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I have just returned from Egypt and Dubai where both countries, but especially Dubai, are feeling the pain 
of the global slowdown.  Dubai is in a freefall after oil peaked in July of last year, 12 to 18 months after 
the economic slowdown fi rst hit the industrialized economies. I shall report on my trip in further detail at a 
later time.

For the fi rst time since September’s credit market breakdown, there has been a string of “not-so-bad” 
economic data.  To be sure, nothing indicates a sustained recovery, but the data does indicate that the 
economic collapse has moderated and in some areas actually improved. Of greatest importance was 
Thursday’s retail sales report that reported core sales (less autos) up 0.7%, combined with a sharp upward 
revision of January’s data.  This led many forecasters to predict a 1% to 1.5% increase in consumption in the 
fi rst quarter, after two sharp 4% drops in the third and fourth quarter last year, the worst since World War II.  
Because of these data, the decline of real GDP in the fi rst quarter has been scaled back to minus 5% from 
minus 5.5%, the fi rst meaningful upward revision in GDP in some time.  Furthermore, the preliminary March 
Consumer Sentiment index, reported Friday, ticked up a few tenths, and was 1.6 ppts above expectation.  
Unlike the Conference board indicator of Consumer Confi dence, the U. of Michigan measure has yet to fall 
below its May 1980 all time low of 51.7%.

This economic new, combined with statements from Citigroup and Bank of America (two of our most 
beleaguered banks) that they ran an “operating” profi t in January and February, caused the best rally in 
stocks since last November.  Two cautions before calling a bottom:  fi rst, operating profi t does not include 
write-downs of assets and secondly, we have had rallies like this before in stocks and they have fi zzled out 
with the market subsequently plumbing new lows. Ever since the bear market started in earnest last May 
we have had a string of rallies that have not penetrated previously rally highs yet always fell to new lows.  
The S&P 500 will have to penetrate 800 and consolidate, and then break above 875 for there to provide 
convincing evidence that a bear-market low has been established. I do believe that the credit markets 
have improved more than investors have been giving them credit for, but worldwide economic activity is 
still declining.

Next week we will see whether the New York and Philly Fed manufacturing indexes confi rm the improving 
economic trend and we shall hear about the producer and consumer price indexes. Both infl ation measures 
are expected to show that defl ation has been halted, which is a good sign.  On Tuesday and Wednesday 
the FOMC is meeting, and the market will be watching whether there the Fed will be buying long-term 
treasuries or mortgage-backed securities as part of its open market operations.  If the Fed’s statement 
confi rms that the recent economic data are encouraging, that could give a good boost to Wall Street. 
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