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Quote of the month. “Life is an adventure in 
forgiveness.” – Norman Cousins 

The month in brief. It was a positive month for 
the stock market, an amazing month for the dollar, 
and another month of settlement for the broad 
commodities market. Oil and gas prices fell notably, 
fears over the stability of Fannie Mae and Freddie Mac 
emerged, unemployment and consumer confidence 
crept higher, and the Federal Reserve held rates while 
watching consumer prices and producer prices rise 
sharply. 

Domestic economic health. In brief, 
consumers went to the supermarkets and big boxes 
with sighs of relief as they paid less for gas, then 
wondered why prices were so high in the aisles. Oil 
prices fell 5% in August, and retail gasoline prices (for 
a gallon of regular unleaded) had dropped below 
$3.70 by the end of the month.1, 2  

But the spring surge in energy prices had its expected 
effect on producer and consumer prices. The July data 
was alarming. Wholesale prices rose 1.2% last month 
in July and 9.8% year-over-year between July 2007 
and July 2008, the highest annual jump in 27 years.3 

July consumer prices soared 0.8%, and were up 5.6% 
from a year before – representing the most torrid 
inflation pace since 1991.4 While retail sales edged 

down 0.1% in July, sales outside the auto industry 
actually rose 0.4%.5 Unemployment hit a four-year 
peak of 5.7% in July, a full percentage point above July 
2007..6 Still, consumer spending went up 0.2% in July, 
and the Reuters/University of Michigan index of 
consumer confidence advanced from 61.2 in July to 63 
in August.7 Speaking of confidence, many investors 
had theirs momentarily shaken by continuing hints of 
trouble at Fannie Mae and Freddie Mac (see “Housing 
and Interest Rates” below). 

As expected, the Fed left interest rates alone in early 
August. The dollar had its best month ever against the 
euro, rising 6.4% versus that currency in August in a 
powerful rally; the Bank of New York Mellon noted 
that investors purchased four times as many dollars in 
August as the average during the previous 12 months.8 

Now, guess what the world’s best-performing economy 
was in the second quarter? That’s right: ours. So says 
the Organisation for Economic Co-operation and 
Development, based in Paris. They cite America’s 
annualized growth rate of 3.3% as of 2Q 2008, 
compared to negative numbers in the economies of 
Europe and Japan.9 (For what it’s worth, economists 
at the International Monetary Fund cite global growth 
of under 3% as an indicator of global recession.) 

Global economic health. In Europe, there 
were plenty of recessionary omens. As you may know, 
manufacturing is the big driver in many European 
economies. Well, despite some relief in the form of 
lower energy prices, the PMI (purchasing managers 



 
 

index) for the Eurozone crept to 47.6 in August, still 
showing contraction and barely up from 47.4 in July. 
Even Germany’s powerful economy showed a PMI of 
49.7, below 50 and contracting. That was the first such 
contraction in three years, and retail sales in that 
nation fell by 1.5% in July. In the U.K., manufacturing 
declined for the fourth month in a row in August.10 

The good news: Eurozone inflation dropped to 3.8% in 
August, down from 4% in July.11 

Of course, that level of inflation is nothing compared 
to what some economies in Asia are contending with. 
In India, the annual inflation pace was expected to 
exceed 12.4% in August.12 In the Philippines, 
economists were predicting 12.5%.13 The pace of 
India’s red-hot economy was clearly slowing, from 
9.2% growth in 2Q 2007 to 7.9% growth measured for 
2Q 2008. 14 In China, the inflation rate had fallen to 
6.3% in July, from 8.7% in February, with growth at 
10.1% for 2Q 2008. The polar opposite of that 
superheated economy is Japan, whose economy 
contracted 2.4% last quarter.15 

World financial markets. Let’s look at some 
indexes apart from the States … there were some gains 
in Europe. But in contrast, the Stoxx 600 rose 1.6% in 
August, and the FTSE 100 rose an impressive 4.2%, 
despite the United Kingdom’s treasurer saying its 
economic state was the worst in 60 years. 16 The CAC 
40 (France) rose 2.1%, and the Australian All 
Ordinaries Index rose 3.2%. Among Asia’s major 
markets, things were gloomier: Hong Kong’s Hang 
Seng index was down 6.6% in August, the Shanghai 
Composite Index down 13.6%, and the Nikkei 225 was 
down 2.3% on the month.17 

