The Market Week in Review
For the Week Ending August 13, 2011
THE MARKETS

The stock market took investors for a rollercoaster ride this week that would make Great
America’s Ragin’ Cajun look like a kiddie ride as stock prices rose and fell at historic levels.
For only the third time in its history the S&P 500 registered 4 days where prices moved by
over 4% in the same week. It was also the first time the Dow Jones Industrial Average
moved more than 400 points in either direction for four consecutive days. The markets
gyrations were driven primarily by Standard & Poor’s downgrade of the United States
creditworthiness and Europe’s accelerating debt crisis.
Gold traded as high as $1,800 an ounce, but closed at $1,740.20 following a 22% increase
in margin requirements to trade gold futures contracts. Oil fell to $85.38 a barrel as
concerns about an economic recession led to speculation that demand will be falling in the
months ahead.
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DAILY DEVELOPMENTS
MONDAY
The stock market fell sharply on Monday following S&P’s downgrade of long-term United
States government debt last weekend. The Dow Jones industrial average fell 634 points, or
5.6 percent, and Standard & Poor’s 500 stock index dropped 6.7 percent. The exchange
processed a record 390 million orders in the first hour of trading on the New York Stock

Exchange, a new record. By the end of the day, 18 billion shares changed hands, the most
active day in a year. 10 year yields fell on United States Treasuries to 2.32 percent, from
2.56 percent despite the downgrade, suggesting that investors were more concerned about
the ongoing debt crisis in Europe, the risk of a double dip recession and the government’s
inability to function properly and address the problem.
TUESDAY
The Federal Reserve pledged on Tuesday to keep its key interest rate at its record low of
nearly zero through the middle of 2013. It’s the first time the Fed has pegged its
“exceptionally low” rates to a specific date. The Fed had previously said only that it would
keep its key rate at record lows for “an extended period”. In its statement the Fed said that
it expects "a somewhat slower pace of recovery over coming quarters." It also said that
temporary factors, such as the high price of gasoline this spring and Japan's March
earthquake and tsunami, were only part of the reason for the weaker economy.
WEDNESDAY
The U.S. Trade deficit increased by 4.4% during July to about $53 billion, the Commerce
Department said Wednesday. Exports slid 2.3% to about $171 billion, marking the first
decline in two consecutive months since early 2009. (The trade deficit increased to $50.8
billion in June.) The drop in exports was broad-based. Exports of industrial materials fell
4.8%, while food exports dropped 7.3% and computer exports dropped 9.8%. Somewhat
lower oil prices helped drive the decline in imports. A drop in demand from U.S.
consumers and businesses was among factors pushing imports down 0.8% to $224 billion.
THURSDAY
Initial unemployment claims in the U.S. dropped below 400,000 last week for the first time
in four months, the Labor Department said Thursday. Applications for unemployment
benefits dropped by 7,000 to a seasonally adjusted 395,000. New applications had been
above 400,000 for the previous 17 weeks. The four-week average, a less-volatile figure,
fell to 405,000, its sixth straight decline.
FRIDAY
Overall retail sales in July jumped 0.5%, following a 0.3% improvement in June, the
Commerce Department announced on Friday. It was the biggest increase in 4 months.
The consensus forecast had called for a 0.6 percent gain. Auto sales led the way, rising
0.4%, building on a 0.7% increase in June. In a separate report, the Commerce
Department said businesses added to their inventories for an 18th straight month in June.
But the 0.3% rise in business inventories was the smallest gain in 13 months. Total
business sales rose 0.4% after a 0.1% drop in May.
We suspect these increases may be short-lived, unfortunately, as high unemployment rates
and the stock market’s volatility are likely to cause consumers and business owners alike to
be more cautious about spending in the months ahead. Support for our prediction can be
found in the Thomson Reuters/University of Michigan preliminary index of consumer

sentiment for August that was also released on Friday. It plummeted to 54.9, which
amounts to the lowest reading since May 1980. Economists surveyed by Bloomberg on
average had expected a much smaller decline, to 62. At the end of June the closely
watched index stood at 63.
QUOTE OF THE WEEK
“If there were a quadruple A [bond rating], I would give it to the U.S. We
will always pay the bonds — the only way we won’t pay is if the printing
press strips a gear.”
Famed private investor Warren E. Buffet
I hope you have found the information in this week’s market summary helpful. If you
would like to comment on any of the information found in this week’s Market Commentary
please e-mail me at awillms@estatecounselors.com. If you would like to discuss how
current market conditions could impact your investments, please feel free to call me at the
number listed below.
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