San
Francisco noted that growth in business travel and
convention activity led to rising visitor counts and
hotel occupancy rates. Hotel occupancy for
popular tourist destinations in the Minneapolis and
Kansas City Districts also rose during the reporting
period and was above year-ago levels. New York’s
report noted that hotel occupancy rates remained
high in Manhattan, but October bookings were
somewhat weaker than expected. Atlanta noted
that tourist activity in some areas was still being
affected by the Gulf oil spill, but losses incurred
in these areas were offset by increased activity in
Northeast Florida, Georgia, and Tennessee and
respondents’ outlooks for the remainder of the
year were positive. Airline traffic was stable to
slightly down according to the Dallas District, but
conditions were much better than a year earlier
thanks to strength in business travel. Restaurants
and food service contacts in the Kansas City and
San Francisco Districts also noted slight increases
in activity.

“

“Tight inventories and returning
demand (goes for airline seats as
well) = INFLATION!”

Real Estate and Construction
Housing markets remained weak. Most District
Beige Book reports suggested overall home sales
were sluggish or declining and were below yearago levels. There were scattered reports of some
improvement in sales in a few Districts, however.
Philadelphia noted an increase in sales of existing
homes, and Richmond, Kansas City, and Dallas
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reported upticks in sales of higher-priced homes.
Sales reports were mixed in the St. Louis and
Minneapolis Districts, with increases in some
metro areas and declines in others. Home
inventories were elevated or rising according to
most District reports. Home prices were generally
stable since the last report, although Kansas City
noted a decrease in prices, and New York and
Minneapolis reported declines in some metros.
Homebuilders in the Atlanta District reported
downward price pressure and expressed concern
about rising foreclosures and bank-owned
properties coming to market.
Single-family construction activity was at very
low levels, but had improved somewhat in the
Chicago, St. Louis, and Kansas City Districts.
Atlanta reported a softening of construction
activity overall, and Minneapolis said single-family
building activity was mixed across metros. Builders
in the Dallas District said they had pulled back on
starts considerably after the run-up earlier in the
year.
Respondents’ outlooks suggested sales and
construction would remain subdued through
year-end. There were some reports that tighter
credit standards for buyers and small builders,
along with general economic uncertainty, were
stalling activity.
Conditions in the commercial real estate
sector remained subdued. Reports suggested
rental rates continued to decline for most
commercial property types. The one exception
was the apartment sector, where higher leasing
activity led to fewer concessions, most notably in
Manhattan. Office, industrial and retail rental
markets remained weak, although there were a
few reports of slight increases in leasing activity in
the Richmond, Chicago and Dallas Districts.
Commercial property sales were low overall, but
contacts in the Chicago and Dallas Districts said
investment demand for distressed commercial
properties remained strong. Given lackluster
demand for commercial space, nonresidential
construction activity was limited to mostly public
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projects, according to District reports. Industry
contacts appeared to believe that the
commercial real estate and construction sectors
would remain weak for some time.

“

“This is probably their best case for
QE2 - focusing on the real estate
issue and that’s the issue the most
concerns the banks, of course, since they
have all their money sitting in this stuff.”
Banking and Finance
Lending activity was stable at low levels across
most Districts, but there were some reports that
demand picked up slightly. The Richmond and
Dallas District reports noted increased lending
activity, and Chicago said credit conditions
continued to improve in the District. Reports from
Richmond and Dallas suggested that competition
for quality loans had picked up. Some contacts
noted there was pressure to price loans slightly
more aggressively.

“

Week of October 24, 2010
“Not at all exciting but it is criminal
to do QE into this environment.”

Agriculture and Natural Resources
Agricultural conditions were mostly favorable.
Fall harvest was generally ahead of its normal
pace, and above-average yields were expected
in most reporting Districts. There were a few
exceptions, however. Widespread rains flooded
farmland and delayed harvests in the Minneapolis
District while dry weather affected some crops in
the Atlanta and St. Louis Districts. Unfavorable
weather conditions and resulting crop losses
abroad continued to boost export demand for
U.S. agricultural products. Commodity prices
strengthened further, boosting optimism among
producers in the Dallas District and spurring higher
cropland values and capital spending on
agricultural equipment in the Kansas City District.
Additionally, corn producers in the Chicago
District were holding on to recently harvested
corn in hope of even higher prices.

On the consumer side, lending was sluggish,
but there were scattered reports of improvement.
Contacts in the Cleveland and Dallas Districts
reported growth in auto loans. Residential
mortgage lending and refinancing activity
increased in several Districts, and San Francisco
reported an increase in demand for nonconforming
mortgage loans.