Commodities markets. Most commodities 
tumbled in August. Gold dropped 9.5% for the month, 
silver 23.5%, copper 6.3% and platinum 15.4%. Crude 
oil futures lost 7.3% and natural gas futures 13.9%. 
While the selloff spilled over into ag futures, the losses 
were not nearly so pronounced here: wheat lost 0.9%, 
soybeans 5.7%, and corn 3.7%. If you happened to 
invest in rice and pork bellies, congratulations: those 
commodities respectively gained 14.4% and 35.7% last 
month.18 

Housing & interest rates. Fannie Mae, 
Freddie Mac – these venerable mortgage giants began 
to look vulnerable as the month progressed. On 
August 8, Fannie Mae announced it was cutting 
dividends by 86%, after suffering losses that were 

three times that of analysts’ estimates. Freddie Mac’s 
second-quarter losses were also greater than 
anticipated.19 Would Treasury Secretary Henry 
Paulson’s bailout plan have to kick into gear? Perhaps. 
By late August, Moody’s Investors Service had lowered 
the stock ratings for both companies close to junk 
level.20 At the end of August, three top Fannie Mae 
executives had left the company. 

Elsewhere in the sector, the National Association of 
Realtors announced that pending home sales rose 
5.3% in June – but that indicator was still 12% below a 
year ago.21 But that hopeful news was tempered by 
more evidence of the depth of the correction: 
residential resales fell to a 10-year low in 2Q 2008, 
with the median sale price down to $206,500 (a 7.6% 
drop on the quarter).22 But on the other hand, existing 
home sales increased 3.1% in July.23 New home 
construction decreased 11% in July, but the drop 
partly reflected the rush to get projects started in New 
York City in the month of June before a change to its 
building codes.24 

As for mortgages, the key rates generally fell in 
August, just as they had fallen slightly across the 
previous month. Nationally, the 30-year fixed rate 
mortgage averaged 6.40%, down from 6.52% in late 
July; 15-year FRMs and 5-year ARMs respectively 
averaged 5.93% and 6.03% at the end of August (they 
were both averaging 6.07% in late July). As for 1-year 
ARMs, interest rates crept up to 5.33% in late August, 
as compared to 5.27% at the end of July.25 

Major indexes. Oil’s descent from record highs 
and pleasant surprises regarding several earnings 
reports and indicators helped the major indices. It was 
the best month since April for the Dow and S&P 500, 
and the Nasdaq had its best month since May.26 

% Change 1-Month Y-T-D 

DJIA +1.46 -12.97 

NASDAQ +1.80 -10.74 

S&P 500 +1.22 -12.64 
 

Source: CNBC.com, 8/29/0827 
 

Indices are unmanaged, do not incur fees or expenses, and cannot 
be invested into directly. These returns do not include dividends. 

September outlook. Well, September has long 
been regarded as a mild month for the stock markets; 
in fact, historically, stocks have averaged a 1.2% 



 
 

decline over past Septembers.28 But indicators aside, 
the belief that 2009 will see improvement for the 
economy may inspire subtle waves of confidence to 
ripple through the market and make the month 
positive for equities.  

What are the economic dates to note for the rest of 
September? Here they are. We have … July factory 
orders (9/3), the August ISM services index (9/4), 
August wages and unemployment (9/5), July pending 
home sales and wholesale inventories (9/9), August 

PPI, core PPI, retail sales and business inventories 
plus preliminary August consumer sentiment (9/12), 
August industrial production (9/15), August CPI and 
core CPI and a Fed rate decision (9/16), August 
housing starts and building permits (9/17), August 
existing home sales (9/24), August durable goods 
orders and new home sales (9/25), August personal 
income and personal spending (9/29), and the 
Conference Board’s September survey of consumer 
confidence (9/30). 
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