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As | noted at the outset of last month's newsletter, September
and October are historically tough months for the stock market.
| also speculated that the market was particularly vulnerable to
selling because of the 50% run-up in value since March and
rising unemployment. Yet, the Dow has continued to
rise—hitting 10,000 on October 14th.  Third-quarter earnings
are in and while many companies are beating expectations, it's
important to realize that many of those companies achieved
better earnings by cost cutting and layoffs, not from increased
sales. This is a big disconnect between Wall Street and "Main
Street". Stocks are rocketing higher based on these "positive"
reports. But, cost cutting and job cutting measures can only go
so far. A business can't grow through increased sales while the
ranks of unemployment swell, and certainly not from those same
people who are without jobs. The typical autumn swoon in the
market may be delayed by a month or two, this year, but, given
the rising unemployment rate and the dearth of consumer sales
a market correction is inevitable.

THE MONTH IN REVIEW
10/1-10/2 The stock market tumbled again,
Thursday. This time, it fell 203 points, after
a bigger-than-expected rise in weekly jobless
claims and a weaker-than-expected reading on manufacturing
sparked worries about the pace of the economic recovery. The
unemployment rate rose to 9.8%, a 26-year high. The
unemployment rate hit 12.2% in California.

10/5-10/9 After a two-week sell-off, investors jumped back into
the market due to a better-than-expected reading from the
services sector of the economy. The news propelled both the
Dow and Treasury prices upward which in turn lowered the yield
on the benchmark 10-year note to 3.20% from 3.22% on Friday.
Amid a falling dollar, Wall Street pushed the Dow up 131 points
for the second straight day and gold surged to a record high of
$1039 per ounce. Jobless claims fell to their lowest level since
January with the number of initial filers dropping by 33,000 to
521,000.

Treasury prices tumbled, raising the yield on the 10-year note to
3.38% from 3.25% on Thursday. Treasury prices and yields
move in opposite directions. Although treasury yields do not
correlate with mortgage rates they are influenced by them.
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10/12-10/16 The Bond markets were closed for Columbus Day.
A survey of top economists by the National Association of
Business Economics found more than 80% believed the worst
was over, but most didn't expect meaningful improvement in
jobs, credit or housing for months to come. The DJIA closed
above 10,000 Wednesday for the first time since Oct. 3, 2008.
The 144-point rally was spurred by upbeat earnings reports from
Intel and JP Morgan Chase. After months of trading in the
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range of $68-71 per barrel, oil quietly bubbled up ta $77. The

market slid Friday on disappointing quarterly earnings from Bank
of America and General Electric.

10/19-10/23 The Dow surged nearly a 100 points above the
10,000 level on Monday. It marked a new 12-month high.
FISERY, a financial information and analysis firm, predicted that
national home prices will shrink another 11% by June 30, 2010,
the price declines—this time—being attributed to foreclosures
among prime mortgages with higher loan amounts. The
Commerce Dept. said housing starts for September fell 30,000
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short of the 610,000 that analysts expected. The disappointing
number was ascribed to uncertainty about a possible extension
and expansion of the $8,000 tax credit for first-time homebuyers.
After tumbling Wednesday, the Dow rebounded above the
10,000 mark to close up 131 points. Jobless claims rose much
more than expected, this week. The 11,000 new filings bumped

claims to 531,000, denting recovery hopes.
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