The energy sector continued to expand, with
activity rising further in the Atlanta,
Minneapolis, Kansas City, Dallas, and San
Francisco Districts. The Minneapolis District
reported that mines were operating near capacity,
and coal production was robust in the Cleveland
and Kansas City Districts. Firms in the Dallas
District noted strong domestic land-based drilling
and a pickup in overseas demand had offset losses
resulting from the moratorium in the Gulf of
Mexico. The Cleveland and Kansas City Districts
reported that strong activity had prompted hiring
and an increase in capital spending at some energy
firms. Respondents’ outlooks were mostly positive,
although low natural gas prices had dampened the
outlook for producers in the Cleveland and Dallas
Districts.

Credit quality changed little on balance. New
York reported a decrease in delinquency rates
on consumer loans, however, and overall quality
improved in the Philadelphia and Richmond
Districts, according to reports.

“

Demand for commercial and industrial loans
remained weak as businesses continued to
postpone capital spending plans because of
economic and public policy uncertainties.
However, merger and acquisition lending picked up
in a few Districts. Commercial real estate lending
remained subdued and loan standards were still
tight.
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“Notice the corn producers are
speculating with their own supply.
That can cause problems when
they flood the market later. Very good for
farmers though if US has good crops and
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world has shortages. Should be good for dry
bulk shippers too!”
Prices and Wages
Input costs rose slightly, but prices of final
goods and services were stable across Districts.
Upward pressures on agricultural commodities and
industrial metals prices were reported by several
Districts. In addition, shipping costs increased in
the Philadelphia, Atlanta, and Dallas Districts,
and retailers in the Philadelphia and Chicago
Districts reported higher wholesale prices. Passthrough of rising input costs to final prices
remained limited although there were scattered
reports of increases. Prices of petrochemicals rose
in the Dallas District, and a few manufacturers in
the Boston District said recent price increases on
some of their products had been successful. Some
manufacturers in the Atlanta District noted rising
costs of materials and employee benefits would
likely be passed on to customers in the near-term,
and several manufacturers in the Cleveland
District announced plans to raise product prices
in an attempt to recover rising costs. In response
to rising food costs, food producers in the Dallas
District reported plans to raise prices, and
menu prices at restaurants rose modestly in the
Kansas City District.

Week of October 24, 2010
their services, and contacts in the Cleveland
District said new job openings declined.
Richmond’s report noted demand for temporary
workers picked up slightly since the last report,
and staffing contacts in the Philadelphia District
said clients were adding positions as workloads
increased. The Atlanta report noted a preference
for increasing staff hours and using temporary
help rather than hiring additional full-time staff.

“

“When I say "Stag" you say "Flation"
- Stag Flation, Stag Flation - Yeah,
yeah yeah!!! What a friggin mess.
They have brought back arguably
the worst possible economic circumstance
we’ve had in this country since the 70s!
How can anyone be happy with this report?
They can’t. I think this is a BS blow-off top
move. There is no way this BBook Report is
what the bulls wanted to see. It doesn’t
justify more QE and it doesn’t point to a
stronger base economy but also it doesn’t
point to a particularly weaker one - just a
stagnant, nothing economy where fiscal
idiocy is forcing prices higher even as actual
demand declines.”

Wage pressures remained minimal. Most
District reports found little evidence of wage
increases in general. There were widespread
reports across Districts that firms anticipated
increased costs of employee benefits as a result of
healthcare reform.
Hiring remained limited, with many firms
reluctant to add to permanent payrolls given
economic softness. Reports from staffing firms
were mixed. Staffing firms in the New York and
Dallas Districts noted a slowdown in demand for
Note: The material presented in this commentary is provided for informational purposes only and is based upon information that is considered to be reliable. However,
neither Philstockworld, LLC (PSW) nor its affiliates warrant its completeness, accuracy or adequacy and it should not be relied upon as such. Neither PSW nor its affiliates
are responsible for any errors or omissions or for results obtained from the use of this information. Past performance, including the tracking of virtual trades and portfolios
for educational purposes, is not necessarily indicative of future results. Neither Phil, Optrader, Oxen Group or anyone related to PSW is a registered financial adviser and
they may hold positions in the stocks mentioned, which may change at any time without notice. Do not buy or sell based on anything that is written here, the risk of loss in
trading is great.
This material is not intended as an offer or solicitation for the purchase or sale of any security or other financial instrument. Securities or other financial instruments
mentioned in this material are not suitable for all investors. Any opinions expressed herein are given in good faith, are subject to change without notice, and are only
intended at the moment of their issue as conditions quickly change. The information contained herein does not constitute advice on the tax consequences of making any
particular investment decision. This material does not take into account your particular investment objectives, financial situations or needs and is not intended as a
recommendation to you of any particular securities, financial instruments or strategies. Before investing, you should consider whether it is suitable for your particular
circumstances and, as necessary, seek professional advice.
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