
MarketBeat : Four at Four: ARS Cause More Pain

  

User Name: Password: 

Remember Me Log In 

Forgot your username or password? | Subscribe 
Subscribe 

Set My Home Page Set My Home Page| Customer Service

News Today's Newspaper My Online Journal Multimedia & Online Extras Markets Data & Tools Classifieds

MARKETBEAT
 WSJ.com’s inside look at the 
markets 

Blog Search:   

< Blog Roll — The First Quarter Stun[...] -- Previous  |  SEE ALL POSTS FROM THIS BLOG  |  Next -- Under the Radar: 
Planting Season > 

March 28, 2008, 4:24 pm

Four at Four: ARS Cause More Pain
Posted by David Gaffen 

●     The complexities of financial engineering are no longer just annoying bond issuers and 
market mavens. The turmoil in the auction-rate securities market, where the interest rate on long-
term debt is constantly adjusted through short-term markets, has moved into public eye, with 

anger focused on financial markets. Friday, Massachusetts subpoenaed three big investment banks to 
determine whether investors were properly informed of the risks of auction-rate securities — which had been 
marketed to individual investors as not much different from money-market funds. Also Friday, UBS AG 
said it was marking down the value of the auction-rate securities in its brokerage customers’ accounts, while 
Legg Mason is trying to generate liquidity for shareholders in these funds, who have been unable to get 
funds because they own these unsellable securities — BNP Paribas strategists estimated in commentary 
that between March 17 and March 21, 70% of single-issuer municipal auctions failed (that is, did not attract 
enough buyers). “This is the true Roach motel,” writes Bennet Sedacca of Atlantic Advisors on Minyanville.
com. “Where you can get in, but you can’t get out.” 

●     One of the favorites of the momentum crowd is set to report next week, when Research 
in Motion releases its earnings. Investors hope the reaction is more favorable than what 
greeted software giant Oracle when it reported earnings Thursday. After the decline 
Thursday, the Nasdaq Composite Index led the market lower Friday, and it remains 
the weakest performer of the three major averages this year, having lost nearly 15% of 
its value through Friday’s trade. Out of the 10 sectors that make up the Standard & 
Poor’s 500-stock index, information technology is second-worst, trailing only telecommunications. 
Economic concerns, both in the U.S. and worldwide, have played into the slump, and concerns about lending 
have fed into the decline, even though the technology arena is not at the forefront of the credit mess. “The 
mood of the market is what it is,” says Noah Blackstein, portfolio manager at Dynamic Funds in Toronto. 
“This cycle, the excesses are not in the technology space.” 
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